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CliSZ BliCKGBOUI!D 

This recommendation concerns tho deregulation oC LEC payphonos 
pursuant to the PCC ' e Report and Order (96-388) and tho FCC's Ordor 
on Reconsideration (96-439; . Tho FCC orders roquiro: 

pursuant to the mandate ot Secti on 276(b) (1) (B) 
(T<leco~U~~unications Act o! 1996), incumbent LECs to 
r e.-ove from their intrasteto rates any charges that 
recover the coats or payphones. Revised intrestete rates 
auat be effective no leter than April lS, 1997 . 
... Atates must dotermine the intrast ate olomonts that 
must be r emoved to olimina to any intrastate subsid loa 
within this timetrame. (emphasis added) 

FCC Order 96-388, ! 186, September 20, 1996. 

Sta!t would noto that Soction 276(c) of the Tolocommunicatl o ns Act 
or 1996 states "(t)o tho extent that any State requirements are 
i nconsistent with tho Commission ' s rogulationo, tho Commiss ion' s 
requirements on ouch matters shall proompt such State 
requirements." A LEC has tho option to deregulate uoing 
structural (separato oubsidiary) or non-struc tural safeguards 
(accounting separations). All LECa arc subject to tho d~r~guletion 
requirement. 

On February 7, 1997, MCI Telocommunlcationo Corporation (MCI) 
filed a potition requosting that thi s Commission o rder BollSouth 
Telecommunication• Tnc. (BollSouth) to removo its deregulated 
payphono investment and associated expenses from i t o i ntrastate 
operations and r educe its intrastate carrier common Line (CCL) 
c harge by approximately $36.5 million (Docket No. 970172-TP). MCI 
tiled a similar petition tor GTE Florida Inc.n rporeted (GTEfL) to 
reduce 1 ts intrestace CCL charge by $9. 6 .J~illion (Dockot llo . 
970173-TP). Start would note that at the interstate level, L.£Cs 
must "reduce their interstate CCL c hargos by an tuaount oque I t o tho 
interstato allc..cation or payphono coat a current I y recovered through 
those c hargos." FCC Order 96-388, t 181 

On Fobruary 27, 1997, GTEYL tilod a motion t o dismiss HCl's 
petit1on (Docket No. 970173- TP) on the grounds that tho petition Is 
defic ient, invalid, and inco•plote. In addition, GTEFL states that 
if payphona revenues aro included in ita subsidy calculation, this 
domonstratoa that no oubai Jy exists tor CT£PL. Staff would noto 
that the actions taken in Issuo 1 cou ld rendor GT£PL's moti o n to 
dismiss moot. While KCI has the opportunity to rot~pond to CT~:n . •o 
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motion to disaiss within 12 days {no later than March 11, 1997 ), as 
ot the date this roco~~U~~endation was filed, MCI had not riled ita 
response. However, since tho Order fr om this recommendation will 
be a Proposed Agency Action, MCI wil l not bo denied I te opportunity 
to respond or protest tho a~tions taken In these dockets. LAstly, 
BellSouth tiled an answer to MCI' s petition (Docket No . 970172-TP) 
on F'obruary 27, 1997, in which BollSouth denied the vast majorl ty 
of .MCI '' allegations and deni ed that KCI is entitled to tho 
requested relief. 

As of March 3, 1997, throe LECs have fil ed to remove their 
retail payphone of ferings from their General Subscriber services 
Tariffs. CTEFL and Alltel filed on January 1, 1997 , tor an April 
15, 1997 effective date. BellSouth filed on February 26, 1997, tor 
an April 1, 1997 effective date. rn addition, BollSouth calculated 
the intrastate subsidy to i~a payphono operation to bo $6.5 
million. Finally, BellSouth proposed to eliminate the intraotate 
subsidy by reducing its rates for Business Rotary Service. 

This Commission need not order all LECs to remove their reta il 
payphone offerings from their Cenoral Subscriber Services Tar!Cts 
since FCC Order 96- 388 already imposes this requirement. Howovor, 
this Commission must determine what actions aro necessary to 
eliminate any intrastate subsidies associated with tho LECo' 
payphone operations. Further, any intrastate subsidIes as soc la tod 
with the LECs' payphone operations must be eliminated by April 15, 
1997, per FCC Order 96-388, t 18 6 . This reco~~endation addrcaoes 
MCI •s petitions and, more generally, the e~attor of how this 
Commission should olim1nnto any intraatatc subsidies. 

- 3 -



• • 
DOCKET NOS. 970172-TP, 970173-TP, ' 970281-TL 
DATE: March 6, 1997 

I SSQC 11 Shoul<2 tho co .. hsion qrant MCT 1 s petitions to roduco 
intrastate Carrier co .. on Line rates to reaove paypho ne investment 
from tho rates of BellSouth and GT£fL? 

RE.COKHENDATIOJf ! No, the coauDiasion should not grant MCI 1 S 

petitions to roduco intrastate Carrier Common Lino rates to remove 
payphone inVt,atment from the rates ot BellSouth and GTEFL. This 
action will render GTI:'!PL 1 s motion to dismiss moot. 

STAll MliLXS IS: In ita petitions, HCT requests that this 
Comoission ta~e the foll owinq actions: 

(1) Direct BollSouth and GTEPL, respoctivoly, to !ilo with 
tho Commission an intraotatc switched access tar i r f to 
removo the dorequlatod payphono invoatmont and assoc htod 
expenses and to reduce thoir i ntrastate CCL c harqaa to 
reflect tho removal of tho payphone investment and 
associated expenses in their intrastate fl o rida 
operations. 

(2) Establish an expedited discovery and procedural schedule 
that will permit HCI to conduct discovery on Bei1 South 1 s 
and GTEFL 1 8 tilin9s and rooult in a hearing and dec ision 
on the removal of the payphone subsidy from BellSouth;o 
and GT£PL 1 a intrastate carrier accesG operations by April 
1~. 1997, as required by tho fCC. 

Staff believes it is clear from FCC Orders 96-388 and q6-439 that 
all LEC payphones must be deregulated and that any intraetato 
subsidies associated with the L£Ca 1 payphono operations muot be 
eliminated by April 1~. Tho size ot any LEC intrastate payphone 
subsidy and tho appropriate method tor dlspooJtion oC any auboldy 
are not explicitly eddrcosod by tho fCC o rders. Consequently, 
there are different interpretations of how tho~ J two aspects ohould 
be handled. 

In ita petitions, HCI relies heavily on tho PCC's docla ion 
concerning the appropriate compensation to payphono providora when 
a customer of HCI or another IXC placoa 11 call trom a payphone. As 
noted in t 18 ot both petitions, HCI atates "the f'CC oatablishod a 
compensation amount of $4~. 8~ per payphone per month to be paid by 
HCI and other IXCa whose customers use payphonoa." HCI fu rther 
states in the same paragraph that this compensation amount 
"represents a significant coat increase troa tha preaont level or 
$6. 00 per payphone par month established previously by the fCC and 
tho SJ.OO por payphona per month established by thla Co=misalon." 
Starr would noto that the $45.8!> Ia nn lntorlm nmount, o f which 
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MCI' s share ia 19.~5\. As of october 1997, compensation will be 
$. 3S per call. 

MCI goes on to state that "(i)n addition to the signi fi c ant 
increase in tho monthly cost per payphone, tho number ot payphones 
eligible for this compensation from MCI and other IXCo will 
increase dramatic a lly." (Petitions, , 19) MCt argues that "tho 
present pa~ ·hone subsidies will, in effect, be replaced by 
compensatio:. from tho IXC industry." On this basis, HCI believes 
"it is only appropr iate and imperative that the intrastate subsidy 
be eliminated by reducing ... intraatate switched access charges 
which are also paid by the IXCs." (Petitions, , 20) 

Staff believes that MCI ' s argument misses tho mark. Tho 
objective is to eliminate any LEC payphono subsidy, not offsc~ tho 
IXCs' higher costs for dial-ar ound compensation. At the intrastate 
level, staff fails to soo how ther e is a direct link between dial­
arou nd componaation and switched access charges. Sta ff would also 
note that now dial-around compensat ion will be deregulated LEC 
revenue, while switched access charges will rema1n regulated LEC 
revenue. 

Unlike the interstate caae whore a portion of payphonc 
investment and e~penao is specifically recovered through tho CCL, 
any intrastat~ payphono subsidy could be recovered anywher e. Since 
intrastate rates are not sot based on allocated costs, there is no 
way ot determining which intrastate rate elements are contributing 
to any payphone subsidy. Therefore, there is n o direct 1 ink 
between dial-around compensation and switched access charges at tho 
intrastate level. 

If thoro is an intrastate payphono subsidy, sta rr believes It 
is logical to attribute the subsidy to one or more ot the various 
network revenue stroaas which can flow trom a pay phone. These 
network revenue streoms include toll, opera to" surchorqes, and 
switched access. Staff believes it would be reasonoble to reduce 
the rates for onP or more of those services. Consequently, store 
recol!llllends in Issue 2 that any intrastate payphone subsidy be 
eliminated by reducing rates for toll, operator aurchargeo, or 
switched access. Wh ile HCI ' s request to r oduco tho intrastate CCL 
charge would fall within tho range or permissible actions, statr•s 
r ecommendation is premised on tho network revenue stroa~s ~hlch can 
flow rrom a payphone, not on tho promise or orrsotting tho IXCo' 
higher costs tor dial-around compensation. 

HCI's request to roduco SellSouth's and CTEFL ' s CCL ratos is 
also inflated in that MCI's calculation of tho intrastate payphone 
subsidy ignores tho fact that BollSouth and CTEPL havo payphonc 
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revenue which will move to the deregulated ope r ation. CTEfL raises 
this point i n its motion to dismiss, and BellSouth makes this some 
point in its answer to KCI's petition. The revenue which will move 
to the deregulated ope ration is f•om tho $.25 local coin rate and 
the set use ' oe which applies t o intraLATA t o l l ca lls, and 
optionally to ~nterLATA t oll calls. 

The second aspect of KCI's petitions concerns establishing an 
e xpedi ted discovery and procedural schedule that will result in a 
hearing and Commission dec ision by April 15, 1997 . Staff believes 
i t is not practical, nor necessary, to have a hearing between now 
and April 15. The Commission can issue a PAA o rder (see Issue 2) 

and, if there is a protest, tariff filings made in accordance with 
tho PAA order can go into effect on an interim basis. tn rou~e 2, 
s t aff proposes ground r ules for t ho LECo t o follow In making their 
tar If r fill nqs. 

In conclusion, staff recommends that KCI 's petitions bo denlod 
on the basis that tho requested actions a r e inappr opriate and 
unnecessary . This action will render CTEfL •a mot I on to d I amiss 
moot. 
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ISSUE 2: What actions should thie commission toke to bring florida 
LECs into compliance with tho provisions ot S 276 of the 
Telecommunications Act of 1996 (TA96) and fCC Orders 96-388 and 96-
439? 

RECOJ1HEHI)ATION:_ In order to co11ply with tho provisions of S 276 of 
TA96 and fCC Jrders 96-388 and 96-439, all LECs should f ile the 
following information no later tban Horch 31, 1997: 

• As of December 31, 1995, the amount or payphone investment and 
any other assets used in tho provision ot payphono service 
along with the accumulated depreciation and do!orrod incomo 
tax liabilities. 

• 1995 payphone services revenues by account or source, with 
supporting documentation. 

• 1995 payphone services expenses by account or source, with 
supporting documentation. 

• Amount ot any subsidy of payphono services. 

• A copy ot the CCL rote rev lslon filings and accompanying 
subsidy calculation data submitted to the fCC in docket number 
96-128. 

Staf f recommends that a LEC •ay •ate rate reductions in intrastate 
toll, operator surcharges, or switched access to the extent 
necessary to eliminate any intrastate payphone subsidy. Subject to 
this constraint, the LEC should have discretion regarding which 
tariff elements are reduced and need only domonstr3to via a price­
out that the rovonuo reduction eliminates the subsidy. Por 
purposes of tho price-out, tho LEC s hould not include any 
stimulation associated with the reduction in rales. Tho price-out 
should be included with any LEC tariff' filing that purports to 
eliminate a LEC pay phone subsidy. For rate-of-return regulated 
LECs, starr recommends that the Comaission o rder these LECs to file 
tariffs reflecting the Coamission's decision n o later than March 
31, 1997, tor an April 15, 1997 effective date. 

STAPP MALXBIS! 

Based on tho FCC's or~ors (96-388 and 96-4 39) , all LECs must 
eliminate retail payphone ~ttorlngs from their General Subscriber 
Services Tariffs by April 15, 1997. In addition, those orders 
require that any intrastate subaidlos associated w! th tho LECs ' 
payphono operations be eli•inated by the same date. Given the 1~ 
day tiling period for non-basic service tariff changes (per Section 
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364.051(6), Florida Statutes), price requlated LECa ~uet tile no 
later than Harch 31, 1997. Statt would note thoro is a slight 
timing problem with rate-ot-return regulated LECo since ehose 
companies would normally neod tc file by March 14, 1997, duo to the 
30 day tiling period per Rule 25-4 . 214, F . A.C. For rato-ot-roturn 
regulated LF"s, staff recommends that ehe Comuission order t:hoso 
LECs to t ilo tarit!s reflecting the Commission ' s decision no later 
than March 31, 1997, for an April 15, 1997 of!ectlvo date. 
Nonotholoss, stat! wants to bo clear that tho FCC's orders already 
dictate that these filings bo made. St.aff is merely trying to 
clarify tiling dates. 

The Commission does need certain information In orJe r to 
dotormine the extent ot any intrastate suboidioo asoociatod with 
the LECa ' payphone operations. In addition, the Commla&lon should 
specify how intrastate rates for regulated sorvicoo ohould bo 
reduced to eliminate any intrastate suboidies flowing to tho LECo' 
payphono operations. These actions should help ensure consiotont 
application across LECs and minimize the chance ot disparities that 
may require subsequent Commission action . 

Along with tho revised tariff filings, LECs ohould provide 
information regarding their 1995 payp hone operationo ouch ao " the 
payphone investment and any other assets used in tho provis ion of 
payphone service along with tho accumulated depreciation and 
doforred income tax liabilities. · FCC order 96-388, 1 184. In 
addition, the LECs should identify the amount ot payphono 
operations subsidy, if any, provided by basic exchange and exchange 
accosu revenues, through identification of all 1995 revenue~ and 
oxponcos associated with payphone operations. In their fil ings to 
the FCC, incumbent LECs wore required to • identity and roport 
accounts that contain costs attributable to their payphone 
operations. Incumbent LECs must identity spe:ific cost pools and 
allocators that are required to capture the non:egulatod investment 
and expenses acsociated with their payphone operations. · f CC Order 
96-388, 1 186. On an intrastate basis, we should require tho same 
information be provided to tho Commisoion for our analysiu o( tho 
LF.C"s filings. Finally, in their filings, each LEC should also 
include a copy of the CCL rate revision filings and accompanying 
oubsidy calculation data submitted to the FCC in docket number 96-
128. 

If tho obovo intortation rovoolu that a particular LEC's 
payphone operation is baing subsidized, staff recommends that tho 
LEC may •ako rate reductions in intrastate toll, operator 
surcharges, or switched access to tho extent necessary to eliminate 
tho subsidy, as discussed in Issue 1. subject t o this constraint. 
tho LEC should have discretion roqarding which tariff elonont& are 
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reduced and need only doaonstrate via a price-out that ~he rovonue 
reduction eliminates the subsidy. For purposes or the price-out, 
the LEC should not include any sti•ulation assoc iated with the 
reduction in rates. Since the subsidy c alculation is historical in 
nature, staff believes it wou.d be inappropriate to consider tho 
effect of stimulation in the prico-out. Tho prico-out should bo 
included wJ :h any LEC tariff filing that purporto to eliminate a 
LEC paypho.1e subsidy. 

In summary, i n order to comply with the provloions of S 276 o f 
TA96 and FCC Orders 96-388 and 96-439, all LECs should file tho 
following information no later t .han March 31, 1997: 

• As o f December 31, 1995, the amount ot payphono investment and 
any other a11sots used in tho provision oC payphQne oervico 
along with the accumulated doprociation and deterred incomo 
tax liabilities. 

• 1995 payphone services revonuea by account or source. w L th 
supporting documentation . 

• 1995 payphone aervices expenses by account or source, with 
supporting documentation. 

• Amount of any subsidy of payphono s ervic es. 

• A copy o! tho CCL rate rt>visio n f1li ng n a nd accompanying 
subsidy calculation data submitted to the FCC in docket nu;.ber 
96-128 . 

Stat ! reco~onds that a LEC may make rate reducti o ns in intrastate 
toll, operator surcharges, or switched access to the oxtont 
necessary to oliminate any intrastate payphone subsidy. Subj e c t to 
this constraint, the LEC should have discretion regarding which 
tariff olomonts are reduced and need only demonstrate via a pr ice­
out that tho revenue reduction eliminnten tho oubsidy. For 
purposes of tho price-out, tho LEC should not include any 
stimulation associated with tho reduction in ratoo. The price-out 
should be included with any LEC tariff filing that purporto to 
elimi nato a LEC payphone subsidy. Por rato-ot-return roC)u Ia ted 
LECs, staff recommends that the Commission order thooo LECs t o file 
tari ffs reflecting the co .. ission•s decision no later than March 
31, 1997, for an April 15, 1997 eftoctive date. 
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ISSUZ J: Should ~he Comaission roqui ro 8el1South t o withdraw its 
tariff filing of February 26, 1997 (T-97-156)? 

RECOKKEJIDATIOth 'los, the Co~mission should roqu1ro BellSouth to 
withdraw its tariff filing of February 26 , 1997 (T-97-156). 

STAI'P AtfALXSIS ; 

ln BellSouth's fil ing of February 26, 1997 (T-97-156) . the 
company calculated tho intrastate subsidy to i t s payphone oper a t ion 
to be $6.5 million a nd proposod to o 1 iminate this subsidy by 
reducing its rates for Business Rotary Service, effective April 1, 
1997. This filing is not consiotont with staff's roco~endation 
that any intrastate LEC poyphono auboldics should be eliminated by 
reducing rates for toll, operato r surc harges, o r s witc hed access. 
Consequently, the Co11111ission should require 8o11South to withdraw 
i ts tariff filing oC February : 6, 1997 (T-97 -1 56). 
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ISSQE t: Should these dockets be closed? 

RBCOI(MZNI)ATIOI! : It no timely protest to the proposed agency ac t i on 
is Iiled within 21 days ot thOo date of 18suance o r tho Ordor. 
Docket No.s 970172- TP and 970173-TP should be closed. A protest ln 
one doc kot should not provc>nt act ion 1 n a separa to docket from 
becoming final. In any event Docket No. 970281-TL should remain 
open to handle implementation matters. It a timely proteot io 
received , tariffs tiled in accordance with the Order should remain 
in cftect with revenues held subject to refund. 

ST6lf AH6LXSIS: Start's reco=mendations in Issues 1, 2, and l will 
r esult in a proposed agency action order. I! no timely protest to 
the proposed agency action is i'Ued within 21 days of thq dote of 
issuance ot the Order, Docket No.s 970172- TP and 970173-TP s hould 
be closed. Any protest to tho proposed agency action order s hould 
be docket specific; consequently, a protest in one docket s hould 
not prevent action in a separ~te docket from becoming final. In 
any event Docket No. 970281-T.I.. ohould rema in open to handle 
implementation matters. I! a timely protest is rece ived, tariffs 
filed in accordance with tho Order should remain in offoct with 
r evenues held subject to refund. 
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