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364 . 163(6). P .S. 
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CRITICAL DATBS: RATB RBDOCTIONS BPFBCTIVB OCTOBER 1, 1997 PBR 
SECTION 364. 163 (6), FLORIDA STA1VI'BS 

SPECIAL I NSTRUCTIONS: S:\PSC\CMU\WP 

On October 8, 1996, the Commission issued Order No. PSC-96-
1265-FOF-TP (Docket No. 960910-TP). This Order set out. the 
requiremento for local exchange companies (LECa) to reduce their 
intrastate switched access rates and for the interexchange carriers 
( IXCa) t o flow through the rate reductions pur suant to Section 
364 .. 163 (6), Florida Statutes. 

Section 364 .163(6), Florida Statutes, requires any LEC whose 
current intrastate switched access rates are highe1 than its 
December 31, 1994 interstate s witched access rates t o reduce its 
intrastate awitched access rates by 5 percent annually beginning 
October 1, 1996. Once parity between the intrastate and 1994 
interstate rates is reached, no further reductions are required . 
Any LEC may be relieved of this requirement if it reduces ita 
intrastate rates by a greater percentage by the relevant date or 
earlier, taking into account any reduction made pursuant to Order 
No. PSC 94-0172-POF-TL, issued February 11, 1994 . 

Section 364.163(6), Florida Statutes, also requires that these 
intrastate switched access rate reductions be flowed through to 
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long distance customer rates by ony telecommunications company 
(IXC) whose switched access rates are reduced by tho sec t ion. 

Pursuant to this statut ory provi s ion, by Order No . PSC-96 · 
1265-FOP-TP, issued October 8, 1996, the Commiss ion required each 
price-regulated and rate base rate-of - r eturn regulated LEC whose 
then current intrastate composite switched access rate was higher 
than its December 31, 1994 interstate composite switched access 
rate to reduce its intrastate composite switched acr:ess rate by 5 
percent . COncurrently, facil ity-based IXCs were Oldered to flow 
through the rate reductions to their customers. 

A composite approach to calcul '\ting a LEC' s intrastate and 
i nterstate rates was ordered by the Commission because switched 
access compri~e• several elements. The calculation of the December 
31, 1994, interstate composite rate was to include any l ong term 
support revenue received by the LEC . Thi s had the immediate effect 
o f reducing the number o f LEC8 who were required t o reduce their 
i ntrastate rates . 

The LECs who were required to reduce their rates by 5 percent, 
e ffective October 1, 1996 , were ALLTEL, Frontier, OTEFL, Sprint 
CCentel and United), and Viota· Unitod. 

BellSouth's intrastate reduc tion was not t he 5 percent, but a 
d i fferent pecrcentllge based on the requi rem8nts of Order No. PSC-94 · 
0172-FOP·TL . Thi s Order resulted f rom the Cocmliss ion• s approval o f 
the stipulation in Docket No. 920260 -TL resolving BellSouth's last 
earnings review. The stipulation called for a series of annual 
switched access rate reductions, the last of which went into effect 
on October 1, 1996. This reduction, which was 16.2 percent, 
reduced BellSouth's intrastate switched access r ates to its 1/11/94 
interstate level , which was the level requir~d by t ho st ipulation 

Only facility-based IXCs were required, by Order PSC-,6-1263-
FOF-TP, to flow through the effect of che intrat•tate switched 
access rate reductions since they are the only ores to rece:a.ve 
access reduc tions. Those I XCs were required to include a 
calculation of the dollar benefit from the intrastate rate 
reductions and to demonstrate that their intrastate long distance 
rates had been reduced by the amount of the dollar reduction. The 
Order further stated, •To encourage a marltec driven approach, 
percentage reductions may vary by long distance service, but must 
yield the required overall reduction.• 

The following recommendation addresses t he 1997 flow-through. 
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ISSQB l; When uhoyld ~ECs be required to file tariffs for their 
annual 5 percent s witched access reduc tion, and when should the 
applicable IXCs be required to file their tariffs that flow through 
this reduction? 

BEC'OMMENDATION : The following five LECs, -- ALLTEL, Prontier, 
GTEPL, Sprint (Centel and United) and Vista-United -- should be 
required to f ile their tariffs no later than August 1, 1997, to 
become effective October 1, 1997. All applicable IXCs should be 
required to file their tariffs no later than September 2, 1997, to 
become eff ective October 1, 1997. 

Each LBC's t arif f filing must include a calculation of its 
current intrastat e composite switched access rate per minute. This 
rate should be calculated using the same methodology that the LEC 
used to calcula~e its intrast ate composite switched access rate and 
its December 31, 1994 interstate composite switched access rate, 
both provided in its October 1, 1996 filing. The tariff filing 
should also include a demonstration that the LEC' a intrastate 
switched access rate r eductions satisfy the requirements o f Section 
364.163(6} , Flor ida Statutes. 

If a 5 percent reduction would take a LEC ' u intrautate rate 
below its December 31, 1994 interstate rate, the LEe should only 
reduce its intrastate rate by the percent required to bring its 
intrastate rate into parity with its December 31,1994 interstate 
rete. 

The Ixe teriffs must include: 1)11 calculation of the dollar 
benefit associated with the LEes• intrastate switched access rate 
reductions, and 2} a demonstration thet customer long d istance 
rates have been reduced by the estimated dollar benefit. A sample 
worksheet (At tachment A) is attached. Percentage reductions may 
vary by lo.ng distance service, but must yield tne required overell 
reduction. 

STAfF ANALXSIS : Ordinarily, price-regulated LEes file their 
tarif f o 15 days i n advance, while rate-of-return regulated LEes 
file their tariffs 30 dllys in advance. IXC tariffs are required to 
be filed one dey in advance. Based on last year• o experience. 
however, staff recocnmendll that the LEes file their teriffs 60 days 
in advence (August l, 1997) and that the IXCs file their tariffs 30 
days in advance (September 2, 1997}. Last yeer the IXes had very 
little time to review the LEes• tariff filings prior to the zxrs 
f iling their own tariffs to flow thr ough the rate reductions . In 
addition, staff required time to review each LEC's calculations of 
ita rates and its demonstration that intrastate switched access 
rates had been reduced by the required amount. Staff required time 
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to ~hen review each IXC'u calculation of it!! benefits, and to 
verify that the IXC's tariff changes reflected the full amount of 
the benefit to be flowed through to customers. 

If the LBCs file their tariffs 60 days in advance. this will 
provide the I XCs the opportunity to review the rate changeo prior 
to the IXCs' flow-through filings. In addition. this will allow 
staff sufficient time to evaluate the rate calculationo and 
reductions. 

Requiring the IXCs to file their tariffs 30 days in advance 
will provide staff sufficient time to verify that the IXCs have 
reduced their rates by the appropriate amounts prior to the 
effective date of the tariffs. 

The tariff filings of each of the following five LECs, 
ALLTEL, Frortier, GTEFL, Sprint (although Sprint now has one 
tariff, some rates are different for Centel and United) and Vista
United -- should include a calculation of each LEC' e current 
intrastate composite switched access rate per minute. This rate 
should be calculated using the same methodology that the LEC used 
to calculate both its intrastate composite switched access rate and 
ito December Jl, 1994 i nteretate composite switched acceoo rate, 
provided in ito October 1, 1996 filing, in order to maintain 
consistency between filing years. The tariff filing should also 
include a demonstration that the LEC's intrastate switched access 
rate reductions satisfy the requirements of Section 364.163 16). 
Florida Statutes, as discussed in the Case Background. 

When a LBC's intrastate switched access rates are la•S than 5 
percent higher than its 1994 interstate rate, the LEC need only 
reduce its rates by the amount necessary to reach parity. The 
statute requires annual 5 percent reductions but aLso states that 
once parity between intrastate and 1994 lnte::state rate levels is 
reached, n.o further reductions are required. 

The IXC tariffs should include: 1) a calculation of the dolJar 
benefit associated with the LECs• intrastate owitc~ed acceoo rate 
reductions, and 2) a demonstration that customer long distance 
rates have been reduced by the estimated dollar benefit. Order No. 
PSC-96 - 1265-FOF-TP, issued October 8, 1996 permitted the IXCs to 
vary their reductions by long d istance service in order to 
•encourage a market driven approach,• but required that the total 
reductions yield the overall dollar amount to be Clewed through . 
A sample worksheet (Attachment A) is attached. 
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ISSQB 2: What portion of BellSouth's March 1, 1997 intrastate 
switched access rate reductions should be flowed through by the 
IXCo ? When should the reductions be flowed th==ugh by the IXCs? 

BBOOMMBHDATXQN: The IXCs should be required t o flow through only 
that amount of BellSouth's March 1, 1997 intrastate swi t ched acceso 
rate reduction that brought BellSouth's intrastate compos ite 
switched access rate to parity with its December 31, 19 94 
interetate compoaite rate. The reduction that brought BellSouth 's 
int rastate COII\polite switched access rate into pariry wi th ito 
December 31, 1994 interstate composite switched access rate was 2.7 
percent. 

The timing of the fl ow through should be the same as the 
timing recommended in Issue 1, i.e . • the IXCo s hould be required to 
file their tariffs no later than September 2, 1997, t o ~ effective 
October 1 , 1997. 

STAPP ANALYSIS : BellSouth's March 1, 1997, intrasta te switched 
access rate reductions, filed pursuant to Order No. PSC-97 · 0128-
POF· TL, in Docket No. 920260 -TL, brought BellSouth's intrastate 
composite switched access rate below its December 31, 1994, 
interstate composite switched acceso rate. The Order required 
switched access rate reduc tions of $37.6 million, $16. 4 million of 
which brought BellSouth's intrastate composite switched access rate 
t o parity with its December 31, 1994, interstate composite s witched 
access rate, the level required by statute . 

Section 364.163(6), Florida Statutes, states that once pa r i ty 
is reached between intrastate and 1994 interstate switched access 
rates, no further reduction is requi red . The statute also states 
that any telecommunications company (IXCI whose i ntrastate s witched 
access rate is reduced by this section must decrease its cust~er 
long distance rates by the amount necessary to return the benefLts 
o f this reduction to ito cust omers . 

Staff believes that the flow-through requ i renent extends only 
to the level at which a LEC'o intrastate composite s wi tched access 
rate reaches parity with its December 31, 1994 int c rotate composite 
rate . Therefore, we recommend t hat IXCs be required to flow 
through the impact o f a 2 . 7 percent reduction to BellSouth' s 
switched access rates. 

The timing of the tariff filings was discussed in Issue 1. The 
statute requires that the IXCs ' flow - through rate reductions be 
made on Oct ober 1 o f each year . Therefore, staff recommends that 
the timing of the IXCs' t ariff filings fo r BellSouth's reductions 
and other LEC reductions should be t he same. IXCe should file their 
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tariffs (with appropriate documentation as described i n I ssue 11 30 
days in advance (September 2, 1997) , to be effect ive Oct ober l, 
1997 . 
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ISSQB 3: When an IXC calculates its required flow - through, should 
there be a dollar amount below which an IXC is not required t o 
flow through switched access rate reductions? If so, what should 
the amount be? 

RBCOHKSNDATIQN: Yes. When the total dollar amount of an IXC'a 
flow-through rate reduction reduces the IXC'a expenses by $100 o r 
less per month, staff recommends that the IXC ohould not be 
required to flow through this amount. 

STAPP AHN.XSIS: When an IXC's reduction in its exJtenaeo is so 
small, e.g., $100 per month, the effect of the benefit to the 
individual consumer ia greatly diluted. Plowing thr ough a 
reduction of this aize is likely to produce rate changes so small 
that an indi vidual customer might not actually aee any benefit. In 
addition, for •~11 IXCa, the coat of implementation (e.g . • the 
tariff filing, billing changeal may greatly exceed the flow-through 
amount. 

Baaed upon the tariff filings made for the 1996 reductions , 
staff would anticipate that, at moat, one or two IXCs wou ld be not 
be required to flow through intrastate switched acceos rate 
reductions if the commission approves this recommendation. 

Accordingly, staff recommends that an IXC whooe switched 
acceas expenaes are reduced by $100 o r leas per month, should not 
be required to flow through this amount. 
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ISSQB 4 : Should tbie doc~et be closed? 

• 
&BCOMMBNDATIQN: No. Thia docket should remai n open to hand le 
any protests filed i"l response t o the Order f rom this 
recommendation and any subsequent tariff filings necessary to 
ensure compliance with Section 364.163(6), Florida Statutes, for 
the year 1997. If a protest is filed within 21 days f rom t he 
issuance of the Order from this recommendation, and the protes t is 
unresolved, the tariffs should be f i led as ordered. Those tariffs, 
filed in response to Section 364 . 163 (6) , Flor ida Statutes, which 
are effective October l, 1997, should remain in e ffec t pending t.he 
resolution of any protest. 

STAPF NQ\LXBIS: This docket should remain open to handle any 
protests filed in response to the Order from this recommendation 
and any subsequent tariff filings necessary t o ensure compliance 
with Section 364 .163(6), Florida Statutes, fo r the year 1997. If a 
protest is filed within 21 daya from the issuance of the Order f r om 
this recommendation, and the protest is unresolved, the tariffs 
should be fi led as ordered . Those tariffs, f iled in response to 
Section 364 . 163(6), Flori da Statutes, which are eff ective October 
1, 1997, should remain i n effect pending the resolution of any 
protest. 
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IXC Flow-Through Worksheet (Illustration) 

NameofiXC: 
Study Period: (one or more months in 1997) 

Calculation of$ Savings & 
f.c~t Reduction 

1..EC 
I. II 
2.12 
) .Study period total savings 

% Reductlcm 
Sw.Acc. Chacs 
S%(noce I) x 
S%(noce I) x 

Study Period 
Sw...AJ:c Chec< 
sso.ooo 
$20,000 

4. 1ntrastate lona distance billable revenue for the study period 
S. Required %reduction In IXCs FL inttutatc lona disW~Ce rates: Line 3/Line 4 

The 2.33% may be appl!ed ~to all of the IXCs inl.r'Utatc rates 

OR 

Study Period 
SwAccS.U~ 

• Sl,SOO 
• Sl.OOO 
- $3,!00 
• SISJ,OOO 
- 2.))% 

The study period savinp may be applied to one or more rate clemmts such that it is passed tlvouah to the 
IXCs customcn. An example is shown below. 

Example: 
Savings Spread 
Specific Rate Elements 

R&le ElcmCOI 
6.11 
7.112 
8. Study period total reduction 
9. Line 8 must equal or exceed line 3. 

Study Period • I 

Intrastate Minutes 
of I!IC (MOUs> 

100,000 lC 

2S0,000x 

~in 
lXc..Ralc 
so.oos 
$0.012 

Study Period 
&ate Rti!UC11u 

- ssoo 
• tl.OOO 
• Sl.SOO 

Note I: The % reduction for intzasUtc switched accus taleS must equal the LECs reduction ir lnl.r'Utatc 
switched acuss rates. The illustn1tive mcthodoloay shows the minimum S% reduction. 
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