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STATEMENT OF THE CASE 

On Scotcmber 20, 1996 and November 8. 1996. re..cpcctivcly. the fcdcrul 

Communications CommWion ("fCC") issued Orders 96-388 and 96-439 in CC I:M:kct 

No. 96-128. In these Orders, the FCC held tlw Section 276(b)( I )(D) of the TclccommunJcnlions 

Act of 1996 ("Act') required incumbent local exchange companie~to remove fmm their 

intrastate rate chort;e~lhal subsidized the costs of their JliiY telephones. The FCC required LhJt 

revised intnuiOlC rates must be effective by April IS. 1997. The FCC further ordered the s101es 

to detennine the intnulOLC ralC elements that must be reduced in ordn- to elimuuuc nn) 1ntrnsuuc 

p3y telephone subsidy. 

On February 7, 1997, MCI Telecommunications Corporation ( .. MlT') filed n 

petition requesting that the Florida Pl•blic Service Commission ( .. Commiuion") order lleiiSoulh 

TclecommuniCiltions, Inc. ( .. BciiSouiJ•") to n::ruovc: l11c: sub1idy from Oc:IISoulh' • p.,y telephone 

inllliSilltc rates by reducing BeiiSoulh's intrasuue Carrier Common Line ("CCL") chnr~c by 

$36 S million. On Febnwy 26. 1997. Bell South filed o tariff in nccordoncc "ith the H '(' ordcn., 

rcduc~ng inlrliSillte businels hunting cl\aries by S6.SOI million. the amount ofBeiiSouth's 

inlr.IStnle pay telephone subsidy. The effective date ofBeiiSoulh's lllriiTwns Apnll. IQ97 

On March 27, 1997, the Commission issued ProjlOscd Agency Order ( .. PAA '') 

No. I'SC-97-03S8-FOF-TP denying MCI's petition. On Arnil 22. 1997, MCI filed o Petit inn 

ProteS11118 the PAA Order. requesting o henrina ond requesting lhatlhc Commission ~wpend 

OciiSoulh's uuifTpcnding resolution of the protest. On June 10. 1997,1hc Commi~s10n \ntcd to 

den) the suspension request. 



The fonnal hearing in these: dockets took place on August 7. 1997. BciiSouth 

pi'C$ellted the directl!lld rebuttal tes1imony ofThoiTUIS F. LohmM, St-nior Dim:tor of Finnn.;t' 

The henring produced a ttanscrlpt of 163 pages 111\d S exhibiu. 

Thu Brief of Evidence is submitted in DCCordllncc \\ith the poS1·hcnring 

procedures of Rule 25-22.056, florida Administrntivc: Code. A summary of llciiSouth's position 

or .:ach of the issues to be- resolved in this docket is dctincatcd in the folio" ing pages and 

rtllllkedwithanasterisk.. 

STATEMENT OF BASIC POSITION 

BeiiSouth submilll that FCC Orders 96-388 and 96-139 require tnc:umbcntlocul 

exchange companies to remove any intrastate payphone subsidy from intrtiSUitc 111tes. It is this 

Commission's duly to approve whatlnuustate 111tc clcmcnl.'l must be rcdu~cJ 111 (ully remove un~ 

subsidy. BellSouth lw dclermincd that the amount of Intrastate pa) phone subs1dy in 

OciiSouth's rates is $6.501 million. OeiiSouth filed nnllthis Commi~~ion appmvcd o tarifffihn~t 

reducing BeiiSouth's int.rastatc hunting rates by $6.501 million. AciiSouth's ulfifffiling is 

appropriate, beneficial to end users, V.'DS properly appro' ed by this Commission. and c:onmtelll 

with the requirements of the FCC orders. 

STATEMENT OF POSITION ON T il F. I SSllf'~~ 

lu ue 1: What is the amount of intrastate payphonc: subsidy, if My. that needs to be 

eliminated by each loc:al exchanae company pursuant to Section 276(b)( I )( II ) ol the: 

Tcl~mmuni-:atioru Act of 1996? 
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••Position: The IIUDOWlt ofinO'aSiate payphone subsidy ofBeiiSoulh's niles is S6.SOI 

million. 

BeiiSouth delcrmined !hat the amount of inlraS!IllC payphone subsidy prnent an 

il.'l rotes is $6,S01,000. A computation of this wnount was filed with the Commis.,ion on 

Febn.wry 26. 1997. (Tr. p.23). BellSouth computed this amount by fi rst identifying revenues. 

expenses. ond investment associated "ilh its Florida intra5talc paypbooc operotlons. The 

Bchicver. rotc of return for these operations was then calculated and de1crmined to be below 

11 .2S%. the current FCC autborizod rate of return. (Tr. pp. 23-24 and 47-48). The revenues 

required to mise the rule of relum to 11 .2S% was the S6.SOI,OOO subsidy provided by other 

intrn.~uuc services. (Tr. p.24). 

No pnny put forth a witness to dispute this wnounl. No pnny perfom1cd n Florid11 

nnd 13cllSouth specific subsidy study. (Tr. p. 43.). Under cross-cXllll1inatlon of'l110mns F. 

Lohman by AT&T. Mr. Lohman stated !hat It was not appropriate to include future revenue 

strcwns in determining what a subsidy was at a given point in time. {Tr. p.-16). The subsidy 

concerns what was occurring in 199S. i.e .. wNt subsidy was built into Bell South ·s rc:gulotc:d 

intrastate p4yphone operations at !hat particular point in time. (Tr. p.61 ). Essentially, the FCC's 

Orders require the elimination of the subsidy !hal was embedded in currcrn roles. not on whut 

may or may not happen in the future with BellSouth's intru.talc poyphonc operations. (Tr. p.62). 

Although the Commission Stoff did not put forth a witness to dispute llciiScnoth's 

subsidy amount, nor did the StaJT submit a revised subsidy study, the Staff indicnted an the 

Prchcaring Order that BeUSouth's subsidy amount was $7,502.000. Under cro»-cxamination. 

Mr. Lohman testified that tb • line expense component of the study "'-as calculated by a spcci fie 
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cust study Identifying the cost of Sm1111l Inc Service (Tr. p.66). lie further testified tlwt thb was 

on incremental study that was pwnto an en1bcddcd basis. (Tr. p. 67). The rcmaming expcnJC 

components, in the subsidy study "'om: !aken from the 199S ARMIS Report. ARMIS pro•~dcs un 

averuge sLate loop cost, not11loop spcc:ifieally UJed for payphonc:s, liS the SmnrtLinc study docs. 

The ARMIS dnLa for payphone costs, other thnn the access line. is upproprintc 10 use, however. 

bc:caus.: the cost is specifiCIIIIy related to the payphonc opcrutions, sucliiiS commission,, com 

collection. set maintenance, etc. (Tr. p. 69}. (Tr. pp. 73-?S). Thc:n:fore. it is more opproprintc 

nnd nccunuc: to usc: a specific: cost study for the acccu lioc: expense: and to usc: ARMIS. which 

contnins spcc:ific: components for the poyphone expense, !hun to usc: ARMIS for both the 

payphone expense and the set and access line expense:. (Tr. p. 74). If ARMIS wns UJed for both 

expense components approximately S I million would be added to Bell South· s subsidy nmounl. 

II would not, however, be liS necumtc os BciiSouth's methodology. (Tr. p.77). 

laue l: If on inl111St11c: poyphonc subsidy is tdc:ntificd in Issue I. do the FCC's 

Poyphonc Reclassific:ation Ordes require the Florida Public: Service Commis.sion to 

spcc:ify which rate: elen1c:nt(s) should be reduced 10 eliminate: such subsidy? 

.. Position: The: FCC's Orders state !hal the subsidy must be removed from mlrll.\lllle 

ruLes. This Commission bas authority under the Oncrs 10 dctc:rmine "'hill elements 

should be reduced in order 10 climlnale the subsidy. The Commission ha.s exercised lhnl 

authority by reducing BeiiSouth's hun1ing charges. 

Essentially, no porly disputes that this Commission has the authorily under the 

FCC's Orders to determine v hal elements should be reduc:cd in order 10 climinale the iubsid) . 

(Tr. pp. 110-11 1 and 149). What the parties dispute is whether the Commisston dtd thnl M<.'l's 



~vi tress testified lhntlhc Commission had not mtt the require:menlJ to specify What nllc clement 

should be ~uced due to BciiSouth's payphonc subsidy. (Tr. pp. 149·1 SO). This claim wns 

made even though thc Commission issued an order in Which it allowed BciiSouth's tariff 

~ucing hunting to go into effect in order to climinau: the subsidy. specifically rejecting other 

uuiff clemeniS recommended by the Staff. (Tr. p. I SO). MCI cites pru11graph 183 of FCC Order 

96-388 a.s requiring stateS to act, but Paragraph 183 deals with the intentale jurisdiction. (Tr. pp. 

I SO· IS I). The bonom Line is lhnt this Commission chose to oil ow BeiiSoulh to choose the: 

clcmc:ntlhnt should be reduced to clirninale the subsidy. BciiSouth chose hunting chllrges for the 

reduction and the Commlssion not only ac:ccplcd !his decision, it refused to suspend the tariff 

upon reqUC$1 by MCJ. There is nothing in the Act or the FCC's orders that require this 

Commission to do any more. Even MCI acknowledges lhntthe FCC order:. do not specify how 

the subsidy should be removed. (Tr. p.S8). The Commission itself recognized thot one '-'1lY to 

oc:complish the intent of the FCC's orders WIIS to acecpt BeiiSouth's tariff. (Tr. pp. 26-27). 

Issue 3: If an intrastale p:1yphonc: subsidy is Identified in Issue I, whnt is the appropriate 

rule clemcnt(s) to be reduced to eliminate each subsidy? 

•• Position: Tbc business hunting charge is the appropriate clement to be reduced to 

eliminate Bell South· s p:ayphooe subsidy. 

BciiSoulh filed iiS tariff to ~trcc Business llunting Chorgc:s to cluninotc: 

BeiiSouth's payphonc subsidy because it is o reduction that directly bcnefiiS the end user and is 

in response to repeated customer requests. (Tr. pp. 2S-26). Even the: "'itncss for MCI and 

AT & T ad'llitted lhnt Bc.IISouth 's choice of business hunting WIIS not objectionable: per sc. just 

that they pref~ the ~UC1ion be made on switched accc:ss charges (Tr. pp. 102 and 160). 



AT&T and MCI testified !hat it was mon: appropriate to redll(:t ~itched nc<:ess 

chnrges. (!!!:). AT&T listed various reasons in suppon of their position, First, A 1 &T testified 

thnt access c.lwges an: priced significantly above cost (Tr. p. 101). Yet, AT&T udmined that 

OciiSouth lUIS rate elemenu olhcr than Switched Access that an: priced above cost. (1 r. pp. 118· 

11 9). MCI's witness ulso agreed wi t.!1 this conclusion. (Tr. I 57}. Therefore, this reusonlng 

applies • ,ll411y to BeiiSoulll's choice. (Tr. p. 34). AT&T ne"t argued thatlllc mrutup on 

switched oc.cess was high. but lldmined lllis could be lrUc for hunting as well. (ld.) A f&T then 

argued that the incremental cost of the carrier common line charge was such lllnt the element was 

providing a subsidy. Again, this is equally lrUc of hunting. Next. AT&T orgucd tluu switched 

n«:ess was priced high 10 keep olher rates low. Once again,lhe some is lrUc of hunting. (ld. and 

Tr. pp. 49 ond 66). 

The IBSt reason given by AT&T In suppon of its position lltnt switched ucccss is 

more appropriate is !hat Bell South lUIS elected price cap regulation and thb docket may be the 

last chance to move aca:ss clwges 10 cost. (Tr. pp. 101-102). Firsl, AT&T is essentially asking 

lhts Commission to punish Bell South for electing price regulation. Secondly. the tnten:xchange 

carriers have been the n:cipient of over $183 million in switched access charge reducuons out of 

o possible !124 million in required rotc reductions by BeiiSv •lh over llte lastthr« )COTS. (I r 

pp. 64 ond 100). That equa!J 8Wo of the required rate reductions being used to reduce switched 

ncccss chnrgc8. (Tr. p. 64). Yet, AT&T nnd MCI continue to cry "More. more .. " 

There is oo valid reason put forth by AT&T and MCI evidencing the need to U5C 

this rate reduction to furthcl' rcrlll(:t llcllSouth't s-..1tchccl access clwgcs As Mated carltcr. 

OciiSoulh believes hunting is the appropriate rail: element to be reduced because it benefits end 
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USCT CUSlOmcrs d~tly. (fr. pp. 25·26). Other than a 3enc:ral assunlllC<" lMt MY IICCCSS clwgc: 

reduction mndc by BeiiSt.<lth had been flowed through by AT&T and MCI, ndthc:r AT&T nor 

MCI "~able to identify what group of services and/or what group of customers had benefited. 

(Tr. pp. lOS· lOB. 110, and IIS-IS6). Nor could AT&T or MCI identify what services or end 

user customers would benefit if lhis Commission chose to climinnte 8c11Sout.h'~ subsidy by 

reducing switched access clwies. OJ!:> 

Another oft-SlAted reason for reducing switcl!ed access chnrgc:s in this docket was 

the claim !Mt lhc revenues from switched access and 1011 and operator acrvices were somehow 

n:venuc streams 1hat supponed the intras1Ate payphone subsidy. Yet thts Commission 

recognized dull there is no way 10 tell from whe!e the subsidy came. (Tr. p. H). Even AT&T 

and MCI admiued there is no way to nee a p;ll1icullll rate element providing subsidy to another 

rote clement. (Tr. pp. 11 6-117 and IS2.) 

During cross-examination of BeiiSouth's "itness by the Fl'l A. the FPT A 

appeared to propose lhol the rate reduction should be n:lotc:d to a benefit to the p;l) telephone 

companies. (Tr. pp. 122-123). No witness. however. was put fonh, by the FPTA to suppon thi& . 
proposal. Mr. Lohman tesllfied the rateS bcing dwged to indqlcndc:nt payphone pro'·idcrs must 

pass the FCC's new services test. i.e., the rates must cover cost and can pro,·ide o n:nsonnhlc 

contribution. (fr. pp. SS-56). Mr. Lohman did stole that if BeiiSoulh's rates on: nbove th is test, 

then Bell~oulh would hove to reduce the rates. (Tr. p. 58). llowcver, no evidence wru1 presented 

to indicate that this was the case. 

lu uc 4: If nct'CSS&I)'. by what date should revtscd intras1Ate tanfTs that eliminnte any 

Identified intrnsuue puyphonc subsidy be tiled'/ 
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• • J)osilion: This issue has been stipulated. 

b 1ut 5: Is Apt il l S, 1997,1he appropriate cfTcctive date for revised intmstnte wrim, that 

eliminates nny identified intrastate payphone subsidy? 

• • Position: This issue has been stipuhllcd. 

Issue 6: Should these dockets be closed? 

• • Position: This issue has been withdrawn. 

CONCLUSION 

:or the reasons set forth herein. the decision previously made by this Commission 

eliminating BeiiSouth's intrastate payphone subsidy vio o reduction in bUJiness hunt.ing charges 

shouid be sus14illcd. Acc:ordinaJy, BeiiSouth requesu this Commission to reJect the claims of 

AT&T. MCI nnd the FPTA. 

BELLSOUTI I TELECOMMUNICATIONS. INC. 

l&~J~4v 4utf(UI 
NANCY B. WHim 
tlo Nnncy Sims 
I SO South Monroe: Street, 11400 
Tallohassce, Florida 32301 
(lOS) 347-SSSB 

~rfrlNt!ht~,~~ 
J. PHILLIP CARVER r 
67S West Peachtree Street.114JOO 
Atlanta, Georaia JOJ7S 
(404) JJS.CJ710 
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