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FLORIDA POBLIC SERVICB COf9tiSSION 
C.pital Circle Office Cent er • 2540 Shumard oak Boulevard 

Tal1aha88ee, Florida 32399- 0850 

TO: 
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RB: 
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september 11, 1997 

DIR.BC'l'OR, DIVISION OF RBCORDS AND REPORTING (BAYO) 

DIVISION OF COfoOroNlCATIONS (AUDO, CO;grANO, ~~ sr~sRt~kR!f\-
DIVISION OP LEGAL SBRVICBS (COX, BROMM) rt\.0\t" f)_ 
DIVISION Ot> ADDITING AND PINMCB (BOYER, NRIGHT)~Z,~ ~ 

DOOan' NO. 970281- TL - BSTABLISHMBNT OP ItiTRABTA~I 
I:MPLilMBlrl'ATION R.BQUIRBMBNTS OOVBJUUNO P'BDBRALLY MANDATED 
DBRBGOLATION OP I.OCAL B.XCHANOB COMPANY PAYPEIONBS . 

• l< .... iPlrrrlrTION BY MCI 'l'BLBCCM41JNICATIONS 
ORDER RBQOI'tiNG BBLLSOtrl'H 

TRI.BCCMCUliiCATIC»fS, INC. TO RI!MOVB ITS DBRBOULATED 
PAYPBONB INVB8TMBln'S AND ASSOCIATED BXPBNSBS PROM ITS 

Dn'RABTATB OPBRATIONS AND RBDOCB THE CARRIBR eote«)N LINE 

R:ATB BLBMmn' OP ITS INTRASTATB SWITCUBD ACCBSS OIAROBS BY 

APPROltiNATBLY $36.5 MtiJ..ION AS RJ?.OUIRBD BY 'I'HB PEDBRAL 
TBLBOOMNtDIICATIC»>S ACT OP 1996 . 

DOCICBT NO. 970173 · TP • P'lrTITION BY MCI TBIJYX"'AUCATIONS 

CORPORATICB POR AN ORDER RBOUIRlNO a:TB FLORIDA 
INCORPORATED TO R.BMOVB ITS DBRBGOLA'J'BiD PAY'PffONB 

INVBSTMBNTS AND ASSOCIATED BXPBNSBS PROM ITS lHTRASTA1'B 

OPBRATIONS AND R.BilUCB CARRIER CCIIIOO LINB RATB ELBMBNT OP 

ITS INTRASTATB SWI'lCHBD ACCBSS CBARGBS BY APPR.OXl.KATBl.'i 

$9. 6 MILLION AS RBQUlRBD BY nm P'BDBRAL 
TBLBCOf9fONICATIONS ACT OP 1996 . 

SBPTBMBBR 23, 1997 AGBNDA • POST URAIUNG DECI S I ON -
PARTICIPATION IS LIMITED TO CCIMKISS I ONBRS AND STAPP 

CRITICAL DATBS : B0NB 

SPBCIAL INSTRUCTIONS: S: \PSC\CMO\WP\ 970 .l81 TL. RCM 

CN!B BACWRomm 

On Sep tember 20 , 1996, the Federal Communications Commission 
(FCC) issued i ts First Repor t and Orde r, Order No. 96-388, CC 
Docket No. 96·128 , impl ementing the Telecommunications Act of 1996, 

OOCUHEHT P11!t'BI:R -DATE 
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DOCKET NO. 970281-TL 
DATE: September 11, 1997 

4'7 U.S.C. S 276(b) (1) (B) (the Act). On November 8, 1996, the fCC 
issued its Order on Reconsideration, Order No. 96-4 39, on the same 
issues presented in Order No. 96-388. As the FCC i:ndicated in 
Order No. 96-388, Section 276lbllll (B) of the Act requiras that 
incumbent local exchange carriers lLECs) remove from their 
intrastate rates charges that recover the costs of their pay 
telephones. Further, FCC Order No. 96-388 requues that the 
revised intrastate rates must be effective no later t han April 15, 
1997. Also by this date, FCC Orde ~ No. 96-388 directs the states 
to determine the intrastate rate elements that must be reduced to 
.ccomplish this elimination of any intrastate subsidies. f'CC Order 

No. 96-399, ! 196. 

Paragr.aph 145 of FCC Order No. 96-388 requires that all L£Cs 
deregulate their pay telephone operations by soparatlng the pay 
telephone operation from the local exchange carrier. The LEC can 
accomplish this separation with either of two options : stru~~ural 

safeguards (separate subsidiary) or non-structura l safeguards 
(accounting separations) . 

On Feb~uary 7, 1997, HCI Telecommunicat~ons Corporation (MCl l 
f iled a petition requesting that we order BellSouth 
Telecommunications Inc. (8ellSouthl to remove its deregulated 
payphone investment and associated expenses from its intrastate 
operations and reduce its intrastate Common Carrier Line (CCL) 
ch&rge by 36.5 million dollars (Docket No. 970172-TP). On the same 
date, MCI filed a similar petition for GTE Florida Incorporated 
lGTEf'Ll to reduce its intrastate CCL charge by 9.6 million dollars 
(Docket No. 970173-TP). On February 26, 1997, BellSouth filed a 
revised ta r iff (T-97-156). On February 27, 1997, BellSouth and 
GT£f'L responded to MCI's petitions. MCI subsequently filed a 
response to GT£f'L's answer to the MCI petition and parti cularly 
GT£f'L's motion to dismiss. 

On March 31, 1997, tho Commiat..ion issued Proposed Agency 
Action lPAAl Order No. PSC-97- 0358-f'OF-TP denying both of MCI's 
pet itions . This Order also established severa l generic 
implementation requirements that apply to all LE:Cs (Docket No. 
970281-TL). Tho implementation requirements dealt with the LEC pay 
telephone operation separation and the removal of the intrastate 
pey telephone subsidy. The Order required that LEC tarlff changes 
regarding the removal of the intrastate aubaidy should be filed and 
become effective by April 15, 1997 . 
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On April 21, 1997 , HCI filed a Petition on Proposed Agency 
Action, protesting t he Commission's PAA Order with re~ar~ t o all 
three dockets: Docket Nos . 970172-TP, 970173-TP, and 970281-TL. 
MCI 's protest requested a hearing to determine the amount ot ra te 
reductions required to eliminate the intrastate pay t elephone 
subsidies for BellSouth and GT£FL, and to determine the specific 
rate e1e.ments to which such reduc t ions should be applied. 

On May 15, 1997, BellSouth filed a Response to MCI 's Peti tion 
and Motion f or £xpedlted Resolution. On May 16, 1997, Sprint
Florida Incorporated (Sprint-Florida ) filed its Response to MCI 's 
Pe' ition. 

HCI' s protes t also requested that the Commission suspend the 
tar i ff tiled by BellSouth t o implement its estimate of the required 
rate reduction pending resolut ion ot the protest. MC! requested 
that the Commission also require BellSouth to hold the amount of 
such reductions subject t o cUsposition by further or der of the 
Commission . On June 10, 1997, the Commission voted to deny these 
requests . 

On June 19, 1997 , the Prehearing Officer isaued Order No. PSC· 
97-0721-PCO·TP establiahing the procedural s chedule and iasuea to 
be addreaaed at the hearing. The Commiasion held the hearing on 
August 7, 1997. At the comnencement of the hearing lhe Commission 
approved aeveral s tipulations of the parties • • t o1lows . 

STIPULATION 1: With respect t o t he amount of intrastate payphonc 
subsidy to be eliminated by each local exchange company, the 
Commission •pproved the followift§ ttipulated amounts : 

Viata·United 
ALLTSL 
St. Joseph 
Quincy 
Gulf 
Northeast 
Indiantown 
Frontier 
Florala 
OTS 

$234,900 
$ 66,600 
$ 25,740 
$ 10,980 
$ 9,900 
$ 7,020 
$ 5,760 
$ 1,980 
$ 1, 080 
$ 0 

With the exception o f Quincy and Ind iantown, t hese auboidy 
amount• will be eliminated by the amall LECa via intraetate 
switched access rate reduction• effective April 15, 1997 . 
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Indiantown and Quincy's subsidy will be eliminated in accordance 
with the Commiaaion'a decision on Issue 3 in this proceeding . 

To the extent that a small LEC is required to reduce ita 
switched access ratea by St on or before October 1, 1997, the rate 
reduction• made to eliminate the subsidy in this docket will be 
cons·idered to be a part of, rather than in addition to, the St rate 
reductions required ~y the statute. 

If the small LBC is required to reduce intrastate switched 
a cess rates by St on or before October 1, 1997, the tariff changes 
r.ece asary to maJte the required rate reductions to eliminate the 
subsidy in this docket shall be made in accordance with the time 
schedule in Orde r No. PSC-97-0604-POF-TP. Otherwise, the tariff 
filings shall be made no later than 30 days after the issuance of 
the final order in this case. 

STIPULATION 2; To the extent 'that a small LEC h required to 
reduce ita -itched access rates by St on or before October 1, 
1997, the rate r eductions made ·to eliminate the subsidy in this 
docket will be considered to be a part of, rather than in addition 
to, the St r a te reductions required by the statute . 

If the small LEC is required to reduce intrastate switched 
access rates by St on or before October 1, 1997 , the tariff changes 
necessary to make the required rate reductions t o eliminate the 
subsidy in this docket shall be made in accordance will the time 
schedule in Order No. PSC-97-0604 -POF-TP . Otherwise, the tarif f 
filings shall be made no later than 30 days after the issuance of 
the final order in this case. 

STIPULATION 3: The amount of the intrastate payphone subsidy 
for Sprint-Florida ia zero. Sprint-Florida will not reviee ita 
previous tariff filing reducing MABC intraLATA access charges, 
baaed on a prelimi nary calculation showing a subsidy of 
approximately $1. S million. Since t here is no subsidy, the 
Commission will not require Sprint-florida to make any rate 
reductions through this proceeding. 

STIPVLAJION 1: If the Commission makes the same decision that it 
did in Proposed Agency Action Order No. PSC-97-0358-FOP-TP in 
Docket Noa. 970172-TP, 970173-TP, and 97028~ -TL. the revised tariff 
filings made by BellSouth shall remain effective as filed . If the 
Commission makes a different decision in this docket and a 
different rate reduction is required by the Commission, the revised 
tariff filings for the removal of the subsidy should be made within 
30 days of the iaaw nee or the tinal order in thio docket. This 
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stipulation does not apply to the nine IJlllall LECs who reached their 
own separate stipulation . (See Stipulation 1) 

STIPULAIION 5; If the COmmi .. ion makes the ume decision that i t 
did in Propo .. c1 Agency Action Order No . PSC-97-0358- FOP-TP in 
Docket Nos . 97017~-TP. 970173-TP, and 970~81-TL, the effec tive date 
of BellSoutb's tariff filed in compliance with this Order shall 
remain as filed . If the Commission makes a different decision and 
a rate reduction is required, the effective date of the reviaed 
tariff with the appropriate rate reduction would be April 15, 1997, 
.Atr FCC Order No. 96-388. This st i pulation does not apply t o the 
nine small LECs who reached their own separate stipulation . (See 
Stipulation 1) 

Staff's recommendations on the issues remaining fo r 
consideration are presented below. 

DISCQSBIQN OP IBBOBS 

• ISSQB 1 : What is the a mount o f intrastate payphone subsidy, if 

a ny, that needs to be elimina ted by each local exc~nge company 
pursuant to Section 276 (8 ) (1) (b) o f the Telecommunications Act of 
1996? 

• 

&BCOMMENPATION' 
million. (BOYER) 

The subsidy amount tor BellSouth is $7.543 

POSITION OP PARTIB8: 

AI&I: The subsidy amount for BellSouth is no leea than $6,501,000. 

BRIUIDtmJ: The a mount of intrastate payphone s ubsidy o f 
BellSouth'e rates i s $6.501 million . 

.lEfA: The c;oamission MS approv~d stipulations resolving this 
issue for all companies except BellSouth. For 8ellSouth, the 
amount of the subsidy is $7 , 50~ , 000. 

~~ Accordin~ t o BellSout h's study, the a mount o f the i nt ras t a te 
payphone eubeidy in BellSouth's rates is $6 ,501,000. The amount of 
the subsidy would be $7,502,000 i t BellSouth had calcul~ted set 
expenses and line e.xpense on a consistent basis . 
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STAll 100\LXBIB: In PCC Order No. 96-388, the PCC required 
•incumbent LBCI to remove from their intrastate rates any chargee 
that recover the coeu of payphon ... • (Order 96-388, 1186) These 
payphonee are thoae which arc owned by the LEC. The Order also 
required that price cap LBCe develop their interstate subsidy 
calculations bllaed upon their embedded 1995 AutOCUlted Report 
Management 1nformation Syetem (ARMIS) data . (Order 96-388, 11851 
In Order No. PSC-97-0358-POP-TP, the PPSC also required LECa to use 
1995 data when calculating their subuidiee, to be conaiatent with 
tt e data ueed by the FCC, and because it was the most cu·rrent data 
a 1ailable wben thie docket wae eatabliehed. On February 26, 1997, 
attached to ita tariff filing number T-97-156 (EXH 2), BellSouth 
submitted a copy of ita $6.501 million subsidy calculat ion. 

BellSouth'a aubeidy calculation includes retail payphone 
revenuee and eubtracte the axpeneae aaaociated with the payphone 
seta, or the payphone eat component, and the expenses aeaociated 
with the payphona acceee linea, or the payphone line component. 
The payphone eat comp<.ment was eeti!Nited from BellSouth' e 1995 
ARMIS Report, filed with the FCC. (TR 69) The payphone line 
component, per BellSouth witness Lohman, was estimated from a 
special SmartLine service coat study. (TR 66) SmartLine service 
provides the features and funct ions of the payphone. The return 
BellSouth actually earned on its payphone operations of -9.7~ \ was 
compared to the 11.~5\ rate of return, which ie the rate uaed to 
calculate the return component included in the ARMIS data . The 
$6.501 million difference between the two rates of return was the 
amount Bell South esti!Nited a a ita subsidy. CEXH 2) 

Staff believes that, for the most part, the subsidy 
calculation ie appropriate. However, for two reuo:u~. st&ff 
disagrees with BellSouth'e eetimation of ita line expense 
component. Piret, witness Lohman tcstif~ed that the aoecial cost 
study was a Smart Line eervice incremental coat study, baeed on 
1993, which waa brought forward to a 1995 basis by applying various 
factore. (TR 66-67) BcllSouth had t t> perform two steps to get 
from the 1993 etudy amount to the amount it uaed in ite aubsidy 
calculation: (1) transition the etudy from an incramental cost 
study t c an embedded coat study; and (2) tranaition the 1993 actual 
amounts to 1995 eetimated amou_nte. Witneee Lohman s tated that he 
believee the epacial coat atudy ie more accurate because it is a 
Plorida- epecific study of the coat of a SmartLine. (TR ~91 Staff 
bel ieves that thia eat~•ted line coat is not aa accurate as the 
actual lin4 coet obtained from BellSouth'a 1995 ARMIS report. 

Second, ueing different methodologies for estimating the 
payphone set expene.e and the line expense could result in an 
incorrect payphone aet expense amount. To determine the set 
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expense, SellSouth split the total payphons operations expense a nd 
inveetmant shown in the ARMIS report between payphone eete and 
linea. (TR 73) BellSouth used the direct investment for aets and 
linea from the ARMIS report to develop •direct percentage• 
allocator&. Indirect expenses, such as corporate, marketing, and 
general support, were then divided between set and line based on 
those direct percentage allocatora. (EXH 2) In this calculation, 
the amount of the line investment from the ARMIS report, used to 
develop the indirect expense a l l ocations, directly affects the 
amount o f set expense that results. Therefore, substituting a 
different line investment amount, such as that from BellSouth'a 
SmartLine cost study, would result in a different amount of 
indirect expense being allocated to the aet component compared to 
what is included in BellSouth'a subsidy calculation. (~XH 2) 

For two reasons, staff believes that &ellSouth • s subsidy 
calculation should include the line component calculated from ita 
ARMIS report. Firat, the line and aet expense amounts are more 
consistent when thet are based upon the same source, the ARMIS 
report. As stated above, using one source for the actual 1995 data 
is more reliable and accurate t han combining a portion of the ARMIS 
report total with an estimated 1995 cost study total. (ElUI 2) 

Second, the FCC uaed BellSouth'a 1995 embedded cost ARMIS data 
to calculate the company• s interstate payphone set expense. (EXH 
2) Staff believes that it is appropri ate to use the same kind of 
ARMIS data for the line expense component of the subsidy 
calculation. We agree with Mr. Lohman that the appropriate way to 
calculate the subsidy ia on an embedded coat basis. (TR 79) 

As expected, using a special coat study to eeti~te 

BellSouth'a line expense, instead of the amounts t aken from the 
ARMIS report, creates a difference in the resulting line expense 
amounts and, subsequently, the subsidy calculation. Witness Lohman 
agreed that the subsidy would be approximately $1 million higher 
had the line amounts from BellSoutt. • a ARMIS report been used. (TR 
76-77) The following is Staff• s calculation of the additional 
subsidy amount using the line expense and plant developed in 
Bel~South's allocatio.n of its ARMIS report. (EXH 2) 
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Wltlaaal--.ell&outh Paypbaae ~idy Calculatioo 
Aloolml: Bou.rce 
(~I 1-lblt U 1 

A Aece•• Lirul Plane in Service • Intrae t a t e $lt,8U Page 22 o f 27 

B Ac:ceae Line Invent.oriee • Intraatete l&l Page 22 of 27 

c Ace••• L.lne Aco.ulated Depreciation . I.ntrutate 11 '· no1 Page 22 o f 27 

D ACCUI Line Deferred Taxu • Intranet • ( ),lU) PAige 22 o r 27 

• ACCUI Line Aver•g• Nat l nveatMnt: • Intraatate SU . U6 
(Lfne• A, •• C 6 D1 

• AAit:e of Return 11 . 25 t 

0 llet:U%TI oo Ac:ceee Line tnvu~t /!.Ina • x !.lne Tl $2 , 121 

B Ace••• Line In ten at a.peOAOe • Jntraatate su Page 17 o r 27 

I /!.Ina a • !..lae HI $1. sao 

J Orou "" Pactor • 61.4Jt Pag . 12 o f 27 

I: Ace••• Lin• Ravan~• 
I • Une .JJ 

IAquiremant • Intra•tate ILln• $2. 507 

L Co.po•ite Tax AAot:e X li . S75t Page 1l o f 27 

" InCOM Tax /!.Ina K x !.Ina 1.1 $t42 

• Acceu Line 
• !.Ina HI 

lletun. C011p00en t - l ncraatet e /!.Ina C $), 070 

0 Ace••• Line axpen•• · Intre•tete 12,1"15 Page 17 ot 27 

p Total Acc:eae Line a.penae • Int rana t e tl .. Ane N • $15,1 4 5 
LJne OJ 

0 Cooop<any Reported Ac:cue Line I!Xpenoe H ,IOl Page U of 27 

ll Addit:ional 
P· !.Ina 0 1 

Ace .. • Line lxpenee end Sll.baidy I Line $1, 04 2 

Therefore, it i s Staff ' s recommendation that BellSouth's 
subsidy is $7.543 million, the ~6.501 from BellSouth's original 
filing plu• the additional $1.042 million . 
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ISSQI 2 : If an intrastate payphone subsidy is identified in Issue 
1, do the FCC's Payphone Reclassification Orders require the 
Florida Public Service Commission to specify which rate element(s) 
should be reduced to eliminate such subsidy? 

BICQHHIMDAZIQI : Yee, the FCC's Orders require the Commission to 
soecify which rate element(s) should be reduced to eliminate any 
· .ilisidy identified in Issue 1. 

PQSI'UOIJ or PM'fXU: 

A:U.I: Yea, Tbe PCC has delegated to the state commieliona the 
respons ibility t o determine that payphone coats and subsidies have 
been removed from intrastate r ates. The Commission's determination 
must logically apecity the rate being reduc'!d to remove the 
subsidy. 

esuagzm, The FCC's Orden state that the subsidy must be removed 
from intrastate rates. This Commission has authority under the 
Or ders to determine what elements should be reduced in order to 
eliminate the subsidy. The Commission has exercised that authority 
by reducing BellSouth'a hunting chargee. 

ZifA: Yea, the Commission is required to specify which rate 
element(&) must be reduced to eliminate any subsidies indentified 
in Issue 1. 

tts:I : Yea. 

STAPP AHALXBIS: All of the parties, with the exception of 
BellSouth and those parties who reached separate stipulations, 
agree that the FCC's Payphone Recla&sification Orders require the 
Commission to specify which rat t: element (s ) must be reduced t o 
eliminate any intrastate aubsid!f that may exist. Those parties 
believe that the Commission failec to comply with the FCC's Orders 
i11 its earlier decision, Order No. PSC-97-0358-FOF-TP. 

BellSouth contends that the real dispute on th i s issue is no t 
whether the Commission had an obligation under the FCC's Orders. 
but whether the Commission fulfilled that obligation. !BST BR p.4) 
BellSouth believes that the Commission did comply with the FCC's 
Orders by isauino an order that allowed BellSouth's tariff reduc ing 
hunting charces to oo into effect, while at the same lime rejec ting 
specific tariff elements recommended by its staff. IBST BR p.S. 
I.ohman TR p.25-27) Further, BellSouth argues that Paragraph 183 o f 
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FCC Order 96-399, deals only with the interstate jurisdiction. 
finally, BellSouth contends that the Commission itself concl uded 
that it had complied with the FCC's Orders by allowing BellSouth 
(and all IL£Cal to choose the element that should be reduced to 
eliminate tlhe subsidy. (BST BR p.5) 

AT&T disagrees with BellSouth's argument. AT'T contends that 
the intent of Paragraph 196 of FCC Order 96-399 is ~abundantly 

clearH. AT'T azques t~at the Commission's FCC-mandated review mus 
include more than simply determining that the subsidy has been 
el .nJ.nated . AT&T believes that thlB section of the FCC Order 
requires the Commission to affirmatively determine which rate 
elements sh·ould be reduced. (ATn BR p. 3) 

MCI also believes that the Commission still needs to make a 
determination of the specific rate element(s) !or reduction. (MCI 
BR p.3, Reid TR p.151-152) MCI adds that specifying a limited menu 
of rate elements to be reduced would elso be non-compliant with the 
FCC's Orders. MCI argues that the only way a menu approach could 
be compliant is if t he Commission removed all discretion from 
BellSouth by specifying the porti on of the payphone sub~idy to be 
removed !rom each rete element identified for reduction. (MCI BR 
p. 4) 

The fPTA agrees with AT&T and MCI. further, the fPTA 
asserts that no party really disagrees with the position that the 
Commission must specify the rate elements for reduction, including 
BellSouth. (fPTA BR p.3-4) 

Section 271(b) (11 (A) and 181 of the Telecommunications Ac t o! 
1996 states: 

Ill CONTENTS OF REGULATIONS.- In order to promote 
competition among payphone serviceproviders and 
promote the widespread deployment of payphone 
se rvices to the benefit of t he general public, 
within 9 months after the date of enactment of the 
Telecommunications Act of 1996, the Commission 
(FCC) shall take all actions necessary (including 
any reconsideration) to prescribe regulations that 

(1\l establish a per call compensation plan to 
ensure that ell payphone service providers are 
fairly compensated !or each and every completed 
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intrastate and interstate call usinq their 
payphone, except that emer9ency calls and 
teleco~m~unications service relay calls fo r hearin9 
disabled individuals shall not be subject to such 
compensation; 

CBl discontinue the intrastate and interstate 
carrier access charge payphone service elements and 
payments in effect on such date of enactment, ~ 
all intrastate and interotat r:: poypbooe ouboidieo 

from bosic oxchongc and exchange access revenyes in 

faygr o f a egmpcnsotion plan as soecified i n 

subooragropb IAI1 (emphasis added) 

The FCC established the requ i rements for removal of the 
intrastate payphone subsidy as required by thi~ provision of the 

.l>.ct in FCC Order 96-388 in CC Docket Nos. 96-128 and 91-3~. issued 
September 20, 1996. Specifi cally, Paragraph 186 states as fol l ows: 

We require, pursuant to the mandate ot Section 
276 (b) (1) (b), incumbent I.E<;~ to remove from their 
intras~ate rates any charc;Jes that recover the costs 
of payphones. Revised tariffs must be effective no 
later than .l>.pril 1~. 1997. Par ties did not submit 
state-apecific information regarding the intrastate 
rate elements that recover payphone costs. States 
my3t dttermino the intrastate rote clcmeot5 that 

myst be remoyed to eliminate any intrastate 

subsidies within t~is time frame. l&mphaaia added) 

The FCC's Order requires the states to "determineH which 
intrastate elements must be removed to eliminate any intrastate 
subsidies. Taken literally, ~determine~ means to set boundaries or 
to limit. ~Determine~ also means t o fix author! ~ati vely or 
conclusively. Stoff believes that by any definition o! 
•determineH, it is reasonable to cor.clude that the CoiMiission must 
take some affirmative, conclusive action to decide what intrastate 

rate elements should be reduced to remove the subsidy. 

The question then becomea whether the Commission's earlier 
decision in Order No. PSC-97-03~8-FOF-TP, was a sufficient 

~determination• as required by Paraqraph 186 ot rcc Or der 96-388. 
Does the FCC'a requi rement to ~determineH the rate elements t o be 
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reduced mean that the Commission must "specify" parti cul ar rate 
elements? In Order No. PSC-97-0358-FOF-TP, the Commission atated: 

Upon consideration, we find that a LEC must make 
rate reductions to the extent necessary to 
el~1nate any intrastate payphone subsidy. We will 
not specify p•rticular services or elements where 
LECs may make reductions . The LEC should have 
discretion regarding which rate elements are 
reduced and need only demonstrate via a price-out 
that the rate r eduction eliminates the subsidy. 

By placing the determination of what intrastate elements to 
reduce in the hands of the L£Cs, the Commission has allowed the 
L£Cs complete discretion. Thus, in effect, the L£Cs have n~de the 
FCC- requ i red determination, and the Commisuon has not. Sta!C 
recommends that the Commission should apecify which rate elemont (sl 
should be reduced t~ eliminate any aubsidy identified in Issue 1. 

Staf f believes that at a minimum the Commission should identity one 
or more intrastate rate elements that, based on the record in this 
proceeding, reasonably warrant reduction to remove the in~rastate 
subsidy. While we do not believe that the Commission must remove 
all discretion from the L£Cs as MCI suggests, we do believe t hat 
the Commission's determination shou ld provide some reasonable 
constraint on the LECs' discretion t o choose the rate elements to 
be reduced. 

ISSQB 3 : If an intrastate payphone auboidy is identified·in Issue 
1, what is the appropriate rate element (s) to be reduced to 
eliminate such aubaidy. 

!USC'011KBNDATXON : 1t Issue 2 is approved, the Commission should 
specify that acceaa chargee, intrastate toll, and operator services 
provide revenue atreama that can flow into a payphone operation, 
and rates for one or more of these aervicea should be reduced to 
remove the intraatate aubaidy. If the Commission denies staff's 
recommendation in Issue 2, the Commission should allow lhe ILECs 
the discretion to reduce any rate element (s) to eliminate the 
intrastate 1 ayphone subsidy. In any event, the ILECs should 
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demonstrate in their tariff fili ngs, via a price-ou:, that this 
revenue reduction eliminates the subsidy. (ADD~) 

POSI'l'IOI! Ol RMJXIS ; 

BJTJ·'Q"T' ; The business hunting charge is the approprlate element 
to be reduced to eliminate BellSouth'a payphone subsidy. 

~~ All identifiable revenues sh~uld be used to reduce switched 
~ccess charges - specifically to reduce the Carrier Common Line 
charge. Access charges remain significantly over cost and are not 
likely to be influenced favorably by competition in the near term. 

~ The carrier common line (CCL) charge is the appropriate rate 
element to be educed t o eliminate any payphone subsidy. 

li%Ai The Commission should reduce the rates that L£Cs cha rge PSPs 
to cost- baaed levels . 

STAPP AHALXBI S : Section 276(a) (ll states that any Bell operating 
company (SOC) that provides payphone services shall not subsidize 
ita payphone service directly or indirectly from its telephone 
exchange service operations or its exchange acce•• operations. In 
addition, Section ~76(b) (1) (B) states that a SOC shall discontinue 
ell intrastate and interstate payphone aubaidies from basic 
exchange end exchange access revenues . FUrther, the FCC Order 
requires LECa to remove from their intrastate rates any ctargea 
that recover the costa of payphones, and it also requires that the 
states must determine the intrastate rate elements that must be 
reduced to eliminate any intrastate subsidies. (FCC Order No. 96-
388, paragraph 186) 

In enacting the Telecommunications Act o f 1996, Congress 
explicitly intended to open up the :elecommunications industry for 
effective local competition. The ruclaseification of payphonea is 
one step toward the realization of this goal. 

BellSouth•e witness Lohman testifies that with Section 
276(b) (l) (B) Congress intended t o promote competition among 
payphone providers and encourage widespread deployment o f payphone 
service to the benefit of the general public . (TR 54) He also 
states that the PCC Order gave the states the authority to 
determine which rate elements should be removed or reduced i n order 
to remove the i ntrastate subsidy. (TR 36) Witneos Lohman further 
argues that thr Commission met this requirement ao memorialized in 
Order No. PSC-J7-0358·POP-TP, which roads: 
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Upon consideration, we find that a LEC must make rate 
reductions to the extent necessary to eliminate any 
intrastate payphone subsidy. We will not specify 
particular services or elements wher~ LBCa may make rate 
reductions . The LEC should have discret ion regarding 
which tariff elements are reduced and need only 
demonstrate via a price-out that the revenue reduc t ion 
eliminates the subsidy. (Order at 6). 

Accordingly, BellSouth reduced ita hunting chargee by $6.5 million. 
(TR 37) 

HCI • s witness Reid agrees that the FCC Order requi res the 
Commission to determine which rate element should be reduced to 
eliminate any intrastate payphone subsidy. (TR 149 ) However. 
witness Reid disagrees with BellSouth that the Commission met this 
requirement, since the Com~~tission did not specify the rate 
element(s) that the LBCa should reduce i n order to eliminate this 
subsidy. Witness Reid asserts that the Commission's decision to 
allow the LBCs the discretion to select the rate element(&) is in 
direct contradiction of the FCC Order's •must• requirement. Hence, 
witness Reid a11erta that the Commiuion haa not met this ?CC 
requirement. (TR 150) 

BellSouth'a witness Lohman argues that the selection of 
hunting charges was a choice that directly benefits end user 
customers, as well as responding t o repeated customer requests for 
rate relief . (TR 25) Witness Lohman further argues that it ' s time 
for another group of customers t o benefit from a reduct ion, and 
states: • . .• , we believe the hunting charge is the moat appropriate 
place to put it•. Witness Lohman contends that access rates have 
been reduced substantially in the last three years, and asserts 
that of the $224 million reduction required by the BellSouth 
Settle ment, $183 million has gonl' to access . (TR 37) Witness 
Lohman did concede that the Commisf'lion had determined that it was 
appropriate to uae those dollars to reduce access charges . (TR 40) 

BellSouth 's witness Lohman argues that the Commission's 
dec~aion to approve BellSOuth's reduction in hunting rates in order 
to eliminate the intrastate payphone subsidy recognized that the 
su.baidiea cannot be traced to any particular service. The witness 
further argues that the Commission had the right to reduce any 
intrastate r ate element it deemed appropriate. (TR 35) 

AT-T' a witness Guedel agrees that there is no direct mapping 
between aubsidh • or excess contribution produced by one service to 

~ a service chat may receive a subsidy to the extent such services 
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are priced below coat today. While AT&T recognized the lack of a 
direct mapping, witness Guedel contends that this was not the basis 
for AT&T'a position that the CCL ia the appropriate rate element t o 
be adjuatec!. (Ouedel , TR 117) Witneaa Ouedel contends that AT&T 
bases ito poaition on the fact that such a reduct1on ahould not be 
t argeted toward a service that BellSouth would reduce anyway in 
ord.er to meet coa~petition, but should be targeted toward a service 
that is not driven by competition, auch aa switched access charges . 
(Guedel, TR 120) MCI's witness Reid also agree• that there is 
apparently no way of directly tracing which rate elements provide 
some subaidy and which onea do not. (Reid, TR 152 ) 

AT•T'I witnea• Guedel testifies that AT'T does not object to 
BellSouth reducing itl hunting ratea ; however, he argues that AT•T 
does not believe that the reduction in hunting charges represents 
t he appropriate disposition of the availablt: subeidy. Inatead, 
witness Guedel argues that the Cocnmission should utilize the 
subsidy dollars to reduce IVitched acceaa chargee , apecifically. 
the carrier commo·• line charge. (TR 100-101 ) Wi tness Guedel 
enumerated six points that the Cocnmiaaion should consider in 
implementing this reduction. These six points are: 

l. 

2. 

3. 

4 . 

5. 

6. 

Access charges a re priced significantly above 
cost; 
The mark-up on owitched access chargee is 
significantly higher than the mark-up BellSouth 
enjoys on any other major revenue producing 
•ervice that BellSouth offera t 
The incremental coat incurred in providing the 
CCL charge is zero; 
Switched access has traditionally been priced 
high in an effort to keep other rates low; this 
wa1 not the esse with hunting charges o r other 
local service offerings; 
A8 a price-cap LEC, BellSouth has sufficient 
opportunity to redu:e end user rates to meet 
potential competitive n~rkets; and 
Because of the price-cap status of BellSouth, 
this reduction may be one of the last 
opportunitiel that thie Commiasion may have in 
moving access charges closer to cost. (TR lCl-
102) 

BellSouth'a witnesa Lohman agrees that it is common 
understanding that the CCL ia priced above coat . Witneaa Lohman 
arguea tha't hunting, vertical services, operator aervicee, and 
intraatate t oll are aimilarly priced above coot and theretore are 
providing contribution•. (TR 48) Witness Lohman asserts that 
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hunting ha1 been identified as providing a significant contribution 
above coat, aimilar to acceas chargee. (TR 4 9) 

MCI'a witnees Reid contende that BellSOuth' s CCL ratee provide 
substantial contribution to BellSouth' s telephone operations in 
Florida . HCI's witneas further asaerta that payphone service is 
one of the servicto that requires thia contribution. (TR 146, 152 ) 
Witnesa Reid argues that in deciding which rate element(&) must be 
reduced, one muat conaider the r olationahip of the targeted rate 
element(a) to payphonea , whether or not the targeted rate 
element (a) ia providing a contribution, and whether o r not the 
targeted rate element Is) is favorably affected by c01npetitive 
pressure. (TR 159) 

AT'T' a witnesa Guedel argues tl'\at the ILECs are the eole 
provider of awitched access aervices 1 and thus, the ir prices have 
not been aubjec t to CO!npetition at thia point in time. Witness 
Guedel furt her contende that regardless of the arrangemenca, 
terminating accese charges will still not be subj ect to cocnpetitive 
forces, aince the LEC who haa the acceaa line seta the terminating 
access cl'\arges. The witness also concludes that any ALEC providing 
local service has a monopoly on t hat terminacing access because 
nobody elee could provide this to the ALEC's l ocal customers. The 
witnesa concludes tl'\at the price of hunting will be subject to 
competition aooner than the price of access. (TR 103, 1 381 

HCI • a witnesa Raid agree a with AT"T that switched accesa 
receivea little competitive pressure . (Reid , TR 159) BellSouth' s 
wi tness Lohman did not agree witt\ or refute AT'T and HCI • s 
assertion that switched access is less subjec t t o competitive 
pressure. (Lohman, TR 39-40) 

AT"T' a wi tness Guedel argues that while switched access, 
i ntrast ate toll and operator service~ are not really associated 
with payphone service or the payphone itself, these are services 
that can be purchaaed or accesse~ through a payphone instrument . 
(TR 125) Witness Guedal contends chat there are five major revenue 
producing services that Bel lsouth has: single line residence 
service, e i ngle line busineea, ewitched accesa service , LEC toll 
aervice , and poeaibly epecial acceaa/private line . While wicneas 
Guedel cou ld not aecartain if hunting aervices are in this 
category, nonat helesa , witness Guedel aaaerts chat the mark-up in 
hunting services will be leas than the mark -up CCL provides. ITR 
132-133) 

MCI • a wJ t ness Reid argue a that incrastate toll, operator 
chargee and awitchad accaaa all have some linkage to payphonee . 
Witneaa Raid contanda thee huncing charges have no basia or 
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connection to the aubaidy preaently being provided t o BellSouth's 
payphone operationa in Florida . MCI • a witnoaa further argue a that 
the action of lowering hunting chargee will only serve to secure 
BellSOuth'a existing buaineaa customers and further help BellSouth 
to acquire bueineaa cuatomera in the future. (Reid, TR 147) 

Witness Reid aaaerta that only rate elementa that have a reasonable 
relationahip to BellSouth'a payphone operations ahould be used t o 
effect the :removal of the payphone aubaidy. !Reid, TR 147) Also, 
BellSOUth'a witneaa uobman agrees that hunting, vertical services, 
ooperator aervicea, and 1ntraatate toll are similarly priced above 

oat and t herefore are providing contribution•. Wit noes Lohman 
assorts that hunting has been identified aa providing a significant 
contribution above coat, similar to acceaa chargee . (Lohman, TR 48· 

49) 

Staff beli evea that the FCC Order could be interpreted to mean 
that the COIIIIIIiaaion ia required to identify a defin1te rate 
e lement(s ) o r t o give concrete direction aa to tho rate element(s) 
that will be reduced in order to remove the intrastate payphone 
aubaidy . Staff ~lievea that whichever interpretation tho 
Commiaeion aelecta, there ia ample evidence in the record of thie 
proceeding to enable the Commission to satisfy the requirement of 
the FCC Order. (FCC Order No. 96·388, paragraph 1961 

The parties in this proceeding agree on three pointe which ace 
germane to this iaaue: 

1. There is no direct mapping between subsidies or excess 
contributions generated by one service t o a servi ce th4t may 
receive a subsidy; 

2 . Accola chargee, intraatate toll, operator chargee, hun~ing, 

and vertical services are priced above coat, and therefore are 
providing contributions, and 

3. The carrier common line ia priced above coat. 

Staff agrees with the partiea that the intrastate payphone 
subsidies cannot be traced to any particular service. Staff also 
believes that access charges, intrtstate toll, operator oervices, 
hunting and vertical aarvicea are priced above coat; and that the 
CCL is priced above coat aa evidenced in the record. (TR 35, 48 ) 

Staff alao agrees with MCI and AT'T that acceea charges, 
intrastate rtoll, and operator services provide revenue etreama that 
can flow into a payphone operation, thus creating a rel.a tionahip to 
payphonea. (Guedel, TR 1251 Reid, TR 147) Staff does not diaputti 
AT'T and MCI'a poaition that switched acceaa ia a monopoly service, 
especially terminating acceaa, and that only a customer's 
designated local exchange provi der can provide terminating acceaa 
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to that cu stomer' a acceaa line. Staff contenda that awitched 
access ia therefore far leas likely to be driven down by 
competitive preaaurea compared t o hunting service which could be 
provisioned by another ALEC. (Guedel, TR 103, 138; Reid, TR 159 ) 
St.aff, however, cannot support BellSOUth's argument that hunting ia 
the moat appropriate rate element for the reduction . BellSouth has 
not demonstrated why another rate element(e) cannot likewise be 
appropriate for reductio.n. (Lohman, TR 37) 

While staff recognizee that BellSouth hae substantially 
rei' aced switched acceaa in the laet three yean due t o the 
Se~tlament Agreement, staff fails to aee the relationshi p o f the 
Settlement Agreement to this proceeding. (Lohman, TR 37) Staff 
further supports AT"T' a argument that switched access is not 
subject to competitive preaeurea a1 hunting ia. Staf f would note 
that MCI • a argument that hunting baa no relationship t o a payphone 
is wi thout merit, since we cannot determine which rate element (&) 
provide the payphone subsidy. {Guedel, TR 103; Reid, TR 147 ) PPTA 
asserted that the subsidy should go to bene tit the paypt . . -~• 
providers; however, nc- witness was proffered t o support thio 
position. (Lohman, TR 54) 

If the Commlseion determines that the PCC Orde r require• it to 
identify a definite rate element {&), staff believes the Commission 
should determine a specific rate element (e ) that haa some 
relationship to the provisioning of payphone services . Such action 
will go t o promote effective competition among payphone providers 
and assist in the widespread deployment of payphone service in 
Flor i da . ThWJ, staff recommends that if the Commission appro•tea 
Issue 2, the Commission should det or:nine that access charges , 
intrastate toll, and operator services are services that provide 
revenue s t reams that can flow into a payphone operation and 
therefore, rates f or one o r more o f these services should be 
reduced in order to remove the intrastate subsidy . 

However, the Commission may int~rpret ita responsibility as 
stated by the FCC Order to require the Commission to give concrete 
direction regarding which rate element( s) need to be reduced in 
order to eliminate the i ntrastate payphone eubaidy . By so doing, 
the Cc mmiasion baa met the requirement o f the Order since it has 
heeded the PCC'a posi tion by considering the parties • posi tions as 
posed by the evidence in this proceeding. With this position, 
staff believes t .bat the Coalliasion had the discretion of making a 
determination that meets ita policy goals. Thus, staff recommends 
that it the Commia•ion denies ataft •a recommendation in Issue 2 , 
the Commission should reaffirm ita earli er decision, whereby a LEC 
haa the discretion to reduce any rate element(&) it deema neceasary 
in order t o eliml 1ate any intrastate payphone subsidy . 
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Staff f~her recommenda that the ILECs should dPmonatrate in 
their tariff fil i ngs, via a price-out, that thia r evenue reduction 
eliminatea the aubaidy. 

ISSQB 6 : Should theae doclcata be closed? 

BBCXII1BNDATICIIs Docket Noa. 970172-TP and 970173-TP should be 

closed when the Pinal Order in thie proceeding ie issued. Docket 
No. 970281-TL ehould remain open pending resolution of the 
r~maining i ssuea i n the implementation of Section 276 of the Act. 

STAPP AJIN,XSIS : Docket Noe. 970172-TP and 970173-TP ahould be 

closed when the Pina l Order in thia proceeding is issued. Docket 
No. 97028L·TL ehould r emain open pending resolution of the 
remaining iaeuae in the implementation of Section 276 of the Act . 
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