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EXEC!!T!YE SUMMARY 

I. 'lbe major LECs acknowledge that certain nf their telephor.c mtcsan: too high. Howevu, rile 
LECs claim the proceeds of these ex~vc rates an: going to support residential basic exchange 
service ( I FR) m!CI. The trull1ls that the J!roeco.ls of these excessive mlcs arc supporting 
excessive earnings by the major LECs. The cwn:nt l'1llCI an: producing approximately 19% 
return on equity for all three major LECs, well al:ove the 12o/• return on equity the FPSC recently 
found to be reasonable. 

Bell South is over-ca.ming lrJ ova $250 million p.. , =· BeliSouth could reduce its toll rates by 
one-third, reduce its busjocss bHie taleS by one-third, IIDll reduce its switched occess rates by 
one-third, without incteaSing rates for any service, Md still produce n very reasonable 12% return 
on equity for its shareholdcB. 

Under the current )!rico cap" regulation the three major LECs an: allowed 10 lower their prices 
wbencver they want. Therefore, the only reason that $0mc of the LECs' ratcs arc excessive is 
because the LED have decided 10 price those services to produce excess earnings. instead of 
pricing them 10 p roduce reasonable rates. 

In the less than •llrcc years of price cap regulation, the Lgcs have increased their return on equity 
from the pn:vio..s 12'/o levciiO the curn:nt l~vel of over I~• return on equity. The tECs' over· 
eatniflil arc rapidly growing . 

Until the statt or 1998, the l.argest LEC, BciJSouth was Mslwing" price regulated. 'lnis "sharing" 
provided a safety net which prevented the excess c:nmings from becoming too UMeliSOnable. 
Under "sharing~, the excess earnings arc shared between the cwto.mers and the shatcholders. 
llowever, at the sl4rt of 1998, the last "sharing" price regulation ceased, nnd now all three major 
tECs simply keep all over-ca.mings that an: produced by their excessive mtes 

The Floridn Leg.lslttwe should empower the I'PS<.: to incorporate sharing of ovu-<4rniogs in 
price regulation.. In addition, the level of sharing of over-earnings should be determined by the 
FPSC after oppropriale proceedings. Lastly, the Florida Legislature should allow the 
Commission access 10 the LEC infomll.tion which is reasonably needed for "sharing" price 
rcgulnuon. 

2. The LECs propose to raiac I FR rntca, in return for reducing the prices of othu services. The 
servi,ca to ~ IOdiM:Cd illdudo "")J)JCilOIJ·bui<: service~, Ho~vcr, If thAt was done, Ibm: is no 
guarantee that tltc LECa would not quickly raise the non-basic rates to their previous level or 
higher. Under price regulation, the LECs an: allo"cd to illCn'IISC the pncc cap for nou·basic 
services by 6% or 20% per year, depending upon the exchange. They nrc not required co even 
ancmpt co demonstrale that those inaases arc nj)f)I'O?rillte . 

·i· 
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contttcd contribution analysis is u follows: 

Sen ice Categorv 

AC11JAL DATA FOR SI'IUNT-FLORJDA 
Pa line pa month 

Revenue ISLRIC 

Residential Basic Exchange $14.23 $3.21 

(Including $3.50 EUCL) 
Residentilll Vertical Svs. ..,.U6 J!..Z.2 

Tor~l Residential Local $17.79 S3.50 
lnt1111taiC lntral.ATA Toll 1.35 0.04 
lntrutacc Switched ACCC5S 6.75 0.50 

Contnbution to 
Slw!;d and Com1!19!! 

s 11.02 

3.27 
s 14.29 

I.JI 
6.25 

As can be seen. I FR prodU<:CS a higher contribution than does cil.ber toll. switched ~WCCss, or 
vcnical ICtVicc. Tbc L.ECs arc much better ofT providing I FR than without 11. If Sprint dro~ 
I FR. it would lose $14.23 pa line pa monlh of revenue, but avoid only S3.21 of cost. cwn in 

the long run. (See Exhibit A~ for ol.ber L.ECs) 

8. Residential basic exchange service is not bcina substdizcd. The univcrsall) accepted 1es11~ 
that a service is 11\lbsidi:r.ed only if it is priced below its TSI..RIC. The costs that meet the 
definition ofTSLRJC for Sprint's IFR to!.IJ $3.21 pa month. based on the cost calculations 
performed by Sprintlhcmsclves. Since the II~R mtc ($14.23 including EULC) is over $311, 
I FR is not recclv:• J8 subsidy. The LECs' cl&ms tltnt I FR Is receiving n "subsidy'' 13 based 
upon their mlscolculating TSLRJC by including I 00% of the loop cost in the claimed II' I( 
"TSLRIC," allhough the loop costs do not med the deftnition ofTSI..RIC. 

9. Since the major L.ECs mislabel some of their costs. the FPSC should rcali1c lhnt (a) if there 
arc no loop COliS included in a cost. that is the mimmum or 'iloor" cost (1 Sl It! C) (b) I lowe' <I. 

1f 1000/o of the loop costs is included in a cost. then that is the maximum possible allocation 
which lJ a ~ling or -stand alone" coa It is imporuntto know whtthcr a cost1s a "noor' or 
"ccwts," Jincc the com:cl price is above the "Ooor", but below the "ceiling.·· 

10 AI present rates, toll, switched IIC(:CSS, \ertltal JCI'VICCS, and I ~R SCI'\ oces arc all "SU~I..t) 
fn£ - Each is priced above its TSLRIC "Ooor" and below its stand alone "ccihng" (1-.xhobu A(o · 
7) 

II The LECs' inclusion of I 00% of the loop costs in the claimed TSLRIC of basoc exchange 
~rviccs violates many principles: 

a h violates economic principle' u discussed 111 hem 6 above. 
h It violates Section 254(k) of .nc Fcdcml I elccommunications Act of 19% (I •\%), "h•~h 

rcquorcs thor basic cxc:hangc ac:rvicca -beat no mo<c than a rcasoru~blc Wrc of the JtllntiU1d 

·111· 
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t.hat one 5crVIcc. The loop costs are properly reoo,~mf from !he whole famoly of KrVICCS !hat 
share the loop facility. 
c 1'hc LEC. c:la;m !he loop is Jcdicatcd to one: service. h i~ not. When a salesperson calls you 
long distance, the l.XC is !he CUSIOmer "'ilo has "'rc~ot'ld" from !he LEC !he loop fac:Jioty lhll 
connects to your home. At that time, !he loop to yow home i~ being used to provide SWitched 
uccess service to the IXC. 
f. h is not o '"fallacy" that sban:d usc implies Jl'.::rcd cosL That is how lhc entire world opcnuc:s. 
lllc Smith vs. ffiT Supn:mc: Coun ruling rcqui~ that principle: be: used in telccommwlications 
11s well. 
g. The fact thai I 00% of all customers do not subscn "c to vertical services or usc: toll service~ 111 

a given month does not mean m.=ues from lhosc servo~ C411 be: ignored. A fas1 food 
resl4Uralll reoovers a portion of their n:nt in the: pricc:s of their french fries and soft drinks, even 1 f 
1000,'. of the customen do not buy those: producu. Two-thirds ofBdiSouth's ~identiol 
c<lSlomcn purchase: at least one: vatical feature:. Of course, even l 00% of !he population docs 
notiUbscribc: to basic exchange KtVicc: either. 
h Even ira certain customer does not~ toll calls, !he loop 10 that pmnisc:s maybe: still used 
for toll xrvicc, bccaUJC those: loop3 maybe: used 10 receive toll calb, which produces revenue fror 
the LECs 
1 Tbc LEes change the pcn:cnl of people lhc:y claim make toll calls, ckpcnding on "'hal 
nrgumcnlthc LECs are making. When it suits their argument, the LEes claim thai 94% of C\cn 
low oncomc cUJIOm~ make long distan<:e calls. However, in another argument where !he 
opposite number is ... the LECs' intcn:st,lhcy claim thai 60"h to 80% of customers "don' t" ma.l.e 
toll calls. Whntcver the number is, lhe pricing for a category cannot properly be: btucd on the 
cXtr(me, but Instead is properly based on the '\Orm for that category. 

13. AI present rates, I FR is malcing a very I'QSOnablc: contribution 10 the joint and common 
cost!. Sprint's I FR service is producing o S 11 .02 per line per month contribution. Residence 
Locnl ( I FR and vertical services) Is producing aS 14.29 per line per month contribution. (Ex. 
AG·5,1J8ie 3) For the lhrc:c: major LEes combined, residential local i.s producing a 
• • • • • • per line per month contribution. as shown on E.'<hibit AG·6. lllis is a mort' than 
rcMonAble contribution, considering lh.al o0o.r lln.llyLing unkpiU'Dled loop COilS, the (.'omnm<I<IO 

e•tnbhshc:d S 17 as the unbundled loop rate for Bell South 1llc: Attorney General bc:heves lhos 
onformauoo ondicatcs lha.l, a1 pracnl rateS, the IFR contribution 10 joint and common cosu I$ 

rea.sonnble. 

14 Although !he Attorney General does not believe lhc: FPSC has 10 sc:lc:c:t a spc:< otic loop 
percent allocation 10 local, the follo\ving information is provided for background: 
B. The FCC-State Joint Board rules allocate 25% of lhc loop cost to interstate:. '11tnl ollocatmn o5 
mandntory on stAle: commissions. 
b. The 1S% of the loop cost that i1 intrastate Ia shared by several intrastate scrvoces (o c 
intrnstntc toll, intrastate s\vitchcd accc:ss, etc.). Therefore. all of the 75% should nm hc rccn,·rrcd 
from I FR. lllc FCC rcconunendcd a 2S%(interstolc:)/2S%(intrastsle tolland switched 
acccssYSO"h(local) split. although only the 2S% 10 ontcrst.ate is mandatory 
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c. Other aunca which h11vc c:oNidc-rW loop alloc:alion pcrc~mq~•. ha~e nuhr•l 11 alluuthm• hi 

local that are generally betw~n 25% and SO% of Lhc loop co•u 

d. The LECs JOme.dmes SUBBe.st at louting loop cot!J bucd upon tralll' tfl('IIWtltK'nl• l~au.e 

that rt'SUIIS in a triviAl alloutlon to int.rutatc toll and ~~C«U. and a r.tiO alloc.alllln ttl v~tllt•nl 

ser.,ice.s. Por examplr, 3.6% of OTE'sloop costa would be allocated 111 at.tle I nil, ~ "~ tu •tntc 

SV.1 tched KCCSI, and zrro to vct1leaf under lhil method. Thil Ia UtlfCIIOIUihlo V~tiiCitf ~CIVil CO 

dollS<' Wld share the loop fucihtie.s, Md thcn:Jorc ahould aupporiiKIIIIO JKirllllll ul the h MJI t ... tllt)' 

costs. However. there is no e.sublishcd way to I1'IC.UW1: ~he vcnlcaiKrv!l:el' "uH" u( tho hHtp 

facilities. A mcasuremen~ of relative traffic cannot be rc~~~Jnably utod Hl all'""'"'~ the ''"'fl W I I, 

because the loop <losts do 1101 VII)' bucc: upon t:he level or .... me In tltt l, tht ft l(tfll Al l' 

~mctime.s referred to u non-traffic ac:n.sitivc (NTS) rn•ts hecnuae uflhtlt ~mr. ar~ Uui iH.'tnlll •c 

10 lllffi!.'. 

I 5. The L£Ca point to a I'll~ rcbllanc.nJ. that occurml ,,, haJifomla I lctv.~~cr, I her~ all' oco>er•l 

thin111 wrong with the LEes' claims: 

Q . ana rebalancing. the IPR l'lle in CaliJoml.t for Pac:lnc Ucll Will Sll :;u "'' llltlltlh l'•d n, 

Bell $C1VCS 80% of the CaJJJomla CUJIOmen. n 1.25 fill fllf cry rrom tho :no (Ill hljllK'I ) II ~ fi!C 

being pro poled for Florida. Tho MKQ! I FR rate.s In Flonda ate clo .. tu S II :1 ~ 

b The l.fCs c:Jalm the pcnc:tratlon rate.s increASed in California a0rt tht IICiliiiAIIl iiiN I htwo•cr, 

they had three ye.llfl ofdalftafter rcbllancing.llld Lhcy almply pkkcd tltt hflll~<•lol( thme tlucc 

)'el\fS as the "after'' number. lfl.hcy compared the )UI before to tho yclll' 1110tt, tho flt'llt lmlltln 

rates declined. If they com~ the avaqc oft.hc three yeat~ "bc:(ore" tu the avflalft ttl tllf' tluc:c 

)el\fS "after''. the penetration l'llCI dc:cJincd almoott one pc:rocnt, which I• 11 llnl l~lli ~ II) •111nlll1 ""' 

decline. The LECs an: •Imply gaming the numbers 

C The sv.itchcd acc:ess • iiiCllon.s did not all Oow through to the ( UlttliiiCII 'IIH• JX( 'M f"K. ~CI 11 

!ljlt1 of the: tmeu charge 1eductloM. AT&T's maraln.s In Califomla tllll \(~, l<lllll1~1 fll tu !5"o 

dsc.,hcrc, bc:c:ausc of the low acccu charac:sln California 1 he"" lll~h tt lfttjlln• 111u~c II ""' '""' 

111 10 why the comp1111le5arc In favorofauc:h rc:stn.etllfc:t , but theM' rcatll~<llllr• "" ll•ttlll the 

pubhc ont~t. 

d. GTE ndmincd th3t the m.lljority of the customen In Colifornlo tlld 11111 ttHIIt lu\\t r 11•1al lull1 

as a result of the l'lte rcbalanc:Jng. 

c. G I F. edmined that the Callfomla rebalMclng hun older cu•tomru wll l1tllf' •. ,., ... , "'-''"'M' 

tmpact bein'l those ,.ver6S, whose biiiJ would mcrcuc " Obvluu•l)', at•lftr•llti<' IIII C tl1111 

harms the elderly is not desirable in Florida, Iince JO"/o or l'lutfdA hnuKhtthl• Ill ~ ltronlr·' h)'" 

person 6S yeAtS or older. 

f In C'nlif<>mia. the business basic l'ltu ( 1 FU) wcec rol_.,d fthlllll with lhl' II I( '"'" lnrltn 

llondJ, the LECs propose to raUc: 1 FK and lower II•U ll~<'•rl•ur, a tktll uttl11 II I< Ilk''' "" 

would be dlvc:rtcd 10 buslne.ss ac:rvices, a dlver•lon thnt did not "'" ur In ( •ltltttlllot 

8 The pc:nc:tralion dcdinc: in California was In lpttc: of u.: Callftttnl• "..-11 u rtlflrd" I Ill• line 

r rogl'lm, undC'r which customc:n who call and • lmrly claim they"",.,., l111o11111 otutooootoll•ull) 

hcc<onot' u rehne customers. 

16 Tile nationwide pc:nc:trllJon l'lte i~ lll .Wo, bur Jn l·lotlcJa II h QJ " ' • · "'f' "'" I"" rntlrn 
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In rruvide) than are II'R call• 
< II U rutcs lli'C gcncn.Jiy tax deductible to the customers, "'1len:as I FR nuu generally IU"C not. 
I lbe raJJo of business 10 residence~ in I'IOillSa (2 . ~~) iJ consistent with the nationwide 
•venae (2.31). 

U Reducing I FB nttcs has nothing to do with corrpctlng for lruge business customcn, since the 
lrugc: buslncu cUSIOmera subsc:ribe 10 Centrex (ESSX. Centranct, etc.) or PBX. TheJC xrvtc:a 
= very low priced services. 

23. The LECa criticiu the CLECa for Jtarting In the .lJwnt"""' businc:u diwicts, but back when 
the LEC1 fint stariOd, that is euctly wbc:R they started. h is a natwal progression to start thc:re, 
lltld then over Lime 10 expand ouL 

24. Shifting revenue m:ovc:ry from resickoc:c to business would dnin $100 mtllion of additional 
fedm.l income taxes per year from the Florida IIXplyen ovcn.ll, c:vco if the ovcntll toW 
collected by the telepbooc compenics is I.IDCban&ed. Assume a CUSIOmer pays $28 for I FR lllld 
$12 for I FR. The CUSIOmcr iJ paying $4() toW. Since the $28 I FB is taX deductible, tl results in 
an $8.40 fcdcn.l income rex ~ (30% rex ntte x $28). The I FR is 0'01 rex dcduc:tcble. Now 
IISsune the nttes arc: nestniCIUrCd 10 be $20 for I FR and $20 for I FB. This sliiiiOials $40. 

llowcvc:r, the cUSIOmer's income rex reduction is now only $6 (3CW. x $20). Therefore, the 
restructure raised the aastomer's fcdcn.l Income rex by $2.40 per moth. When talccn over the 
year lllld the ctt~ Florida economy, thia "deductibility effect" would drain over Sl 00 million 
more per yc:u r.c:t ovemll from the Florida cc:onomy,ln the form of higher fcdernl income taxes 
'11ll: "deductibility el . • ;t" of the proposed resltUCturc would reduce retAil sales. reduce saving~. 

tncn:.uc unemployment. reduce disposable Income levels. and needlessly hann the florida 
economy. 

25 CONCLUSIONS/RECOMMENDATIONS: 
(I) The present I FR ~an: more than fllr and rc:aJOnable, and meet the cntcna for appropnate 
rates that an: being considered in this procccdine 
(l) ·me Florida Legialature should empower the H'SC to incorpontte sharing of o'cr-cnrmags'" 
pncc: rc:aution. l.n twld.itioo. the leve.l of sh&rin& of o\cr<ami.np should be detemuncd by the 
FPSC after appropriate proceedings. Lastly. the Florida Legillature should allo" the: 
Commission occess to the LEC infonnation which cs reasonably needed for "shllnng" rrcce 
regulation 
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FiNAL COMM£NTS 

ANY &XCES5IYE L&C RATES ARE SUPPORTING EX<;ESSIVE LEC 
EARNINGS. NQT R ESIDENTIAL BAS IC EXCHANGE RATES 

Some of the ll\l\jor local excbMge c:omp:u1ies (LOCs) m FloridA luwe claimed that ccnain 

telephone rates are too high, and claim thallhcsc excessive rates are supporting residential ba.s1e 

exchange :service. The truth is that some telephone ruleS are 100 high, but these cxr.cssivc rates 

are supporting excessive earnings by the mJtior LECs. ·~ cum:nt rilles produced over n 19% 

overall return on equity for Bc:IISouth's Florida int.raStaU: services in 1997, before refunding 

excessive erunings. This compares to the 12% return on equity that the Florida Public Service 

Commission (FPSC) rccxntly foWld was reasonable for Bc:IISouth. ' A copy of the page from this 

recent Order in which the Commission found 12% return on equlty wu reasonable: for IJciiSouth 

• iuuaehcd as Exhil-'• A0-1. In 1997, Bc:IISouth was required to refund to customers all of its 

rc1urn on equity in excess of I Sd I%. As 11 result of the excessive ellrtlings created by thear high 

• 

rates, Bc:IISouth was required to rcfWld $123 million to its customers in 1997 m order to reduce 

11s tciUM on equity to the I S.ll % enpped amount. 

However, Bell South's requirement to refund excessive earning!' cxrircd at the end of 1997 

Therefore, Bc:IISouth's ownm are now keeping ullthe excessive eammgs created by the current 

excessive rntes. To show these ovcr·cnrrungs cXi$1, nttachcd as Exhibit AG-2 1S n cop) of 

Bc:IISouth's 1997 Earnings Surveillance Report. The SI2J million refund 1S !hOwn <m page 2 ol 

'Page 27, FPSC Order No. I'SC-9H-0604-FOF·TI'. Docket No. 960757-1 t•. cl nl., lSsucd April 
29. 1998 in the lllbitmtion proceeding between Metmpolilllll Fiba Systems. A I & I. MC'I and 
llciiSouth . 



• thai exhibit Tha!llciiSoulh's return on equocy even after lhe $123 million in refunds was 

I 5.11% is shown on page 3 of lhe CxhibiL Be!ISoulh could reduce iiS ra.te' by S.l50 million per 

year, or refund $250 million per )'C:&r 10 !he eus.~omers, ond Slill provides i1s sux kholders w .. h !he 

very reasonable 12% return on equily lhallhe Fl'SC rocenlly found 10 be appropriulc lor 

BeiiSoulh. BeiiSoulh is uyiug 10 convilll'<: !he Florida Legislalure 10 lei il mise iiS residcnoial 

basic mos. However, i1 is unreasonable to rnis.c roleS for a company which is already over· 

earning. 

II is obviouslhallhe excessive charges for some services arc no1 being 11sed 1o make residcminl 

rates lower than !hey should be, bec:aus.c BeiiSoulh had massive ovW'-eamings in 1997, even wilh 

lhe present residential basic exchllnge service rnles. Obvoou.sly. of all of the cxce~s eamongs from 

• o1hcr services were supporting low residential basic cxchllnge service rules. !hen BciiSoulh 

v. ould no1 have UIC excess earnings which required 1hem 10 make B $12). milhon refund on I <)97. 

• 

and sti ll earned 15.11 % on equity, even after WI refund . These excess earnings occurred wi1h 

lhe present rcsidcntia.l basic exchange service rules in plnce. The mnjor I.ECs nrc ~uuply doong 

!he "misdireclion" tri ck !hat is commonly l1sed by lllllgicioru. The high rates arc Oowin~; in1o 

exec~. earnings for the shAreholders. bu11hc LEC' ve ll)'ing 10 misdirecl c\cryMe·~ auenuon b) 

clniminslhose proceeds nrc going elsewhere, bulthey arc not . 

.!!... The S250 million per yuc cucu rcvcnuu of Dci!Soutb tbould be uu d to reduce 
cum ratq.wl!bou! lncms(pg wld!eotja! bylc gch•on or O!brr ratu 

Eliminoling the $2SO million per ycnr of llciiSoulh · s rcvenuus !lull are Oowm& onlo o,·~r-c"""""ils 
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• Some parties have claimed !hat business bMic exchange service rites arc priced u~o.-cnJOnabl)' 

higher than ruidcncc bMic exchange service. As discussed elsewhere. the Attorney General 

behcvcs that lhe existing ditTcrcnc:cs betw~n business and rcJidcncc baste cxduUigc SCI"\' icc uc 

justified for a number of. nponant rcASOIUI. (For example, business bMt.: exchange scrvtcc 

tncludes a valll4blc yellow p~ac listing which residential buic exchange scl""ice does not .) 

However, for lllu$1rativc purposel, If Bell!>o• •h's current avcrnge business one par~y busic 

exchange scnicc l'ltc (IFB) of about S28 was reduced by one-durd to about SI8.7S pc.r month, 

thllt would usc only nbout S 169 million of the S250 million of cxcc.~s rc\'cnuc~ that nrc currcmly 

flowing into excess cam.inaJ for BcliSouth. To illustrate the magnitude of the excess .:amrng.s 

(although the Attorney Gencml docs not ncccss.uily recommend these spcctfic nne changes). the 

S2SO million in excess revenues !hat is currently flowing into cxceu earnings for Bell South 

• could be usc~ to reduce by one-thud 111 of .. ..: following mtcs. lkiiSouth mtrutatc toll b) one· 

third. lUlll Bell South intrastate awltchcJ ncccu rutes by onc·third.llllllllciiSouth business b:uic 

• 

exchange scrvtcc rites by onc·thtrd E\'Cn af\cr 111 these reduct tons, wuboyt ancrrving lhr ml -'l 

for nny other srrviccs. the Bell South shareholders would sttll be rcccl\'tn~ the •cry rca'l()rwbk 

I ~. rctwn on equity that the I'PSC has n:ccntly found was reasonable for lkiiSouth 

I! b the Lt<Ca' Fbokt 1o ac!apmc of thr!r curren t ntn nmsluh• 

llciiSouth, GTE, and Sprintllf'C all currently "pncc cap" regulated ' The) nrc allowed to set thcrr 

prices below !hose caps witlt only mintmal notice, Md wtthout having to prm·nlc any JUlttlicauon 

'Scctton 364.05 of the Flondo StAtute 
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• for pricing below lhote caps. l"bercfore. the (IICI thai some of the L.E.Ca" raiCS are excessive IS 

due only to the fact thai !he LECs have decided to maillt.ain lhote rates 11 an cxcusive levt-1 

They have 1M authority to reduce their own ...scs whc:oe•cr !bey want to under the existing pnce 

C3p rqulation The only reason cmain LEC ..-tea are 100 hiah IS bccaulc the uses want 10 pncc 

GTI't And Spdat'a ntq cogld abo be ml\1.'(d bv cllmlna!lnr tbcjr onr-nmloca 

The cum:nl OTE and Sprint ..-tea are procluciQa ovcr-arni.ors similar 10 DciiSouth's over. 

earnings A FPSC Statr member bas looked lithe informat~ n thai as available. and has 

• esumated lhat GTE and Sprint are both c:amma an approximllc 19% mum on cqwty 1n I 'l9ll on 

ani13State regulated Florida telephone KI'VillCS.' GTE"• and ~ pont's exccssl\-c nates could 11ho lc 

reduced. wtthoutlncrcasing other ..-tel. by eliminating on:; l and Spnnt"s current o•·er·caman~:~ 

1nc shareholders .,.-o.Jd llill receive a ''cr'J reasonable return on tnvcstment eva~ after tho~ n:.1< 

rhc FI'SC SUI IT member bad to "estimate" GTE"s and Spnn1 a earnings because lhe FI'SC 1\ no 

longer lllo-.ed access 10 GTE"s. Sprint's. or even BciiSoutb •IICCOWlts.l.ooks. rcco:ds. and 

p.tpns None oflbcsc compauucs cvn1 have 10 iilc an t:anur p Sunc•llar>C<' R<f'O'I (I Sit) 

anymore. Section 36-4.18 of !he Flonda Swutc empowers lh : Comm1mon 10 IIUJ!CCIIhc 

ocenunts. bookl, records, and papers of any telccommunlcah.Jns com pan) llo-. <' cr, S«hnn 

• 't-1r Dale Mailhot of the Commu.."""s 01v1sion of Aud111111 and bnancw Anahm 
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• 364.05 I (I )(c) oflhe Florida Statu~ provides An exemption to lhi& requirement for 

tcl=>mmunlcalions companies !hal arr price rqulalt:d. SIDCC BciiSoulh. GTE and Spnntan: 

pri~ regulated, lhis Florida Swutc prohibits lhe Commiuion from iMpCC!ing lhe C411\lng.l of 

Illest maJOr telcc:ommunications provtdcn. GTE and Sprinl ceased filing ESIU m 1996. 

Bell South's rcquiremcniiO file ESRJ ended Dc«:mber 31, 1997. 

In Ibis very pro jed. allbou.,.; GTE II asking fo: much hiahe:r residential rates, Gl h argued that 

lhe Commission, the Florida Le&islaturc, and u.: public had no nehtto know how much GTI: 

waa eurrently ov~-earnina 

Pri= which produce an excess return on investment are inc:fficic:nt prices. Paying an excess 

• rctum on equity is inc:fficic:nt. Capital Is one of the major resources 1cl~phonc: rompanoes uuh1c 

ro pay over 19% for capital, when the open mtU'ket price for eu~pltal is 12'Yo, Is ju)t '" incllicocrn 

as IS payins too much for any olher resow-cc: nccdcd 10 proVIde telcc:ommuntcatoons )tl'\ oces 

• 

.. Nog:tbadnr" ndrc muletlon Is a (aiJurr 

The: non-slwulg price regulated expcnmcnt has been a failurc Non-shanng price regulation 

ga· ~the LECs significant latitude In scnongtheor pnces. I· or example. the.sc U·Cs arc allowed to 

oncrcasc thcor non-basic rales six perc:ent per ye.v wilhoutany dc:monstntoon lhattho'C oncrcas<' 

nrc appropriate, or 20% per yc:nr If there os o contpcltnK I.E(' in the cxcltaoti!C. ng1un "llhuut nn) 

recjwn:mcnt that lhc:y even allc:mptto dcmonstnte that these tnucasc:s arc •1 propnutc lltc 
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and lhc shareholders. Once the shareholders achieved a IS. II% return on equ•ty. all over· 

cammss above that We:<: credited to customers .. 

l11c telephone indUJtry is a declining cost indunry. For cl\AIIIplc,thc cost of the clcctroni, 

equipment, fiber optic equipment, and the celt of money have been rnpidly declining. lfo"c•cr. 

that declining coJI of service has not reoultcd in lower rntcs. 

Ruommcndllion 

In lhc public interest, the Attorney General recommend.t that: 

I. The Florida l..qislature should cmpo~ lhe FPSC to incorporate over-eArning shunn~ m 

price regulation for all LECs who arc under price regulation. 

2. The level of sharing of over-earnings should be detennined by the FI'SC oficr npJ)111Jllllltc 

proceedings 

3 The Commission should have access to the LI~C infomuuion which i~ reasonably nccdc J 

for shanna price reaulaJion. 

II. LOW£RlNG NON·I!AS!C RATES ON REUIRN FOR 
INCR£ASlNG BASIC RATES! IS NOTA PERMANENT R£QlJO!ON 
UNDER PRICE REGULA]"!ON-IIIt: u ;cs HAVE THE FUEEDOM 

TO QUICKLY BAISE THE NON-BASIC RATt:S 

l'on of whut the L.ECs propose in this case would be to rnisc residential bos•c rn1cs, and off"<CI 

that by reducing lhc price of ccruin other rates. some of which are mtc~ fc>r nnn ·l...,oc ' '"'" r • 

8 



• 

• 

• 

However, If such a trade was ac.ccptcd, there would be nothing under price cop regulation to 

prevent the LECs from ropidly raising the non-basic nllA:S back up. Even if the ~cnp'' for the non-

basic services was lowered as pnrt of the restruclwe, that cap goes up 6% tc> 2~. per year. 

Section 364.051(6)(a) of the Flori~ Statute staleS thai for non-basic scrvicc:s. the LECs mmy 

chwtge their nnes with I S days notice:, 

... except that a price increase for~. ::::11ll::'· service ca.regory shall not exceed 6 percent 
within a 12-month period until Ibm: iJ aootncr, mvidcr providing local 
telecommunications service In an cxdlange lll'ell at which time the price for any non-basic 
service category may be increased in an amount not to exceed 20 pcn:cnt within u 12· 
month period, and the rate shall be presumptively valid. 

However, p.rice regulation for basic exchange service is more limited. For most price regulated 

LECs, the basic exchange service rates arc frozen until January I, 1999. For BeiiSouth (a 

company with more •han 3 million lines), the basic exch~mgc rates arc frozen until January l, 

200 I. After the freez.e, basic exchnnge rotes arc limited to an increase equal to the change in 

inflation leas one percent.' Therefore, if the protection that the price regulation provides to basic 

exchange service is violated in return for lower non-basic rates, there is no thing to prevent the 

I.F.C'< from running those non-basic nates up at the mte of aix pc.rcent or rwemy percent increases 

per year. lltis amounu to trading permanent increases in basic cxchnnge service rules for whnt 

c:ould be temporary, shon term reductions in non-basic rateS. 

'Section 364.05 1(2)(a} and Section 364.05 I (4) of the Flonda Statult>c: 
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Ill . RAISlNG RAUS ON MONOPOI.Y St:RYICES. £YEN If LOWERING RATES 

ON COMPETJDVE SEBYJCES. IS IN I ll£ L£CS' fJNANCi!AL INTEREST. 
DlU IT IS NOT lN Dl& PUBLIC INTEREST 

The LECs' proposab in this cu:. wbicb are to nise ratQ on their more monopolistic services 

while lowering rates on theu more compc:utiv· servic:es.ls a tcct.niquc utilities haH· UlCd for 

decades 10 maintain lhcir exceu eami"~· • ···n in the fACe of limii.Cd competition 

It is in a utilily's financial interest to charge higher rates where it has monopoly power and lower 

rates where it feces compclition. Regulation W&U lim csiBblishcd In the nil road industry to 

protect the eus10men of the railrolld's monopoly services from this price discnminAtion: 

"Customers shipping goods from Chicaao 10 New York alwa)'l pick the route that otTers 
even a few pennies aving. Thus. each of the three or four trunk I mcs would 
intcrmittcnlly undm:ut the existing rate achcdules, until finally a dtsastrously low le,cl oi 
rates wt cached. At the same time, for shon hauls where shippers had no ohcmauvc, 
the railroadJ would jKk up lb~ Illes tllu• creating nn nnomnlou.., doscnnunatory p311cm 
of charges We have sccn that the Interstate Commerce Commission WIIS cstabhsh«<or1 
1887 to regulate railroad rates and c.vninp and prevent such unstable pnce conditions · 

(Page 499, Ecooomjca. An lmroduC!ory AnalYSI-S by !'au I A Sill\1uclson) 

As the above quolation indlcalel, one of the reasons utility rates arc regulated '' because when 

faced ' ith compctotion in 10mc III"C4S, the uuhtoes woll charge low rates in the areas m "hoch they 

huve competition, bul high rates in the areas where they have lottie or no cornpclltoon. 11u5 nue 

pancm is a natural ~lf·~rvln¥ reaction by a utility to competition. Thos pncmg .lructurc os m 

the uuhties' mtcrcst, but not on lhc public: interest Uy clwgong Iowa rates on areas" here 

competition cxiJU, lhc utilities can <' • .coungc c.ompctllors from cxpandong. or c\cn conunumg 

to compete with them. By charging higher nlCS in areas where linlc or no cornpctotoon c"sts, the 

utohtics can ::uppor1 their low rates forcornpetitavc scrvocc.t,and 51111 prt'ducc: uccsl cam.ng> 
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O\'cnll . 

L The LEC1 Admit That Their Goal Is To Mad!, Up Noa -ComprJhivc Scaler> To 
fypd Rate Re1fqalons for ComJKt!Jire Ssa!cq 

As on LEC rcpresenus:tive Slllled in the Florioa Workshops in OciDber: 

•Since long distance ; allingls rclolivcl) prlc:e-sc:ruilive, customer-friendly pncing will 
minimize marlc.-ups there. 

•Since basic monthly service is &lmn .. 'fllirc:ly insensitive 10 price. 11 musl carry a n>o.t~· 
up to allow other sc:rviees to be c:heaper ' 

lhc only sc:rviccs which arc "'aamost entirely uucruiti~ ID price" arc monopoly ser-·1ccs. If there 

"''a't sc:veral competing suppliers. a significant iocn:ase In price by one of 1hose suppliers 10oould 

eause customersiD leave that supplier by awitching to other aupplicrs. The more oompc111ivc 

sci'V!Ccs,such as long dis1Mc:e,orc "rc:lo1ivcly pricc·scnsltivc" lx.'Clluse cuslomcrs rcoc11o 3 pncc 

increosc by •witching ID another long distMCc carrier. The LOCs' clearly 'lftlcd flllhcy os 10 If) 111 

ch~~rgc higher mark-ups for monopoly ("u\sc:nslllve 10 price") sc:rvtccs, 10oh!lc "muumwnl! m.u~· 

ups" for compclilive serviees (which are "rc:lalivcly priee-scruilivc") 

lhc UCs · proposal in this ease is a clear example of the I)'JIC of diJCnmlll.th>l')' lUld llllh· 

compelllivc pricing thai J'Cj~Uiation was designed to prcvcnl. Ill the ruhhc onlc1c•1 l 'lllllgtnl! 

higher mtes where n compM)' has monopoly power Is 1111 obuse of thlll monor)()ly power 1 h1s 1> 

'Page 23 of Or. Danner's PresentatiOn llandout 1 11lcd "LonpCosu, Uni\ci'SIIl Scr-1cc Md 
l'ric~ng Rcfonn" on behalf of GTE. Florid4 Public Service Comm•s:sion Wo1t..shop, Ck1Uhc1 '1. 
1998 
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• the ••pe of abuse rquladon is meant 10 Pf"C''t:nL Chafaing cxllemcly low rates when: they face 

competition is anti-competitive becaUJe it di~&ea the compeliiOrs. 

One reason regulation exists is to prevent the very type of etntl-competitlve and abustvc nne~ that 

the LECs are proposing from being implcmmted. 

De LECa an; a!mdy cbartip• ~,..oul!lrc low rata Cor some tlodd• amlm 
when cbcx ban gmpsdtioo 

In those marltcu whuc the LECs alreetdy have lianificant compctitlon. some LI!Cs· an: already 

pnctog the scrvicct in thoac nwitctsiO produce n«~lire returns on investment for example. 

votcc mail. inside wire aod billing and collection scrvic:cs for inlen:xcbang<" camcn (IXCs) arc 

• oil SC!Viccs thai an: considered competitive, and have therefore been ••deregulated " l·or 11., )C.U 

1997, Bell South's n:tum on all deregulated services combined was -26%', as the UciiSouth 

• 

ARMIS Repon to the FCC shows: 

BciiSouth •Deregulated" Competitive Services 
Have Ncgattve RetumJ on Ne1 ln•·estment 

I 997 Revenues 
1997 Expenses 
Net Income 
TotAl Investment 
Total Reserves 
Net Investment 
Return on Net lnV"stmcnt 

' llciiSouth 1997 Florida ARMIS Rcpon 43·03 

12 

Deregulated 
CMjmons Sl 

$168 
illl 
($19) 
$197 
1ill 
$72 

-26"· 



• 'The )()UJU for lhcsc figures is lldiSouth's 1997 ARMIS Repon 43.03, as ~wn on Exhibn AG· 

3. 

In addition, Centrex-type services (sometimes c:..!led CcnlniNct, ES')X or other nlllllcs) arc 

service$ that c:ompc:tc with PBX set\ •ioC#· A c.. ... 1ing to OTE'a "contribution nnnlysis" subrmtted 

in thiJ proceeding, OTE's overall c:ot1lribution is ... ••• on its CentmNe1 service oflcnng.•• 

Although OTE's calculation of the oonlribution analys1s ofCenlniNet semcc may c:onllln tn411t 

flaws, it is clear that lmdcr OTE's own cost caltulations, CcnlniNet JC:rVices are pnccd to 

produce a ••• ••• contnbut1on. 

• The obove sho1 that charging prices that will produce low or negative returns in nrcn.s where 

they fucc competition, in order to di scourtljjc the competitors. while chnrgins his hcr rates 111 arcus 

• 

where they face little or no c:ompc:tition, is o strategy some LECs IU'C already implementing m 

I lorida. The 11l4jor LECs ore trying to expand lh1s ampropc:r stnlql)' '" lhc11 propo$4ls rn lh" 

1cry oroceedrng. l'bU pricing stnlql)' is anu-compc:rtUIC and 11 as in the I 1-Cs' Interest, but not 

1n the pubhc mtaal. 

" While the Attorney General may disasree wtth some ponrons ofGl E's CcnlfliNct cost saud1, 11 

·~clear that if OTE believes it.s own cost lludy, Gll! has pnccd CcnlnUiclto produce o 
• • • • • • c:onlribution. OTE'a response to Divi~aon of Communications Data R.::qunt I 
(c), BlliCS Stamp 38-191 • 
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• with the LECs, if those competitions are loscn. However. u lona as the LECs are allo-.ed to 

fund eompetiti"" o-ak reduction~ by marl<ing up monopoly tc:rViee raleS. the LtCs an con11nuc 

to foru the competitors 10 lose money. 

The LECt' prpMu!a woy!d dgtrpy !he bcncO!I tbat ,ompct l!lon w11 aupoosrd to 

tz.d.u 

The LECs propose to reduce n tea in those areas "uc;e they have. or when: they expect to, fa« 

competition. However, they propose 10 11 lu.s1 malnlain their O\"Cr 19% retwn on cquoty by 

onerualna mtes in llreb where they hav~ littl~ or no competition. 11Us iJ '"'' the result that 

C00'4Xtltion wu supposed 10 create. Compcdtion iJ supposed to lower lites by squromw qcrn 

prpfiL1 put o f !he; cbargg. Squeezing excess aminll' out of !he charges ~fits the pubhc 

• ontcn:st, Cllld irr.,roves elftciency. 

llowever. lowering competitive prices by squeezing out the excess earnings is not whntthe I.E('< 

nrc proposing. The LECs propose to lower prices in cc:nam competitive mnrl.rt,, but olfsct tho c: 

rcducuon.s by maeasioa prices wberc they have monopoly power, thereby conunumg ex«~ 

eaminll'. Allowing those price reductioru that may be fo~ by eompctJtoon to be oOSt't b) 

pri« increases el5ewberc on monopoly services would destroy the ~xprcted benefit of 

competition. This would olso be an ob~ of the l.EC monopoly power 

• I 5 
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• 

• 

l1lc cxi11mcc: of this LEC strategy can be seer in Florida and in olhcr suues Ll!Cs mother 

sutes even charge dirr~nt rates for the same KrVIcc in different geographic: areas based upon 

how much monopoly power they have in eac:h area. For example. in Utah a w1tncss on behalf of 

US West Communications, Inc.. swcd her company: 

Price switched liCCCU by :mnc ao that a lower pncc 11 charged in zones w1th h1gh craff1c 
dcmity and blab potential for com!ldjt!on.1' (Emphuia added) 

By pricing competltiv.e services co produce little or even nes-Ove earrungs. the l.I~Cs can mlll.c 

the competi~DB unprofitable. l!mit their growth. anc. -1 a 'DQHge to the potential compcutors 

that their profitS will be low or non-.exiSient ~it is they c:hoosc to compete With the: 

LECs. Some of lhc L£Cs arc already implc:rneoting this Strlltegy in Florida. 

I V, THE LEC COSJ SJUDIE§ ARE D!SJORT£0 IN ORQ:J::It TO SlJJ!filJll 
THE ANTI.COMPEJ!TIVE PRICING Wti!CH IS IN THE LECS' !NTEKF.ST 

As previously diSCussed. ic is in the LECa' interest to charge low rates for c:ompclltl\c ..-"'"~' m 

order to d1scourage competitors. It is also in uti lities' interest to charge high rates "here t~ 

ha•e monopoly power in order to produce h11J)1 cammgs for the compl11l) o•croll. c•cn nfkr 

supponmg thc1r low competitive rates. llowc•cr. lhc I..EC5 arc smart enough to kno" the: 

legislncors, commissioners. and public would noc nc:ccptthe LEC mce design 1f the I.E(.) honcsth 

told them their goal wu to impede competition, cxplollmonopoly power, lind produce excess 

cumings for the LECs. Th.ercfore,lhc maJOr I.F('s need aome way to "sell" tl~ I'"'J'C'""') I" 

" Ulllh Docket No. 9S419-0S, • -IJC ii, Barbllm W1 lcox l>1rcct tesumony 
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• Toll Service: 
Interoffice !switching l1l Loop 0 
Verti~al Sen::i~~. 

Switching I~! Loop 0 
Switched Access: 

To IXC POP I Switching I~ Loop 0 
• Basic Local Sen::ice: 

0 Loop 
Switching 1-PJ 

/\II of the above services shan: the same loop facthty lne loop facihty is nculed to ptu\ •de ~n) 

or nil of the above services. For example, if a comPJ)ny dectded not 10 providr basic lnrnl 

'lt'rvic~. but still provided toll, ~11ical or awilched acceu KfVita. the loop factlll) \\uuld sull 

he needed, even if basic exchange scrv1c:c: was not provtded 

• 19 



• n,c major cost mis-allocation in !he l£Ct' cost lludics is lhallhe LECs 1\!vc daun«<thattht 

cost of the loop facility is entin:ly a COSI of providing bu1c exchange service, and ha' e clamla.l 

that toll. switched ac:cess. and YmicaJ SCfVICCS llolve no responsibiUty whaW>c:vc:r to suppon ar' 

ponion of the c<»t of the loop oac:ility, in spite ol the fiiCilhat they all share that facility. 

The heAtt of the LECs' llfi\llllUitlalhat, althou~ they lldmit the loop facility is shilled hy >evenal 

scrviccs. they efl'ectlvely contend thai ~of the services that shares those f~~eiliucs should 

~uppon 100% of the COSI of those facilities, while all of the other services that shllle those 

f~Kiliucs should set a '1'r= ride~ on thoK fecilitics. This qumcnt is unreasonable, has been 

reJected by the vast majority of rqulalon wbo have JnViou.sly considered it, VIOlates the 

requirements of the Federal Telecommunications Act of 1996 (TA96), violates the requirement~ 

• set fonh by the Florida LegislatuR:, and violates the relevant U.S. Supreme <:oun deCISIOn. 

• 

When the LECs claim that residential basic cxchnn(tc service is Nsubsidi7~". or priced "hclo" 

coJt". '''hatlhl! LECs arc really saying iJ rcstdcnuallwtc cxclu!.ngc scrv1cc 1s not pnccd lu)lh 

enough to suppon a comple!cly fn:c ride on the loop facilities for toll. SWitched ~KCcss, and 

'cnu:al services 

a. The lpyelld u :c m l atudy 

Show11 below Is how Sprint calculated the clnontcd rcJOdential basic cost And t<'ntrohuulln ,\1,,, 

shown below arc Sprint's claimed costs of toll. swuchcd access. and vcrucal SCI"\ ICC> 
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INCORRECT LEC ''CONTRJBUTION" ANAL VSIS 
FOR SI'RINT-FLORJDA 

Per line per month 

Direct Loop and Total 
Service Cateaory Reypnue ~ Port Cost ~ 

Residential Basic Exchanse Sl ~ 23 S3.21 $22.00 S25.21 
(Includes $3.50 EUCL) 
Residc:ntial Vertical Svs. ~ _Q,l2 ....2.22 _2.12 

Tolal Residential Local $17.79 $3.50 $22.00 S25.50 

lntrartatc lntra.LATA Toll I.JS 0.0<. 0.00 0.04 
Intrastate Switched Access 6.75 o.so 0.00 0.50 

Comributjon 

(S I 5.25) 

...u.z 
($7.7 1) 

I.JI 
6.25 

A more detailed version of this llllAiysis is attached as page I ofExltibit AG-5. The cla.imcd 

basic exchange cost of $25.21 shown in lhc chart above is the: eXJICt residential bn~ic exchange 

cost that Sprint bas claimed in this ptoceeding . 

However, as lhc above table shows, Sprint included I 00% of the cost of the loop factlity Wld porl 

facility in the claimed "cost" of basic exchange service. However, Sprint included none of the 

loop facility or port facility costs in its cla.imed cost fl.lr toll, access and vertical services. in spite 

of U\C fnct that they also share the loop and por1 facilities, as this table shows. 

Just u nlld an analn!s 

It is imponant to note that the LECs' claims that residential basic is "su~•Ji7.cd" or priced 

"below oost" is based emjrc!y on their improper inclusion of 100% of the loor nnd pon costs as 

2 1 



• baste exchange service look like it is producing a nepti~ contribution. by overburdening II "'lth 

all of the loop com. The LECs are making toll, ~.lllld vertical services look hke they an: 

producing high contribution by lhowing none of the loop costs as being a pan of the cost to be 

recovered from those services. 

Co!I'Kt Aa•tx•ll 

The coiTCQt way to compare the contribution from all services that slwe lite loop is to lre4tthe 

loop cost unifonnly for each service being IIJUllyz.ed. For toll, switched e«ess, nnd venical 

services, the I...ECI' analyaes do DOt include anyoflhc loop eosu as being a cost of those 

services. Ustcd below are the eosu and contributions fo.r each of the major residentull scrvtcc 

• Clltegoriea, uniformly applying tbAt cost sta.ndAn! to all services th4t shllre the loop facihry. 

• 

CORRECT ANALYSIS 
USING ACTUAL DATA FOR SPRINT-FLORIDA 

Per line per month 

Smicc Catcaorv Rcyenuc Pan;ctCcm 

Residential Basic ExchAnge SI4.2J $3.2 1 
{Including $3.50 EUCL) 
Reaidential Vertical Svs ~ ..ll.l2 

Contribution to 
Slwed DOd Comrum 

$11.02 

_l.ll 

Total Residential loc41 $17.79 S3.SO s 14 29 
lnl111state ln!J'ULA TA Toll 1.3S 0.04 13 1 

lntriStalc: Switched Access 6.15 0 so 6 25 

A more deW led ~ton of thu analysis is atllc:bal u pqc: l of Exlubn AG-~ It should be 

noted tluu nil of the underlytng costs above nrc the co,ts u c.alculotcd b~ Spnnl 
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• l-or Cltample, in the WOfbbops, Sprint specifically lldcnowledgcd lhat acoordmg lO !hear 

calc:clatioos. the eos1 of residential butc: udwlee serviee Is $3.21 .,.,.. ltM I""' m<)nth, cxc'udtnl! 

the cost of thc loop and port." Sprint abo ldcnowledpl W1 thc COSIS thcy have calculated fot 

inlr11LA TA toll and access servica llrC the oosu which exclude any ponion ot th~ hnc and pon " 

Therefore, the Sprint CA!cu•lled ooJl of residential basic exchange service is S3.21 per line per 

month when the loop and port oosll llrC trcatc:d consistent with the way those costs nrc trealcd for 

inlr11LA T A lOll, ICCCSS, llld vertical servica. 

IU the obove table she>-. when the cosu ""' ...Wyud on a uniform buu for all acrvoc:cs llut 

shaR thc loop flclllly, residcallal bulc excbante service is producing a large oontnbullon 10 

slwed llld common oosu. In fact, residential basic produces a lqcr controbuuon to shruo:d .mol 

• oomnlon costs than docs any of the other ~erviccs lhatahllr'Cs lhc loop fncility, including toll. 

switched occos, or vertical ~ervices. In !.heir analy&Cs, the LECs luiVc made bnsic cxchnn~c 

service appear to be producing o neg.auvc contribution, while making the toll. ncc:css and vcmc~t' 

services appear lObe producing a positive oontnbution. This u mcrdy o mosr.-prcscnl4llon 

c:a....d by the L.ECs placina all of the loop CMton baste ttdtanac scrvtC<'. u.holc rl..,ong nmoc nf 

the loop cosu on toll, vertical, or swuched acc:ess services. 

• 
"Oc10ber 8, 1998 Florida Workshop, Tnuucripl page 129. 

" lbtd. page 129 . 
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• 

• 

semces in 101&1, wtuc:h mcludcs n:&idcntial basic and residential ven1cal SCI'VICCS, an: covcnng 

lheorTSLRJC u wcllu makan& • ••• ••• per month pa line oontni,ullon to lhc loo~ 

facility and the othCf jointlllhanxllcommon costa. In compariaon, intrutatc •witched ncceu 

services mako only ••• • • • per line per month contribution to the loop and othCf 

Joint/shared/common COlla and intniSUte toll ~ces make only •• • 

contribution. 

••• per hnc per month 

Although specific figures fc:r other companies a. • nmpriewy, as can be seen by looking at this 

proprietary Exhibit, lho averaao cost of buic exchansc ICrViee is v~ry close to the S3.2t 

residential basic cxchanac KTViec cost of SprinL ThU proprietary Exhibit likewise shows that 

the connibution over direct cost for BcUSovlh. GTE and Sprint combined IS much higher for 

residential buic than it iJ for either toll. switched access, or vertical ~-ices The diiTtrenu 

between this contribution anaJysis and the conlribuhon DI\Aiysis provided by the U!Cs IS that the 

Anomey Galer, w uniformly ltcated the loop and pon coSIJ in our contribution anaJysis. 

Since the LECs exclude the loop and po<1.:0SIJ from their cla1med cost~ for loll. acccM, and 

"ertic:al services, thc AUomey Generallikewase excluded th" loop and port cos11 when anal)7.mg 

the contribution for basic exchange service. All of thcsc servlc~ share the loop 1t11d pon 

fncilltles. 

S1ncc it is in the LECI' financial interest to calclllate a "CTY ugh cost for basae ell''h&ngc SCMCc. 

the Ltca calculate the •oost• of basic cxclwlgc scrv1cc by 11 ~ludmg all of the costs of the shllffil 

loop and pon facilities. Howcvc:r, for toll and awitchcd acc;c:s , lcrviccs, where 11 IS 1n I he LI'C's' 

26 



• !CDc LECa Ellmlpatcc! Rqk!mtial Bul£ Eubapgr. While Coptlpylng to Providt 
All Otbsr Suy!m. D ey Woyld Ayo!d Optx A boy! SJ.ll o( Cot!. But Would 1.< K. 

S !4.1J !p Rcnpyq 

Tiu:Je is 1111 imponan! point to be made in this pro<:eedios-The LECs nrc much bener ofT with 

residential basic exch.anae scmee than they arc without it. For example, if Sprint wen: to 

clilllliUitc residential basic exchange scmce, while continuing 10 provide all other scmces. 

Sprint would lose $14.23 per month in revenues per line, but would avoid only S3.21 per line: per 

month in cost. lfthe LECa eliml111tcd resid< · •i•l basic exchange service, while continuing to 

provide all other xrvicea, the only CON that would be avoided would be some loca.l and EAS 

usage costs, as - 11 as some minor other costs. According to Sprinl's contnbullon ana!ysu 

submiltcd in this proceeding. thae costs arc $3 21 per line per month.'• The loop and !he pon 

• facilities would still be needed to provide other services, such as toll, switched nc:c:ess ond 

vertical services. 111crefore, thole costs would not be avoided by the eliminAtion of b~Ulc 

• 

exchange service. In a rate case involving U S WEST (USWC), the Washington Utilities 110d 

Transportation Conunission rcacbed a similar ronclusion: 

If USWC WCTC to cx.it the local raidenhol exebang" marlcet, Its •evenues would dc< .. e3.., 

by about $14 per customer, and ots COI!J would decrease by about $.1 .42 per customer ,. 

'11te fnct of the mancr is that the LECs are clearly bcncr on· with rcsidcntiol hB.5ic exchange 

"Page I 5, Presentation of Ken! Oic.kerson. Sprint Florida, Inc B:uic I ocnl Sci" oce Cu\1 S!uJ) , 

Oetllber 8. 1998 

"Page 90, Fifieen!h Supplemental Order, Docket No. UT-950200 before the Washingtun 
Utilitoes and Transponatlr Commission, Commouoon OeciJion and Order ReJCCIIng T11r1rT 
Revisions; Requiring Rcliling, dnted April I I. I '>96 . 
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• costts not a COil which can be ineluded in lhc properly calculated TSLRJC for baste cxdwtge 

seMce, u can be ICCll from lhc above quoted definition ofTSLRIC. Tbc:rcfore, lhc figures that 

the major LECe claim to be the TSLRJC. ofbuic: exchange acrvicc ~ figures that were: 

calculated in dirccl and grou violation of the very definition ofTSLRJC. 

The l.ECt' ylolatlog p(!bc ~LRJC dcOpiUou "'" "KI«t!yc" 

Although the major U:C. vioWcd the dcfin...on of 1 ::. .. 'UC for basic adlangc ICfvic:c. when 

they came to t.oU aod Plildlcd ICCCA ac:rvic:Q. the LECa did DOl make thai violatiOn When 

calculating the TSLRIC oft.oll and lwitchcd ICXCI.IICrVIGCa, the LECa pnlpO'Iy excluded the 

loop costa, so nee the loop cosu would not be avoided if one ofthclc acrvic:ca wu dtecontonucd 

• while holding all other products or acrvicc:a offe«d by tho firm conJtant. The result of this 

sc:lc:ctivc: violbtlon of the TSI.RIC definition by tho LECs is to diston beyond rccogniuon the 

• 

comparison of the rclat' contributiona of tho diffcn:ntservicca. By properly excluding the loop 

cost from the TSLRJC oft.oll and switched access GTE calculated a VCI)' low co5t and therefore 

a htgh contnbution. Hid the LECa also properly excluded the loop cost from the TSLRIC' or 

baste exchange: loe'I'Vi«, the result would have also been a low TSLRJC and alugh contnbuuon 

for rcstdcntial buic adlange ICfvicc. Excluding the loop COil (wluch 11 how the U.Cs ulcul1te 

the TSLRIC for toll and lwitdlcd acc:eu), the ISLRIC ofSpnnt's rcsidcnual basoc exchange 

servocc is S3.21 pc:r month uaing the costl exactly as calculated by Sprint ," 

"Page 15, Florida Workshop presentation handout of Mr. Uockcrson, Sprtnt Florida. Inc Hut~· 
LoCAl Service Co1t Study, October 8, 19'" ~ . 
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The rcstdcndal b.sic TSLRIC for BciiSoulh and 0TE arc Yef'J simillt 10 11\at for Spnnt Using 

the cosu from the infomwion submined by BcUSouth and OTE in this proclCCdina. the 

residential basic exchange sctVic:c: TSLRJCs an: • • • ••• and ... ••• per month 

rcspectivcly.10 

M. ExhibiiS AO·S and AO~ '<how, residential bt.sic exchanae service Is producing a l~~r~~c. 

positive contribution over TSLRJC for all ~or I ECa. The only ·way the major LECs could 

TSI.RJC for basic cxchanac service. The major LECs oiSIOrtcd their contribution analyses b) 

"scl~tivcly" viola!lns this definition for basic: exchange service, but by not violating 11 for toll 

and switched acc:ess services, resulting In an apples to oranges c:ompanson • 

The widely acqplcd m nomlc pdoc!pla abow !hll m!dcu!lal b11lc cubapgc 
m y!g Ia pot bt!gg aublldlz.cd 

It hu jll5t betn demoMtlilted tl\atthe TSI RIC of basic exchange service IS Sl21 for Sprmt. and 

close 10 that for lbc other two m1jor LECs Detenninlngthe TSLRJ(.' 1S imponant bccau>e the 

TSI.RJC is gcncrally accepced as being the "Ooor" foro proper price. TSLRJC 11 olso the 

no"CCotd for cletennining whether a f".rvic:e u n;cdyjng a subsidy. A~ lkliSouth and Spnnl 

odm1ttcd in response to Attorney Qencral'slnturogalOf)' 41 (d), a service 11 not rccc1ving a 

subsidy if thai service is priced equal to or above its properly ca.lculolc:d 1 SI.KIC 

• Bci!South's response 10 the l).ivislon of Communications data request lien$ no: I U, II). Ill . 
I J. 20. 30, 4B Seet.ion I, Plll(e .S. OTP. cost study films Omdcr I. Jlllgc 2·1 L<><:.,lll"gc 
••• ••• pluJ DTMF ••• ••• 
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• $hated in the real world. Mislabeling this cost is a mJiior dcc:eption. A proper pric~ is below the 

slaDd alone: "ccilln&" but DOC below the TSLRJC "fl001'." 

• 

• 

Had an LEC staled that n:sitlcntial basic: cxclw.gc scrvlu was pri~ below 11s sWld olo~ 

"c:ciling."lhal would not have uwcd any corK'<m, because that Is where it should be priced. 

However, by simply mlslabeli.oa ~ "'•:::! : 1 ~ "ccilina" u the TSLRJC "floor." and then 

swing the raleS were below thai cost. the LECs Cl'C4tc .:onc:cm. However, that conum is only 

because the LECt have mislabeled the "c:ciling" u being the "floor." When that mislabeling is 

c;orrcc:tcd. it is o:lc:arlha.t basic cxcba.og<: service is priced~ h.s TSLRJC "floor" and~ 1U 

stand aloDC "ceiling." which is appoop1 i4te pricing. 

I.I1.Ur for cos! study m!slabtlint 

As previously discussed, a major error that the LECs made in this proceeding was to calculate lb.: 

s and alone "uiling" cost, and 10 improperly label that cost the TSLRIC "floor" for b.u1c ""'occ 

l lowcver. lhe !.ECs did not malc.e thia millake for toll and switched accfiS ~rv1ec• For !bose 

services. what the LECs called the "floor" wu the "floor." UnfontllUllcly. cost mislabeling 1s 3 

common prucLic:c by some c:ompo.nies. Therefore, ills Important for n l't'gulntor or lcgoslotor to be 

able to dcu:nnine for hislhenclfwbdhcr a cost figwe provided to them is 11-~ 'ecilinll"· ("hich 

the pnec should be below), or a "floor" (which the pnc:c should be above) lloc wallet CMds Lhat 

the Anomcy General banded out during the Oc:tobcr V.'OrUhops in this proct'U11nil on one side 

hnd the followinG teat: 
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Test for Cost Srudy Mioletzcljng; 
•If the cost or a aervice that stw"CS the loop fcllity includes all of the loop fncthty cost. 
\hal Cs lhc nwUmum allocation. 1betcforc that is a ceiling COSI- res,ardless o(lhe label 

provided. The reasonable price should be~ tlult cost. 
•lflhe cost ofuervic:e that IMres lhe loop CKIIity includes no ponion oflhc loop fiiCility 
cost, that is lhe minimum allocation. Therefore thut is o floor cost. 11tc reasonabl· price 
should be ~ tlult ()()$l. 

The Attorney General strongly recommends LUll the n:aulators ld1d leaislators in this procecdtng 

ignore IUIY label provided to lbct... ;ur a co.~ If the cost includes 100% of the loop cost,thatts 

lhe IIUIJ(llnUDI allocadon of the al:arcd loop f.cillty, and lhcn:fon: is a "ceiling" If the cost 

includes none: of the loop <»SI.Ihat is lhc minimum pouible inclusion, and therefore t• a "noor." 

C. Rg!dcg!lal b11ic. m l!ebsd apcgt. col! a nd nrtlqlmyl« [JJtt a rc a l! aubsjdy (m 

h is well CCCI' '\iz.cd economic lhcory that~ lana as the price is below (or cquolto) tiS stand 

alone cost "ceiling", tlultiCfVic:e is not r.royjdjng a subsidy. If a servic:e is pnccd Above (oc equal 

to) iiS TSLRJC "floor," the service is not rec:c:•ving a subsidy. A price is "substdy·frcc" \\hen IllS 

priced above (or equal to) Ita TSLRJC "floor," but below (or "'jualto) ic. stand alone "ccol•ng" 

Under these conditions, h Ia neither producing nor n:cclvina a subsjdy. ~ "1dely accepted. 

economic principles an: dlacuascd in the following quotation from nn FCC Order: 

EconomiJU would aay that in order to give tneumhcnt local exchange comers the rropcr 
incentivcato butld multi-acrvice facihuca, "'here suc.h racilitiea aze « JIIOmtcally ntJonal. 
cost allocated to CIICh individual aetVitc or 1ubaet of acrviccs ahould t c lc:s.s than the 
stand-alone COli but ~ncr &han the incremental coat. ... These are the upj)Cf and lo" er 
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• TSLRICs usc tho wnc cost of money, depreciation mea, and olhcr input& lhlll the major LI!Cs 

utiliv:d. Tho TSI..RICa prupc.-ly do not include the loop or por1 costa, since those co•ts would 

not be avoided if any one service was di~tontlnued while all olher sc:rvicct were offered. 

The nand alone cost measura lhc cost of all of the facilities you would need to provide a service 

if tb.lt service werc to stand alone, withoutiharing facilitica wilh any other service. I' or example. 

the stand alone cost of IOU services inellldcs the cost of lhe loop, lhc cost of pon facilities. lhe 

oosts of switdlina and interoffice lranlpOrt. and nuoo• other costa. LikewiiiC. the sWld alone cost 

of swltchccl ..,.,.,.. and local scrvic:ca includes the dircel (TSLRlC) plus th~ full cost of tho loop 

and pon fiiC!litic:a, because alllhcac fxiUtics arc needed to provide these services. 

• In the past, tho FPSC lw properly found lhlll bolh loc:al and 1011 ratca were "subsidy free" 

becall5e CICh " 'U properly priced above iu relevant incremental cosu and below its stand >lone 

• 

cosu. A5 the FPSC mted: 

We also reject A TT .C's UJUment tlutcoll service subsidiu:s local ra1.:a Public 
Colii\Jcl'a witnCSI Kahn conducted a stand-alone colt analysis of both local and toll 
services. Dr. K..bn testified lhlllthc resul11 ofhiJ analysis showed !hal the existing rate 
structure is subsidy-free, and that rcvcn~es from local and toll scrvtccs Are above thc1r 
respective incremental costs and below their rcspcc:tivc stand·alo nc costs. Aceordmgly. 
both servlcct benefit from the provision or the other, as neither is prov1dcr of nor the 
rcc:lpicnt of c:ros:s4ubsidics. U.S . Sprint's wil.lleiS ComeiiJtatcd she • ... happcn(s) to 
agree with wltnCSI Kahn that anything between Incremental and stand·alone 11 nc1thcr 
subsidizing nor subsidized". We agree.» 

ng7 FPSC 12:447 • 12:448,1torida Doclcet No. 860984-TP, Onler No 18S98. lssuo:d D«tmbcr 
24. 1987 . 
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• In the Florida workshops in this proceeding. Dr. Kahn provided an update of the above anal)'liJ 

In hiS new prcaentatioa, Dr. Kahn indicated that lhe price suuo;tw"e rc:ma.in.s suboidy frcc tod.ay 

• 

• 

Dr. Kahn noted that the local besie exthanae r~~ea have 001 been ehangecl since the 

Commi.ulon'• Order, but tbc: eosu ofprovidina local service have: actually decruscd by 2Sh 

5tnee then. In addition, Dr. Kahn pointed our that the lOll rates have been rcd~Mleci by S!Wo and 

the switched access rates have been reduced by 60"/o since the Commiuion's Order 1 here lore, 

the toll and swi!Chcd access rates that were found not producing any subsidies In the pMt couhl 

not possibly be produc:in.l any subsidies at their ctna>:!cally rcduc:ecl prices today." 

lL 

VJ. PLACING loo•a OF THE LOOP COST ON BASIC EXCHANGE SE!tYH.E 
CWIJli.E PLACING NONE OF II ON THE OTHER SERVI CES IllAT 

SIIAR£ THE LOQP FACILITIES) VIOLATES THE REQUIREMENTS AND 
FJNDINGS OF TA96. THE FLORIDA L EGISLATURE. TH E f CC • 

TilE FLORIDA COMMISSION. TilE U.S. SUPREME COURT AND 
T liE COMMISSIONS IN THE VAST MAJORITY OF OiliER 1>1 'Al't:S 

llle authon of the Fcdcm Tc:lccommuniC<~tiuru Act uf 1996 (Ti\96) knew what the uuloti.-

would do, and knew how they would do it Thf authors ofTA96 anlJctpated thnt ullhtocs 1\\IUI.t 

respond to competition (or the prospect of competition) by auempting to U)C: thctr non· 

competitive services to usubsidize" their nues for competitive services. 'I he nuthtlrs uf 111'1<• 

nlso correctly anticipated the LECs would justify this subsidy by allocating 'utore tltnn n 

1' 1'oic FPA·B. Document cnli .cd "Rcmllrlor by Dr. Marvtn Kahn". hAndout P"'' ukd at l lom.t.s 
Workshop, October 8, 1998 . 
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Speaker of the House of Representatives iLl conc:l~ions as to the fair and reasonable 
Florida residential basic local telecommanicalions service rate considering affonlllbihty. 
the value ofacrviee. compiUllblc rcaidcnlial baaic localt.clccommunleatioM r11tes in other 
SUlCI, and tbc cog of proyjd jng rqjdentjal basic local ICiccommuojcD!jons KIYis:e jn !lu, 
S\IIC. jncludina !be p!OJ)ODionatc abm ofioin1 anc! common coata." (Emphui• addod) 

As disc~ elaewbetc. the basic local 51:rviee cosLI th&llhc LECs have presented in this 

proc:coding have included all of the CO)t n! thc sham~ loop facilitlcs (facilities that= shared by 

e. ThefPSC 

In ito lnv~tigatiou Into NTS Coil Recovery J>roccodlng, the FPSC properly found thot the loop 

is a common cost, and that services which &hare the loop should suppon a ponion of its cost. 

Tite FPSC specifically found: 

As we stated in Order No. 1226S in rcspon5e to previous attempts to persunde us 
to nc.c:epl the 'no NTS' position, 'The notion thntnn !XC should puy nothing for 
the subscriber loop because iLS use docs not impoae additional c~sts on the LI!C ;$ 
ill founded and eenlnlry to common business prsctiee. which is to chArge 
customers for usc of fixed cost facililieJ in the price for goods nnd services.' It •• 
appropriate thnt each ICrvice provide some contribution toward the fixed co••• 
common to those seNices. "10 

The Auomey Oenernl would like to point out that we do llgl'l:C with the FI'SC thnt recovery of u 

fixed cost in the price of goods ond ~Ctvices is the common business practoce. For exnmple. o 

fast food restaurant will price their produtl$ (i.t. hamburgcn. hot dogs. rrench frie$. son dronlois. 

etc.), so !hot D contribution to the fixed "rent'' cost is collected. Prices in u competitive market 

11§364.025. Section 2. (2Xa). 

1087 FPSC 12:447, Doekc:t No. 860984-TP. Order No. 18598. lasued IJ«cm""r H . I 987 . 
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recover not only the direct cost of those produciS, but also make a contribution to cover the fixed 

cosu tbal must nlso be lncuned in order to provide those produc:u or services . 

d. The U.S. SupftRIC Cogr1 

Decades a,o, in Smith , Ulinois Bell Telephone, the U.S. Supreme Court reviewed a telcpbcne 

company cost study which placed all of the loop costa on the miniState exchange service. The 

U.S. Supreme Coun n:j~ tha, and rcqu. 'l!d that an "apportionment" of these loop cosu be 

made. Tho Court stated thai unlcu an apportionment ia made. an "undue burdm" would be 

placed upon the intrutatc exchange scrvicca: 

The appcllanl& inliJI that Ibis mdhocl is erronooua, ltld they point to the jndt(DUioble fact 
thai the subtcriber'a atation, and tho other facilities of the rllinols Complllly which 11re 

wed in connecting with the lon' diJtancc toll board, are employq! jn lhc jmcu!IIS 
lniJWnissjon and reception ofmcasoges. Whllc the difficulty in making an exact 
apportionment oftbc property is apparent, and extreme nicety 11 not required. only 
ressonablc measures being essential (citations omitted) jt js quite aoolher mauer to ignore 
~ether !he !ICt!!al uses to wblc!J !he mpprny js RUt. It js obyjoua I hat unlc;ss an 
apponionmsnt ia made. the jotrutate wyice to which the exchange omoeny js allocgtcd 
will be&r an undue burden-!~ what ClCtcnt is o matter of controversy. We think this 
subject requires further :onsidcration, to the end !hat by some prucucal mc:lhod the 
different UICI of tho property may be reeogniud and the return properly ottnbutablc :o 
lhc intrastate service may be ueertaincd accordingly." (EmplwiJ added) 

The Smilh vs. IBT ruling is stillt.he Supreme Court ruling in effect on this subject. This ruling is 

regularly referred to in current orders." The Supreme Court has specifically looked at the coSl of 

"Smith v. lll. Bell Tel. Co .. 282 U.S. 131. 150·151 (1930). 

"The FCC, in its recent Acc:css C~e Refonn Order dated M11y 8. 19'17. rel"c,rrcd Ill th1s case m 
Footnote 23 . 
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the loop facilhlcs, and found that you cannot properly allocate al l of those costs to just one of the 

servicc.s that shares that foeillty, and "Ignore altogether the actual uses to which the property is 

put." This Supreme Court requirement l.s valid rcquhemcnl that must be met today. 

e. The FCC 

The FCC huon numCl'OUJ occaaions stated "''the loop facility costa arc "common· cosu, and 

not just costt of lOCAl service. For example, 

[J}ntentatc ~ ia typi~Jy provided u.lng the umc loops and Uno card4 that an wed 
to provide local scrvice. The costs oftheae clcmentt arc. lhercfore, common to the 
provaion of both local and long-distance scrvices.l't 

r. F¢erai..S!I!e Jolg! Board 

Both the FCC-State Joint Board10 and the FCC properly concluded that recovery of the cost 

which includes the loop facilities should be apread over the family of services that shlll'C tho·c 

facilitics: 

A$ the Joint Board recommended, the revenue benchmark should 
take nccount not only of the retaJI price currently chnrgcd for local 
service, but also of olher revenues the carrier receives as a result of 
providing service, including verti<:4l service revenue and intc~t.ate 

"1 237, Notice of Pro pol' J Rulcmnlcing. Third Report and Order, and Noucc oflnquiry. C< 
Oockct No. 96-262 ct al.,adopted December 23, 1996 and reiCASCd December 24, 1996. 

~ FCC-State Joint Board l' made up of both state commluioners and FCC commissioll<'r> 
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• and inuastate ac:c:cu revcnuca.11 

We inGiudc rcvcnuca from dl~Crctionary ICI'Vieea in the bcnchm:u'k 
for addltionalnwons .... Reyenuq &pm KrYiccs jn addjtion to the 
suppoaec! services tboy!d. Ill!! do. c:onuibute to the joint and 
common cosu they allan! with the Juppoacd services." (Emphns•s 
added) 

c. Tbe yut malor!ty or od!cr ata!n 

The LECa have pointed out thai a few state commiuions. such as California. have accepted the 

concept that aU of the loop costs should be co ... idorocl a COil ofbuie c~ehangc ""vice. 

However, lhc5c few commission ordcrslhat the LECa haw cited arc clc:ar!y the exception. 

Considering the vast n:aoW'CCJ of the LECa. it is not awp!Uing that the Lf.!Cs might prevail in a 

• few locations. but in the vast majority of &tate commluion rulings, the absurdity oft he LECs' 

posilion nu ove:whclmcd the SJU~cr rCSOUJ'te$ that the LE.Ca CIU:I utilize to pusb their position 

• 

In addition, even the few state commission decisions that the LECs refer to preceded the 

requirements of Section 254{k) ofTA96. whicll now prohibits any such over-allocation of the 

joint and common costa to basic exchange JcrYiee. u previously discuSicd. 

Numerous state commissions have found that the loop is a sharcdljomtlcommon cosl, and tha1 11 

iJ not a coat of just bulc cxchangil or local acrvice. Here I.R! ll few examples: 

11'1200. Report and Ordt , CC DocJret No. 96-45, I'CC 97-l S7, adopted May 7, 19?7, rcleued 
May 8, 1997 (hereinafter referred to as the Unl•..,rsol s~rvlt:t Ord~r). 

"1261, Universal Setviee Order, FCC 97-157 . 
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acrvica IJld. thus, prime candldalcl for aiJIIilieant price increases. 
Jlllt coincidaually, the grca1 majonty of local service eus10mcn 
demonl11atc an inclutie demand for tclcpbonc service malnng 
them vulnerable 10 t.uac price inetcuea (TR 83-84). This flaw 
alooc mUCI the LRJC atudy un~ClCCpUble..u (cmplwiJ in original) 

In another Order: 

Designating the ~CCC~~ Unc u a JCP.,.to ae:vice and allocating all 
of its coatsiO the loc:aiiCI'VIcc customer continuca to be D major 
problem ,..;thUs WBSra LRJC mcthodolo&Y.16 

TI1c: Wuhington Utilitia and TranJpOrtatlort f"..omml•loa found: 

Finally, the rcaidc:'.!:l.-: "ody contains a basic flaw: USWC 
irupcopaty aiJocalca I 00% of 1.. • "'caa loop 10 rcaidcrlllal service. 
and 0%10 ~thai ~ly and depend on the usc of thai faahty. 
The Commislioo in !be put hu lddrcaaed thiJ iuuc and found it 
appropriate to allocate a ponion of lhc loop coats to toll and other 
servieca.n 

The Colorado Public Ulilitica Comnuulon fouod: 

The seeond argument defines the loeal loop as a S)'ltcm. This 
I )'Item hu many different users demandlnaiCI'Vice, inc ludmg 
rcaidential customers; small, medium and lqe busln-; 
goverMlental bodica: ~lien: long distance eompanica; and 
othera. A local loop i• required and used by all of these users 
Consequently, it hu value to all of these UICOI, and all should pay a 
portion or customer Olo.Cal.)t 

))Northwestern Bell Tel. Co .. Docket 1\o. RP U·88·9, ftnal Dceision and Order, p 10 (IUD l)cc 
22. 1989). 

16US Wes~ Communicalions, Inc., Docket No. RPU·94·1. Final DeciSion and Order. r 13 (ll lll 
Nov 21, 1994) 

uus West Communictltions, Inc. Docket No. UT·941464 e1 al. Founh Suppltmcntal Order at 39 
(WUTC Oct. 199S) 

"Pa,c 19, Colorado Public 'Jtilitlca Commillton Order, I&S Oodcl No 1720, dalcd Mllldl 20, 
1987 . 
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yn. ANSWERS TO mE "EXCUSES" THE Lt;.CS USE TO ARGUE THAT 
ALL oFniE SHARED LOQP COSTS SHOULD BE PLACED ON 

BASIC EXCHANGE SERVICE. WBJI .E TOLL. ACCE$5. AND 
VERTICAL SERYICF.S GET A "fREE RIDE" ON THAT FAC I!.ITY 

The l.ECs provide eoouah excuses as to wby their mUcalc:ulation of the residential cost should 

be ru:eepted. 

Tbc !ORR C6iJ:i 1ft pot "t~Wtdn . w ~ldtotl•l b11Jc mbangc auyjce. 11 can ht 
proven by ttc "tal Cor eost aug tlon'" tba! Bd!Sosub. GTE. a nd Sarin! aU u rced 
wu • yalld eol! guyJjon tal 

The major LECs claim that loop costs liTO "caused" by residential basic exchange s.:rvic:c. 

However, all of the major l.ECs ~that the following was the proper test for "cost 

C4usation" . 

Igt for CoS! Caumtion: 

If the company does not avoid eenain costs in the long run when n service in question .s 
eliminated (or not offered), while holding constAnt the production of all other services 
produced by the company, those costs a:n: not "caused" by the provision of the service in 
question. 

Ln !his proeecding,lhc AO's office disuibute:d wallet siud cards that contained lJ1is tcst for cost 

cuUSIItion. In discovery in this proceeding. BeiiSouth. GTE and Sprint all agreed !hat !his was 

the accurate test for cost uusation." During tltc workshops, this lest for 'cost c:aUSIItion" wa.< 

read to witnesses. ReprueniA.lives from all three maJDr LECs agreed that A'!IS lJ1e correct test for 

"BeiiSoulh. GTE and Sprint's responses to Allomey General 's .nterrogatory 45(b) . 
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cost causntion.c 

This test undisputcdly dcmonstmtes that loop cosu arc not Mca!Ued~ by basic exchange service. 

As Exhibit AG-4 shows, the loop facilities arc n:cded for toll. vcnical. and •= servica. 

Therefore, under the test. for coSI causation, if basic exchange was '"eliminated", while "holding 

constant the production of all other services~ (including toll, switched access, and vertical 

services). the cost of the loop facility would WlJ t... .. ,'flided by the elimilllllion of basic exchange 

service. The loop facility would still be needed to provide toll, vcnical, and switched access 

services, eVen If basic exchange service was not offCTCd. Sin<:e e1iminating basic exchange 

service does not eliminate the cost of the loop facility, the loop facility cosl is WlJ cn~J by basic 

exc:Mnge service, applying !he universally accep1ed test for '"cost causation" . 

Quill: simply, since loop costs must. still be incum:d even if basic exchange service docs not 

exist, then that loop coslhu t.o be caused by something Q!bg tho.n jUsl basic exchange service 

)', BdiSputb. GTE apd S pdot !!aye All M m l!!sd !bat Eycp JC Rcsidcptial P ule Wa• 
Ellmipl!ed. A LoOP Would Be Nudrd To Proy!de Toll ant! Snitched Acseu 
Srrvlccs 

In the FloridA Workshop. speakers providing prcsentJttions on behalf of all the major LECs 

admitted that !he loop facilities would be needed even if residential basic exch4nge service were 

"Dr. Taylor (representing Bell South and Sprint), transCript page 277 of the October 9, 1998 
FloridA Workshop: Dr. Danner (representing GTE), transcript page 434 of the Oct.obcr 9. 1998 
l'loridn Workshop . 
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elimiMtcd. while llll the otbct services continu::clto be provided." For example, BciiSouth's and 

Sprint's witness Or. Taylor lldmined that a loop fm;ility would be required for toll, vcnkal 

servitea and switcbod access services, even if tl ere were no local basic service: 

DR. TAYLOR: 

If I lose my lo~ customer, k.eepu•s his t'lll business, do I lose the cost of the loop? I do 
not ... 

DR. TAYLOR: 

.. .1 agree thal to provide toll service wo..: r .JCds o loop ... •• 

MR. DUNKEL: 
If you are providing only toll, vertical IIIII .witched aoccas, no one had ever invented a 
service called local basic, does someone huve to have a facility that connect:; to the 
premise, yes or no? 

DR. TAYLOR: Oh. all of those services rc.:Juire connoctlon to the premise - " 

Dr. Toylor lldmiu that a loop or "connection to the premise" (which is the deli notion of the loop 

facility) would continue to be needed to provide othc.,. service' if residentinl basic exclmnJ>< 

service were eliminated. Sin« the loop foc:llity would still be needed even if t>,sic exchMge 

service was eliminated, the cost of that loop is not a cost caused hy basic exchange service using 

the universally accepted ''test for cost caU&ation." 

"Traascript page 435, October 9, 1998 Fioridn Workshop. Prcscnuuion of Dr. Carl Danner. 

"Trunseript page 377, Oclober 9, 1998 Florida Workshop. 

' 'Transcript pages 376 and 377, October 9, 1998 Florid 1 Workshop. 

'"Traascript of Dr. Taylor's presentation at the October 9. 1998 l'londn Workahop, page 280, 
lines 4-10 . 
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• ad mined that if AT&T wu to bllllila loop for toll service, the cost of the loop would be a coSl of 

toll. However, Dr. Taylor claimed that if AT&T Wll!:!i a loop for toll service, then the cost of 

• 

• 

renting that loop for toll service would not be 11 cost of toll service. Tins o.bsurd posi tion of Ur. 

Taylor is detailed below. The folloWing exchange is betWilCJl Mr. Dunkel {representing the 

Anomey General) and Dr. To.ylor (repfCSC~~ting BeUSouth and Sprint): 

MR. DUNKEL: 

I have one question :·-.uowing up on thh question. Plllt of the confusion is that AT&T 
uses the same loop that's used for I0"-&1 and used for other services, 1s thBI o correct 
statement? I mean, they share the same loop with other services. 

DR. TAYLOR: 

Sure. 

MR. DUNKJ~L: 

Let's say a regulator was bothered by this confusion o.nd so they passed o lnw that said 
AT&T can provide only toll ~ervicc and it cannot sh= the loop wtth anyone ci$C. h 
must build ita own facilities. Under thai condition, if AT&T was going to be in the toll 
business, would they have to provide a loop? 

DR. n. YLOR: 

By definition. by law, not by «ont'mics 

MR. DUNKEL: 

Would the cOSI of !hat loop then be o pan of the cost of toll service? 

DR. TAYLOR: 

It would be n scrvicc-spccilic fixed cost, yes, of toll service by th!lt •· under th1s legal 
hypothetical, yes. 

MR. DUNKEL: 

Okay. You agree:. if they built the loop. that woultl be a cost .. ir •nc)' huah thc loop ft>r 

so 



• This is incom:cl. AI the time a residential c\ISlOmCT decides to uplug into the network", an 

existlngsparc: pr.ir is made active. MoJt of the CX>$1 of the loop fDc:ilities""' investment relotod 

costs (i.e. return on investment, related income taXes. and depreciation expense). Therefore, n 

customer's decision to "plug into the nccwork"llas only a small impatt on the loop cost. lhe 

major loop costa are aetually incumd 111 a reauh of the liocllitics insllllletion al the time a 

developer developed the subdivision. Tbat may have been months, yean. or even deude1 prit)r 

10 the tirue when o partlcul•· :~""''''. -lecidcs 10 "plug into the network." h is not uncommon 

fo( a "new customer" wbo IUOV'C$ into a home to be provided service using a cable pair tlutt is I 0, 

15, 20, or more: yean old. 

In addition, a telephone company' a dcc.ision to inslallloop facilities in o given area is not based 

• just upon the potential basic exchange service revenues. When the loop costs are tnstOIIcd. the 

companv Installing those facilities considers All of the revenues of lilt of the services these loops 

• 

will provide, not just residential basic exchange revenues. The LECs hove ndmiued 111 1hi1 fxt. 

I' or example, from the trarucript of Or. Danner's presentation on behnlf of GTE ntthe Flo tid~ 

Workshop: 

MR. DUNY.EL; 

Is it your testimony that if 11 competitor WI1S looking at an llffiucnl subdivision such n.s 
yours, that the only thing they would look 01 is the basic exchanp~ te\'enuc, not the total 
revenue lbey could collect? 

DR. DANNER: 
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No. I think they'll look at all sons of opponunitic:s and options ... 

In addition, Mr. Greg Follensbee, presenting on behalf of AT&T at the Flond4 workshop 

indicated that it I• the revenues from the total pacl(aae of ki'Viec:s thatiii'C relevant to the decision 

to invest in fllcilillc:s: 

MR. DUNKEL: 

Does that mean In your decision-mill-:; :"•u would not look at only the bAsic revCAUC$, 
basic service revenues, but you would look .· .~.total package in nutit.ang your deciJions? 

MR. FOLLENSBEE: 

Absolutely, but we would be looking at wbal c:ustomen III'C buying. In other words, we 
may be able to dc:sian a JCrVice for a cwtomcr thai is only makina local calls. or calb 
within a sbon area, ckpending oo the COlt. We may look at a kt'Vicc based on the faa the 
customer's calling all o~ the United States and may not be malcing very many local 
calls. It's- we're going to be, I think, Commlssioncr Deason, you asked, are we going to 
have to gel into the minds of the consurnen? Yes. I think to be able to be successful an 
the markelplace, we're going to have to know what the consumcns nrc usmg their 
telecommuniCIItions service for to know what we're going to be able to .ell to them.'" 

When the cost of the loop facilities is incum:d the company installing those faciliues takes Ill of 

the potential revenues into consideration when deciding on the wisdom of the installatton of 

those facilities, not just the revenues from only one servtce that will be provtded usmg those: 

facilities. The decision to Incur the loop cost facilities ia based on All of the scrvtccs that .,.,;JI 

share that facilily, not Just one of the services . 

.. Tnnseript of Dr. Carl Danner, page ill, lines 8·14, October 9, 1998 Flonda Wor~~hop 

»rrnnscript of Mr. Greg Follcnsbce, beqinnlng ot PDI!C 4Y8. hnc 18, October 9, I 'NK 1-'lund.l 
Workshop . 



• would not mean tlw tlw: enli~ loop costlhould be ~vcrcd from that one SCtVicc lnslad, that 

~cc would be only one of ICYCtiJ xmccslllat share the loop facilities. ll>e loop c~oliua 

would not be caused by that one service. since If you ellminat.ed "subscriber na:ess to the publoc 

swiu:bcd net\loorlt" lerVic:e (IWW!lin& It ever exiJieclln the ft.nt place), that would not elommate 

the cost of the loop fow:ilhy, because the lo-1p facility would still be needed to provide !diiiis:r 

"network acc:c:u" services, toil services, ar.d vertical services, and all oLi)cr services that use the 

loop facility. Quite simply, elai"'i":; lh:' '"ere may be onemo~ service in the f11mily of scrv1CCJ 

that ~hare~ the loop. does not in any way lead to the conclusioo that~ scnicc lhould suppon 

all of the loop Cocility CO$lS, while the other services that share the loop fxility support none of 

• L Tbc awl!s:bcd Ioogb go! "drdls:Jtrd" 10 ogc myicc 

The I.EC1 cln.lm tluu t11e loop cost should nil be ~vc~ from ~idcntlal basic exchange 

service bcc•use the loop is dcdieat.ed to that ewtomer. and 001 shAred b) d1ffc~t customers •: 

This is a false ""''""'etll. The loop 10 a gtven premise I~ not dediCJtl.od Ill onc particular service. 

For example, wbco a acdit c:ard compu~y calls you long distance during dmncr to ancmpt to sell 

you a c~it card, the !XC is the customer that has "rcnLCd" the loop facoloty that connccu 10 )Ow 

home. The LXCs purchase switcllcciKee$$ ("Ncl\lo'Ork Acceas'1 from the I.EC1. Nct..,'Ork 
' 

ACCC$$ service provides the IXCs with nocca.. to the L!£s' networks, includmg t11e loop flll'ihue~ 

which nrc rcqul~ to originate and lmninaLC toll calls 

• "l'a&c S of Dr. O~~UXt's Prescnt&tlon handout from the October 9, 1998 Honda Worl.shop 
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II Ia «q( I .. (etlan lila I aJtaml Ml£ lmpUq tbaml fOil" 

Dr. Taylor claims it Is a ~Fallacy that shared use Implies shaRd cost'"." Dr. Taylor provides no 

authoriwlve basis for bis claim that Ibis Lt a -faJIK)," other than Dr. Taylor says so 

That shaRd use implies shared cost iJ not; "fallacy". lnslcad. it is required by the U.S. £upn:mc 

Coun rullna. requlnld by economlc princloles, and ia rcflec:livc of how cosu arc rec:ovcred in 

competitive real world JniiUu. M previously C1U<:~ the U.S. Supreme Coun found that 

"'hc oetual uaca 10 which the propcaty IJ put" llllW be c:onsidcrcd wbcn apportioning loop costs 

... it is quite IMlhq m.gtq to i sngrc altoartW the ICJUII "'A to whteb the prpomy 11 

put. Jt i• obvious thai ypleu an apponjoomcnt is made, &be jntrytate aqyjcc to wtuch 
!ho mbaovc prooersy Ia a!l"'fl!!d will kN an undue burden ... that by some pfKI!>al 
m;thml tbe djffm;nt "'£'of the; Drpocny may be rpcomiy;d and the mum propglv 
atllibu!lblc to the jnlmtllc serylcc may be ucmajncd IGCQrdjngly .. (EmphAsiS Added) 

Quite simply, IT. Taylor W1llltslhis Commission and the Florida Legi)loture to not only "1gnore 

alto,clhcr !he ac:lual U5C8 to which lhc 1<)()p fac1lity 11 put", but to Blso "'ignore ahogcther""lhc 

U S Supreme Court Order that pmriously rejtctcd !hi"' concept 

SL"« Dr. Taylor is an ecooornist. be surely also knoww that the "c:on c:ausauon" pnnctplc 

requires that a cost can only be consider«~ "cau..ed"' by o particular service 1f that CU)t 1s av01ded 

when that service is eliminated, while holding constant the production of all olhcr services 

" lnilial CommcntJ of Dr. Wil liam Taylor, page 28. 

,.Smith v. lll. Bell Tel. Co., 282 U.S Ill, ISO-lSI ( 1930) 
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Obviously, if more than one IICt'Vice a1wes the use of a fac:ilily,thcn the cost of that facility 

cannot be avoided wbcn only one of \ho~e so:rvicca ia eliminated. "fhcRfo~'<', the am of o •hnrcd 

facility is not "caused" by just one oflbose services. In sbof1, the swldard economic -cost 

causation" theory docs relato the uuuncnt of the costs of a facility to whether that facility is 

shared by more than one service, or dedicated 10 only one service. 

In competitive uwtcu,lhc slwing offaclli'.ies dstg imply the sharing of costs. For exMlple, if 

two businesses share a facllity, .. ; it .t.~' 'ing. driveway, lobby, or MY other facility, )"'UCIIIl be 

quiu: sure lhatlbose bmii!CV" which share lhc facility willlllsl be obating lhe costs of lhat 

facility . 

The revenue (rom addl!lopa!acrylcc,1 cannot be lmorcd. even If !00% of the 
cystomm do noJaybacdM to Ibm srylcg 

Some of the LECs llllucd that none of the loop costs Clll1 be recovered from toll or vcnicnl 

services because not I 00% of the customers use toll and vct1ical services " This argument is 

nonsense. No rational company anywhere in the \\"'rld would ignon: n:,·enucs Simply bcca~ 

those revenues wen: derived from services thai wen: not subscribed to by I 00"~ of the 

pop\llation. For example. If MY rational person was ooruidoring whether 11 would be profitable 

to b\lild a fast food reSUiumnt, the revenues they would consider would mcludc the revenues from 

their french fries Md 10ft drinks, cvcllif IOO'Yoofthc customer~ would no• buy those proo~cts 

"For example, see T1111UCrip1 page 203 of lhe October I. 1998 Flonda Worlshop. when: Mr 
Banagce, who .,..'OJb for Dr. Taylor, makes thi.s argument 
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• Whatever amomcn do buy lbosc producu produce revetiUC$ lhal must properly be coruid=d in 

nny uutlysis. 

In addition, the lEC•' theory is based upon the fliCt that basic exchange scrvice is a monopoly 

service, and then: fore they arc effectively arguiag they c:an recover their joint and commc:.:- costs 

2lllx from monopoly ac-ticcs. Hown'Q', tl:e real world proves that i~ a falsc theory. If !hat wett 

lnlc,thcn lll.l c;ompanicalhat do oot have an; monopoly tcrvi<:C3 would be banl<Npt. All 

companies have joint and comr ..... u o.:osb • ~ wmc type. Therefore, companies in competitive 

martcts must price their compc'Jtive products 10 cover not only their di.rcct costs but aw their 

joint and common COlli, or ebc lhose companies would be banlcrupt. Competitive products nnd 

products lhal arc not sublcribcd to by 100% of the population do any nwk·ups for JOint and 

• common costs in the rcnl world. 

• 

In a.dditiot f coursc, even basic c:xcbange service is not subscribed to by I OO";o of the 

population. Recent figures from Florida indica!c that residential basic exchange scrvtce is 

subscribed to by 92.8% of households,. In addiuon, thtJ market as suppo5<'<1 to become even 

mort competitive, which may mean that the percent of people who subscnbe to baste cxchan!,e 

serv1ce from the LEC In 11 given territory may cvcntu11lly be reduced. 

In addition. the vast maJonry of !Uidcnual cuS10men do purchase addauonal SCI'\ ac« FOf 

example, approximately two-thirda of BeiiSoulh'' r«tdc:ntaal customen Jurchasc otlcast one: 

'"For 1997, Table 3, FCC T· :cphone Subscribershtp Rcpon 
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high porcc:nt of cuatomcn place toll w!., and that Is exactly what they claimed . 

Quite simply. in an argument in which it is in the LE~' inlcrcS'lto do so, they will claim that 

94'¥. of customc::n Jl2 malcc toll calls, but in a different ugumcnt where it is in the LECs' interest 

to do so, the l.BCs will claim that60% to 80"/o of the customers "don't ever malce toll calls." 

In addition, iflbae arc SOIJJC ClWtomen who seldom make toll calli, they may £till receive toll 

calls. Therefore, their loop will be used for revenue-producing non-basic service. For e.cample. 

worlting people may regularly place 1011 calh '"their retired pvcnta. The working people pi1Gt 

the calla because the retired pam~ta arc on 1 fixed income. The retired parents' loop is regui3J'Iy 

being used for :additional toll revenue producing service, but the retired parents may seldom or 

never I!1A!ll! a toll call . 

In odditio:>n. even if you single out a pnrticular customer that docs not use a loop in a given month 

to piau toll traffic, thai doos not mean tho LEC receives no rev,cnuc olhcr thilll basic local 

exchange service to contribute toward the recovery of the cost of that loop. Spocific:ally, the 

FCC is now moving away from the usage based inu:ntate carrier common lone charge (CCLC) 10 

a Oat per line interstate prcsubscribcd interexchange cnrricr charge (PICC) for the primary 

residential line as well as for single line business line~. It Is expected that after o several year 

phase in, that interstate PICC will average S4.1 0 per month per line for the residential primary 

line and single line business customers, on 1 nationwide average. Tilt IXCs will pay this PICC 

to th.e LECa for each IL.c for which that IXC ts the presubscribcd interexchange carrier, 
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• regardlcu of !he level of traffic on cadi line. Another cumplc is t1w residc:nual l'"llW)' lines 

and single line busincu IIJICI a1ao pay 10 !he L.EC an intc:nutc S3.50 per month per lone 

subJCribcr line charge (SLC).11 Thai charge is paid ev«y monlll, regardless of the lave I of 

intct1lllle usage or intl'UI&tc toll uaagc on any li.ne. Thcrcforc, ln addition to the revenues rrom 

basic exchange aerviec rates. there i$, and in the future wiU be,lignificant recovery costa of the 

loop facility from the aervica thai aban: tbo~ facilities, inclcpcOOcnt of the level of actU-'11 usc on 

any particular line. 

In addition, the eus10mera that don't make any toll calls or pwdulse any verdcal 5CtVices is not 

the average, typieal, or rcpc'*"wivc acenario for tlw 5CtVtCC caltgory. Tha ts an eumple of 

pricing based upon the tnOil cxtrcme ease. Proper prielna for a service category cannot be based 

• upon the extcm~c individual cue, but pricing for a esJcgory mwt be based upon the average or 

typicsl for t~·t cstegory. For example, some student& Ill college subscribe to telephone service 

• 

primarily so they can plac:c toll calls 10 their boyfricnda or &irlfiic:nds back tn thcor hometown If 

that extreme c.uc: wu uuloud, then the logical concluston would be that the loop coJt should r.J I 

be aiiOesJed 10 toll Jervicc. The Anomcy General 11 not rccommcndmg thos eAtrcme case, but 1 

would be just us logica.lto uae one extreme II$ the other in procong. 

However. pricing for a esJegory canno1 properly be baaed on JU.Sl one cx~me Instead. the 

average or norm for the group of cwtomo:n to whteh the pnec apphcs m115; :X: u.sed 

" The end uscr common line (I!UCL) charge for addiuonal residence lines and mullo·huc 
busincu is even hisJler . 
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• Rc.idential basic cxchangeaervice n.llll an: recovering 1 n:uonable and proportionate aharc of 

the joint and common COIU at preoent n.tea. At Exhibit AG-61howa, the mldential butt 

• 

• 

exdwtge and vertical tcrVil:a an: contributing ••• •• • per month 10 the JOan I, atwc.!, and 

common COlla. In order 10 analyze whether thiJ i1 1 rcuonablelhan:, h lhould be kept m mtnd 

thatlhi• Commluion hal catlblilbod S 17 uthe unbWldlcd loop ~e for Bel !South."' Thcr•fore, 

ruidcnuallocaiiCrVIce it dQriy mMin1 a v~ liplkanl c:onuibution toward~ the JOtnt, 

shared, and common ClOStl. 1bc oontribuuon ro joint, lhanod, and common coati thAt " ~'"8 

produced by n:sidcnlial basic c:xd-""2"' ~.;,..e 11 present ~es. it cleuly "'1thtn the range of 

reasonablencaa for ouch contribution. and even appca.-s to be on the lugh 11dc of the range of 

rcuonablencaJ. The Attorney General cloea 001 believe that 1 more apccitic detcnninatton hu to 

be made by the Commluion in this proc:ccding 

Although his not ncceuary forthc Commi11ion to attempt to detcrnunc some spectfk tiwu~ "' 

betng the "r.:~oonabtc• and "proportionste" share of the loop cost to be rc<lovcred from lo.:al, 

there :ue some basi~: fiCII lhat allow u.s to nsnow down the range of posstblc COS1 rcco•ay 

allocations of the loop f~ellrty cosllto residential baaic exchange servtcc. 

(I) Ftrst or all, tn Smtih vs. IBT. the U.S. Supreme Coun rejected pl~etng all of the loop com oto 

tntn.statc IOC&IICIVicc, lhercforc the allocauon ofloop costa to rutdcnual baste c~change lCI"\ tee 

mu11 be le~~than I 00".4 in onlc:r to comply with this reqwrcrnent 

(2) Secondly. the FCC-State Jotnl Boltd PUI 36 rules allocate 2SY. or Lite '"·P factlny COlli to 

•'Bell South's respo1110 to Attorney Gcncnd Interrogatory 51 . 
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• the intcntale Jwillchcuon, and 7S% te the intnul&te jurildiction.u The Communacahoru Act of 

1934 makca the Joint Board ~eparatioru all~tiono mandatory on stale commiulona, u well :u 

• 

• 

on the FCC. Therefore, only 15% of the loop COIItl un be contidcrcd in an lntrulnlc proceeding. 

sucbu this. 

For cumple, uswnc aS 17 UNC:piBUld loop cost, with even Just the 25% mtcntatc costa 

removed. the highCIII amo11111lhal c:ould be considered the inlrUlale loop c:o11 would be S 12.7 S 

(7S%). 

II is importlnlte 1101c t1:w In the LEC c:oa o ~.rues. the U!Ct did not GYm exclude the 2W. of the 

loop c:ostlhal is the lntcntale COIU . 

(3) The ponion of the loop coli that 5hould be recovcrcd from lnlnulalc local service htu to be 

Significantly len lh•n 75%. Jincc other inll'Utalc IICI'Vicca aiW"C the loop fac1hl)' (such liS 

intriSWe toll, and inlrUlalc lwilcbcd ICCeU scrvicca). For the same reason thai aome portion of 

the loop cu..: is alloeatod 10 the int.enWe jurisdlcuon bc:c•use intc:rstatc toll and aw11cbod access 

JCtVleca a1W"C the loop. IOII1C portion of the loop COilS m1111 abo be aJ located 10 tnllUI•Ic 1011 ·.00 

aw11chcd aeccu servleca, aincc they abo share lhe loop facilil1cs. 

Willun these lim1ll, the cx.ct portion of the loop costa thai 11 rcco~en:d from rca1deottal ~1c ~~ 

judgmental. AJ the FCC has statod: 

01Pnrt 36. 1 S4(c) . 
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intrutatc toll (including intrutate switched a.ccess): 

(l)n detennlning the loop com associated with local service, we propose: to assume that 
those loop costs would be the same percentage of total loop costs :for every LEC. Under 
our cui'I'Cilt rulca, 25 perceot of the loop .c;osts arc allocated to the itntC'ntatc jurisdiction. 
We would aaaumc that an a.dditiona125 ~~of each LEC'sloo;p costa wou ld be 
auociatcd with lntrutatc toll services. Thus under our proposed allocation method, the 
remaining fifty perceot of cacl! U!C's loop costs would be assumed to reprcacnt local 
aervicc costs." 

Tho FCC·Siatcl Joint Board lw iooorporal(ld the ZS% allocation from the above concept 

into lhe Part 36 rules. Therefore a L;)'YI .!llocatioo to lhe intenlllc jurisdiction ts 

mandatory. The FCC's allocation of2S% of the loop costs to the interstate junsdictton 

hu been upheld by the courts. Although the FCC, for ita pU!pOse&, conaiders the 

remaining 75% to be split25% to int.rastale toll and 500" to local, that split of the 

intrutatc portion of the costs is ll2l mandatory on the state commissions, since the FCC 

1111d Joint Board do not have authority to specify the split within the intrastmc 

jurisdlctioiU. 111o 25% split to interstate is mandatory, but the remainder of that divistor 

is only lldvisory. Tho FPSC could select a different split of the inlru.state por1ion ofrhe 

loop costs u it aces fit 

2. In lddition, the Wuhington Utllitics and Transpor1ation Comrniuion also found this 

$IIITIC allocation to be reasonable: 

The Commission odopts an allocation of NTS COILS based upon ~ Jl vision of SO 
pen:cntto local exchange services, 25 perecnt to interstate toll and 2S percent to 

61CC Docket No. 80·286, /'lot icc of Proposed Rulcmaking and Notice of lnquiry at 24, (FCC July 
13. 1995) . 
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intnstate 1011 ... " 

Thcro an: good n:asona why the above refaaiCCII allocations of the loop factlity COlts arc 

fair and teQOI\.Ible. Thcro ue two major categories of ICtVices that shAre the loop 

f.ac:ilitiea: (I) local ICtVices, and (2) IOU ICtVices.'l If duplicate loop fac:ilitiea wen: 

inatallcd 10 provide ICtVicc to each of lbc$e two utcgories alone, the services in each of 

lbesc two categories would, by thcmseh·es. have to support I 000h of their loop costa. 

However, in the real world these two ICIVice utcgories shan: the same loops. Both can 

be priced below their lb.nd alone le. ci os a result of sharing loop fllci lities. Both service 

eatcgoriea receive equal benefit from that sharing. Giving one service category a greater 

relative balc.fit of the sharing of facilities at the direct expense of the other service 

category which shares those facilities would not be reasonable. Therefore. the locnl 

acrvicc category should support SO"Io of shanxi loop facility cos1." Toll ~crvicc category 

should support SO% of the shanxi loop facility cost. 

M a $CCOnd step, the allocation to toiVswitched acc:ess must be split between intcnt ·•tc 

and intrastate toiVswitchod acc:ess. The FCC/Joint Board procedun:s allocate 2S~e .:f thc 

.. Eighteenth Supplemental Order. Cause No. U·8S-2J ct al., at S. Although establishing 25"1. as 
the ultimate goal, the Commission allowed USWC 10 a1 leas1 temporarily remain at its pnor 
allocation 10 lntnstatc IOU of 16.95%. (Sec page 9 of the Eighteenth SupplementAl Order) 

"'By toll services, we ue referring 10 toll and switched access services. Switched access wvi~ 
is the IXCs' toll services being carried OVC1' the LECs' facilities. 

" In fact, bcc:ause resldamal basic exchange savice ls imporunt to unt\'ersal SCI'\•ice, if anything. 
h should re«ivc a dlsproportlonaJe portion of the benefit of sharing . 
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October 28, 1998 considered three different options. The first option would have 

alloeated SO% of the m-tejoint and common COitJ (ito..:vdingthe loop) to the 

aervlcca wbi.ch arc included in tbe definition ofunivcnalservic:e (w!>jch includes local 

buic: .IQ'Vicc). The second option would bavc allocated 2S% of the intru1atc j'lint and 

common costa (lpeclJically incllltling the loop cosl) to the services included in the 

definition ofunlvcnal ae:rvi<'e. TI1e third option would have al located one-third of the . 
intrastate joint mel common COJIJ (inclllding loop) to the intrutalc services included in 

the definition ofunivenal .IQ'Viee • • nc !URC analyzed these allocations specifically an 

light of the Section 2S-'(Ic) ofT A96 R:Qilircmcnt. The fURC choK the third option. 

which allocalcd one-third of the int.ruUtc joint and common cosll (including loop) to the 

aervlces included .in the definition of universal mviee (which includcs residential bruuc 

exchange service), •as the most fair and I'ColiOnable reaolutioo oftbi5 iuuc."71 Followang 

that determination, the fURC did allow certain flexibility to the LECs in this aren 

Mnaurrmnu oCtile tnmc on tbc looo hdiiUes It aota ve!ld mmuu of cost 
qysadon 

When the LEC conupt o falloc:ating all of the: loop cost to residential butc exchange: SCI'VIC:C: ts 

rejected, the accond alternative that the LP.Cs genen~lly propose isthntthe non·traffic sautttvc 

(NTS) (loop) coaLS be allocated based upon thctr mcuurc:mcnt of the relative traffic on the loops 

The LECs do 10 bccauJc 111cb an al.loc:ation I'C$ults an a trivial allocation e~ loop cosll to toll ;and 

acccu, and none to vmlc:o.l sc:rvicca. Only 3.6¥. ofG rE's loop costs would be: allocated 10 Slate 

71Pa&e 4S, IURC Order dated October 28. 1998 
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• toll tcrViccs and S.3% to &tate swi~hcd ~M:«SS lCn'ic:es, and none to vertical serv1ces, •• if the 

loop COliS are allocated Wling relative lnlffie u meaurcd by the LEC.. 

If &tate toll and switched acccu were unable 10 share the loop facilities with local and other 

lCn'ices. !hoy wo~tld n:q~tire their own loop CacilillrA. In thai cue, the rates charge>: for those 

lCn'ices would have 10 be llc:IIO RICOVcr 100% of the loop facilities tl11t were needed to provide 

thou acrviccs. Since theae aervics do share the loops with local and other services, they rccc1vc 

the benefit Of I gJeatly rcducod burdcn ofloop OOJ1 RICOVCI')'. 

The loop f~tilities are frequently ref=cd iO aa "noo·traffic aauitivc• (NTS) f~~eilitics, becaUK 

tho costs of the loop facilities do not vary with the level of traffic. There is no c;o$1 causnttve 

• b~b for allocating loop costa to variolll acrviccs baaed upoo cech aervice'a level of traffic of the 

loop facilities. The impropriety or allocatins Nl'S eos1a baaed on llllgc hilS been addressed by 

the FCC: 

• 

Thcac costa poac particularly difficult problems for the acplltlltions process: TI1c 
coata of &ucb f~tilitles Cl!lnot be allocated on the baaia of cost-causation princtplcs 
because all of the facilities would be required even if they were used only to 
provide local acrvice or only to provide intentatc IICCCSS services. A signi fieant 
illllltl'ation of this problem is allocating the cost of the local loop. which is needed 
both to provide local telephone service u well u to originate and :ronlnallong· 
diatance calls. The currcntaep&nltiona roles allocate 25 percent of the co$1 of the 
local loop to the iotcratatc j~trisdiction for recovery through interstate ch11rgcs." 

71Calclllatcd from OTE's response 10 Division of Auditing and FiiWIC Ill An.1ty:.is' Data Request 
3, Bates Stamp document 38 289. 

"'J2J, FCC A~!!.rs Charga R'form Ordu, FCC 97-ISS . 
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• result in bc:lwecn SO% and 25% of the loop costs bcina allocated to locallet\'1te. However, a 

mc:IISUI'Cment of traffic: it not an 11ppr0priatc melbod Cor allocating the NTS loop costs Cor the 

• 

• 

simple roason that the loop coati arc non-traffic: aensitivo. 

In thls proc:ecclina, lho Attorney Gc:ncral doea not bcUcve the Commiuion needs to try to M:loct 

any partic::ular alloc:alion percentage. Iince it is obvioullhal, at pn;sent 11tes. the c:ontnb•ouon that 

res~dcotial basic excbangc ICI'VIcc is makiug tOwards lhc joint ond common coats 11 more llwo 

ample, and falls well within the 11ngc ofreuonsblencu, for being aroasonablc or proportionate 

share of the c:osu. 

IX. TUE " CALifORNIA EXPERI£NCE " 

a. Many ofthc LECa oolpt to the "California crpulcpce" 11 sup pgrt Cor th eir 

proRQIIIt to lgcrtaae raldcatla! b11lc ncbanae rates. but ]he Florida propoul1 arc 
a Car cry Crom pte chagiCI medc !g Cai!Corpla 

The LEe. j-Oint to !be "CahComie experience" 1n support of their proposals 1n l'lond&. Ho.,.c.-cr. 

the: rate changc:am Caltfomle WC"C oot even close to the rate c:hangc:a that the LECa are 

proposing here in the State of Florida. The moll en tical oflhcae rate d1rrcrcnc:cs lithe level of 

the residential buic: exchange ratc:a. In Califomi• the Oat·rate rcaiden!Jal buic: exchange rates 

aftq rc:balancjna wu $11.2S per month for P..:ific Bell, wh1ch aervc:athc ovcrwhclmmg 

majonty (about 80%) of residential custOmers in the Slllc, 11 Or. Danner (on behalf of GTE) .. , 

"Asndmittcd in Or. DoMer's Septcmbcr24, 1998 Commcmts. The rcsiJcnual bas1c exchange 
rotc of OTE, which Krvcso rclotivcly amnii percentage of the residential cuJtomers, wns 
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• However, the residential buic: exchange ratca thai the l.ECs bavc bocn proposing an thcu 

commcnll and in lhciT preacnwioos In the Florida Worlc&bop an: in the range of$20.00 or more 

per month, not the SII.OO rqe 111&1 OCCliiTCd for the m-.jority of Californians. Quue Jlmply. for 

the ~ority of the California rcaidcntial c:ustomcn,lhc "California Experience· is 1a11 S 11 .2S Oat 

rate for rcaidcntial basic exchange: service. not a rate of $20 or more. 

h ia inlet'Citina co note lhallllc QUTCIIIIVCR&C rcaldcntlal basic: exchange rate in the: Stale or 

Florida (••• •• •") which is very c:lo. :. tho SII.2S rate of Pacific Bell a.IW: rc:bahmans 

De maJor LEGs bye •HCI m!elqd!u lpformatlop !p ag ancmptto abow tba! !hr 
ocpclraUog ptq wen pol harmed by ratr lgcrgsn lp Call(orala, 

• In his prcacnl&tion at the Florida Wor1l&hop on bc:half of the major LECa. Mr. Don Perry claame<l 

thAt GTE's rcaldc:ntial basic cxc:hangc rate In California was increased from S9.7S to S l7.2S lie 

• 

then UJCd Uoc Jl&tewide pcnell'ltion ratca in California to aupport his posi1ion that thas nile 

incrcuc did not hurt penetration." However, Mr. Perry' a onalyais 15 very mislead in~. Tiac 

pc:nctnuion ratca that Mr. Perry was rc:fcnnna to an: the 11atewidc: average pc:nc:tnUaon r ..:::a 11 

Cahfornaa. Aa discussed above, the overwhelming m~ority of rc:sadential customers in the Stale 

.Jf Call fornia (about 80--') an: sc:rved by Pac:1 fie Bell. not GTE. Therefore, at 11 the rate~ of 

incrwcd from S9.7S to SI7.2S 

"This Is the average residential basic exchange rate ctwaed by lkiiSoutl . en 1: and Spnn1on lhc 
State of Florida. (••• • •• with 3.50 I!III .C). 

"Slide 29 in Mr. Perry's Fll' :da Workshop prc:scniAtion lwldout entitled "Affordabitity and 
Value of Local Telcpbooc Service". dated OciObcr 2. 1998 
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• ( 1996) were the hi pest of the three yean following lhe increaso. The 1996 figure is what Dr. 

Danner IIICd for hi a "after" figure. If Dr. Danner had compared the penctnltion r~te for the yenr 

before mel the year after, the rc:sult would have actually been a alight dccn:a5e in the pcnctnllon 

r~tcs." Therefore. it u clear thai Dr. Danner ha.s "gamed" his pcnctntion numben to suppon hts 

poSition. Wlu:u the pmcall'C remove<! from Dr. Danner's analysis, it is clear that the oncrc.uc an 

rates in the "CalifomL' Experience" did 1-urt pc:octntion. 

There is now three yCU1' daL .;...,.., uo. :'alifomia price change. For the three years aner the 

anc:rcuc in ratea in California (199S through 1997),1he aver~ge "unit" penetration rate was 

94.6'1/o. However, for the three years prior to the increase in r~tes in Calilf'omia ( 1992 through 

1994), tho avmgo "unit" penetrution ra1c was 9S.4%. Therefore, tlte reauh of the changes in 

• rates has been a reduction In lhc average penetration rotc by about 0.8%, not an incrc.uc. l111S 

di!Tercnce is stntlatically significant, at a 9S% confidence level. 

• 

lL The "Cal!fomla u oed cgcc" doq nol ds:moRS![Jie tbl!to!lapd acccu fllr 
reduction• ofitet tbc !mpac!!ha! a m!deptJal bulc exchag!!e rate !nmuc b•l.'lll 
QCQC![JtlOR. 

The LECs claim lhatlhe "California Expericn<:e" demonstrates that toll a.nd access mte 

reductions will o!Taet the negative Impact that r'CSidcntial buic exclwlgc rate increases have on 

penetration. However, there ll'C at leaat t!U"Ce very important facts that undermine the LECs 

claim. Firat of all. u I demonstrated above, the rate "rcb3lancong" tltot occurred 111 ('ahfomoo dod 

"Table 3, Telephone Sub1 .ibership In The Unit.cd Slates, July, 1998 . 
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• hun penetration. The pc:nc!rllion ratea befoR Rbala.ncing were higher lhan they were alter 

Rballncing. 

• 

• 

Secondly, the I'Ciidcntial buic exc:hangc customers did not receive all of the benefi• of lhe :access 

reductions that the LECa are claiming "oflicl" lhc basic c:xchlnse rate incrcasca in Cahfonua 

Ralher. a large pofU<'n of the benefit of KCCU reductions wulllCtually pocketed by the IXCs. 

lnsiead of using all of the .witc:hcd acc:ess rate reductions to reduet tlie cnd-usct toll nucs. tl\~ 

IXC. used atlcut put oftbc:so reductio,~ '" booat profit margins. The f:~et that the swnchcd 

ICCCSS reductions wen: not all Oowcd through to lhe end-users in California is clear from an 

aniclc in Fortupe magazine. 

AT&T reaps ita bigbcat profill on the milliona of minute$ of long· 
distance call• it ·carrie& each year in California. Openuing margins 
lherc are about SO%. va. lS% elsewhere, according to Vogel, 
because the fees AT&T must pay lhc local tclco for hlllld ling a cn ll 
in California are by far the lowest in the country" 

Fin~tlly. in Florida the LECs ar.: proposing to use at least a portion oflhe residential basic 

exchange rate increase to fund .a reduction in business basic exchange, toiiiUld other business 

rates. For residential customers, a reduction in lhesc business mtes would do nothing to "ofl~t" 

the increue in residential basic exchange rate.s. In the "California Expencnce", bolh residrnt1~l 

and business basic exchange ra!les were increased, therefore whntthc LIXs lite proposmg to do 10 

this florida proceeding is far worse for lhc residcnual customers lh1111 & •• nue structure changrs 

that occurred in Califom;a. In California, lhc inae:ucs in both rresidential Wlll busincs'l basic 

"'"Why Allen's l..atest Plan Won't Work". p:~ge 30, fonuoc magazine, July 30, 19<J7 . 
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Cu11omen over 65 auiycd the "wont advent Impact" in !bt "Ca!ifomia 
cm cdcnre" 

Discussing !he imptK:ta on c:ustomcn of !he ''Cellfomla cxpcricnc:c", Dr. Danner stated: 

Indeed. !he benefits of pricing reform were spread across most subgroups of customers. 
Only two groups CMlc out behind, with !be worst odyem: impact being !hose oyer 65, 
whose bills would incrca.sc .... " (emphasis lddcd) 

A& Or. DllllllCI' a<l'llittcd, OTE's own analy1iJ for Callfornla indicated that !hose over 6S 

cxpcrieoced !he "wont adverse impac." of !he "California Ex:pcrienc:c", their bills inc~ascd 

This experience Is certair.:, out son.~. "lng !hat is needed In Florida. Florida's population has the 

highest pcn:cntagc ofSen!or Citizens of any s!.lk in !he IIAlion. In fDCt, according to the U.S. 

Dcputmcot of Cot'llll\m:C., about 30% of the ho!I!Cholds in Florida tll'e headed by n Senior 

Citil'.¢1165 years or older." Therefore, it would cenainly not be a good idea to model Floridll 

oftcr any "experience" !hat will have !he ·•worst advcm: impact" on the population group !hat 

a.cc:ounts for nearly one third of !he households in !he state. 

In addition, as previou~ly dlscm.•<ld. In Florida the LECs' proposal would even hnvc some of the 

rcsrdentlnl basic rate Increase diverted to support certain business rnte reductlon.s, n dive. ~ron !hal 

did not ()C(:Uf in California. Therefore, !he imJ»Ct on residential customers in Florida aged 65 or 

older ~'Ould be much more tldvctse than what occurred rn California. 

"Page 62, line~ 1-4, Comment.s of Carl R. Danner on behalf of GTE Florida Incorporated. 
September 24, 1998. 

"Table 73. Statist/col A!ostroct of the Unlttd StatcJ ( 1997), Ourcau or lhc Ccn.llus. lJ .S. 
Dcpartmtnt of Commerce 
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• &SSISWICC on the bais of their income. Such Jli'08I'alliS do bdp. bul in the intcres< ;,(universal 

service it is abo ncccsnry that llhc residential basic ClCchanac ra.1a. which arc available without 

requiring the customer to declare and prove that they have low inoomc, should be: as reasonably 

priced as possible. 

X. At'FORDABILITX ISSUES 

a.. PloddJ bu 1 pp'«caal Krylq proL ·ern 

1bc ~wtenl penetnltion nate in t.bc Swe of Florida is over a full percentage point be: low the 

nadonwidc avenge penetration. lbc I m nationwide average -unit" penclnlllon rote IS 93.9%. 

• but in Florida it is only 92.8% ... Even the "available" pcnctralion n.te in Flond111s o full 

• 

percentage point below the notional avcn.ge. 111e nationwide average "available" penetntllon rutc 

for 1997 is 9S ~. wheras for florida it was only 94.0%. 111e kurut" penettat1on rate is the 

measure ofhou.seholds lh.t ~ually luw.: telephone service. opposed to the "11\lllloble" 

rcnctration rotc that measures the percentage of household' that either have telephone service or 

can use telephone service at a friend' a or neighbor's hou.se, or somewhere else other thnn within 

~he•· household. 

Father way. it i' clear that Florida hu .arne won. to do to promote subsmbc:rshtp af tl ,.,..,ts to 

.. Table 3, 1997 Annual Avc:raa,c, T~ltphont Subscrlbu~hlp In Tht Unu~d Slutts,lndusuy 
Anlllysis Division , Common Carrier 0UTC4u, Fcdernl Commwllcations Conuniuaon. lteiCIL>Cd 

July 1998 . 
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• improve upon ilS below a venae penetration ratA:. 

Evm 11 tbt nrrut ntg . bppdmh of tbouiiQdt or mldcp!jal custom en arc pdcc:d 
oil o(!l!e pefl!or\ cub vcu . 

In 1997, Bell South alone initiated lbc diSCOllJlcctlon of a ataggerins236,000 residential cus1omers 

for non· payment of ii ,.lr telephone bills." This Is over 7% of Bell South residential lines. In 

addition, GTE initiated over 257,000 "temporary di$COnnec:tS" and 95,000 wpetmMent 

d~Mcc:ts'" of residential euatomm in • '197.00 M1111y residential customers ore having trouble 

paying~ pbooc bill even 111 QUm:nt rates. Clcuty,lnaculng lh<- rat" (or ruidcnc:e bllsic loco! 

exchange service would make these sltuadons even worse. While customers can choose to limit 

their use of toll and diJcn:tiooary JelViC:CS to reduce their telcc:ommunications bills. residential 

• customers must p3y w!w lbc LEC1 charac for basic local exchange service, or simply do without 

• 

telephone service. 

The LEC1 claim t hat a rc!!dcn tlal b11!c ncbapgc ualcc rate !pmau will aiiD"..L!.U: 
rffi uclJop! to he made In toll rata, which will "offict" thosr bpslt s:ubangc rat• 
incaun 

First of all, as I have aln:ady discussed. Bell South nnd the other LECs can reduce: the rates for 

.ntrastatc t.oll, intrastate switched a.cccss or 11ny other service without ha\'lnS to increllSC reaidcnto~l 

basic cxcbwtgc rn.tes to do it. As discussed, Bei!South is currently earning approximately $250 

"OciiSoudt' 1 retp<IIUC to Attorney Ocncral's lntcrrogll!Ory 18. 

"'GTE's respo01c to Attomt-, General't Interrogatory 18 . 
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• million more on equity than the FPSC found to be appopr!ate for BeiiSouth In the Slllte of 

Florida. Therefore. BeiiSoulh can I'I'Ciucc its revenues by S2SO mill ion 1111d sull provide a aood 

ioccotivc to lllU1ICt capital from lloekbolclera. The currctlt prioe rqulauon wuc:t~ il'u all thttt 

major LBC. the ability to I'I'Ciuc:e their priCCJ without bovina to justify those reductions to th~ 

FPSC, or anyone else. It is the LECs who have c.boten to over-price their aervlcc:s to p1odo...:c 

CXCCJS camiJ:Ias. 

Secoodly.lhc LECs' CXCUICS fOf inc:n:uina residential buie cxc:bange setVlte rates are so 

Wli'C8JO!IIble that It iJ not WICOitiiJIOCI for the raoonalc behind one of their excuse1 to conl11d1Ct 

the rationale behind another of theircxcUJCJ. As discussed, In o~ DTgument the I EC1 claim the 

vast maj«ity (60% to 10%) of customcn make no long du1anc:c c:alls, and therefore the I.ECs 

• claim thatlona distance scrviCCJ cannot suppon any portlon of the loop coJt llow.:"er, when the 

LECs arc dl~ussing the so-ulled bencfil, of this urebah1ncc:" of rotcs, the I.ECs cla1m the vnst 

majority of customcn II!) place many lona dislance c:all.J, and therefor<: rcduct1ons in toll rates \\111 

• 

offset tncr.:ases tn residential basic exchange serv1cc: rates !'or one IIII!Utnem. th~ l.cCs claun tl1c 

majority of residential customers do oot make toll calls, but for another argument tl~e I.ECs clam1 

that the majority of customcn (94%) II!) make Ions distanu calls, all u JlKVIously do..cusscd 

Quuc s1mply. the LECs cannot have 11 both ways. The fa1r and reasc;llllble m~thod of determlntn~t 

rulc:S .or a class of customen is to consider the average characteristics of the "hole class of 

cUS1omers 



• 

• 

• 

perceive a need for such a~- The feet is thai the !Mjority of the custonKI'J m Flonda 1.1c 

very happy with the exiJtina rate rclationsnips. In fact, Mr. Don Perry. woo provided a 

presentation on bebalf of BdiSouth, OTE and SJirintln the Florida WorkJhop. pn:scntcd the 

rcsutu of an atrordability survey that OTE rec:cndy condiiCicd in the State of Florida. Accordang 

to the LEes' own survey, the four services wlln the nighest perceived value by customers were 

local, tona dlJiancc, optir!lal services and lnl!m«. LECa' own JW'Ve)' indicate that the 

customer'• perceived value or long distance ar d local pnonc KN\CQ an; Cl'.!!CIIv the •orne at the 

existiaa rates." Cuslomcr1 pve !:~:!, vf ..: ... . . scrvi.oc:sa 67% value rating. While the LECs 

would like 10 autc the impRSSi«< thai then: is10111e tdnd of public outay 10 rcbabncc by 

reducing tona cfiJWice and raising basic: local rate:;, the customm' actual perception is tnat the 

aistiag rate relationships arc approximate . 

l. The price of bilk mldcp!lalacn•ltc dl«!s pcpclraliop 

There can be no legitimate dispute to tht fac:t thaltbc: price of basic rcsodc:nt ial btiSic exchange 

scmce has an impact on penetration rates. In fact, studlcs ba•-e found that the two faciOI'J that 

nave lhe lll'"test impact on a customer's dCI<:ISIOn to aubac:nbc or not to aubscnbc 10 telephone 

service were: 

I. The level of the initial paymenu, and 

2. The rates for bulc exchange acrv1cc ... 

' 1Siide 2J, Mr. Pcrry'a prc.cr •• ation handout at the Flonda Worbbop. October 1. I 998 

"AT&.T/Consumer Federation ~r Amcrica!AARP Joint Tcls;wmmunicauons Cro1«! 
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The r-cc has found that affordable rates ore: needed to promote subscrilxrship: 

We liJ'CC with the Joint Board that Ibm js a coap!a!Joo between su$ribcrsbjp ll!ld 
a.ffoa!ability .. .(Empbasb Added); 

We recognize that affordable fltcJ an; emntlal to inducing consumm to •ybscribc to 

telephong SCJYice. and abo that increaslllQ the number of people connected to the nctworl.. 

~the vaiiiC of the cclc:com:nunicatlocu nctwo~" (Emphasis added) 

Ema1CJI« Ia odatr atata ebom th41 tilt pM pC mldrqtltl buic CJthangr scn1cr h 

sbc key Jo ptpctnt!on 

Experience in other swcs acrou the nation ahoWJ thai the price of residential buic exchange 

service plays 1 key role in the pcn:cn1 penc1ntion Khlevcd. For example, for the ti.-e stales tl1.>1 

have the lowe~t residential bule exchange rates, the avcl'tlgc "unh" penetration l'tltc is 95.8%, but 

for the five slates with the highest residential basic exchange rates. the: "unit" penetration ntc 

dr.>psall the: way down to 92.2% .. , e differenc.e of3.6%. 

In oddttion, Mr Dunkel's firsthand c:xr.:rienec in the SUite of Utah tells volumes obout the impa.-: 

that the level of the residential basic exchange nte has on penetration. In the rnid to late 1980\, 

"123 and 111 2, FCC's Report and Order, FCC97·157, In CC Docket No. 9645, Fcderal·Statc 

Joint Board on Universal Service, adopted May 7, 1997 

.. Bruic rates for 1997 from Table 1.3 of the FCC's lnduat.ry Analysis Division's Kcfcrc:nec Uook 

of lUtes, Price Indices and ExpmditW"CS forT elephone Service, July 1998 The l'cnruation ~tci 

for 1997 are from the FCC's Industry Analysts DiviSion's Telephone Su~hcrsbtp m the 

United States, July, 1998 . 
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services. including basic telephone servia:, to be necessities rather thAn luxuric:~, and mAny would 

pay high pO<:e$ instead of doing without those ocrvlccs. The foctlhAI utilities could extract high 

mtes from monopoly services is one of the primary IQSOJU that public utilities an: regulated. If 

the monopoly provider was pennhted to charge rates ju.st below the level that would cause most 

c:ustomas to discontinue tbe service, that provider would generally be able tu charge much more 

than it cosu to provide tbe aervicc. 

Of course where thc:re ue truly competitive supplim of an identical product or service, 11 

tompany gc.ncrally would DOl bt able to cxtnK. u..:'nopoly ralcS from its c:ustomcn, regardless of 

bow critical the: product or aervicc Is to an individuals wt'll being. They could chArge high rateS 

for their services only bec:auac thc:y have monopoly poww . 

The f!odda Comm!ulop 'a Aflordeb!lltx Sqrny 

The floridA Public ~icc Commission had the Univer$ity of florida's fiureau of nusiness and 

Economic Research conduct an affonlability swvey. Of those respondent&, 7% .. id that if the• 

monthly phone bill increased by $2 thc:y would discontinue basic loc:aJ phone service". Al5l• 26~. 

said that they would pay the lncre4SC of$2, but they would have to reduce spending in other 

areas". Therefore. a local phone bill increase of $2 would caUK a hnnbhip to 33% of the people 

surveyed. 

" 113 of I,S98 respondents. 

"409 of I,S98 rc:~pondents . 
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• In Or. Danner'' pn:sen~Ation on October 9"' he claimed the nuc c:bangc:s that LEC's w~:rc 

proposing would especially benefit minoritic:t." Howovc:r, the offordabilily survey conducted for 

the Florida Commission by the University of Florida •howcd that any increase in the monthly 

phone bill would especially c:a.use • banUhip on the minority midc:niS of Florida. I 0.6°/o o! the 

"blaclc" nespondenll said lhc:y would diSCXlntlnuc basic local phone service if the local ponion of 

their monthly phone,,_.'! ina-eased $2.00. Of the HiJpanie nespondents, 9.4% said thl')' would 

dlscomlnuc basic: local phone ICTVic:c if the loc;al ponion of their phone: bill inc:rcascd by $2.00. 

For complrilon, of the "white" rcspondc:nb, •li!htly overS% said that they would diJCOntinue 

basic local phone servi.cc if the local ponion of their monthly billln=asecl by $2.00. 

Tbcrcforc, acconfina to the ti:Sultt of the Commission's affordability survey. the members of the: 

• "black~ and Hisptllllc minority sroups in l'loridJ would be more DCjllltively impacted by as• 

increase in basic local servic:c rate~ thAn would "White" customers. 

1 The LECa Altcmptcc! To Dhcm!l! Thr Commlulon'• Affoo!abllily Study By 

Mlmnuun!lna The Study Results 

Mr. Don Perry attempted to diseteditlbe Florida Commission's a!Tordahility survey on the lwis 

tlultlhc study's rcJull$, ~he interpreted them, did not"mUc sc:ruc:"."'' Ho"cver, the reason tlult 

. 
"Or. Danner's hondout for OciOber 9. 1998 workshop. page 19. wider qUCJ>tion S 

'""TillllSCiipt of Don Pcny, October 2 Workshop. page 273,1incs 6-12 . 
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>Not Avaibblc 
>No Data Provided 

Total Surveyed 

Ill is 7% of 1,598, not 23% 10 45% of 1,598. 

1J 
a 

21 
u 

28 
u 

34 
J.j 

I ,598 I ,598 I ,598 1,598 

Secondly, Mr. Perry clalmcd t'l'\1 of those rupoodents who wa-e asked about the rate illCI'ClUa in 

dc:sc:cJlding order (dec:rcuina from $20 to $2), mor. aaid that they would diKOntinuc service at a 

S2 inc:rease than at 11 $20 incrca!e. MJ. :' o;ny CJa... eel that it did not "make sense" for more 

customc:rs 10 ditoontinue at Alo'IJOW ra10 IDcrule !han at a hi&ber rate increase.'" Howevn, once 

again, this claim is simply 1 mis-tepcaa~w.ion of the actual aurvey results. 1M ICtual survey 

ruults indicate !hat of those wbo wa-e uked about the rate increases in ~~ order'"', 

nearly four times as many rupondenu Indicated that lhc:y "''Ould discootinuc at a $20 increase: 

than lit 11 S2 inci'CilSC, contnuy to Mr. Perry's claim. Shown below is a breAkdown of the nctunl 

survey results for •' 840 rupondcnts that wa-e uked about the rate i.ncrcases in descending 

order. 

little Lonl lqsrcuc 
n ~ ill m 

>Dl.scoolilluc Buk Loc:aJ Pbooe Sa-vice 46 7l 138 IIJ 
>Pay loc:ruac & Reduce Spcadloa lo Otbu Arus 186 139 J02 JJJ 
.-Pay I accuse It Not Reduce O ther Spcodlna 570 493 361 275 
>Ooo't Know 24 23 25 35 
>Not Available 9 8 9 9 

•u'TruiiCript of Don Peny, October 2 Workshop, page 273,lincs 6-12. 

100840 of the 1,598 surveyed were uked about the mtc incrCAJICS in desccnd111g order, and the 
rcmainlna 758 wa-e aslcod about tJy -.tc Increases In uccndlng order (in.crcuing from S2 to 
S20) 
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>No Data Provided 

Total Surveyed IWO IWO IWO 840 

Jllc swvey showa:llha! Car more people would discontinue JCJVicc at a $20 inc:rnse lhAn at a $2 

i nc:reuc, which iJ a reasonable and believable result. 

In summary, the criticismJ tha.t Mr. PerT)' hu of the Commission 'a affordAbilily survey are simply 

mtJ·represcnwlons due to Mr. Pr.v'• r::rron intcrprc'Jna tl e IUI"'eY n:Jults. When the actual 

JOW"Vey reaults are uaed in the analysiJ of the Commt&.1lon's ;wvcy, it is evident that the critiasms 

that Mr. Pcny has made are invalid. 

Some of lbt LEO hue complalard cbac bglpm bplc ndl•pcc nln arc prknl 
gpmaopablr hiQcr tlpp mldcpUal bulc gchagg ntn. bye tbcrs arc a gymbsr of 
futon !hal cm!at.g !be u ildu dlflrrn" In olea In F!odda 

Some of the LEC1 have been complaining that the bwincu )I.Sic exdulngc niles aTe pnccd higher 

than residcnti.U basic c::xc:baogc OICI. However, there are m'Uly differences between these,,.,~, 

services that explain this valid difference bet"'ttn thetr rate 

Farst of all. telephone bills are a wc. deduettble expense fort I.ISiBCSS c:wtomcn. but they are 

generally not for residentiAl customcn. From an alfordabilitv standpoint, the aflcr I4JC cost to a 

bllliness customer for basic exchange service Is less tluul the tariff nuc, but this is not true for 

residential customcn. A£suming a 30% tax bracket, the elk we. cost to a busincu customer for 

I FB service is about $19.60 {$28.00 muJtlp!ied by (I • 30'/o)l. Therefore, aflcr tax deductibilily is 
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• Finally, there arc: othu dif'fctences between business and residence basic exchange suvice. For 

example, businesses average more local calls pi!Ced per line per month than do residential 

customers. According lO the usage cost studies submi~ by Bell South in this proceeding, I FR 

customers make an average of,... ••• local calls per month compared to • • • ••• local 

ealls for I FB.101 In addition, a higher percentage of business l.ocal calls are placed during 1J1c peak 

period than is true for rcd-lmtial local calls. For example, Bell South indicated uuu a higher 

percentage of resiclenti.allocat usage occurs d:.ring the weekend time period'0' than is true for 

business. GTE indicated that no .... ui u.s cc." '81 offices peale during the weekend time period., .. 

The 1111ffic plaeod durina peak periods is more costly to provide than durina off-peale periods, AS 

GTE admitted in respolUC lO AllO.mey General Interrogatory 13. Since the cosL~ are higher during 

• the peak period. the fact that a grelller percentage of buslncu buic exchange loenl traffic h peak 

usage is another factor that helps explain why the differences in the rates is reasonable. 

• 

These valid differences hove been recognized in telecommunications pricing throughout the 

country. The relationship that exists between the business and residence basi~ rules in Florida 1s 

similar to the nationwide relationship. The Florida ratio of business to residence basic exchange 

001Bc11Soulh cost study provided in response to Division of Communications Request I (d), 
Section I , page I 0. 

101Bc11South's response to Attorney Geneml Interrogatory II . 

'"'GTE's response lO Attorn..- General Interrogatory 12 . 
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• eus1omcn in do"'ntown aod meii'OpOiitanarcu. However. it is a natural progression for 

telecommunications providers to bqpn by first pnmdina aerviccs in the downto"'n metropoluan 

areas and then gradually bnlndl out to acrve the Sllburben aod nnl an:as. In fact. as Or IIams 

admitted In his presentAtion at the Florida Workshop, beck wben the inc:wnbent tECs' first bep~ 

providing telcpoone aerviees in this country.lhey started by suving c:u:nomcn on the downtown 

business districu, and lheo 1atet brL'lChed out 111 serve residential cUJtomers in the suburban and 

l\ll1ll areas, II J 

Afl.cr the l.£Cs built fidli:ies to tc:rYC the down. :::• business district. the LEes branched out to 

scvc the rcsldcruial and urban arcu. This is the natlnl proarcssion of a tdecommuniC41ions 

provider, and the Cl.ECJ thai arc anemptina to compete with the LEes in the state of Floricb arc 

• somply following that naunl progta~lon. However, the LECa an: trying to stop this nA!Wlll 

progression in its initial stqe by pricing ilS competitive tcrvic:cs to produce negative rctwru on 

investment. and therefore preventing ita competitors from being profitable 4nd expanding 

• 

Thm: are several reasons why the downtown bust ness dtstriet i$ the logu:al ruutons poont for a 

telecommunicat.ions provider. It mUll be rcmembm:d that at the IW1 of compeuuon. the LH , 

have all customers. and the CLEC hu the problem of convineong customers to swuch In order to 

hnvc a Given number oflinc:s swiu:hcd to the CLEC. If the CLECs c;onccntrntc on large bustnc55 

customers. they must convince: far fewer dwlaion makers to ch110gc whnt they nrc now doinij than 

If they conecolllllc on n:sidcntlal customers. ll1c large busi~~CSSU located tnthc downtown nrea.s 

"'Transcript of Or. Harris, page 23, October 8. 19981'londa Worbhop 
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often subscribe to many lines of service at a patllcular location, wbucas lbc majoril)' of residential 

cUSioonas subac:ribe 10 only 01>e or two IU.. of RIVic:e. I( lbc L£C ;. able 10 convin« one 

business dccisioa rnalccr to subscribe 10 iLl services, that may mean bundrcds of lines of ICtVicc: 10 

a single business location. However, iflbc LEC inslcld fOCWCI iLl limited resources on lhc 

residential decision makers, wiMina that cwnomcr'a KtVice will likely only mean one or two 

lines of service. Tl:wefore, the LEC. inltlalllmltcd sales resources are best directed toward 

convinclna the larae business clccision maker to Jubscribe to the lbcir services, and this is exactly 

what they do. 

Of OOW'JC, the llltln.l p.~c:aioo iJ that OOCC the C~ an: cstablilbcd and IUCCCSsfulln the 

n. SbiCt!QI mcgyc mml)' Crpm wldnrc to byslgcu woyld aub!laplia!ly barm I he 
Florida pcopomy by oyer 5100 mllllgp ocr nar dye !o tbc " dcducliblllly rffcc!" 

A' already discu .. od, lbc LEa. have proposed to raix residential basic rates 1n p11110 suppon 

rrdiJCliOnJ in buJiness basic exchange and inlraslltc toll charaes. However. business rates are Wt 

deductible and residence rates are not. ~fort, sluf\ing revenue recovery away from business 

CIUtomcrs and onto residential customers would significantly hann to lbc Flonda c<onomy b) 

drawina millionJ of dollan of additional federal income Wt payments out of the l'londa 

economy. l·or examplc,lfSS per line of a rc~idcntlnl role incrcMC w.u used to suppon business 

rate reductions, over $100 million morc in net gteoter federal income taxes would be rcmo\'ed 

from the State of florida each year • 



• (2)(b) oflhc Florida Sta~u~e, (lhc cost and c.bar&c rtlatiooships, ..tl'oolabllity, the value of service • 

comparable residential biWc localldec:ommunicatioos rucs in o:tbc:r Stales. and lhc cost of 

providina residential basic r.xebanp llefVicc),lhc Attomey Ocnera1 conclucb that the fair IJld 

reasonable residential basic cxthangc service rate is at (or below) the eWTCntrates. At the current 

rates, residential basic exchange service not only covers illlrtleWUit dirtel cost of about $3.21 per 

line per month, It also make; lhc Jaraest contribution to joint and common coSill of any service 

thai shares those llw:ilitics with residential basic cxcbanae llefVice. 

1l:e LECJ' claims that rcsidcnllal basic r.xchanae llefVi<:e b 'subticl.ized" by blah rates for other 

acrviocs or pric:c:d Hbclow cost" llC bucd upon b!all!l! IJld selective violations nf standiU'd 

«anomie principles, numerous mis-rtprcscntatioru and distortions of costing data, and v;olattoru 

• of both Federal and State law. When lhc LECs s;ay that residential basic rates nrc "subsidized, 

what they really mean Is that res.identlal basic rates arc: not hiah enouah to suppon 11 QOmplrtely 

free ride on the . JOp fxilitics for toll, switched X<:CJS, and vcrtic:al services 

• 

Some LEC rates may be excessive, but the procecdJ of those excessive mtes are OoWlngto O\<r· 

earnings for the ablreholdm. not10 suppon~ng restdenual basic exchange rates 

In the less than thrte years that they have been on price cap regulation, all three major I £Cs ha'c: 

exploited thls rtgulatory structure LO raise their return on equities from 1 2~. to •nproximatcly 

19% Due to the expiration oftl'!e last "shnrlng" provision In lite price up rct~ulutionutthc end or 

1997, all excesJ earnings gcneratCI'I by ex<:ess rates now now entirely to the shnrcholders, With 
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nooe of it being mumcd to the CO«<SWWIerS who are paying the excess nues. The level of ovcr­

Cllmlng for all three major LEC. ia rapidly in<:rcuina. 

Undu price cap regulation, only the LECs, not the Commission, have the: power to lower the: 

LEC rates. The: LECI have choreo to maintain cxceaive raiCS in order to generate' '-Xc:cslivc: 

caming.s. 

RcoommcmdotioM: 

I. The preaent I FR raiCS arc IDOI'C than fal• and rc:uonablc, and meet the cntcno for 

appropriate raiCS lhat arc: being too!ldcmi in this ~ina 

2 . The Florida Lcglsloture should empower the FPSC to i.ocorporatc sharing of ow· 

~ in pric:c regulation. In addition, the lc:~cl of sharing of over-earnings should be 

dct.cnnlncd by tho FPSC after appropriate proc;ccdings. Lastly. the FloridJI Legislature 

should allow the Commission w:u.s to the LEC information which is rca.sonably reeded 

for "sharina" price rcaul&tion. 

Addendum: 

At the last minute we located another document which shows that the loop as a slwcd cosl. In 

the past. AT&T's Telecommunications Glossary contained the following dclimtion of the IICCCSS 

line: 
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Aa:css line; Tix: fiocilidca between nliCfVing c:entral office and Ill<; cu.nomcr that ore 
required 10 provide acc:cn 10 the local and IOU switcbc.d network. The 
eccess line currently includes tbc non·tmflic: sensitive c:entral office 
equipment, tbc subscriber loop, tbc drop line, inJ.ide wiring 1111d the main 
jiCk. Aq;cu I joe: costa m co01jderqi U ioinL costs gC lPRI and lgna 
distpnpe aeryicq ond opt !JRGS.j6c;ally miiD'hlc to tho d imct prgvi$jOD of 
ejtlu:r aervicc. (EnlphasiJ added) 

A copy of this document is attached as Exhibit A0·9 . 
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Special Project No. 98000A-SP 
AII.Omcy <knen1 Final Commcnls 
Exhibil No. AG·I 
Paae I of2 

BEFO~ TKC FLORIDA . UBLl C St~v:ct COHMISSI~ 

In ce1 Petition by Ka~ropol iten OOCKCT NO. ''07~1 -Tt 
Fiber Syat ... o f Flo~L68 , l nc. 
ror arb1tret1on vith BellSouth 
Teloc~un1oet1onl, tnc. 
concernin9 lnterconnec tion 
reta3, te~. end condltlon•. 
pvrau&nt ~9 \~t rederal 
TeleccmNunJoet1onw Act of 1tt8 . 

tn ru : Petition by AT6T CCCKIT HO. 960833-TP 
c •n1cat1ons of ~n• ~ ·uchern 
Stotee, Inc. for ecbitre~ion of 
ce~'n ~•rae and con4•tlone of 
a pr:opoaact egre-nt vith 
DellSoutb Telecoaaunicationa, 
Xnc. concernin9 i nterconnection 
and n ul• unclu tht 
Tel~oanun1c&tlon• Act of 1996 . 

DOCKET HO. 960846-TP In re: Petition by MCI 
Te~ecommunicationl Corpoc•tion 
and MCI Mitro ACCIII 
Tran...Uoal ~>n Sec• ieee,. t ne; . I oc 
•cb1tre t1on of oertaln term• and 
condi~ione of a pcopoaod 
•o~nt vitb 14llSoutb 
Telecommun1cat1one, lac. 
cone.min9 inte rconnect ion •nd 
roaelo under ~. 

Telecommunic e t1ona Act O! 199~ . 

o~~ NO. PSC-,B· 06oc - ror-rP 
ISSU~O: April 29, l'YI 

Th• foll~inq eo.muoeionYco pact i oipat od Ln tho diapot i t >on of 
tnu m&tter : 

JULIA t. JQHIISOII, Ch•l run 
J. TEIU\l' OU.SON 
SUSAII f, CI.IIM 

JOI: OAIICtA 
t . LCON ~CODC, JR. 

Oocl.t'OT ~OUt OAlt 
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EARNINGS SURVEILI...ANCE REPORT 

BELLSOUTB TELECOMM UN1CAT10NS INIC. • fLORIDA 
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Publ.: lnforma:e • 
BEU.SOUTH "DEREGULATED" COMPETITIVE SERVICES 

HAVE NEGATIVE RETURNS ON NET INVESTMENT 

1997 Revenues 
1997 E.lpenses 

Nellnccme 

TolallnYeslmefll 
Total RISDf'"t"8S 

Netlnvulmefll 

Return on Net Investment 

J \OPRODATA\Fionoa98\DEREGULATED.wb3 

DEREGULATED 
(Millions Sl 

Sl68 
ill1 

($19) 

S197 
ill6 

S72 

·26% 

Sourct: 

BeJISoulll 1997 FlOrida ARMIS R"!))O143-03. ColurM (J). R, ... "10 
BeiiSoulll 1997 Florida ARMIS R~ 43-03. Column (J). Row 750 

Revenues • Expenses 

Be~Soulh 1997 Florida ARMIS Report 43-03. Ccb'M (J). Row 370 
BeiSoulh 1997 Aor1da ARMIS R~ 43-Q:I. Ccb'M (J). Row 495 

lnveslmonl· Resef'les 

Nel !noame I Nel lnveslmenl 

• 
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fwitching Ill Loop 0 
Switched Access: 

To IXC POP I Switching ! ~ Loop 0 
• Basic Local Service: 

0 Loop 
jswitc hing Ill 
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USING ACTUAL DATA FOR SPRIHT .FLORIDA 
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PuDfoc: fnf~ • 
CORRECT ANALYSIS 

USING ACTUAL DATA FOR SPRINT -FLORIDA 
Per Line Pet Month 

(A) (B) (C=A·B) 

ContribuUon To 
Strylet Categorv Bwtout DlrtctCO(I Shar..t & Common 

lntrasllto lnlral.A TA ToO sus $0.04 $1 .31 

IIIIJMti!6 SWiltNd Access S8 75 S0.50 58.25 

Resldonllal Basic ExcMnge (lndUdes S3.50 f:UCL) $14 .23 $3.21 . St 1.02 
Residenbal V811ica1 Setvices $U§ t.ll.29 nzz 
T Olal ReSidential Local $17.79 $3.50 $14.29 

"Tho $3.21 COS! Is lho CCSI eX lOCal switdllng. EA.') SWitching, and EAS ttanspon WCaci>J as calculaled by Splinl By ulilzing 
lhls C:OSI in !his. Exhibit. lho AUcmoy Gen ni is not necnsariy agrHing with !hot COSL for ~. 11\e All.omey General 
eocpocts that a lower cost of money Of dil oren~ ~ ra!M lh:ln used by Sprint in !his calculation might be lound 
to be appropriate. The Attomay General is not ralslng !hose issues to sinpfily this cjlscussion. The Allomey General 
resetVes the right to p<esent a moro appropriate cos I of money, dop<eciaUon rates, etc. In other proceodings as app<op<iate. 

S0u1c6$: st1owin On Previous P106 of Thll &hlbil 

J IOPRODATA\Fio<ida981spnntconlnb.wb3 
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J . Jcffi'cy Wahlc:niJohn P. Pons Benjamin Ochshom 
Ausley &: McMullen Florida Legal Services, Inc. 
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Tal lalw.sce, FL 3 230 I 

Rlclwd Melson 
David B. Erwin flopping Law Finn 
l27 Ri versink Rd. P.O. Box 6526 
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P .0. Ora" •• '1\57 
Tallahassee, FL 32302 

John L. Brewerton liJ, P .A. 
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(2l The cost o(pmyjding!oct.! tc!Cl¢0mmunjcations service jo Flodc!a consist:! mo:nly of"jojm 

ond common coN," p !haJ lmD is uwJ jo Pub!jc !.aw 98-2V. becaUSC theY suQpoO OIJ seryjces 

pmyjded Jhrougb local gcbpnge pc:rwprb. The rxtrn! oflbc:jr o!!ocatjon 10 basic rnjdcmjo!!oca! 

service js a public policy question. ond would delc:rminc the "cost" oftluu smicc. 

m Cumpt rates for twlc rgidmtlaJ sroiw in Florida were dctennined lmse!l upon n value 

of service dctennjMtiop. B~ upon lhja foetor. bi11jc rc:sjdc:ntla! rDICA in florid!l cgntjpue to be Cojr 

Md lC!ISQOOb!c. 

(4) florid,o's rDIO for bosic resjtl->ti•l _...;cc; bays: beep dc:tconjnes! jn the same WQY 1111 bnyc 

roses ja other SlA!tJ. apd ace comporoblc to them. Dlffqo;rn:es in mtes hetwem the >lnta could not 

be dcfioitjyely dcteanjncd, but DPPS"' to he related to djffermcg in wts, flqridll lw 

Je!ClCOmmupjqJion, oost !!dvanJASes !hAJ rguh In lower rcsidcntja! and busipcs,s mtc:s than in Other 

southeastern statd. 

rSl Cumpt rates Cor bMje rgjdcntlo! service ip floridQ do not Ql!!!£11£ to impede the sp£<llllJ!f 

• • • • , ·,0 ... = ·, ...... nor do lhev imonirtbc yjp,bj!i!Y of!hc suus's jncuml!ent compstlbon 10 \ ;commurucp ___ ~ ~-~· ____ ---·-

local exchange comoonjc;s or their cooocit> to resoood to compctjtiye cbnllcnges. 

(6l The jnsruml!ent loco! exchange uaim propose "rebp,!wip¥" mJq. through rnjsjog basi> 

resjdcntjg! rotes apd towm01 o!ha mta. Rabet in bos!c roidc:mjp.! mtcs would gpoo111 to mnk~ 

telpbonc service unaffor<lablc Cor manv F!oddjaps. partjcu!grly !ow-jn!iomc and ddaly prnom. 

ba.lt£!' ypon 8 survey of telephone subJc'fibm cqoductcd by tkK Commjujon. LjfcJ!nc QCOGCMJ 

oonjdpgtioo ip florld.o n:moins at only p,bout2% ofol I rqidentiol sybsc;rib(a of bA.:!ic grvicc. pod 

by acctuaJiy dec;Hoed for the AAit twp VCAR· 



m Bvcd uoon o oon.sjdmtion of the above foc;toa- cost ofi!As!c reside!)tilll service: 11 vgluc 

ofsmice reyjew: compmble mtg jn o!her st!llg:aod a!Tort!obilily· bAsic rgjds;miol mtes curmnly 

charged jp florida Are ft.Jr Md rrA.1QMbJe. Cuaeot florida lAW proyid~ lh4t lhs price; CAP' for ba3it 

rqldcndaJ mt;s DliY be mlpt by the Commjgiop under price CAP' bosd uoon n "substnntjol 

'bnnsq in d!lll!m!UAII!!Pf" Minge II)?S. ur the rul!;s moy be raised in g mtc prpc:ccdjoa. Thac 

proceedings afford jncumbent local exchnnge carrim adeoUAtc gpoonynitjes to jmplement cbnn_w 

jn their mte structure thAt IDAY be needed in the future to Qddn;p incn;;gs lp comoctit"ion in their 

markets. The Commjvion is lj1C approPriate forum 10 determine !be cl!lcnL j( My. of futvr<t.Illll: 

jnqqscs. 

In the rcmainderoflhiscommcnt. we discuss ~pccoficdetermination.s which should reasonably 

be drnwn by the Commission that auppo11 1hcse conclusions. We address C4Ch of the four factors 

designated in Public I.Aw98-277 for !he study'sconsidcmtion. We then discuss the LECs' proposal 

to raise basic rc:sidentilll ratca, its lack of justification. nnd ill devcullltina elfcct on the affoniBbility 

oftelephone servioe; why present rules ore "fair ond reasonable. • taking into coosidcmtion the factors 

specified by th~ Lqlsllllurc, and how the factors interrelate: nnd conclude by pointing ou1 lhe 

appropriate remedies available to address the conecnu expressed by incumbenJ local cxciwlge 

Cli!Ticrs. 

(I) Tbe co1C data Cbe Commb1lo.n received from !elec:ommunlra!lon.s C"arritn for th is 

repon coJUbted not or the actual cost of nisdng state octworlu, bu t rather conabted or tbr 

rose. of bulldlo1 from teralrb mnimum l<thooloiO' nrtwortu, ulinl( the urrten' own. 

depredation schedule.. Carritr atlmatts or tho costa or thtsc bypotbnlcal ortworlu noo&ed 
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from btlow tbe nYfDUH rui'RI!tJy rMtlvfd from bult rftlclflltial Jtnrlte aloat, to at\'tral 

limn tbat IIIIOUnL No information WU presto led tbat the cents or ldtcomttiUnlcatJonl 

nctworla buillct eued ba l'ftftll yun, aod tbc Publk Couud'• c:rperr b or the opinion that 

tbey han dccrcasccl. The 11H or hypothctleal data pi"Niudcd llny opponunlty 10 "verity" 

roJU, .nd the truncated nature or tbe Commlulon'• revltw prevcnttd any dcnnlllvc 

dttcrmlnatlona u to tbe true m1U or providing tclccommunleatJoo• ltnlt cs In florida. 

The c:ost dala aubmiued b) •!)e ~incumbent local exdlan&e carriers in Florida. Bell South. 

GTE and Sprint, consisted by their own atkJ,.,wJedamcnt of the costs or bUild ina lrom scratch state· 

of·the·ltl telecommunications roetworks in FloridA. The aystcms they propose ~ designed to 

muimize economic benefit to the companies. throuah incrc:asina the capKity of the companies to 

offer udvanced acrvlcea,1'11lhcr than to mcctau~ribcrs cutm~t needs at ICASt coat. Consistent "'ith 

their company-oriented perspeotive.lho models nllocotc network coru only 10 the bnsic Krvices for 

which the: companies hope 10 illa'C4Je mtcs, pl~~eina upon UJa~ or basic: service the pwponed costs 

or mlwlcina nc:twotb for the benefit of the local service providcn. 

The compani.., models do not consider c:xistmg tclc:c:ommunicntions f DCI ht1c:a Md c:qui pmc:nt. 

RAther, they divide the st.atc into a hypolhctiUII grid, each seamc:nt with its own costs. And estimate 

cons for providina different senic:a, Juc:h u bus•ncu and residential scrvu:es. tlvouah an c:nurc:ly 

new network, by the: number of subJcribcn in each grid acgmenL The models ignore ~c:y a.spects 

of bnsit service olhc:r than hypotheticAl line cost. such u.s the Advcnisin¥ proviJcd buslnos~ 

su~bc:n throuah yellow-page listing~; and allocate to vc:nlcal servic:a, for whlc.h the c:omp411ies 

hope to decrease rates through subsidies 11om wic: ~erviccs. no~oflhe ~"'Or\ cost< and only p4r1 

of the swi tch COJits nec:dc:d 10 c:ompl~tc cxc:c:ution of ponlcular services. For their ulculations.lhc:y 
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used their own dcpoccia."on scbedulcs 10 cstima:c annual costs, th4t for lllAIIY elements of their 

networiu cstimak \ISe[uJ lives approximately. third less than the resulatory dcpo'cciation stAndards 

they hid employed prior 10 their election 10 lcavc ratc:·bucd rcaulatlon in Florida In late 199S.1 

The Incumbent LECs' mappins of the hypothetic:al costsoftheir models to individual services 

Is particularly arbitnll)'. Bos.ic local service: is allocated all of the eosl5 of the locnlloop, in defiance: 

of more than balf a ccntwy of rate set tins pracllcc In this country. save part of the cost~ or switches 

nccdcd for loos disunce lllld vertical services. ll!Wncss SCNicc: iJ estllll3led to cost slightly les. than 

residential ae:rvice, DOt bec:L.te of dlfTacDOCS n IICiual c:osu, bul rather bcc.lusc only the cost of 

hypotbctical phone lines are eonsidcml, and businc:ssc:s arc sE&htly mnrc: conccntrakJ than 

rcsidc:nec:s In cooccntnllcd, lowcr-cost ICC! ions, 'the statewide arid employed by the LE<.:s' costing 

models. 

The c:ost cstiii'IIIICS aubmitted by t11c tclecommunlt~~tlons Cllrriers vory widely. AT&T 

estimated that the monthly per-line cost orloc•l nrtworkJ In tollll. the "local loops." ijtncrnlly Is less 

than the rates charsed for residential basic service alone. The inc:wnbent local cxcluo.nic carriers. 

on the other hind, c:sti.malcd the costs ofbu.ie residential xniec alone. using the allocations of their 

hypothetical models dJscusscd abovc,to be ova IWICC: the ra!CS charsed for rcsodcnual b:uic scn~ec 

'Coruolidated Statements of ln<:Ome and Notes, In 1991 10-K reports [ 1997 Annual Rcpons) or 
BeiiS®th Tclccommunlcaioos(Noco MJ, OTE Florida (Noco 2) ,llld Sprini·Fiorida (Note 1). u flied "'''h 
the Socuritlu and Exchanie Commiulon. 

Dell South TciC!COmmunicadons reduced iu Ofllll\llt.ed cconom k uJd lives of hs digital swilehina (l'\ll'll 
I . 10 10 yc41'1, and lu olb¢rcin:ults from IO.S years to9.1 )<Drs; ofiu buned and aerial metallic cable from 
20 10 14 yean; and 111 undcrJround metallic cable from 2S 10 12 yean. GTl! Florida reduced ill ••cnae 
depreciable liva of coppu from 20-30 ,.un 10 IS rcan; orawltching from 17·19 years to 10 )e&rs: or 
circuli from 11·13 yanlo I yan: llld fi~r from 2S·30 yan 10 20 yean_ Sprini·Fiooda diiCOitlini>Cd 
uslnaTCJUiatory depredation SWtdarda, but did nol disclose In ill annu.al rq>011 the compony'a redumons 
in USC! usci'UIIIvcs. 



For the more I'UJ'lll exchange:~, the models produce cost cstlmAtc:s up to seven times cum::nt charges 

for basic residential service. The Public Counsel Wld Attorney Ocncml produced experts who SUited 

t.luu themes for basic residcntla.l service III'C between the stand·alone ond full-loop costs generated 

by the compllllies' models u they '''ere the last time the Commission looked at this issue. in 1987. 

At 00 point have IUIY or the inC\111\bcnt I~ exchange: carriers claimed that their t.;Sts have 

i,ncrea3c:d in recent years, such that thue cotts would justify consideringnn incmt.SC in the price cops 

for buic service. Considering that FloridA'~ Incumbent local carriers' profit llllll'gins continue to be 

over 30% per yearl, it would M ... ~ fo~ : .. , of them to make th~ argument. The Public Counsel'~ 

expert, Dr. MaMn Kahn, is of tbc opinion that these costs actually have declined. 

FLORIDA LEGAL SERVICES objects strenuously to the usc of hypothetical cost models, 

such u the LECs propose, to csdmatCI costs of basic residential rervice. ruther thnn the costs of the 

services nctually provided. SuClh pricing is n huge policy chnnyc, that we believe only the 

legislature con make. Locol telephone: service today, nnd nil other regulated utility services. 11re 

priced bav · 'Jpon actual cost. Cost dal4 is relevant 10 residential phone nucs only to the extent that 

they describe the services actually pro~ided. 

We do not question the appropriateness of using hypothctiCllll cost modds for purposes mher 

llwn providing service dircc;lly to subscribers, such liS detennining the charges that one provider 

•hould pny another for usc of network components, or for high-east univcrmlsc.-rvicc suppon. 11tcsc 

IllS&, which are eutm~tly followed, are long-mnge D.IT'IIIIgements that involve indetenninate sourees 

'·Consolidated Slllt=mll or Income and Notes. in 1991 10-K rcporu I 1997 Annual Rcpons) or 
BcllSouth TclecommunicatioM, 011! Florida, and Sprint·Fiorida. as nled with the Securities and Exchange 
Commission. BciiSoutb Telecommunications pro-we prof111 in 1997 weno 33.1% . CiTE Florida'• pro-W< 
prof111 In 1997 were 32.S%, and Sprint-Florida's pre-tax pro lila In 1997 were J 1.8% . 
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of revenues nnd of opportunity coslll. ln the case of high-cost suppon, n mcnsure is sought of wlutt 

would be the n:u.sonable cost of serving high-<:0$1 arcus over o future period of time, for which it is 

appropriate to consida both efficimt as we: II as actual costs. nnd future as well as cune:nt costs. Over 

the length of lime: of these provisions, it is reasonable to proj~ thaltc:let Jmmunications netl'o'OOO 

will be n:configun:d through mcnsures sue I! as are specified in these: models, tu1d it is reasonable to 

price: long·tcnn 11CCC5$ tC' these: networks on tbis basis. However, when mtes for specific consumer 

services are being detennincd by regulation J;e to the presence of mono~olies, as occurs for basic 

residc:alial phone SCTVice in Flori.:... o:ost Cl>.• tlations that will be used in setting these mtcs should 

be based upon IICtUal COStS rother lhnn hypothetical cosu. 

Use of the local exchange canicn' cost data is limited not only by policy considerations. but 

also by the limited process that the Commission 11nd interveners lutve h11d to review tlv: submined 

dnlll Md studies. The usc of hypothetical cost datn precluded any opportunity of the Commission 

or Interveners to •verify" the data. The review, allhough in terms of time limiuuions as much as the 

Lcgbhuurc l mittcd. was wholly insufficient to arrive ot any defmitc conclusions u to costs. even 

if the appropriate data had been suppl'.:d. There has been only the begiMings of discovery. with 

disputes over hundreds of initial Interrogatories not even resolved, nnd not enough time to conduct 

even lhe limited amount of Inquiry that has token place:. There have been none of the fenturcs of 

c ntcsted dockets that assure some level of reliability ond confidence in the results, such ns open 

issue Identification; independent Commission staff aggressively probing compMy cloim.s: full 

dlsco•·ery; findings of fKt based upon sworn testimony and cross c.umination; nnd specifiC mte 

proposals of the LECs for the Commiuion ond public 10 reac1 to. 
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costs ~fore fall within the "joint and common• category of cosu that the Commiaion luu been 

requested to review by Public Law 98·277. 

The ITUIIIJ)Cr in which network cost is lllloc:atcd therefore is one of policy. rothcr than of 

pb)'Jicalsepan~laleSS. One service of the n.ctworil thus dOC$ not sub..idlze another, to the exteot that 

they eoch use common facilllles. These 11rc well-acc:cptcd conclusions that the Florida Public 

Service Commlaion has rqlCAlcd.ly drawn in se11itlg tclecommunic:allons roles, tu\d that oil oth!"f 

s1Atca have also drawn In setting lhci.r rotes. The Fedcml Communications Commission also views 

costs of local exchange networks In o similor mtu\Ocr, in its endorsement of the policy thatmtcs for 

services should be set bdween the stand·lllonc an<. Incremental cost of the service. 

AtiCilSt one of the loclll exchange c:anim. GTE. attempted 10 asscn through one of ita ex peru 

that economic theory supports lllloc:allna llll the costs of the loall loop 10 basic local service alone. 

However, economics In fac:t makes no such point. llnd there is no suppon for this view in the 

decisions of the Commission or of similAr regulAtory ogenclcs of other Sllltcs. Very few economists 

have pubHsbcd thought~ on the issue, ond none in the major ncadcmic journala of the profcssion.l 

While some economists. gencnllly those working for lncal cxchllnge c:anier1 such ns one or two of 

the experu offered by the carrie.rs ln this review, have ccboed GTE's position, G not much smaller 

group, such liS David Oobel and D. Marlt Kennel, cited in OTE' s Mr. Donner" s comments, ha''c not. 

The reason for the silence from economists on this issue is that economics is u behavioral 

1 ·Tho journal a I am lneludina u major academiC joumab are the IC<Idlnglhconctlcol journals: lhc 
A~Mrlwn Eeonomlc /Wvl....r, lhc Journqf of P<>lltlcol &onomy. the Quart<rl)' JoiiT"IfOI of &onomlc.J; lhc 
Joumcl of Pidlllc Eeonomks; and, for sood mcuurc, the JOlii'"IIOI of i.lltlf (Ill(/ &anomia. The olhcr mlljor 
laldemk: economics journals focus on quant itativc and econometric aniclcs. The joumoiJ cited by the LEC 
experts are tredc journals ln the "law and economics* area thlt do no1 focus on lloelldcmlc resarch in 
~ F«thls poinl.l researched lhcanlclcscited by tho LECs' cxpaU, inc:hwn11 biblJosraphiu,IJid 
lhc anic:les cited lhcrcln. IJid 10 on. 
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mlher lhM lUI accountingll(!.ieru:e, and has nothing to say on then priori elwilkntion of o com 

between different prodUCIS. Economic analysla begins after lhc GCC:Ountina. is done, onc:c: producl5 

hnvc com assigned 10 lhem IUid IDIII'kets for the: prodUCIJ arc: c:xlmlally defined. Economim hnvc 

not even resolved such basic issues liS the extent 10 which customers m11kc purchGSCs based ur<>n 

"opportunity COSI5." i.e... othc:r altC'I'I\Iltivcs available 10 them, as opposed 10· exWTIAl di ffercnces in 

taslel, IUid they have little inclinntion to. 

OlsinlCIUied CCCIInomim, practicing or>ly their craft, tn:llt loco! cxclumiJe carriers 115 

monopolists thai offer one service:. access to a :switched tclccornmunicalions network, nnd that 

attempt. as do all monopoli!IIS, to segment customers"' u,;!cr 10 maximize pro !its, by offering access 

to the swit.ched fCillUJ'C:S- vertical services· bescd upon propensity 10 poy. R.:gulotory agencies 

therefore ovcnce monopolica, in order that the services instead arc priced based upon their value to 

consumers. To M economist, ns long liS no other comJlMiCs can replicate local cxchMge nctworb 

or sub-parts thereof, monopolies continue 10 exist. nnd tbcrt arc no separate products. Only when 

scparntc compctit:ve markets arc created for sc:paratc bundles of services. 11 process which Wtluld 

force telecommunications carriers 10 mokc their O'W1l, accounting-based division of costs in ordc:r to 

determine product profitability, would economists lhow intcrHt In product c11st.s, nnd even then they 

would be interested only In the behavior of the carriers. mtl1er tl1un in the propriety of the division 

of costs. 

(3) Current ralu fCir basic rt'lldcntlalacrvlcc In Florida w~rc determined baaed upon a 

"aluc or suvlce ddcrmlnat.lon. Baaed upon lhb factor, bulc raldcnliat ,,tn in Florida 

c~ntlnuc to be fair llnd ftUOnablc. 

Hl 



specialized telecommunications consulting, sc:niocs and products; and (S) lAX deductibility of 

telephone expenses. Florida has tunong the lowestmtes in the southeast for basic business service. 

(Table 1.) 111is is a very good deal for Floridn businesses ot a n:asonoble price, o.nd most busiJICSSCS 

in Florida gladly take advantage ofit. 

Basic residential service is priced at the n:siC:ual needed to lWUte IOCII! exelwngc canicn a 

reasonable rule of n:tum. This pric:ng pnsctlcc is based upon the public policy of universal service, 

which rccognlzc.s the benefits to the community m o "hole oflts n:a.idents' unlverml connection to 

the telecommunications nclWOrk, throualJ n rule to• bnsic residential service that is universally 

affordable. Unlvenal service. and the public's suppon for it. is alrded upon scveml benefits 

provided to the public 111largc. First, universal service llddJ value to the IOCIII network for the public 

atl11111c, including those making incoming calls to subscribers, lind busiocsscs that have contact with 

customm through telepbonc service. Second, occ:ess to the local network also provides on 

opportunity for companies that sell other telca~mmunicatiuns services to nl , ohtnin busincM, 

especially long di!ltllnce companies, IIOd then:fort it is n:asonable and just for non-bnsic services to 

bear pan of the cost of tho network. 

Finally, IOCII! aetwork occcss is today an indispensable link to the world for miiHons of 

subscribers, p:utieularly for those who IIRI elderly. disnbled. or on limited incomes. The incn:asc: in 

mobility of American society over the past several decades. that has contributed dmmntically t.o our 

curTcnt prosperity, has been integrally facilitated by the cap..city of telephone service to continue 

rclnlionships with acographically separated family members and friends. Modem ltllnSportation 

would be far less developed IIDJ 11ttractive to its users withoUitclephoncs. Suourb livina. modern 

school districts, medlcalscrviC' , communications with employers IIOd businesses. tourism. and 
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c:ountlcss COflSW'IlCf services would be sevcrc.ly hampered wllbouttclcphones. The triiiUformation 

of our country from 11 collection oflocally·bcued .xiahborbood:s 10 a nationlll m~~tri.x of people hils 

resulted in 1 dependence on lbc telephone for lllllllY aspects of daily life. 

The lnfonnation related 10 the value of ba•ic residential service thnt the Commission luis 

n:colvcd Indicates lhnt thm: hu bccn,lfanything. n decreosc in the vllluc of this service In the past 

sevcnJ years. especially in the vi.ew of sub)cribert. Thia summer, the incumbent lnc~~l cxchnnge 

camera distn1Mcd a bill I._, dcsiancd by the Commiulon lhnt101ieited lubscnbcr comments on 

c:wm~t tc:lccommwlicatioos l'llcJ and char&cs. Scvcra1 hundred CUSIOmerJ responded, and, in our 

review of than, 001 one thought that raiJina \. .;.. raldcntlal ralcS would be jUS1ilicd. or lhnt lhc:y 

'YCre ~ivins more value: than lbcy were payina for In their tclecon:umlllic:ations services. 1n foct, 

almos all of the respondents fell lhntlhey were not rccc:ivina adequate: value: of service: ot cum:nt 

rates. The an:at bulk of the public comments rccc:ived by the Commission this autumn Ill statewide 

public hearings echoed this sentiment. The lncumbentlotol exchange comp~~nlcs' service quality 

rcvic:w scorn, compiled by the Commission and rt:leased hut ycor,lhowcd lhnt service qudily hlld 

slipped alann .. .gly in lbc previous year. 8cllSo~1h bucly rccci'-cd a passing ~ore, and GlT and 

Sprint scored leu than half of 1 panina ltore. Complaints about "slamming." the: unaulhonu-J 

switching of canicn; "cramming," plxing unauthorized c:hnr&cs on bills: and olhc:r coruumc 

complaints about tclccommunications service hove s~yrocketed In rcc:cnt yCDrS. 

The Incumbent lOCIII exchange: compnn les' n!UCrtcd in lltis proceeding that the vuluc: of 

residential aervic:e luis increased in rcc:cnt years chicOy bccau~c of the: incrcuscd usc: of phnrn: lines 

ror lnlernctll\lCCSS. Since lntcmc1 usen pay for lhiJIICCCSS through \\'ell brt' .vscrs, though, it is 

inappopnaiC 10 attribute lbc vt:~UC: ofthisJJCJVIC:C pnnW'II) to local cxchana~ nctwcrl.s runhu, the: 
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relev~~nt question for value of service review is the relative value of one service to another, and there 

is no indication tluu Internet access has bene filled re;sidcntial subscribers proportior.11tely more than 

btmnes.s subscribers. Finally, a very substantial number of households do not access the Internet. 

Use of the networks for basic telccommWJicctlons service docs not benefit, and may be !;npaired by 

the demands placed upon the J)'stem by this new US4gc. 

Use of"voluc of sct'\'k •" criteria should lend to telcconununicclions rates ut nboutthe current 

l'li1CS for these services. Present mte caps wen: set Msed upon a value ofservic.: review that reOccud 

state policy, and the relatiY<: value ot'n:sidennn. <~Crvice has not Increased in recent years. l'or the 

Commission to reinterpret the meaning of "vAlue of scr.<ice" would. in our view, constitute a 

WJeolled for policy-inspired departure from the criteria for the mte study speci fied by Public l.aw 

9&-2n. 

(4) Florida's ratet for bule raid~ntt•lservlee have b«o determined In the nme way u 

have rat~ In o .. er states, and arc comparable to them. Differences In rates between thestatcs 

could not be deflnllivdy dct~rmlned, bot appear to be related to diiTtrcnccsln cosll. f1orlda 

bas tduommunltallonJicoJi advantagcsthat result In lower residential and business rata than 

in other local state~. 

Florida. like other states, currently prices loclll phone services based upon value of service. 

Basic residential service has been priced Ollhe residual needed foro =.sollllblc mte of n:lwn for the 

phone companies, nner prici.ng.accordingto consumer value, aeceJS to long distllnce,through access 

charges; residential vertical services; and businas services. 11lc other stales in the southeast. nnd. 

to our knowledge, 1111 other state' ltovc act mtes for basic residential service in the same way. For 
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that reason, rates in other Sl&lel arc similar to those in f-lorida. Moreover. all of these statea' rases 

demonslnlte o sUite llOmmitmall to unlvcnal scnicc throu&)l low bu.lc rases. 

Florida'• buill ruldtntlalllll'Viee rate~ arc aenerally similar to those of other SUiteJ of similar 

size. (TDbJc 2.) Of the six lqcst SUIICS. all hAve bAsic rates in mAjor maropolillln lll'CaS that arc 

lo\\uthan the $1 1.81 per month that GTE clwits in the Tampo S.y area. Only In New Yolt City 

and puts ofCaJilomia. wben: the cost oflivina ;l u much as twice that of FloridA cities. arc basic 

residential rates sianlficanlly h'cber than in Florida. These Sl&les abarc in 110mmon with Florida 

large llOncentrutcd populatioru tiUil. allowina for llOst-of- llvlna dlfTerences in prices. offer similar 

local tdccommunlcations marltC'IS. • 

In the southeast. the mclropolillln areas of other states hAve hlahcr b:lsic: ~ldcntiol scrvic:c 

rate~ than Florida. but they abo have hiaber bu1c busUlCU ratcs as well. and arc p1Aus1bly explained 

by higher llOSIS. The basic: business rates arc steadily about two nnd o hAlftimes 115 high 115thc basic 

residential role$, somcti~t~C~ alittlc hiaber. sometimes n little lo\\u. In AI&Nma. for example. the 

residentiol rate is $16.30. and the business rate is S40.71 The difTerenc.- on the rules can b.-

Attn bl.'lcd to appar. 1 difTcta~te~ in c:os1. In each of these Stales. the pm:all48<' of resident$ who 11\-e 

in rurul areas is twic:e as hiah u in Florid!! . ..nd the state populations an: less thAn lullf Mor<Over. 

the differences in mtc:s are proponionolto how ruml the state is. and how small i" population is . 

(Tublc 1.) Florida should not aivc up its llOmpanuive cost advantages in tclccommuniC4tions 

• • h is difficuh to _,pare buic reslclcnUII ICf' o« rsJa prec:lxly in OIMr 11&1~ bc.couor of 

d1ffem>ecs in S)'llem c:osu and rate JltUCtllres. l1lm: an: differences in !he JIIU..~re • f clwan. and in lhe 

po:valenc:c of unlimitod ¥CnUJ mcuwed ICI'Vic:c. In lOme rnc1r0p0lilan areu. residcnualacn icc ID "'"' 

customers now u offend only on • measwcd ICI'Vicc baslt Ouic businus rates '" 1ht- • mtes .,.. 1101 
comJWllble to thole In Florkle b«aux tbcy do 1101 tJwc Flond.l's requirement that• n 1 month I) rate be: 
ovalleble 10 buslnCSJCS. 



pmctlcc include the pricing of automobiles, compul.et1. cellular phones. no-load mutual funds, "loss 

leader" grocery ltenu, credit =ds, and estimntc:sof competitive services (typicnlly given for free). 

Bnsccl on a review of other ITUIIitets !hat are competitive, you would expect thnt compcthl\'c 

telccommur:licotions IIUII'kets would func:tion bnscd on ofTmns c:uy IIC<"CSJ tn the mnr\(cl$ 1hrough 

low bo.slo mica. Whontolctphono 110rvl"' ,.,., otlllllruggllng for cu.stomers. competing on a more 

even plODC lhlln today "'1.'1 other forrru of communicotion auch a.s letter writing a.nd personal visits. 

and before the telephone occupied its present unique role baJcd upon unl vcr:~al service. phone rates 

indeed were kept low in order to attniCI sub~ """n 10 the network. 

It thc:rcforc: should not be JUrprising thnt the competitors to the incumbcn1 I.ECs in Florida. 

the Florida Competitive Carriers Assoc:illlion, are opposed to lhe raising of basic residential rates 

prior 10 the prcscna: of competition in local exchange ITIIIIitet.s. They sec correctly !hat a signifiC1111t 

part of the additional revenues the incumbent LECs r.·cdvc from the mtc inci'CIIScs would be used 

against the competitors to lower the price of other sen• ices in ordc:r to fend ofT competition. In thc:ir 

preliminary .:..~mment IUbmiued in this proceeding, the Association siBted: 

.... Sijlnilicantly, an cnlranl to lhc rc•idcnlial local cx<>hangc m•rkct will •imilarly 
view customers by the total potcnlial n:vc:nucthe customer represents . ... The goal of 
a competitive entrant is to win t:USIOmers. To the ellttnl Iiiii the prevailing pricing 
strategy Is popular with <:onsumcrs, the Commission should expect thnt it will be 
mlmlc~d by entfllnts (although with lower ov<rall prices) • 

. . . . JFJundomcntallO the Association's position. however. is that the Incumbent IO<l81 
ex<lhange companies should not be permiued the OcJ~Jbllhy to restr•"'tun: their rates until 
competitive ahcmatlvcs exist. No m«r4et·basrd rebalancing or nues can occur unlrn 
a mar~t develop!! first. 

The LECa' focus on lhe bAsic n:sldcntial rotc Alone oiS lhe prinwy inccnti\'C for competitive 
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into oecount. (fable 2.) 

Competition. for competition SAke's lllone, is o hollow, empty 11ll111tra that desenu no 

credence from Floridions. Whether we hnve competition In loc:al exchange networu in Aorida 

should depend entirely upon \\lbethcr the public overall will benefit. Florida should not give up its 

nnturol cost ndvantoges fortelecommunlcntions ser,;ccs through higher phon: mtc:s,just so thl!t non­

incumbent LECs can duplicate Sc. vices aln:ndy PfO'~ded, but at higher rates. 

Cum:nt pricing of loc:al exchange services in •' lorida appears to be eminently fnir to local 

cxchanae carriers. 1be costs of providina loenl exc1 '"Se service do not appear to hnve increased, 

nnd mny hnve decreased, over the p11SI severnl years. Florida LECs hnve mainlllined or inc:reascd 

their subslllntial profitability over this time. 

Each of Florida's three large LECs reported in their 1997 annuo.l reports that their non· 

depreciation expenses hnve remained ncnrly sUlliollAI)' over the post three years; and th4l they 

subslllntinlly increased their dcpreeiation·related expemcs in the founh quaner of 1995 aJlc:r opting 

out of rotc regulation CD.rlier that year. The LECI reponed tbnt they made the accounting change not 

bec:ause of incrc:o.scd costs, but rather to l:l.kc odvwuagc of no longer having to follow regulatory 

guidelines, and thus being able to inen:nse their depreciation allownnccs, and consequently capit:ll 

expenditures. in order to bener position thcmseh-es compctitively in subsequent years. The result 

wns that the Florida LECs reduced the estimated useful life of mueh of their infrostructurc (cable, 

circuits, switches, etc.) by a thind or more; lOOk massivcextroordillAI)' charges in 1995; and gcncrnlly 

incn:nsed their depreciation llllownnccs in subsequent years. In spite of these large nccoun1in~: 

adjustments, Florida's three lnr0 e LECs continued to be highly prolitnblc. rep< nlng pre· tax profit.s 
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in 1997 of11tleast 32 pen:ent.' Florida LECs llUIY petition !he Commission for a rate increa.sc: if !.hey 

believe that "cir<:urrutances hllvc changed substantially [since Florida's deregulation of locul 

exc:bangc service in !995] 10 justify any increase in the rates for basic locoltclcc:ommuniC4lions 

services," F.S. §364.051(5), but no such petition has been filed. 

(6) Tbe lncumbeat loeal exchange urrlen propoJe "rebalancing" rate~, through n lalng 

baJic raldeatisl ratct ud lowtriagotherntes. Rahct In bulc rctldc.ntlal n tCJ would appur 

to make telephone aervlce unaffordable for many Floridians, particularly low-Income and 

elderly puaolll, bued upon a 1urvey oftelq~bone JubJCriben conducted by the Commlulon. 

Lifeline program partl ·lpatlon In Florllla n:mainJ at only about 2% of all ruhlcntlal 

aubacrlben ofbulc aemc:e, and bu actual ly dtcllntd for the put ~·o yean. 

1- Consolidated Statements of Income and Note$, in 1998 10-K repom 11997 Annual Reponsl of 
Bell South Telecommunications (Note M). GTE Florida (Note 2), and Sprhu-Fiorido (Nate 8). u nlcd with 
the Securhle$ and Exchange Commission. 

OellSoutb Tclecommunlcat.ions {BST) reduced its CJtimatcd economic asset live$ of ita digital 
switching from 17to 10 )'QI'S. and its ocher circuits from IO.S years to 9.1 yean: o f its buded and aerial 
metallic cable from 20 to 14 yean; and its undcrgrcu.'ld mc:1allie cable rr-om 2S to 12 ye~~n. As a mull of 
the accounting switch, BST posted on e•traordlnory charge in 199S of$2 ,71 8 million aficr taxc:s. DST's 
dcpm:iotlon and amonl:r:adon roto from $3,06S million in 1995 to SJ.332 million in 1997, while ill other 
regularly oc:c:urring operating capcnse$ rose by two pe=nt. Bsrs prc-tu profits in 1997 WV<: Jl 1% . 

OTE Fl..-ida reduced ill avenge depreciable lives of copper from 20-30 years to 15 years; of 
switching fron1 • 7-19 years to I 0 yeart; of circuit front 11-13 yean to 8 yeaN; and llbcr from 2S-30 yoars 
to 20 years. AI a nosult of the accountingswlteb. GTE Florida posted an extraordinary charge in 199S of 
SJ74 million after taxes. GTE Florida's ~-prcc:iatiott and amonil:ation roto from SliS million in 199S w 
S3S8 million in 1997, while ia otberopcntina coru end cxpcntcs rose by one pcn:cnt. GTE Florida's prc­
llllt profits in 1997 were 32.5%. 

Sprint-Florida dl~~eontinued uJing noguiAtory dcprecltllon standard$. but did no• Jlsclosc In it~ annual 
rcpon the company'• rcduetlona in usee uscfulllv.,. As a rc:sult of the accounttng av.itch, Sprint-Florida 
posted an CX1n0nlinaryc~c in 199S of$139 mlllim aRcrWC5and ocher adju.runenb. SJKint-Florida's 
dcpreclatlon rose from $221 million in 1995to $247 million In 1997, while il.l other regularly occurrin.s 
OJlCI•ling CJCpcnscs rose by four percent. Sprim-Fiarida's pi'C'• lax profits In 1997 w•re J I.!'Y • • 
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encoW"Ogcs competition, u we ha\•e sho~n; and the COSl aliOCiltion. c:onttary to the a.sscnion of at 

least one: of the LECs. OTE. does not have the: support of economic theory. as we hove olso shown. 

All phone servi.ccs, not just basic: servic:c:. usc the loc:4l netWOrlc.lllld require the funetioning 

of the local network to be opemble and of economic value. The IOCill network is built o.nd physically 

designed to fully facilitote all of these .: .. rviccs. It would be incqultoblc: for local exchange 

companies to build loca! •'l<ehange networks designed to facilitote all of \hC$C services, and then 10 

arbitnuily o.uign almOJt all of the networks' ... osu to basic: service alone, or to some other scrvic:c:, 

Gild 10 charge QJS!Omct'l accordingly. 

B. AlfordAbility ofLEC Pmooal. 

The: proposal of the LEe$ 10 rllitc: basic residential rates would have o deva.stotiug effect on 

the affordllbUity of residential service, and. c~ttris porlbuJ. would end universal service in Florida. 

In the CQmmission 's own telephone SW'Vey of ovct 1,500 111tepaycn in Florida. over 7~. of all 

subscribers, , myoflhcm elderly or low-income. Sllid they would discontinue their oo_,;c residential 

service if the l'lltc wa-c increucd ju.<1 ~2. ThiJ would lower Florida· s telephone subscribership tv 

the lowest percentage in the nation. An additional 20% of the rcmolning subscriben mid that ll~~:y 

would discontinue basic sel"'ic:c: when the mtc rose by $10.' Rcgotdlcss of the cvcntunltrcnlmcnl 

1 • Thac IUI'Iey rcsultJ WffC "'1'0'1t<l hy OOih the Attomey Gcncrol and 1\ARJ' e><t~• '" thi, 
proceed ina. FPSC miT made avolloble t11o survey results only in a form that10quired funhcr extnction by 
• SAS or equivalent dat.tbue proanun. which we do "ot poucsa. W c corroborott<l the repent<! findings by 
reviewing the apreadshcct runa that hod been conducted by AARP expert Mark Coor. •· The rcaults repomd 
bytheAllOmC)'Oeneftl and AARP arc ~~p~~rnX.imi!Ciy similar. and bo4h ouppon th• condusi<>IU dlscu~ 
In the tcxl. '1'beno arc addilloNI..nai)'Sc:torthc data that would be relevant co out c.hcnu. bul. wnhoutacc:css 
to the complete survey re~ultJ, we we>rc unable to conduct them within the time CQIIfioes of prep.tring this 
comment. 
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of this swvey, it is lnc:wnbent upon the Commission. lind the Legishllun:, 10 listen lind act 

occordillgly when so 1111ie 11 percentage of n11epayers say thlll higher basic I'C$idcntial roles \IIOuld 

cause them to disconnect from telephone service. 

The f~elor of"affordability• in thc Commission's n:view of basic n:sidrntialn11es in Florida 

provides a balancing factor against raising basic roles forothcrn:asons. under which the issue ofloss 

of subscribers, orotherCUSiorncrlwdship,causcdby rate incmucs would be weighed ngllinst public 

benefits, if 1111y, obtained through raising basic rates. Consideration of nfl'ordobilily impacts would 

Cl!so invoi~'C n:vlew of 11hemative 10 ISCI01S·the-bonnl role incn:DSCS that would nol hBve these 

impac!S. 

By "nfl'ordability, • FLORIDA LEGAL S:!R VlCES believes that the Legislature intends !hot 

the Collllllisslon look at how c:bar.0 ..,. in b.o., <ervicc rutcs, partlcul11rly increases. mny affect the 

niTordablUty of the service for cwtomers. We ~lievc that then: nre three major i ssu~-s for the 

Commission to consider in addressing this factor. Fim, 10 what extent would basic nile incn:IISCS 

lead to CUSiomers discontinuing basic residential service, and whBI would the consequences be of 

this? Second, how rrtighl rises in the basic n11c nffc.-cl cUJtomcrs who nre able 10 retain their service. 

but with difficulty. IUld what would be their pereeptlon of the changes? And tho rd. how v.ould 

customers wh re relatively UJUJITccted by basic role incrcoscs perceive basic role lncn:uses. Md 

would they too consider the new nileS to tv. "unaiTordable?" JU<111cd by these crilerin. we believe thlll 

incrcoscs in basic roles nl this time would result in the highc.r roles being "unaiTordable" 1o mnny 

cWTtnt telecommunications customers. 

The current nues for basic residential tclccommunicalions service in Florida. currently about 

$1 0 toS 12 per month, ate niTordablc to mnny hou,thold5.11S evidenced by their subscnption 10 hluic 
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residential scrvi~. Howcva-. many low·incomc recipientJ. especiAlly those who would QW!lify for 

pubUc assislancc, CllllllOI afford telephone setVicc even a1 lhesc rotes. In the only rcpon of which 

we are aware on public JWistan~ recipients' subscription to telephone service. o 1989 n:pon by the 

Federal Communica.lioos Commission,• 31 pm:a~t of households !hot rece;ive food Slamps do not 

have telephone service; 28 pen:cnt of households !hot m:cive wc:lfan: OS pon Of their household 

income do not have te!-.obonc setVicc:: and 21 percent of households in public housing. or in receipt 

of federul energy assistance. LIHEAP. do not have telephone service. 

Every dollar rUe: in the monthly bast rcsidentiolmte mCIIllS S 12 Jess in phone customers' 

annuol budgets, and will force some customers to !cove. Few low·iO<".ome households have sovings 

they Cllll draw upon, or unneces5al)' expenses that they can cut. Some do ool have $12 extrn per 

year; more still do not have $24 extra per yCIU'; and so on. Those who will P'lY the in.:=~ may 

buy less medicine for themselves. or less oran11e j uiee for their children. Rllising b!!Sie mtes to $20 

or more per month, which would cause households to M\'C to pny mon: than S I 00 per yenr extm for 

telephones. icc. woul'd cause basic service rates to become unafTordllble to mnny households, and 

should be expected to cause a widespro;ad exodus of! ow income households from telephone scrvi ,;c. 

Rises in basic locnl telecommunications rates would hilve dcvostating effects upon the pubhc. 

The rcosons for this derive from the 114tun: of telephone service itself. Telephone service is 

nt-<lolutely villll w hou.seholds in todlly's society. Yet despite the gm~~t tmponnncc: of being 

connect.cd to the telecommunications networ~ , lclc[phonc iervie" is among th" m•ln: likely CAndidates 

for elimination from hou_<chold budgets 'hould basic rates rise, for two rt'liSOr-. first, the value of 

1 • "Telophono penetration and houscltold fomlly chonoctcro.t lcs." FCC IJooekct No. 87-339 (1919) 
We anaclla "'OiY of a recent an lei on thlJ subject that dlscuJsct 11K> results ofll>il FCC repon. 
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telephone service is shared bctwttn the telephone cu5tomer ond those who cornmunicnte witl1 lhc 

customer through the telephone, so that the 10141 value of telephone service is greater than that 

derived from lhc customer alone. TIIC losses assocl:lled with lenni nation of phone 5ervicc borne by 

relatives who 11re no longer 11ble to conlllclthe cuSIOmer; by businesses llultlosc profits bccuuse they 

l1l'C not caiJed; and by communities that suffer from unemployment, lack of school oucndnncc, ond 

health problems fostered by lhc lack of phone service. arc not fully considered by lhc customer when 

service is tenninalcd. 

Even more impotl.'ntly,tclcpllonc service it used inlmllittemly. II is lhe most vah11ablc of all 

consumer goods or services when it is needed n1ost, but 111 other times may not be used ot all . 

Households that 11re on very tight budgets n . • ., !'IIY for housina. power. wotcr. nourishment and 

medicine, or perish. Phone service, compared with lhcsc expenditures, is not as immediate, and is 

more easy to tcrmlnatc, than these other expenditures. and so Is more likely to be discontinued if its 

mtes riJC. Yet lhc consequences down lhc road to 11 household "ilhout telephone service arc 

disastrous. Low-income households without telephone service have: difficulties SUlying employed, 

keeping children in school, and stnying connected wilh sources of suppon lhot con o.ssi.st them in 

escoping JIO' ty. Tiley become lrllpped in unsllfc and unheo.llhy neighborhoods. The ill hun more, 

isolated by themselves. The elderly olmply die. 

Evc:n many households with income several times lhe poveny level, though. ore on very tight 

monthly budgets. Expenditurcs for family members. pets,ll'llnsponlltion and oui.S1anding debu hnve 

ocrtJmulatcd for many households to barely mWUigcoblc levels. or beyond. TI1c raising of bo$ic 

telephone mtes,IO lheKhouscholds. means eallin& mom less oficn; foreaoing o favorite rccrc~tioMl 

activity; or putting ofT needed cor repairs. Rises In basic I'IIICS mUSl be pereci''·<~to be necessary in 
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of telephone subsaibc:Ts Slatcwiclc: do. M~ distmsingly, pruticip;uion in the: proiflllll hns steadily 

decreased over the put two ycrus. lifeline definitely is not a viable protection for moSt persons 

adversely afTCCicd by higher bAsic rcsidentialmtcs. 

We do not have any information on pnctit:CS of the: LECI that may be diJCOuruging Lifeline 

participation. There ore several other reasons for the low participation mte, though. Approximately 

half oflow·inc:omc non-participants do not qualify lor Lifelinc/Link·Up assistance because they do 

not meet the Florida prognun reqw-ement of receivtng one of a number of public benefits. The 

remainder are required to initiate thciT eppli.cation to the program, aru1 there orc many reasons 

common to nonparticipation in any public benefit pro. TMl, including I liCk of knowledge, inability 

to apply, pcr$0nal ovenight, pcr$0nal circumstnnc:cs, and so on, why the rcmail'~cr of non· 

participant$ foil to apply to the: Lifeline prognun. As the Ufellne/Link·Up progrum is currently 

structured in Florida, it will be provide insufficiently llVIliloble relief to low· income customc.-rs 

affected by increases in basic residential service rates. 

2, Subscribe!J(hjp mtcs in neighboring :sou1hc1151 states whb higbcr twit resjdemjol mtcs. 

The LECs also cuscn that the rise ut telephone subsc:ribership over Ute pnst ten yc:ors in 

neighboring southeastern Slates whidt have higher basic residential mtcs shows that inci"C4SC in nstes 

wi ll not discourugc telephone subscribership in Florida. In none of these Slates. though, WILS thrn: 

n rise in telephone rates that would cause dlscoMcctions. When we compon:d chnngc:s in tclerhonc 

subsc:ribership in these: states to changes in rc:al innatlon·adjustcd median bouschold income over 

this period, we found, first. that nationally over Ibis period there was a slight increase in telephone 

subscribc:Tship independent ofinc:umc. Chungcs in individual states' telephone st.bscrlbcrship mtcs 
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be ofrxt lhrouah lcsxr expmditWTS on •'atical senicc:s. We h4•e "'"""~ the oourcc• of 

Information titc:d by 11~ I.ECaln turPOn oflhc:or o.ucnlon, outlined below. u.nd rondudc, for !he 

reasons given below, !hat the: data they cite do not show !hat low-income 11nd Ufelinc eligible 

households would beabletodrawprotcc:tioo from ina-eaxd basic resldc:ntial111tes tbroughdccreascd 

purchases of vertical scrvic:es. 

a, FCC exoendhua: dqto. 

One of !he LECs, Sprint, D.SlJCnc:d that FCC dal4 on telepho'IC cJCpcndilures shows lllll1 abu .. t 

halfoflow-incomc subscribers' c:xpendillln:l for lne~ltelecommunicalioos service IIIC fornon-buit 

services. The FCC daUl n:fm-cd t<~. contained in lhc FCC's Reference Book, ho"'..:ver, makes no 

such inte:rpn:Ultion. Thc FCC obtains its infomution on telephone expenditures from the Census 

Bureau's consumer expenditure survey. The sun•ey cul.s tur cxpc,nditure• in a number of brood 

eotcgoriea for !he: pwposc of determining whether !he catejlories should be included in the Coruumer 

l'ricc Index.. Telecommunications expenditures can include nny charges on bills.mcluding p35t due 

payrmnts, late clwves anJ penalties. connecuon dwges, etc .. u.nd C4l1 even tnclude non-billed 

expenditures such as calls from toll booths. Thc 1997 Refen:ncc Oook indrcatc• in footnolcs to its 

consumer expc,nditua: tAbles lhatlhc telephone eKpcnditures include non-billed expenditures, nnd 

llwt the monthly expcndillln:l of households with telephone setvice include nn) char11e thnt might 

be on the bill. The daUl Jimply don't itolate "'hc:ther lUI) of !he: expenditures IIIC for venical 

services. 
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b. LEC l!llm'S ofsub,cxjbm. 

OTE ond Sprint c:a~:h Indicated tbAt !My had wndlld.Cd surveys of their own customers lhnt 

included a detcnnlnntion of subscription to vertical~e~VIces, and that thcs: surveys showed thnt n 

sisnifiCIIllt number of low-income subscribm purchased \'atlcal sa'\~ces. '!'he GT£ sunoey. 

howe">-er, diffc:n:ntiated customm not by household income, but rather by n:sidenu in a Census atQ 

that. nlmostcen )'CBn aao. was considered luw·income. Sprint did not know how the survey was 

wnductcd, its scope, or v.i "'it asked, havlna commissioned o consulting fimtto conduct it. but 

believed that the survey dc:siiiJUiled u "low income• hoUKholdJ with less thlln S2S,OOO nnnuaJ 

income. Sprint did not prexnt enouah informa 'nn to allov. a aW!bility evaluauon of its results, 

And most housebold.t with income less th:m $25,000 in FloridJ are not low income. Neither survey 

isolated low income subscribm. 

GTE also referred to a survey of telephone subscribers conducted In Cnlifomio ollcr the 

Increase: of basic raiC$ in thnt state earlier in this dccnde. that showed linlc chon11e in ~ubscribcrship 

levels. Howc\'tt, any subscriber in Call fomia v. ho was ad' cncl y afT~ by the nne mere45CSoould 

self-certify for , lusioo in the state's Lifeline program, And,liCCJOI'dina 10 I CC data. subscribers 

receive a partial rebate of their monthly ~!cpl>onc balls from the state. Such means ofl~scning the 

impnct of a rate lncretUC are not avnilllble in Florida. 

r. FPSC staffjoqujrig ofLECs pn Lifeline Jubscnl!m 

Outside: of the proc:css for this proceeding. and then: fore v.ithout the opponunll) for mterested 

parties to review the dato during the tcchnic::ll workshop for this report, FPSC m 'i oukcd U:ls 10 

IdentifY th.e "llllcilwry services" subscribed to by l.ifclinc customen. 11K- LECs reponed thnt 
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su!>stribctshlp to "6neillary serviees" WIIS higher thM the subseribership levels for vertical serviee!J 

by their entire residential subscribenhip. When we looked 111 the questions IIJld responses, lhoua/1. 

we are unpersuaded lhat the sub:scribership of Lifeline eligible households to vertical service~ Is 

1111ything ncar the reponed Ievell, for the following reasons: 

I. 'Tbc: LECs wac free to detcnninc wlultto mcasun:: as IU'Icillary savices IIJld wlultto include 

i·n anc:illazy services cxpcndltures. All the LEes supplied '''en: conclusory tAbulations, without 

explanation of their derivation, that would support the policy positions that they arc ,.cry strongly 

advocating. BcllSouth did ' uaeb a liJt of scrvit:cs it laid were included, but the list appcnrs to be 

out of dille 11t1d for illustration only, llS at least <1nc of listed scrvl.:es. Calling Number Delivery 

Blocking, is obsolete acc:ording to iu tan fT. 

2. Given the OTE and Sprint ~tudlc:li, we do not believe tlmtlhc LECs actually have dnt.a on 

subscription to vertitnl serviOOJ ·t114t C4f1 be brolcc:n down by cunomcr cotcgory, and believe that 

what lhe LECs actually reponed was lhe Incidence Md extent of n.dditionlll chMges nod services of 

1111y kind on Lifeline customers' bills. We regret thotthe stoiTsurvcy and Its rcspnnscs could not he 

openly reviewed in the technical worksliop hdd in this proceeding. 

3. The Lr responses UppeDitO include participation in tol l blocking. D parlor the Lifeline 

program that o.ssurcs non-discoROCCtlon nr' service, as an "MCillary service.· Subscribership in 

:ancillary services was higher thnn for toll blocking for every rc;portlng LEC. 13c11Soulh's t.arifT 

provides that toll-blocking isa vertical scrvicc,ll!ld that Lifeline subscribers who sign up for it would 

rece ive the service, but not be chArged ror it. When you remove p.nttlcipntion in lol l blocking rrom 

" ancillary service" subscribcrship, there is o dranunic incrcllSC in this subscribershlp. Other 

"nndllory 5C1VIccs" that migl11 be Included in this lDbuJatlon, but ore not paid for by subscribers in 
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assistance, such asroUegc $lUdenls and elderly patents living in assisted living or with thdr children. 

In addition, the survey asked, in approximately Augusl of 1998. for "your family's household 

inromc . .. in 1997. • Typically, slis}ltly more than 11 quaner of all adults who arc poor in one year 

arc not poor in the following year.• Another group of pcrooru would have temp<.>rnrily =pcd 

p<.>vany at the lime of the study, but would be considered in poverty for the year 1998. Finally, the 

confusing wording of the income question, npr=tly asking for income ollributcd to either "your." 

"family," or "household," led to fully one iu five of the respondents not being able to answer the 

question. Taldng into ~unt oil ofw~· .... ~•idemtions, it is likely onc·ho.lf of the "low income· 

responses, under S 10,000 income in 1997,octuo.lly were not low-income at the time of the sun<e)'. 

2. Many of the vertical services thAt were asked about c:uuld hove legitimately been pnid for 

by respondents on o monthly basis without their subscription to 11 service likely to benefit from "rotc 

rcbol11ncing." Call forwarding is avniloblc for Sl u month in florida where one specific number. 

such os for o relative or friend, is designuted. Low income persons oOcn regularly rely on such 

indi viduo.ls for their own core and for the care of their children. Unlisted numbers ore available for 

less than S I per month from Bell South. o vuiWible service for libuse victims. Three· way calling is 

availtlblc on a per-call basis, for SO. 1S per usc. Voice message service is an obvious expcnditW'C for 

households that needs the recording of messages, but cannot afford or othen•·tsc cannot purchllSC or 

opemtc an answering machine. 

'· "Dytwn~ofllconomic Wdl-lkina, Poverty 1991·94." C"llfT~ntl'opuloiiW.. l tJ><>NJ, U.S. Bute4u 
of the Ccnsua. The study found thA. 26.8% of all odultJ who "ere poor In the first year of thc study were 
not poor in the sc.:ond. 
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3. SW"Vq' respondents were selected, in pun. based upon the ability of surveyors 10 contact 

them by telephone. Households with call waitina are easier 10 contact thnn other households. and 

more likely 10 answer a survey if they m- expeclina 11110ther call. The percen111ae of households 

surveyccl wbo indicated that they had call wollina. nbout 60%, was subJilllltilllly higher than the 

pc:rccnl ofhoweholds that the LECs indicated In their responsc.t to sllliT dalll requc.tt4c re..:ive CAll 

woltlng. about42%. We believe that CAll woitlna CAtJAblllty Is responsible for most ofthls disparity, 

and that households with o:all waitina capability II1C abo more likely than avcrtlge to sub$cribe to 

other pmnlum KtViccs. such as caller 10, v. hether on an ala cart(! or padulge lwiJ. 

4. Addjtioo ofsubszibq line chAms jo th< l?IOJ 

Two asJCttions by LECs, that telephone subscribers/Up Is affected very little by IncreASeS 111 

b<ule reJidcntial l'lltcs, ond th11t the Addition of tl1c: subscriber line c:J~~~rae in the: 1080. did not 

decrease subsc:ribc:rship, both are based entirely upon dnw collected by the FCC In the time period 

1984 to 1988 in about SOO arc:as around the country. The data. though. do not support the LECs' 

assations. File~ the S3.SO ao:ccss charge "''LI phased in bct"''CCfl 19841Uld 1989, and durin11 the tune 

period of the dalll did not exceed an averaae ctwae of$2.67. Second. the s1udin cited by the LECs 

do not measure significant parts of subscribers' hills over that period that a.:tuoll) dc.:reAJCd, such 

as charges for many subscribers' purchrucs of their telephone equipment in 19K4 due to rej~ulatOr)' 

chlll •es. and the reduced use of tclephnnc lc11Slnt> over tllat period: w~tl <.to 11<1t nccount for 

dlfTcn:nces between the plocc::s surveyed thut mnynccoum for difTcn:ncc:s in subseribcrshlp between 
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In SW1UTIIII')'. IOCIII exchMge network.! are built 111\d designed to facilitate all 

telecommunications services, not j1151 basic service. The functioning of nl l of networks resources 

is nc:ccswy for lhe opcnuion of each service. Nct,.,'Ork costs there: fore: fall within the "joint and 

common• category of costs that the Commission bas been requested to rc:view by Public Low 98· 

277. Alternatively, current rates for basic I'Cllidentlal service ore "fair and rc:usonablc" becousclhey 

fall within the SWid·a.lone 111\d inc:n:menul costs of basic residential service. and the rntes arc: set 

based upon IICc:q>ted SU\t' policy for the sc:t.i ng of such rates, the "value of service" methodology. 

The lllllllDe:l' in which nctwQr\: cost is a.ltoca,cd lhcrefore is one of policy. rolhcr than of physica.l 

separateness. One service of the network u• • docs not subsidize another. 

We objCCI to the usc ofbypolhetica.l cost models, such liS lhe LECs propose. to estimntt costs 

of basic residential service. rather than actual data. When rules for specific consumer services an: 

being determined by regulation due to the presence of monopolies, liS occurs for bn.si~ residential 

phone service in Florida. cost ~culations that "ill be used in setting these rilteJ should be based 

upon actual costs ruther than hypothetical cos!S. We also believe thnt the ptoCC$5 th3t the 

Commissioa nd interveners hnve hnd to review the submined dntn and studies, nlthough in temu 

of time limitotlons as much as lhc U:gislaturc penni tied, is wholly insufficient to arrivc 11 111'1 j 

definite conclusions as to cost.s, even if the appropriate doto were supplied. 

Florida. like other states, currently prices loca.l phone services based upon ••oluc of servtce. 

B'lSic residential service is priced Ill the historicnlly-detennincd residual n .... dcd f<>r n reASOnable rotc 

of return for the phone companies. oficr pricmg, according to consumer value. nccess to long 

diSUlllCC.Ihrouah access c!wges: rcsldcotlal vcrticnlsc:rvices: 111\d business services. Florida· a basic 

residential service rotcs. nnd basic bu~incss rntcs, ore comparable to those of other stoles of sirnilor 
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proposal is inequilllblc from a functional perspecli\'C. All phone scrvicc:s, not just billie service, usc 

the local network .• and require the functioning of the local network t.o be operable 1111d of economic 

value. The local network is built and physically designed to fully facilitate all ofthc$e services. It 

would be inequitable for local exchllllge companies to build lotnl networks designed to facilitate nll 

of these scrvicc:s, and then to arbilnlrily IISSign elmoSt all of the networks' colts to biiSic 11ervice 

alone, and to c:Jwa:e customers accordinp.ly. 

The nllocat!on of local exchange cost:• proposed by the LECs also Is unreasonable because it 

supports unfair monopolistic practices. an<l ioes not further leaitimato public issues, such I1S the 

development of competition l.n k • : : ~"d"" ... ' service in comparison with other states. Pricing biiSic 

residential rates based upon the LEes' proposed coSt allocations would be: on unfair monopoHS1ic 

practice. BBSic residentiAl customers alone still nrc monopoly customers of local telephone 

customcrs,lllld therefore need continued regulatory protection os is contnined in Florida's current 

price caps on b:lslc residential mtes, nnd on the amounts by which the mtes may be increased. 

Florida LECs mny petition the Commission for a mte inerc:asc if they believe thnJ 

"circumstar shave changed substlllltially (since Florida's deregulation of local exchange service 

in 199S I to justify nny increase in the rates for basic local telccommuniCD.lions services,' F .S. 

§364.05 I (5). This offers incumbent local excluu!ge companies 1111 odcqunte opportunity to ob:nln 

nile increases if there is Cl!USC for them. No such petition hns yet been filed. The Commission is a 

far more appropriate forum than the Legislature for eonsidcmtion <l f such requests In ~~tcur, 

cspecia.lly because ba•ic resldentlnl service subscribers continue to receive service from monopolies 

that need lO be regulated by the swc to prevent nbusc. One issue the Lcglslnturc moy wish to 

consider, in re3ponsc to the only concern expressed by the LEC5 thai \\T found to be possibly 
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lcsltlmatc,ls whether 10 chnngc Florida lnw so that LECs nre no tonscr n.-quin:d rn offer businc:I3Cs 

Oat n11c service, 10 thai buslncSSC$ which conw:t with non-LECs for vertical sen-ices would still, 

In effect, pay appropriate •rent" for usc of the local nelworic through message rotc service, mthcr than 

through vertical services. 

Rcsjl(:Ctfully submined, 

,~~ ()J~ 
~Mhom 
Flono. Bar l' o. 0382566 
Staff Alt~mc • 
PLORJDA LI 'OAL SERVICES 
2121 Dcha Buulevard 
Tallaluwce, FL 32303 
9041385-7900 
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TABLE I 

Comparison of Local Service Phone Rates in Southern States Listed 
in Florida Public Service Commission Flier, b) Percent Urban 

Ranac of 
Pcrct'nl of Monthly Basic 
Population Li-.n~; Urban Resident~! 

Pmu\atjgn1 jo Ud!lo/kml Aim' R.a1a Bcnortcd, 

Florich 1 4.6n~M :. 84.8%/15 2% $10.30.$11.81 

Vlr&inia 6.133.996 69.4% /30.o% $10.42. $13.59 

l-oul$illnD 4,35 1,769 ;~.t; .• , .~ . '>% $12.64 

~ia 7,416.242 63.2% /36.1% SI4.8S • $17.45 

Tc:nnessec 5.361,198 60.9%1)9. 1% $12.1) 

Alabama 4,319. 154 60.4% I 39.6% $16.30 

South Carolina 3.760,181 54.6% / 45.4% $14.77 

ArkansaJ 2.522.819 53.5% I 46.W. $14 91. S20.0! 

KmtiKkY 3.908.124 SI.S%/ 41 2% SI7.SS 

Nonh Carolln. 7,425,183 S0.4% 149.6% $10.47.$12.54 

M•niuippi 2.7JO.SOI 47 t•, f S2 9% SI79S 

I • ST -97·1 uti"'"'" of tiN Pupt~lullon ofStuw hly ' · 1997, u.s Uurcau of lh< c ••••• 

1 
• Tabk 16, 1990 C-111 of I'<Jpllllll- mwl II""' "'X 

Ranwc of 
Mon~tly Basic 
Urban BU>incss 
Ratn Rmon<d' 

$28.00 • $29.90 

$21.96 • $49.33 

$36.76 

$30.60. $46.00 

$39.70 

$40.71 

S31.67 

SJO 66 • $40.73 

$43.19 

S28 22 • SJJ. 96 

S4S 14 

1 • 1998 R•f~nnco DO<>A/01 T•l•p/toN !invl«, foclctall:001munlcat-• Commt»- 11>< boule 

ralclm&loll'll< IJ for priVIIIC IIIIo unllmll<d call1111 •lhc m111imum ovallobk ,.... Role dOIA b from o 
survey or lhc u.~q>~~on< ro1a Ia 9S u.s. aoa In Oclobcr. 1996 

'· /998 Rt/tnnco DooAfor T•l•,.,.,. ,<;nvl,.., F«krol Communkatlont Comml"''"' Ill< batlc 
bualnu• rate IJ (Of rr•···· Una unllmflal call Ina lithe minimum •• alloblc rate Rat< data b from I 

,., • .,. orlhc ..,lcph-,....,. In 95 u.s. cfllc$ Ln Oclobcr, 1996 
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TABLE3 

% HOUSEHOLDS WITH TELEPHONE SERVICE AVAILABLE 
(Suppl.cmcata At1acbmrnt 9 to C o mmrot of F. Drn Poalt (Sprint-Florida, Inc.)) 

1981 1997 

Houc.bold llouJtbold 
Medlaa laco.t Ttltplloor Trltp~oat Mrdlan laromr Trlrpbon r Ttlrpbonr 
um Dpllan) lD Ugl! Anl!ab!t 11997 Dollan l ill.UJ!IL Avallablr 

Uni1ed Slates $36,937 92.1'!. 94.5% S37,00S 93.9% 9j,0% 

Florida 34,4J\9 92.7 94.S 32.4SS 92.8 94.0 

Alablml 27,064 17.3 89.6 31.939 923 93.6 

Gccxgia 36,043 ';0.1 92.4 36.66) 92 0 91.0 

l...oulsW\1 27,809 17.3 91.1 33,260 91.0 9J .S 

Mluluippi 24,646 83.3 88.6 28,4Q9 11<1 2 U.l.~ 

North Cvolina 33,124 90.4 92.8 15,840 ')3 I 94.2 

Soulh Cvolina ).1,641 18 s 91.4 34.262 92S 9) 8 

Tennessee 28.296 90.3 9J.S JO.t>J6 9~ 5 %~ 

Soun:c:s: Annual Averages, Table 3, Tdtphnnt.'iuhsalhl:rJhl/1111 tlo .. Vmti'IISwt,•s (J}(JIIJ 17ort>U),h Mllrch 

/998), 1ndus11y Analyais 01vialon, Common CarTier Uureau. f'c:tfcra l C'ommunlutlom 

Commiuion (Released July 1998) 

Table: H-8, "Median lloUKhold Income by State . I Q84 to 1997" JI}V,\ lft~rdo C'urN''II l't>pulollon 

S~~n-ry, U.S. Dureau of the Censu.s. 
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Beyond Universal Service: 
Characteristics of Americuns without Telephones, 

1980-1993 

Jol'l• Rtlu Sellrmtat 
OtpanmtDI or Commualealloo 

Sellool of Commualnclon, laformatloa a ad Library Scud its 
Rul&tn Ualvtnlcy 

Communications Polley Workina Paper Ill published by lhc Bcncon l'oundncion 

l'awe 1 "' •1 

In a utopian information JOdety, all indivlduals!Ud and write wilh sophiscication, 
bdpiW ttdlnoJoaical cnvlronmcnts ~ and all dtizcns han occess to infontllluon 
ncc:ns•rr for full detnocrtiic and economic plltielpallon. When cnvisaonin& lhc 
informauon super hi~way. aome pan of this utopian vision exerts great pull on the 
popular llllllilnatloo ....ccausc It prom !sa a belltr life. Some vmion of that utopia Juru 
within the policy imllainatlon as well. But since policy and the Informacion super 
highway e:xiscln lhc real world, utopia's call must be lnii\SIIled. Thattnlllslntion relic) 
Ql'll foundation polky that estlbJIJhc, the expected lc\<cl of sodal paniclp;>tion f<~r the 

infomwlon l~ure as 11 develops 

For most of the 20th cenlury, univnul service lw been that founcbtion anfontllltion 
policy. At. it t:4nle to be unckniOod in lbe 19SO$, universal service offered co evct)·one 
communication by telcpbone from their homc:s (Mueller 199)). As a nc:w lnfontllltion 
inftasuucture emerges, access to the necwork Is once apln on the polky n11cmlo. Yet. 
while moll oflbc participants in this di~c:usslon focus on the technologacal fog th11t 
enshtoudJ the fulurc.lhc old question of univcnal telephone service •• "'ho lw itiiDd 
who doesn't - remains UOSC1tlcd. 

This paper explores lbc ctwKteristica of Americans "'bo lack home telephone sc:nicc. 

The paper draws on Feclcr.l CommuniClluons Commission (FCC) and Census tb111. 110d 
coven lhc period 1980-1 993, encompassina the dlstribuuor: of telephone: Ktvtcc befl're 
and oOer the break up of AT&T. Mon: specifically. we focUJ on the elderly. !lac poor. 
women,. t chiltlml, blacks and Hlsp;u1ics, rural Americans. and rcn1ers 1\nd home 
owners- \he primary aroups lac.klngtelcphone service. We found that mcmbcn of 
these groups exhibit both •maular and ovcriBppina characteristics. Tiaus. tl1eir l11ck of 
telephone service coostitutes a cllllllcnge to policymalccn that goes beyond lhc 
ceooomic Issues Ullllll.ly associated with uni\vsal sc:rvicc. The Slakes arc high for those 
"'ithout telephone service, because their limitation Will soon include asolotaon from the 
evolvina lnfonnation JOCicty The paper conc:luda by prcscrnins poht) ahcmath'eS 
th.at might lead to lnci'C4.Xd participation by all Amerl""'. 

The current telephone pctiC'Irltlon l'llte per household lJ approxinutcly 94,~. Kt:ncl'lllly 
regarded as evidence of the success oflona·tcrm universal service policy.! Whale some 
conc:cm cxiJu for those who arc leO out (Gilbcn 1987), lhc wcaght ol opanaon bclac'cs 
that existina subsidy proanuns ~rfonn Ddequatcly to Include all those "'ho CAll 

reasonably beconncc:lcd (Dordrc.k and , ife 1991, Rcinlclna 1985). More rc«ntly. new 
voices have called for a rcdcfinltion of univmll scrvic: in light of the ehllnaana 
ttdlnological environment, lind the cmeraencc of o new lnfontllltion anfnsuucturc 
(Wllliarns and Hadden 1991, I 992). 
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WP•I. Beyond Unhwsal Scnice 

But rqardlcss of point of view olltclctommunlcauoru ~hen ac.:eptthc 
awumptlon that the telephone represents func:llonal mc:mbttship 1n the 1nform:uion 
society. For rxamplc. people living without television or mdio might appc11r rebellious. 
or to be adop'<ing 11n alternative lifestyle. But people without telephones 11rc .ken I1S 

truly isolated from basic communication. CoNCquently. nearly all policy n:.!ICDrchcrs 
4&reC that the: remaining 6% of households without telephone service (csdmatcd 01 H 
million households, and I S.J million indhiduals) lnvolvn an exocssl\·e number of 
Americans. ~ 

The soci41 circwnsuanccs surroW'oding the: ~ of a telephone 10 the home re' cal o 
view of American society not easily visible. And they arc key 10 ow undcnuandmg of 
!he prosress of the Information A~e. The followina t«don prcxnts findings thor 
partially clArify this pictun: of SOCiety and c:hallcnae some conventio1111l wisdom on 
univenal telephone service. 

Americans who lack ttlepbone suvk t 

Of all American households, an estimated 94Yo h:lvc telephones. An additio1111l 1 . 3~~ M\C: a phone: 
available or ncatby. Hewn~. 4.S% (roughly 4.4 million households lind approximately 11 .6 m11lion 
individuals)l have no phon<- available (Bellnf1111te 1993, December).! Dcsp11c: 1he recession. the 
percentage of households without ~clephonc: )trvicc dropped 10 S.8%, or S.7 m1llion households 
(Sclinfantc 1 993).~ 

Tbt elderly 

Conventional wisdom holds thai d-e elderly arc al sp«ill ri.Nt because Amcncan SOC let)' docs not 
provide for tbcm IS \VCII IS comparable European nadoru do. Y ct. wbcn il comes to telephone 
service, 1hc elderly fair bctu:r thAn youna pAtcnts with children. Access 10 telephone service for 
retired pcnoru at all income levels wu at the MtiONllaveragc. or better. Only lhosc n:ceh 101! 

Supplemental Security income sho~d o lo\VCr pcnclrlltion of1elephones ··bel ween 79.7% ar..: 
S.4LWo (Belinfanle 1989). 

T br rffrcu or low IA~mt 

Income ptedlct.l tclephooe pcDC111alion for most sroups (as wrth the cldcrl) ) Whm households arc 
ex.amined by income, tbc dlsparida become c:lcan:r (~, 1.11;!1> ~ ). For example,ll 0'o of all 
families receiving food suunps have no lclephoncs. When households on food Jlllmps contain four or 
more pcnoru. "' ' UI one-third do not have telephones (Bdlnfllnte 1989). Of households on food 
sltlmps for one 1n~nth. 35.9% do without phones. supestlng that in the firs1 shod. of unemployment 
mo.ny families give up l.clephooe K'tVicc. Although families recover some ~uilibriwn once the) 
adjustlo living on food stamps, only • few n:11aln telephone: service -of households receiving food 
slllmrs for 12 months or more, 30.6% rcmAJn withou1 phone service (Behnfllllle 1989). The 
recession has pula range of families- from farm workeniO middle man:agcrs .. on food swnp> anJ 
the c:ffccl on telephone: pcncuation nppc11r1 widespread 

When 1elcphone penetration is vic~ tlvouj~h the lens of~lr= .assistance, a s•milw pnuem 
c1nergcs. Of households rc«Jvlng public assiSUUI«, )4 ,7Volaclo: le'lephones; "herc:JU. 27.9"1. of 
house'lolds on \VCifarc lack tclc~ (Belinfante 1989). The pcnctnllion nile drops evm further, to 
4l.S%, for households complCICiy ckpcndcnt on public usiSWICC (Belin(anle 198'1). llouscholds 
rc:ccivina COCfiY usiswx:c: from tbc local ulllity company also indicate po'crt> In horueholds 
receiving energy usiSI&nee. 21.4% lack telephones (lkhnfantc 1989). 

A fourth, bul far less direct, mcuurc of locome c:an be dcnvcd from companng renlcn with 
homeowners. Only 2.2% ofhomcownm Jive: withou11elephoncs, compAtcd ..-11!1 10.7% "f renlen 
(U.S. Bureau of the Census 1990) Furthermore. 21.7% of lhuse in public h<lu•lnll..,.., "'!hour 
phonn (Beliofante 1989). Finally, Americans livmv 10 holelrooiM or b®nlinll houses have: the lust 
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2Wo fer wxmployed blacb and 10 I S.J% for unemployed liispenics (Belinfarue 1993). 

Blacks and Hispanics experience lower telephone pcncualion chan wllitn. not twprisina siiiQ: blatk.s 
and Hispanics have avcraac lower ineom« chan "hites (lllhlU). But such lhinldna is misleading. 
Fl11ure 5 &howtlhal, even when tbcy lhatc the IIIUllC lcvcfOi'IiiCo~~K, black> amllli>pani~• '"'"' 
lower telephone pcncuatlon levels than white~. That is. at all levels of lncomo he: low $40,000. "hiles 
hove higher levels of tclt>phonc penetration. ThuJ.I'liCc and elhnicity oppcW" to confound the impact 
ur lnc01nc on telephone oc:c:cas. 

Why shouldn't blacks, Hlspanica. and whites atlhe same Income level, abo ~hAre the same level of 
telephone penetration? We Kknowlc:dac lhlt rt~eism insinuates ltselfthroull.hout AmericanS<lCiety, 
but telccommwllcations is supposed 10 be a neutn.l teehnoiO&Y. so thls llndlna is especially 
uoublina. No bypochcsis exbu, yet ~~ must JlUI'Sik' an ans,.u with dc1amination. OtlleN1W. the 

wortby goal of univc:rsal JCfVicc, aJoaa with the exemplary eiToru of the telephone compan~es. "ill 
be: limited in imporu.nt social and politic:al ways. 

Rural Amcricau 

Amons farm households, S.l% a.d telephones- ~lightly better chan the notional average 
(Belinfante 1989, table IS). However, in Amcriu's smallet CIOllllllunltles wilh populations bet"'=' 
SO,OOO and 2SO,OOO, the pen:mtaae of households without telephones rlllc:J 10 1.3 %. It Is even highd 
for those living in communities outside of any mC'li'OpolllAII swlstic:al IIIU when: the percentage 
climbsto9.9% (8elinfante 1989, table tJ). 

Emercnt Tbemn 

The llndinp synthesized hm: raise specille questi- IS for furlba study. 

First, how canlhe strona impoc:t of income on telephone penetration be: mitign~d. so lhat those 
wilhout service can be: brought onto the net? The feet that those maJ'II-irulliu:d from telephone service 
=also lhe poorest Americans is not swprising. What demands anc:ntion is the persistence of the 
IIUIJ'gjn. Telephone penctrl1lon swpaucd the 90% mark for households in 1970 (series R 1·12. 
197S). In the ensulng24 yean, penetration inched up 4 percentaae points. In the prc"ious 24 yCllTS, 

pcnctntion gn:w by 39.1 pen:entage points. Clearly, rc:duc:ina the last I 0% is d•ffic:uh: howc,'CI', 
wttholll eiTons 10 push penetration l'unb«, those at the nwain wiU fec:e enduring isolation. 

Second. the vuJn. .bUity of womcn wilh small children 11oes beyond simple income effects How 
can thrir families be pnxcaed l'iom the compowxlina err«~.~ of oolallon and in ecunty? 'The lock of 
n telephone poses o special risk 10 a household With small children. lnfonnation 10lic:ymllkcrs shou.ld 
consider lhe vulnerability of chlklml sufik•mtly urgent to wamnto universal service policy 
tnrgete!l at this s;roup, among others. 

Thiod, oac:c 1111d ethnlclty present thls challenae to information pollcymaken •• is there rnclsm In 
telecommunications? The social n:ali ty of I'ICism in the United States has been r Occted in the 
telecommunications environment; therefore, we ~d be: pl'q)8l'cd 10 llddrcu md sm as a possible 
obstacle 10 the goal of univenal service. Much is still unclear. and ~ is no inc!Juuon lhlt any of 
the telephooc: c:ompenies have usocl dlscrlminalory pr~C~ic:es- quite the contrary Yet, in the absence 
of a smoking aun. we are left with UMCCCpUblc conditions. Race shoJuld not be: a foetor 1n telephone 
access. The anomalous llndlna c:alb for ID01't n:scan:h aimed at uncovering the relationship bctwcm 
racclcthnicity and telcpbonc accc:ss. In the meantime, policymaken ihould consider rcmedict aimed 
attyinJ more blacks and HIJpllllia onto the net. 

The H million households without telephones in America defy any single d11r x tcril.Alion beyond 
l11ck of service. Thc qucl\lOr\1 ul<ed ~should be taken u a call for candor at.d uclion - c:GIIdor 
bc:c:ause the s;roups at the margin merit special c:onc:em. and ac:tlon bcc:ausc univenal JCfVic:c will not 
advance without new targeted policies. Universal service still remains an unsnalncd aoal . 
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Unlvtnal Strvite 111 the Euen~e of Americ:an Information Pollc:y 

In its simplest terms, the concept of universal service is that everyone Jhould have the opportunity to 
interconnect with whomever they wish at a reBSOnable cost. In principle, this has meant oc:c:c.ss to a 
telephone. For most of the 20th ccnwry,lhe ideo that every Am.ericun should enjoy moderately 
pncod tckpbonc scrviec has defined both the telc:communieations environment. ond citizens' rights 
to 'iL So powaful is this belief, it permeate! infoiT!Illtion policy lhinking. las understood a.re the 
assumptions underlying that belief. 

Umiversal serviec derives its slgnific:anee from D promise: All Americans arc ensured eqll4l occes.s to 
basic channels of communication. 'The rights to communication embedded in the United States 
Constitution make the pledge of eqwllecnss not only logical, but absolutely nc«U!!I)'. The citizens 
of a democracy need to communicate in order to get the information necessary to moke sound 
political cboiecs. 

To that end, the telephone, and uniiVCJSal serviec, have conlribu.ted Ito the vision of the information 
society as a danoc:natic society. As new applications continue to ltansform the telephone. it makes 
perfect sense to RCOnsidc:r the original ideo of 1111lvcrsal serviec. Fwthcrmore, new technologies 
offer new potential that force the rcthilllting of uruversalscrviec, wihich has always been dependent 
on. technology. Wi.th the catali1lc role played by tlte computtr, and with lhe ani val of the 
"information super highway; no wonder that prophets or the infomwlon age call for 0 new 
universal service. 

If one must be informed in order to f\DlCtion successfully in the information society. that means more 
than a phone connection. Althou&h iJ,..:rconna,..; ity accc:lenued the spread of industrial society, it 
cannot dcliva- the promiJc of' the information soet, "' hy itself. For example. if democrutic diSCOUl'$C 
is to be encoutagcd in the new infonnation environment, then citizzns need the llllS"''Ct"S to their 
qll.C$tions, and they must have access to information in digestible form. S~mllarly. if citizens ore to 
avoid a surveillance state, or a swveillancc economy, then acecss to information about individll4ls by 
government or business mus.t be restricted. At the same time, individ!Ws will need full access to 
informa.Li.on g.elhered about themselves. Also, in ord.er to fully participate in the information 
economy DS both consumers and p:roduccra. Americans must have the opportunity to avail 
themselves of lifelon' learning. [OJ short, the need to redefine universal service moy have rome from 
a dcsi~ to keep up With tc:chnolog;ical advances, bul the rutlonole should stem from an obl!gatlon to 
seck .the goals of danoc:natic participation and economic growth, no matter how contradictory they 
migh.t be. 

T:Ucingthe corr pt of universal service beyond simple intc:rconnc:ctcdncss p~scnts challenges. For 
ex.ample, if o re..eflned universal scrviec strc:sses information. then which informntion nc:OO$ should 
be met? 'Ibis iJ an unanswerable question, because each person's information nced.s a.re idiosyncratic 
and subjective. Thus, solutions mu.st respond to the broader conlelCI of cili:wu as active, indlviduall 
information scclcen. 

Ooe approach to meeting infonnacion needs is to specify spheres of obligation by dl!Terentlating 
public needs &om perianal need5. A WilvtrSAisetviet wotlld thtn obligatt government to meet the 
demands of the: public sphere, while facilitating the opportunities in thc private sphere. In the pul.!ic 
sphere. citizens need to lcnow how to usc government services. They should olso have ncecss to 
clu.Mcb of communlcallon that provide a public voice. In the privilltc sphcn!, individuals should 
enjoy the opportunity to make Intelligent economic decisions, and to maintain their privacy. More 
broodly s.tatcd, an Informed citizcruy is nc:ces.mry for the ideal of a porticlpetory dcmocrucy, and an 
informed and economically capable public is nc:cessary for a falr and open market economy. 

A conecpt of univcnal service derived from .these principles is not $implc. After all. conceptual 
boundatics ore never clear in real life, and, in America. the boundazy bct""Cen the public ond private 
spheres is contcstccl tcnain.. But that may be an advantage, since thoc: tc:rritOI"' Is well known and a 
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socio-lepllrldition aii'C8dy Clllltl to abow 1M way. And while \here~ s:lill no .vu~~ocr to the 
qua~lon ofwtllch tl'fotmatlon nccdJ abould be mel. lhe individualistic nat~ oflhc qucltion 
auamtleea 1 continuina public: discussion. But if !hat diiCOIII'SC iJ 10 grow nnd lead the WilY to 
mhanc:cd opportunllles. lheo the redefinition ofunivenal service must the first priority. It Is 
fundamental10 lhe proaress of the Information Aac. 

UnlvenaliCtv!ce Is so lmponantto the information soc:lcty that it mlaht better be Ullderstood as 1111 

Information bill of riah!i. In 1 dcmocmlic soc:lety. we mlahtask wba1 righ!i to information. nnd 
protections from information. bclona 10 all AmeriC411S. reprdless of !heir wealth. pos!:!on, or 
htnauaae. If we dln:ct our CllCfiles 10 ans~~o'Crina that qua~ ion. h should become evident tJw 
universal service is not 11inalc pollc:y 10 be written by a aovemment ageoc:y. It is nuhcr a guiding 
principle of the infonnatlon IOCICI)'. And. as such, always debated. always teslcd, always punued. 
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I . There is a SUtistically llanifit&llt dilf~ between the CWTmt Population Survey of the Bureau 
of the Cmsus which aivcs I fi~of93.3: . pcneua .... 'l. VCI1US the 1990 Census which aivcsa 
figure of94.8%. The difTetCJICCI n:sult from lbe quesdo. ..:lted by CKb IWVC)'. We haw chosen 
94%11 an interpolaled admatc. See lkllnfantc 1993. ~mber. Bacj to c!ocwnrnt 

2. We anived at thc fiaun~ of I S.3 million lndividual.s by multiplyioa the number of bouscbolcls (5.8 
million) by 2.64, thc avcnae number oflndividusls per bowcbold in the United StaLes KCOnling to 

the 1990 census. BKk !o docummt 

3. As a point of comparlaon. 11 .6 million is equal to the combined populAtions of Dcnm11rk ond 
S witztrland. Back to dOiiumrn! 

4 . We caution aaaJnst taklna thcK chan&a 111 single ~rcrntA&e points 111 completely occuratc. 
though they JtpiC:SCOl the bat that can be dooe Statist.ically. A RJWJ rise or fall in pcnelnllion mil)' 

reOc:ct measurement 11 much as KtU&I chanae. BKk so document 

S. 49,961.676 (Belinfa. .. e 1989, table 27). Btck to doc;ums;O) 

6 . Eleven women were intcrviewm in Califomi~ New Jcncy, and Tcxu. in 198S, 1987, and 1992. 
Back to doaunc:nt 

7. Blocks and Hispanics arc arou~ toactbcr in this anlclc because they arc hnked in the policy 
discourse involvinll telephone penclnltion. However. it should be noted tho!, in the Census, block is o 
rocial coteaory while li lspanlo Is an ethnic calcllOfY. Therefore, some blocks arc also llispanics, 1111d 
some Hispania are also whites. Ln addition. h should be noted that the UJC of the tenn I hspo.nic 
reflects the tdopcioo of !hal term by the Census. Within thc cuhunl commu.ruucs cncompe.ucd by 
the: catqory •lii.Jplnlo, • Kif dngjp!Orlll!Cb as Launo, Mexican-American. Chicano. Cuban. and 

Pucno Rican. have &JC81Crcurreocy. My point is that one Jhould exert cauuon "11m mtcrpmina 
these catcaories. They are not mutually exclusive, nor do they capcure a monolitluc community. At 
best. the externally imposed catcaories are tenuously valid. Only tbc self descriptOrs have consistcnl 
validity, since they capcurc the aelf-expn:ucd Identity of !he various ethnic aroups. Bock so docummt 
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