
• " 1 . 
• 

SUPPLEMENTAL COMMENTS TO 

THE FLORIDA PUBLIC SERVICE COMMISSION 

SPECIAL PROJECT 980000A- SP 

F. Ben Poag 

NOVEMBER 13, 1998 

on' c ·~ '·. 'Z' ... ,. ' , ' , E 

I 2 7 6 5 NOV 13 ~ 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

SUPPLEMENTAL COMMENTS OF F. BEN POAG 

ON BEHALF OF SPRINT - FLORIDA. INC. 

!ntroduglon: 

SPECIAL PROJECT 980000A- SP 

NOVEMBER 13, 1998 

The purpose of Section 2 of Chapter 98- 2 77 Is state ... In subsection ( 1 ), 

• ... that charges for Intrastate switched access and other services may be 

set above costs and may be providing an Implicit subsidy or residential 

basic local telecommunications service rates .. : 

Sub- sect ion 2(a) requires the Commission to report its conclusions as to 

the fair and reasonable residence basic rate considering affordabllity, the 

value of service. comparable residential basic rates in other states and 

the cost of providing residential basic service. 



charges or zone usaJe measurement (2UM) charges are applicable up to 

slxtee'l miles and toll charges over sixteen miles. 

Mr. O<:h~horn's data also Included an S 11 .71 rate for New York. This rate 

came from FCC data for Rochester, N.Y. (see Auachment 3 - Frontier 

Telephone) which did not Include the fact that there Is a mandatory (non

optional) EAS charge of S 1.25 whlcll brings the total r~·e to S 12 .96. With 

the EAS add it ive. there are about 42 5,000 Jccess lines an the Rochester 

exchange local calling area. In contrast. Sprint's Winter Park exchange 

rate with Touchtone IsS 11 .23. S 1.73 lower than Frontier's Rochester 

exchange rate, and has a local .:ailing area with approximately 840,000 

access lines. 

The Texas S8.80 rate quoted by Mr. Ochshorn Is a Southwestern Bell rate 

group ratE 3 (see Attachment 4 -Southwes tern Bell tariff) which has local 

calling area access line limits of 30,00 I to 60,000. This Is more 

comparable to Sprint's Cape Haze and Dade City iRate group 2) 

exchanges' rate of S8.22 with Touchtone. However, It is not an 
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The Illinois rates quoted by Mr. Ochshorn are higher than Sprint's rates 

anci art not addressed In detail since the ratu quoted were replaced in 

1 gg5 with mandatory measured service rates and are no t comparable to 

Florida's flat rate local exchange services. 

Thus, when put In proper context , the states that ~:r. Ochshorn al leges 

have comparable residential rates to Florida. are no• comparable. In fact, 

when the rates and local calling areas are actually put on a comparable 

basis, the data validates the fact that Florida's residence bas ic local 

service rates for comparable service are lower than the rates In other 

states. including the states used In Mr. Ochshorn's Table 2 . 

Value of Service: 

The value of residence basic local service In Florida Is greater today than 

a t any time In the past. This Increased value Is attributable to I l larger 

local calling area In terms of additional extended area service routes and 

growth In access lines within exchanges, 2) declining to ll prices, 3) the 

ava ilability of complementary non- basic services, e .g., caller 1.0 .. and 4) 
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fact, Sprint agrees that there should be alternatives available to low 

Income households . However, alternat ives already exist In thP form of 

Lifeline service and message rate serv ice, e .g., SmaiiTa lk In Sprint's 

service area. But pricing of basic service to the general body of 

ratepayers should not be driven by trying to protect the low- Income 

segment of the population. Those low- Income residents should receive 

targeted subsidies. while the genera l body of resldeoltial customers 

should have prices that renect value, afford abili ty, comparable rates In 

other states. and cost. 

With regard to the general body of residential basic local service 

subscribers. current basic local service rates In Florida are unrealistically 

low In terms o f value, affordabillty and comparability. The empirical data 

conclusively demonstrate that rates In Florida are lower than the rates In 

other s tates. that higher basic local rates will not negatively Impact 

households with service, and that the value of basic service far exceeds 

the price. In real dollar terms, Florida's residence basic service charges 

are substantia lly lower today than they were twenty years ago (see 
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Founh, If a customer does not purchase enough toll and/ or nor- basic 

se rvices to recover the total cost of the loop and the other services, those 

cost must be recovered from otl·er customers In the prices they pay for 

toll and non- basic services. (This point Is Illustrated by the actual data 

presented by Jim Slchter In Docket 980696-TL - see Attachmtnt 7. 

(Excerpt of preflled rebuttal testimony of james W. Slchter, pages 5- 9 .)) 

F1fth, customers who are not economically disadvantaged can clearly 

afford to pay a larger ponlon of the cost of the loop dedicated to the1r 

use . 

Sixth, provid ing subsidies to customers that do not need to be subs1d1zed 

has the perverse effect of Increasing the size of the funding m echan ism 

and Is Inconsistent with the Intent of the Te lecommunications Act of 

1996 to target subsidies. 

Seventh, a stand alone cost study, If one could be done properly at all for 

a multi - product firm, Is not necessary to determine If a cost subsidy 
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exists. The Commission did not deem such a rarely used, obscure and 

theoretically cost methodology to be prepared by any of the ILEC's In this 

proceeding or any other proceedings In Florida. 

Conclusion: 

We have an opportunity to begin the process of establishing more 

economically based prices for telecommunications In Florida. We need to 

take advantage of the opportunity. It would be IllogiCal to believe that 

residence baste local service prices can continue to be capped (or 

minimally Increased) and continue to be subsidized In an increasingly 

compet itive marketplace where competitors are targeting the profitable 

customers that are .ne source of the subsidies. It is t ime to move to 

more economic pricing of services to bring the benefits of competition to 

a broader base of customers (not just the low cost high margin 

customers) and more efficiently allocate resources. 

l 
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' Cus t om Calling Servic es 

Wbatlalocal Toll? 

Local Toll ' CAlls are toll calls made within your Scrvie<: Artt. California as 
<1ivided into ten Servi<:e AIU~ 

Wh:!t is l..ocal Toll? Calls within each are:>. up 10 about 12 miles' • . = lnc:.11 
rolls. In mcuopoliWl ~.calls between 13 Md 16 males nrc: Zone Usa~;c 
Measurement (ZUM) Zone 3 cruls. All o!Mr calls "1thm c:~eh Scn •acc Area nac 
now n:fei'TCd to as Local Toll cruls. In non·ZUM areas l.ocal Toll cruls stan at 
13 miles. 
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flat Rate S c rvrlc · 

BonehiS and Featur• • 

Pacific Bell Flnl Rate Service gives you unlimited local cnllin~. You cnn make 
as many calls as you like nnd you cnn talk for as long as you hkc to friends. 
fnmily Md colleagues in your local calliog nre.1. which includes neishborhoods 
u to about l 2 miles from our holT~. 

<:;' llow Flat Rate Sorvlco Works~ 

Mcnsurcd Rnte Service is one of Pacific Bell's ba.~ic service plnns. It nllows you 
to make local calls and gives you nccess to other Pacific Bell cnlling n=s. 

With Flat Rate Service. you pay the same eAch month no rnnttc·r h<IW much y~>u 
call within your local aren. 

For calls mnde outside of the local nrcn. chnrgcs nrc based Up<' . /.on<· Usat;c 
Measurement (ZUM), or how fnr awny you Cllll , Cluugcs for t.hcsc calls ' 'Br)' 
according to the time of dny. 

Is flat Rate Sorvico Right for You? 

Flat Rate Service works best for people who make lots oflocal calls. If )'Ou 
typically make mon: tlum two local calls each dny. then Flat Rutc is probahl~ 
right fur you. 

If you make very few locnl calls. you may wnnt to cor"idcr Measured ltatc 
Scrvice. lfyou hnve alow·income household, you rn•y qualify for Urnvers;ol 
Lofdrnc Service. 

If you hnvc mon: than one telephone line rn your honrc. you might consider 
how they nrc used Wld possibly select Mea.~un:d Rate for one line nnd Flat Rate 
for the oth<r. 

Chunglng to F12t lu te Service 

If you already hnvc Measured Rote Servtce. you may fCtJUCSt a change to Flnt 
Rutc Service. The eh11ngcovc.r takes ~rrect on the day you request the chnn~:c. 
nnd the chnrgc will oppcnr on your next bill. Sec Flat Rate l'ncing. 

If you currently have Universnl Lifeline Service, there is no charge for 
changing to Flnt Rote Service. 
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SC1VIce would be u ' rofitable to serve, conv~ucly. heavy usus of toll and venoc.tl 

2 futures- services that are priced S\OI>Stanlially al>ove cost- would 1>- ·.try profitable to serve 

3 And I he rulhy is I hat consumers do. in f~cl, vftoy widely in their use of telephone seMccs 

• While mosl residenliaJ cuSiomen don't generale tolal revenues S\Officienlto cover the cosu of 

s serving them, others are highly profi1able 10 serve ~ l.met wstometl, uf course. arc very 

G attractive to new entrants; and indeed, compctilion un be cxp«ted 10 drive the pnccs 10 1his 

7 set of customen down lowards cost. thereby eroding the source of su':>sidoes for I hose 

8 cuSlomers who do 11(\l general~ enough revenues 10 cover 1't~ cos1 of serving them L.ookong 

9 only n1 avenge revenues masks or ignores whal is the core i• -uc I he wide variall(c in 

10 revenues and profotabilily of individual cuSiormn-a variAnce lhtl is the dot tel product or the 

" I wide variance in profilabilily ofindividuaJ services 1ha1 os produced by I he ex.sung me 

12 SINCIUIC 

13 

14 Q. Oo you have ev idence as 10 t•oe va ria ncu in rrvrnuu grnrr>lrd by Sprinl ruidrnliJI 

15 cuslomrn In florida! 

16 

17 /\ . Yes Spnnl conducted an analy>is of the revenues generated by a s-ample of 2,7~0 of ots 

18 residcnlial GUSIOmcrs in I he service 111 cas of whM wu then Unolcd of Flonda hom September 

19 1996 The revenues induded in lhe analyJis were local SCfVICe charges (ondudong rhe 

20 onleulale SLC). fcalurcs. rn1f11.A TA loll, and stare and tnlerstatc access (ongtnatong llnd 

71 lcrminatong) The roll and ac:cen revenues "'ere upd11ed using July 1997 onll aJ.A T 1\ rollllld 

2' acxc.s oarcs Tho results of the study .are summRm.C.: on the folloWing uble 

23 
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are today the source ofsubsidoes to suppon universal SC<'Vice. the inequities o f the amen! 

rate structute, and its unsustain~bllity in a eompetitl\-e rrwl<et. are made radoly appatent by 

the revenue distribution data contained on the ttble above 

llow would Mr. Gillan' s and Mr. Gueppe's propoub thwar1thc dcvdopmcnt of a fully 

compctitin !ocal u chana:e market for residential customcn in florida! 

M disawed above. some subsel of residential rustomcrs are heavy uws of toll and vcrucal 

features. and would repteSCnl an auraetive ITW'ketto a facility b.ued competitor llowevcr. 

the vast majority of residential CUSlomen yidd revenues that v ""ld make them unprofitable 

or marginally profitable for a new entrant to serve This is clearly ..;eniOCU!rated on the 

following table, which is based on a compvison oft he total revenues generated by a 

customer with the costs of serving thlt customer For this analysis, I used the BCPM com. 

averaged at the wire center level, filed by Sprint in this proc:ccding to detc:nnine loc.>l sc:rvoc.e 

costs Since the BCPM costs uJC<I in this study do not include any of the addouonal costs 

associated with toiVacau and features. I used consc:rvot""C csumates of the forwatd ·iooklng 

costs for each of these: Jisaetionary features 

7 



• 0 0 

Special Project 9300CnA-SP 
Sprlnl-florldl , lnc./FBP 
Allact.enl 1 - Pige 5 of 5 

to a f~cility·bued competitor However, the prirnory conclusion to be drawn from this 

2 evidcnc;: is that the ~idential segment of the market is, under existing rate 51ructurcs, simply 

3 not attractive to alilcility-bued entrant In light of this data, the alm:.st rotalabsence of 

• facility-based competition in the residential segment in this country should come as no 

5 surprise. And unless the legislature and the Commission like steps to re5truaure rates and! or 

6 universal savice funding to mak" the residential marketplace c<:onornially attr.aive to serve, 

7 there will !\eVer be vibrant facili ty-bAsed competition in this segment of the market 

9 Q. Wbat ls Sprint's recommtndcd appro2cb! 

tO 

II A. Sprint would recommend, first, thot the Commission qu•ntity the u1sting level of subsidy to 

12 residential loa! achangc savice, calallated as the d•lfcrenec: bel ween the residential bulc: 

1) ~cerate and the cost of providing the service Second. Sprint advocates the elirninacion of 

u existing implicit subsidies, and particularly the subsidy concributions embedded in aCGCSS 

15 clwgcs To some degree, this could be ac:complishcd though race rcb1.1anc:ing-i e. 

16 inc:rc.u~ng residential loa! savice rates to cost levels However, Sprinc also rcc:ogniu:s chll 

17 full cost-bued rates for residencilll basic service. especially in high c:osc areas, could jcop4rdlZ.C 

18 the golll of universal service. Therefore, Sprinc recommends that the Commission dec ermine • 

19 nwcimum affordable rate standard for ~c residenci11 service, co the c:x1en1 chic the cost of 

20 providing thot service in a particular area otceeds thai race. che d•lfcrcnce would be funded 

21 chrmrgh an explicit, competitively neutral univers11 service fund Sprinc's plan would be 

22 revenue neutn.l Any revenues generated by loa! service race mereues or new universal 

23 service funding would be offset, dollar for doUat. in reduaior< in ousting 1mphcic subsid•cs 

2• Any wbstdics provided chrough the new universal SCIVICC fund would be ponab•e. chcreby 

25 inCJeuing che inccncivcs of new entranu to serve residential customers in higher cost arc:.u 
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