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aggregate revenues exceed coru by S3.304.577 or 72o/•. Thts dam is not 
included f~>r GTEFL due to its claim of confidcmialit~· . 

Analyses \\ere also provided for 3 number of other scnices. including 
ESSX/CenueK; PBX lrllllks; other multt-linc ctrcutt-s\\itched set"'ices; 
intrastate switched access charges; intru.LA TA toll; and I 0 features that c.an be 
purchased as adjunclS to local service (e.g .. C.all Waiting. Calkr I D. etc.) 

With n few exceptions. for c:och service revenues exceeded coru. Contribution 
levels for residential features were as high as 48680"/o for BeiiSouth's Call 
Waiting service; the highest level for business features was I 54662% for 
BeUSouth's C4ll Forwarding Busy Line service. Corresponding dollar amounts 
for these services were modest, S3.99 and S3.25. respecti,•rly. Sprint und 
GTEFL reponed similarly high levd s of contribution. 

The et .. oedded oost analyses show that the livre !.luge LECs all earned above a 12.5% 
return on cquil)' in 199'/, BeiiSoulh earned 20.3%. GTEFL earned 18.8% und Sprint 
eamc:d 13.4%. The small LECs earned from 8.6% (Quincy) t" 22.8% (Vistn-United). 
These figures were adjUSled to include the effects of the 1998 access charge 
reductions. Thoe ncrual earnings for 1997 for GTEFL and Sprint were htgher dun 
sbo\\11, 

TUE COST OF RESIDENTIAL BASIC LOCAL TELECOMMUNICATIONS SERVICE 

l'ot all p.amctpants agreed with the LECs regarding the proper ttcnttnent of the coSt of the 
loop. 

The LECs believe that once the loop is provrsioned. the cost has been incurred. Thnt 
cost is not nffec1ed by the way in which the loop is used. Titercfore. the cost of the 
Joc:rl loop is not shared by the various services. provisioned over the loop. 

Other panicipams argued that loop eoru should be t:rellted as either a shared or a joint 
and common cosL Accordingly. the costs would be spread among n number of 
~rvioes. 

In a slight!)' diffenng view. FCCA alleged that any allocnuon scheme one selected 
would be inhe..ently nrbittnry. FCCA believes the Legislature should assess the 
profitability of serving residcmial CUSlomers and determine whether the need for a 
"subsid)'" c:xiSlS.. based on all eosu t1lld all revenues associated with the typical family 
of residential services used by customers in Florida. 

It is the Commission's position that the cost of local loop facilities is properly nttnbutable to 
the provision of basic local telecommunications servic.e. 

• 10 • 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



viable in tenns of pri~. quality, and functionality. The survey resultS m~y be signaling a 
possible change for the future. 

Households with incomes over 520,000 indicate that they would use a ccllulnr 
phone as an alternative. Given that 36.7% of the surveyed households aiR"Jldy 
subscribe to cellular sel"\ice, the idea of using cellulnr service tiS a substitute for 
wireline service is plllusible. 

CUSTOMER TESTIMONY 

Twemy-two CUSIOmcr bearings were held throughout the sune. In additior.. the Commission 
received 628 leners from customers wbo were unable to attend the hearings in person. 

The greatest concerns appeared to be the numerous add·on chllrges to the local bill, 
the difficulty of elderly fixed· income individuals to pay r-r further increl!StS, and a 
desire for expanded local calling nreas. Several things are important to remember from 
the customer's point of view. 

First, when discussing tk current rat~s. one cannot COMJ<ier the local rate 
alone. While the local rate has remained fairly stable over the ltiSt two 
decades, COWJtless other chllrges have been added to the bill. 

Sa:ond, there are many customers in Florida who live on fixed incomes. Not 
only 8/C the elderly !ixed·iucome imlividuab ut rbk of tx:iug dropped off the 
system, but modest wage earners have concerns as well. 

RATES FOR RESIDENT.IAL BASIC LOCAL SERVICE !N OTHER STATES 

Florida rates were first compared to rates in other States after controlling for differences in 
avcr.tgc per capita income and local calling scope. This analysis looked at comparability from 
the customer's standpoint (affordability and value). 

The Commission also tried to assess comparability from the standpoint of the provider. A local 
telephone company would be concerned about the cost of providing basic service in one location 
versus another. Florida rates were comp-d to rates in other states after controll ing for 
di fiercnces in population density, a key determinant in the cost of providing servic<. 

Both approaches produced similar resultS. Taking the two analyses together. Florida's rates arc 
typically lower than those in the rest of the country by four to !i\·e dollnrs per month. 

The Corrunission nlso analyzed rec.ent rate actions in other states 

Twenty·six states are either considering, or have recently concluded, universal S<"rvice 
fund proec<:dings. Of those. eleven stateS have approved increases to basic local rates 
for one or more providers in the 1llst several years. Where local rute increases have 
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The value of the lelepbooc has gro"n O\'et time. 'The LECs believe that custome~s nrc 
provided rr'lre value in terms of the scrvicC1l they r~civc t<X'.o~y. 

The local telephone network provides access to numerous s.:rvices. including 

CONCLUSIONS 

the Internet; 

FAX and data uansmission: 

toll-free numbers (800, 888): 

larger local calling area in tenns of additional extended area service 
routes and growth in access lines "ithin exchanges: 

complementary non-basic services. e.g. Caller ;o: and 

wireless communications (cellular. PCS. pa.ginr' 

Rates could be increasod by modest aroounts in Florida and still remain affordable for moSl 
citizens. However. there a.re many c:ustomcn in Florida who lh•e on fixed incomes. to a 
greater extent than in many other stntes for which rates moy appear compa.rable. Not only 
are many elderly fiXed-income indjviduals a1 risk of being dropped off the system, but mode.>l 
wnge earners have concerns M well. Those wbo are on the edge must be: protect<d. The 
discussion suggest.~ seve.rnl approaches to mitigate this: problem. 

II is clear that c:ustomers receive tremendous value of service for their telephone dollars In 
determining what is fair and reasonable for Floridinns. it is 1mponru11 tO enswe that they 
continue to receive high quality service. 

The analysis suppons two vi•"" r<garding lh< fair and reasonable rate for res1dentia! b:uic 
locnl tdccommunications service in Florida. The two '~e"s are seemingly contradictory in 
many respects. but in reality. the differences are more a function of timing. The key timing 
ISsue is how soon local competition. whether it be "ireline or "ireless, will be sufficiently 
established to constrain prices. 

If 3dc:qwne competition is imminent (most likely from wireless), more reliance can be placed 
on allowing market forces to control pricing. Under this scenario. only the more vulnerable 
types of CUSlOmers. low income customers and minimlllist users who would not likdy benefit 
from competition. need to be proleeled. Lifeline and a '"no-frill s" rate would fulfill this need. 
The r.ues for other fonms of basic ser\'ite could 0031 with the mllfket. While vonions of the 
nnalysis suppon this view. "l: believe further stUdy is needed to cvahmte how li kely nnd how 
soon wireless "ill be considered a ,.;able substitute for v.ircline service. 

AhellUitively. if adeqUDte competition is not imminent. regulatory conuols are needed since 
wirclinc competition IS developing very slowly io res.idential markets. While 11 is dofficuh 
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Rn~ increases for small business and residential non-basic services should be limited 
lly a Corrunission-eslablisbed index until mcaningftal competition is shown 10 exist. 
The index lllllount should be adjusted do"nward for any eompa.ny thn1 docs no1 
achieve o Commission-established service qualil)' performMcc leveL 

The Legislature should consider a .. no-frills·· role. Several opllons for such a rate nrc 
discussed in the body of this report. 
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Certain Telecommunications Services Provided by Local Excha.nge Companies (LECs). as Required 
by Chapter 98·277, Laws of Florida." Nwncrous interested pcoon$, representing various segments 
of tht: telecommwlic:ations indUSlt)' 11.5 wdl as coosumer advocates and the public. panicipated in this 
project. The Commission detmnined, after consideration at both its Internal Affairs and Agenda 
Confer=. that no hearing should "e held in this Study. Rather. other vehicles were used 10 gather 
information. Those vehicles are discussed below. Additional information i: mtluded m the 
appendices which arc bound as. a separate \'Oiume. 

COST STIJDIES 

To meet the requirements of the law, t''C Commissior~ prescrib<:d Total Service Long Run 
Incremental Cost (TSLRIC) studies to be provided. On August I. 1998.1 the locnl cxeha!tj!C 
<:ompanies (LECs) liled cust and other data with the Commission. OdiSouth. GTEFL, nlld Sprint 
filed the StUdies as requested. Howe,•er, the smaller LECs have no such infomtntion. Due to timing 
and COSt considerations, they W'CI'C unable to perform studies to satisfy this request. The infonnation 
thnt was filed. along "ith an exe<:utive SWIUilaJ)', was made nvailable to consumers through the 
public libraries in each county. Customers were notified through bill inscns from their IOCill 
exchllnge company of its nvnilability. Results are discussed in Chllptcr II. with additionnl discussion 
of costs dtscusscd in Chllptcr Ill. 

AFFORDABILITY SURVEY 

The Commission staff. in conjunction wiih interested persons developed an affordmbility 
survey to gauge nftordnbility in the eyes of the consumer. The telephone survey was conducted 
through the Univ~rsity of Florida's Bureau of Economic nnd Business Research CBEBRJ Survey 
Program. The results are discussed in Chapt~r rv. 

CUSTmfER TESTIMONY 

Twenty-two customer hearings w~rc held throughout the Slllle. In addition. cuztomcrs who 
'""" unable to anend the hearings in person wrote leue:rs. Cm1omer input is discussed in Chapter 
V. 1\ list of the hearings held. v.ith dates and locations, is included in Appendix V-1. Also included 
1n the appemlje¢S is 11 list of ~uoStomm fi ling lencrs including dtc topics discussed (Appendtx V-2). 
nnd n summary of customer testimony at hearing (Appendix V ·J). 

RATES AND RATE ACTIONS IN OTHER STATES 

This portion of the study consiSts of two pie<:es. First. a sU/'\'cy of rates in other ~tales was 
conducted. Florida rates were compared 10 rates in other states after controlling for differences in 
average per capita income, local calling scope, and popullllion density ta surrogate for cost). 

'Because AuguSt I. 1998. fell on a Saturday. some compnnies fi;<d the data on tlte 
follo" i ng Monday. August 3, 1998. 
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CHAPTER II : RATES AND COSTS FOR !,.!~C-PROV!DIZD SERVICES 

This chapter is divided into a discussion of LEC incremental cost studies. contribution 
:mnlyscs, and embedded cosu. Incremental costs are sho"n as reponed by the companies. wtthout 
any adjustments. 

LEC INCREMENTAL COST STUDIES 

DATA REQUEST 

Section 2 (I) of Chapter 98-277 rcqutrcs the Commission to stud)" and repon to the 
Legislature " .. . the relationships 11mong Jte costs nnd chnrgcs .associated "ith pro' iding basi..- locai 
service. intrastate access, and oilier services pro,~ded b)" local ~elccommunications compa.nies." To 
fulfill this sumnory mandate, on June 19, 1998. the Division of Communications scm a data request 
to each of the 10 Florida incumbent local exchange companies to obtain contribution analyses for a 
variety of services. and 10 obtain available rcpor15 and srudies thm could shed light on any of thoe four 
criteria listed in Section 2(2)(a) for cvalnating the fair and rcUSQnable Florida residential basic local 
telcconunwucations mtc:s. (On this same dmc. the Division of Audit..tg nnd Financial Analysis also 
submined a data request to the Florida LECs; the responses ~o this data request form the basis for 
the discu.<Sion of the LECs' embedded costs contained in the next sr ,ion of this chapter.) 

A contnOution analrsis can be conducted in either of two ways. first. such an analysis can 
compare a service's various mtcs with their respective unit costs; here. "contribution" equals, for each 
rat< clement. the diffcn:n:c betvo'I:CII the rate a:.d its COS!. Second. o contribution artalysis can instead 
compare a SCT\ice • s total revmues generated to its total costs incurred. This second chnroctcrizmion 
is eqoiv:llentto the ftrst if the service has a single rate element. or if nil rate elements have a unifonn 
mark-up over their unit costs. We asked the LECs to provide both rypcs of an3.1yscs. using as the 
coSl standard total service long-run incremental cost (fSLRIC). as defined in Section 364.3).8 1{2). 
Florida Stntutes. for the following scnices: 

(a) ""oicc-grnde, Oat-rate residential local exchange service."' as used io Section 36·1.02(2). 

(b) '"voice-grade, Oat-rate single line business locol cxch:lllS< service." as used m Section 
364.02(2); 

(el ESSX/Centrex; 

(d) PBX uunks; 

(c ) other multi-line circuit-switched sen-ices; 

(j) intrastate switched accoess charges; 

Csl tntrnLATA toll; and 
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Volume sensitive costs are those costs for which there is n causal link wnh the provision of n specific 
unit of the gi·:en ~.ervice; nn example might be a drop wire that connectS u residence to the LEC's 
network- In contrns1, \'Oiwne insensitive coStS CMnOt be causal I~· linked to specilic units of n service. 
but can be anributed 10 offering the service itSclf; an example could be a softw:tre package that must 
be londcd into n switch to offer the service. 

The TSLRJC of a service is often equivruently charactcri7.cd as the cos•s incurred by n 
multiproduct f.!'ITl due to its decision to offer the service, but would be uvoidcJ oy not offering the 
service, holding rut else constant. It is significant to note that shared nnd conunon costS nrc not 
included in the TSLRJC of n panicular service. (Shared costs are those which arc attributable 10 n 
group of two or more services, but for which there is no causal basis to a.ssign them to specific 
services. Conunon costs. such as executive and legal, tend 10 vary with the overall stze of the firm 
but are not causally attriblllllble to individua! services.) Although shared and common costs arc not 
included in the TSLRlC of a senice. they ultirnrudy will be recovered. in the aggregn~. tluough the 
rates clutrged for the firm· s various services. 

TSLRlC studies= "bottoms up" analyses. in that the investment associated "ith thc various 
nctwork components and functiona.lities required to provide n given service are identified. M well ii.S 

nn estimnte of the expenses that v."'uld be incw:red 10 offer the sef'~cc B=d on the assumed useful 
lives of the investments, recurring enpital costs (consisting of deprcci£.ion. return and mcomc UIXes) 
are computed. Since a service's TSLRlC includes return. or the cost of money. ii.S n component. the 
concept of profitability is not really applicable: instelld, it is more app· . priate to analyze a SCf\icc's 
mark-up. or contribution, over the rates clutrged. 

Although then: anc diff~ in implrmentation between the studies submined by lk11South. 
GTI:.FL and Sprint. all appear to eompon with gc:ncral TSLRJC methodological pnnciples. The most 
controversial aspect of these TSLRJC studies centers around what costs should be considered as 
causally hnked 10 the provision of specific services. as opposed to being treated as shared or common 
COStS. Specifically, the TSLRlC studies for basic local telecommunications sef\,ce submmed by the 
three large LECs io response to staffs data request all consider the costs of the local loop to be 
mextricably associated ~th the provision of basic loenl service. As discussed at length in the next 
chnptcr. there WM an ardent disput.e be!ween various interested persons that pmicipated in tlto 
workshops on fair and reasonable rates whether this was theoretically correct. and whether an 
ahem.1tive mumption should be adopted on public policy g~ounds 

For purposes of the data contained in this chnpter. w<: hn,·c ne<:cptcd the COSt dntn :IS presented 
by the LECs. artd reserve for Chnpter Ill a detailed discussion of the nppropnate treatment of loop 
costs in a TSLRJC study. However, it is possible here to describe tlte impacts of alternative 
assumptions on the LECs' TSLRlC srudies. On the one hand, if it is assumed that loop coStS are 
properly considered to be shared or common coStS, the costs of access line services would dc.~r= 
significantly. while the costs shown for the other SCf\'iccs would remain wtchanged. On the othe· 
h:md. if loop COSts anc assumed 10 be attributable to services other than JUS! access line services. the 
costs of access lines would decrease, while the costs of tltc otltcr stf\•icc~ "011ld mcrc.s<: o'er the 
levels in the LECs' cost analyses. 
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Rate Group I 
Rate Group 2 

Rate Group 3 
Rate Group 4 

Rate Group 5 
Rate Group 6 
Rate Group 7 

Rate Group 8 
Rate Group 9 

Rate Group I 0 
Rate Group II 
Rate Group 12 

United 

Rate Group I 
Rate Group 2 
Rate Group 3 
Rate Group 4 

Rate Group 5 
Rate Group 6 

Crntcl 
Rate Group I 

Rntc Group 2 
Rnte Group 3 
Rntc Group 4 
Rnte Group 5 
Rnte Group 6 

TABLE Il-l 

BeiiSoulh · Flat Rate Residential 
Rate Cost Contributl11n 

Amount Percentage 
SIO.SO $47.79 ($36.99) • 77o/c 

11.20 58.47 (47.27) -81 o;, 

11.60 39.63 (28.03) -7 1% 
11.90 33.51 (21.61) ·6-l'Vc 
12.30 33.16 (20.86) -63% 
12.65 28.72 (16.07) -56% 
13.00 :!6.93 ( 13.93) -52% 
13.30 24.18 (10.88) -IS% 
13.55 24.82 (11.27) -45% 
13.80 23.87 ( I 0.07) -42% 
13.95 24.23 (1 ' .. ..!8) ·42o/c 
14.15 21.40 (7.25 -34% 

TABLE 11·2 

Sprint • Re5idential 
Rllte Cost Contribution 

Amount Pcrcentllge 

SI0.97 $41.10 (S30. 13) ·13~~ 

11.72 30.40 (18.68) -61 o/c 
12.48 25.66 ( 13.18) -5 I o/o 
13.23 23.74 ( 10.51) -14o/c 

13.98 18.98 (5.00) ·26% 
14.73 17.85 (3. 12) -17% 

$11.90 $48.26 ($36.36) -75% 
12.35 57.84 (45.49) -79% 
12.75 42.57 (29.82} -70% 
13.20 39.15 (25.95) -66o/c 
13.65 17.4 1 (3. 76) -22o/c 
14.15 26.40 { 12.251 -46% 
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Tables 11-9 and 11-10 show, for BeUSouth !llld Sprint. the aggregate contribution from voicc
gmdc flat-rate single-line business sen~ce. measured ns the diffc:n:nce between toUII revenues and 
total coStS. (This data is not shown for GTEFL due to its claim of conlidentialil) .) Overall , 
13cllSouth's cost study indicates that revenues exceed coStS by $5.305.369 or 18%. Sprint's study nlso 
rcnects that in the aggregate revenues exceed costs by S3.30-1.577 or 72~•-

TABLE ll -6 

BellSouth • Flat Rate Business 
Rate Cost Contribution 

Amount Perccntn~e 

Rate Group l S23.30 $27.12 ($3.82) - 14~; 

Rate Group 2 24.30 46.33 (22.03) -48% 
Rate Group 3 25.40 32.45 (7.05) ·22°/o 
Rate Group 4 26.40 27.00 (0.60) -2% 
Rate Group 5 27.35 29.32 (1.97) -7% 
Rate Group 6 28.40 25. 10 3.30 m 
Rate Group 7 29.25 24.67 4.58 I~' 

Rate Group 8 30. 10 23.58 6.52 28o/. 
Rate Group 9 30.90 23.48 7.42 32'1-: 
Rate Group I 0 31.50 21.59 9.91 46% 
Rate Gtoup II 32.10 21.75 10.35 ~~-

Rate Grouo 12 32.60 20.39 12.21 60% 
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TABLE ll -9 

BciiSouth - Totnl Busi ness 

Total Revenue Totnl Cost Contribution 

A mount Perccntn c 

SJ5.036Jm S29.730.6-14 s 5.305.369 18~' 

TABL E 11 -10 

Sprint - Tow Busin CS$ 

Total Revenue Totnl Cost Contribution 
Amount Pcrccnta c 

S7.87 L892 S4.567.314 s 3.304-S 17 72o/. 

3. ESSX/Cenucx: 

Tllblcs II-II and 11-12 show, for BcltSouth 31ld Sp 
from ESSX/Cmtrex 5ef\iCd, when: contribution is 

rint. the asg.resate contribution generated 
IT1Cll$lll'ed as the: difference between totnl revenues 

50% for a,usouth nml Mo/o for Spnnt . 
due to the Iorge number of distinct rotc 

111m of confidentiality.) 

and lol4! ~o$1,~. 6oth LECs indi~atc positive contributions; 
(Rate clemen!luni t cost comparisons ore not presented 
elements; results arc not shov.rn for GTEFL due to its cl · 

TABLE ll -1 I 

BeiiSouth - ESSX/Ccn ucx 
Total Revenue Tollll Cost Contribution 

t\mo unt Percentage 
S5,924.142 S3,953.105 S J,971 .037 50% 

TABLE 11-12 

Sprint - Centrex 

Totnl Revcnu~ Totnl Cost Contribution 

Amo unt ~lcrccnugc 

S2.928.413 SL789,632 Sl , ll8 .781 64~. 
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TAl3LE II-13 

BciiSouth • PBX Trunks with Hunting 
Rate Cost Contribution 

Amount Percenlllgo 
Rate Group I S48.20 534.48 s 13.72 40% 
Rate Group 2 50.23 53.69 (3.46) ·6% 
Rate Group 3 52.45 39.81 12.64 32o/o 
Rate Group 4 54.48 34.36 :20.12 SQO/c 

RA!e GroupS 56.· 36.68 19.72 Solo/ 
Rate Group 6 58.49 32.46 .26.03 s~· 

lUte Group 7 60.25 32.03 28.22 88o/o 
Rate Group 8 61.96 30.94 31.02 1000/ 
Rate Group 9 63.58 30.84 3!.74 1 06~' 

Rate Group I 0 64.80 28.95 35.85 124o/o 
Rate Group II 66.01 29.11 36.90 127o/o 
Rate Group 12 67.02 27.75 3927 .. ~2~ 

Bei!South • PBX Trunks \\ithout Huntin~· 

Rate Cost Contnbution 
Amount Pcrccma~c 

Rmc Group I $41.8() $34.38 S7.4~ 2:!'¥o 
Rote Group 2 43.50 53.59 (I 0.09) · 19% 
Rate Group 3 45.37 39.71 5.66 14% 
Rate Group 4 47.07 34.26 12.81 37% 
Rate Group 5 48.69 36.58 12.11 3W 
Rate Group 6 50.47 32.36 18.11 56°1. 

Ra!e Group 7 51.92 31.93 19.99 63'1 
Rate Group 8 53.36 30.84 22.52 73~· 
Rate Group 9 54.72 30.74 23 98 78~' 

Rate Group I 0 55.74 28.85 26 89 93~' 

Rate Group II 56.76 29.01 27.75 % o/o 
Rate Grou~ 12 57.61 27.65 29 96 I 08o/o 
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TABLE ll-16 

lkiiSouth - Total PBX Flat trunks (\\ith nnd \\ithout 
~--~----r---~h=un=u;·n~c) ______________ ~ 
Total Revenue Total Cost Contriburion 

1-----+---~~ Amount Percentage 
S57.085.547 S.:l.959.639 516.125.908 8-l'" 

TABLE 11-17 

Sprint -Total PBX Trunk Service 
Total Revenue Total Cost Contribution 

;_:_____~ 

~-----+----~~Am~. o~u~n~l~~~<~·r~c~en~t~a~·c~ 
S2.162.179 S724.263 .:..S!:.1.4:.:3o.:.7~.9~16~-~1:..:Q~9%:.:Jo 

5. Other Muhi·Line Circuit-Switched Services: 

Tables 11 -18 through ll-20 show rate element/unit cost comparisons. by nllc group. for 
lkiiSour.h. Sprinr. and GTEFL. The values shov.n in the column labeled "Rutc" include the tariffed 
rotc, the subscriber line charge. nnd charge for TouchTone (for Sprint). The contributions for these 
scr.,.ices a.re generally posi tive for all th.r.:e LECs. ransing from 3% to 128% (13e11SouUt). 9% to 
230% (Sprint). nnd 4% to 91% for GTEFL. The positi\'C mark-ups arc due to the high:r rntes 
charged for PBX trunks. 

Tables 11·21 and 11-22 show, for BeiiSouth and Sprint. the agsregatc contribution from 
business flat nnd rotary key ser.ice. measured as the difference between total revenues nnd total 
costs. (lrus data is not s00"-11 for GTEFL due to its claim of confidentiality,) Overal l. BeiiSout11's 
c~1 study indicateS tlw. ==exceed costs by 587.756.128 or 64~. for busmess flat key ser.·1ce. 
and by S40,437.921 or 23% for business rotary ser.·ice. The annlosous results for Sprint are 
$601.878 or 80% (business flat key). and S1.009.693 or 144% (business rotru; key). 
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United 

Rate Group 1 
Rate Group 2 

Rate Group 3 
Rate Group 4 

Rate Group 5 
Rate Group 6 

Centel 

Rate Group I 

RAte Group 2 
Rate Group 3 

Rate Group 4 

Rate Group 5 
Rat.e Grouo 6 

United 

Rate Group I 
Rate Group 2 

Rate Group 3 
Rate Group 4 

Rate Group 5 
Rate Group 6 

Centel 

Rate Group I 
Rate Group 2 

Rate Group 3 

Rate Group 4 

Rate Group 5 
Rate Groun 6 

TABLE 11-19 

Spnnt • Business Fl3t Ke" 

Rate Cost Contribution 

Amount Percentage 

S2J.78 S-:!8.28 (S-UO) -16o/o 
25.S4 23.88 1.66 7o/c 
27.29 21.20 6.09 29"/c 
29.05 18.76 10.29 55~' 

30.86 16.29 14.57 89"/c 
32.61 14.53 18.08 124°/c 

S25.23 m j Sl.62 7o/c 
26.23 32.17 (5 .94) -18o/c 
27DJ 26.98 0. 15 1 ~' 

28. 18 32.60 (4.421 -1-lo/o 
29.18 15.15 14.03 93o/c 
30.33 12.49 17.84 IHo/. 

Sprint · Business Rotarv Key 
!Ute Cost Contribution 

Amount PercenUlge 

S31.85 S28.~8 S3.57 13~. 

34.55 23.88 10.67 45o/c 

37.26 21 20 16.06 76"/c 
39.97 18.76 21.2 1 II 3°/c 
42.68 16.29 26.39 162"/c 
4 5.39 14.53 30.86 212o/c 

$33.:58 S:!3.61 S9.97 42o/ 
35.08 3217 2.91 9"/c 
36.43 26.98 9.45 35"/c 
37.98 3260 5.38 17o/. 
39.48 15. 15 24.33 16lo/ 
41.23 1~.49 2V4 23W 
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from intrastate switched access service, whe re contributiun is mc=ed liS !he difference bel\\ttn 
indicacc significant posicivc contribucions: 2 15% for 

col/unit cost comparisons are not presented due 10 :he 
total revenues and !Oiltl costs. ( : lh LECs 
IkiiSoulh and 1259% for SprioL (Rate clem 
large number of distinct rate clements; results are noc sho"ll for GTEFL due 10 ics claim of 
confidentiality.) 

T ABLE 11·23 

Bell South • In lr!IState Switched Access 

Total Revenue Total Cost Contribucion 

Amounc Percenlllgc 

S73.55 1,907 S23,35 2.812 S50.199.095 2151}' 

T ABLE 11 -24 

e Swicched Access Sprint · lntrastat 
ToUll Revenue Total C ost Contribution 

Amount Percenta c 

$12,152,596 $894, 093 s 11.258.503 1259"1. 

7 lmrai.AT A Toll: 

Tables 11·25 and 11-26 show, for Bell South and Sprint. the ag~regnce concribucion genemced 
on is measured ns the difference becween cotal revenues 

South o.nd Sprint indicace significant posiuvc contributions. 
(Rate clemenVunil cost comparisons are not proscnced 

ents; results are not slt0\\1l for GTEFL due to us claim 

from inl!llLA TA 1011 scnice, when: contributi 
and toUil cosu. Like access chllrges, Bell 
2252% for BeiiSou\h and 3481% for SprinL 
due 10 the l~rge nwnber of distinct rate ekm 
of conlidenlilllily.) 

T ABLE 11-25 

BeiiSouth • lntrai.ATA Toll 

Total Revenue Total C ost=--+----~(~:o~n=rn~·b;u~t=io~n~--~ 
Amount Pcrcenlllgc 

58,179,818 2,473 ,995 55,705.823 2252o/c 
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TAOLE 11-27 

BeiiSouth • Venicnl Services 
(Resident' ' l) Rate Cost Cont~ibutioo 

Amount Percentage 
3· Way Callio2 S3.75 S0.6236 S3.13 SOl% 
Call Waiting 4.00 0.008~ 3.99 48680% 
Call Forwarding Busy 1.00 0.0021 1.00 47519o/c 
Line 
Call Forwnrding Don't 1.00 0.0041 1.00 2429<Wc 
Answer 
Cal l Return 4.00 0.2603 3.74 1437o/. 
Reoeat Dialinst 4.00 0.2898 3.71 1280% 
Cnll Selector 4.00 0.0650 3.94 6054~" 

Preferred Call 4.00 0.0362 3.96 10950% 
Forwardin11. 
Caller lD Deluxe 7.50 0.22;0 7.28 3263o/c 
Custom Code 0.30 0.0284 0.27 956o/c 
Restrictions 

(Business) 
3-Way CaJiing S4.00 $0.8661 SJ.IJ 362% 
Call Waiting 5.80 0.0205 5.78 28193'1r. 
Call Forwurding Busy 3.25 0.0021 3.25 154662% 
Line 
CnJI Forwarding Don't 3.25 0.0041 3.25 79168% 
AllS\'>tt 
Call Return 5.00 0.3657 4.63 1267% 
Repeat DinlinR 4.50 0 4304 4.07 946% 
Cnll Selector 4.50 0.0702 -1.43 6310% 
Preferred Cnll 5.00 0.04~7 4.96 11610"/c 
Forwardin~t 
Cal ler 1D Delu.~e 9.99 0.3679 9.62 261 W 
Cu.~tom Code 0.43 0.0284 0.40 1414% 
Restrictions 
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TABLE 11-29 

GTEFL • V enical Servic-es 

Rate Cost Contribution 
(Residential) Amount P;rccntngc 
3-Way Calling S3.50 SJ.39 Sl.ll I S2o/. 
Call Waiting/Cnneel Call 4.00 0.08 3.9~ 4900"1. 
Waiting 

Call Forwarding Variable• 2.50 0.23 2.27 987o/. 
Atttomatie Call Return 5.00 o.:n 4.77 2074o/ 
Automatic Busy Redial 5.00 0.10 4.90 4900o/. 
VIP Alcn 3.00 0.20 2.80 14000/c 
Special Call Forwurding 5.00 0.32 H8 1462o/c 
Caller ID • Name and 7.95 0.55 7.40 1345o/. 
Nwnbcr 

Custom Code Restrictions 
Option I 2.50 1.34 1.16 87o/c 
Option 2 2.50 1.35 I. IS 85o/c 
Option 3 0.00 I.J5 (I.J~) -IOOo/. 
Option 4 2.50 1.35 1.15 85o/c 
Option 5 0.00 1.35 (1.35) · I OOo/c 

Rate Cost Contribution 
(Business) AmOunt Pereenugc 

3· Way Cnlling S4.00 SJ.39 $2.61 188o/c 
Call Waiting/Cancel Call 5.00 0.08 4.92 6 150o/c 
Waiting 
Call Forwarding Variable• 4.00 0.23 3.77 1639"/c 
Automatic Call Return 6.00 0.23 5.77 251m' 

Automatic Busy Redial 6.00 0.1\) 590 59000/ 
VJP Alcn 4.00 0.20 3.80 1900% 
Special Call Forwarding 6.00 0.32 5.68 1775•, 

Caller I 0 • Name and 11.50 0.55 10.95 1991% 
Nwnber 
"Replaces Cal l ForwardinR·Busv Line & Call Forwnrdtnl! · Don' t Answer 
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I 
The total intmstllte regulated results are shown in colum•1 6. Bnscd on this analysis. Bell South 

I tw signilltant revenues in c:x=of ~:e~'t.S- for BtllSouth. most of the excess revenue comes from local 
oper:llions. As pan of a sc:ttlc:ment with the OPC in 199-1. Bell South mllde la.rge red~tions in tiS access 
cha.rge rntes. However, BciiSou:th has not reduced itS access charges since M=h 1997. BllSCd on the 

I above rutalysis of revenues nnd rosts, if BeiiSouth's access clwlles are reduced the company \\iUI still 
have a large amount of revenue aoove u 12.5% profit. 

Even after GTEFL's 1997 nnd 1998 access charge reductions. GTEFL has revenues in excess I 
of its COSIS. For GTEFL. most of the excess ='enue comes from access charges. Sprint's "''cnucs in 
excess of i!S cos!S. after the 1997 nnd 1998 access charge reductions. = not as great as GTEFL or I Bell South. 

TABLE U-30 I 
1997 REVENUES AND COSTS 

I {S Millions) 
(I) (2) (3) (4) CSl (6) 

Sr«w S"'+\thtl.l I Pri"·asc Lane: Local Toll Acass Aa:w Toul 

IIU:>!J.TA llttr>U.TA lnlat.ATA ln.J.eo" \TA lnlnlU:< 

I l!sii~RY!b 
Rn'muc Sl,26t.9 SSO.I $62..2 59.7 $233" 51.647 J 

Com 2,063.5 Sl.l 73. t t06 !39.9 2,420 ~ I ---
Revenue above 

(b<lo") I~.S'; ROE t9S 4 p.11 (10.9) f.9) 4l .S 1~7 0 

Rr<um on Equll)· 204.,. 10.~· ·3.~. 63'· 31 1•. :!OJ•. I 
C.H;[l, I Hc,•enue SSOI.O S27.7 SSS.4 S32 SIJH 51,019.9 

Cosu 716.t 20.7 57.7 69 6S 9 931) 

I ftt.C\VI\K lbo\'C 

tb<lo") 12-5~. RuE 14 9 70 12.3! (>.71 667 S26 

Rerum em Equity 1),9'/o )~.J~ 91% ·lj ~. Bl)~. "'"'' I 
SJ>rint e RC\atUC SS49.8 Sl l.J S27.1 S:J.O S164 l HS7 S 
c ..... 56& I 11.2 P7 I' S 9$1 7.$7 ~ 

Rc\tnsK abo\C 

I (t•low) 1~ S'o ROE ( 13.3) 14.9) (25.6) (9.Sl 68 6 10 l 
ltc1wn on Equuy I O. S~i -S.2'~ ·26.8% -ll~O!~ 64J~. I).,. 

I 

• 42 • 
I 
I 



I I 
TABLE 11-31 

1997 REVENUES AND COSTS I ($Thousands) 

( I ) (2) (3) (4) (~' (6) 

I Prh-atc 5pcc:ral S"'nc:hC'.d 
Line Local loU At=> """" l OW 

Local lmni.ATA lnlnL\TA lntcrL.-TA lni<ILATA lnii>.IUk 

I ALL TEL, 
Rc::, .. cnuc S20.192 sn2 54.886 S<!-1 S7.97l Sll,567 

Costs 26,07l 8"2 ;100~ 16) J S7J "'Q~J 
fk,-enue abc,·c I (belo" ) l t.m ROE '~~•·u 11 00\ IS~ {69j ~.m r 1 0671 

Rrnun on Eqvlt) ·1.5:~. s~• 73.5'. -10.0!. .as ;• .. 0 ,.. 

I 
!IS 

Rt\"C:f\~ S I,SJ7 S l 7 S6~7 Sl16 S24 J ~.540 

I C~u I 021 ~~ ~ 9~1 6 1 JJ ~ 2~1 

Rc'"mUC lbovc 
(below) l i .M~ ROE 5!,12 !12Sj ~9-1! 55 {1691 IJ?l 

I Return on Equ1ty 4S,,.4 -IS.Cl-4 ·~5.4~~ 69,1,. ·1 &.3~. IOQt, 

~!!nbw! 

I RC\'t'r\UC Sl,9ll S94 t~i Si ~68 SS.OOI 
CO>U l,86) ~~ J SS ~ I _ _ J68 

'' 89S 
1 evcnuc Iabove 

(bclo") 12.9 RO£ 60 9 ~0 Olt 0 106 I Rrnun on Equity I4.3Vo 2l.4% 44.S'-• ·34.8'. n~. IS.O!• 

Ouinry I RC<ocnuc 54.949 Sl91 543 I 541 S3l7 S6,JJ9 
Costs l, IHO lSI 6 11 77 71J 6,7Jl 

I Revmuc abovr 
(below) II 65,, ROE ,~31 ~ 42 !1801 O~t I'' P'-'1 -· 

R<'llJtll on f4u11)· a.,, ll.4.,. ·21 .s• . -17 St. .a "t ... s 6~. ..J • 

I 
GTC'Jll!l 

Rt:\-COUC S8.32l S72J s~.6S9 Sl08 S2.798 SI J ,6 11 

I CooLS 9191 J 74 ~. -106 Ill I &SI IJ ll6 
Re\muc*vc 

(belov.·) II 6S'• ROE 12701 ~a2 ~~~ psi 9J7 J S~ 

Rerum on Equol) $31. 40.4''• 25.6~· I "• SJ.I~• 1 J.'l'• I 
ViSJa-!.!oi!£!1 I Rf;l'tnl)( SII ,OS9 SIZJ Sl.l~~ ss SJ.J78 Sl~.911 

Com !0,1'1 161 S l~ JS us~ 1"'~1 
Rt\:c:nuc o.bovt-

I (below) 12.<l-/o ROE 721 
'
1
FI 

7~~ 1-'~l '()I)~ 11F0 
Rerum on f4ulty l4.71o ·32.~~ 2-l3~J'~ · I :!2.5• • 76 C.0 • 11.$~. 
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THE LOOP IS A DIREC'. COST 

The LECs churned that basic local service rates nre well bc:low their underlying com. They 
believe as a result that competitors will not enter the market. but will instelld ''enter markets where 
prices are well above costs and siphon off the subsidies that today suppon basic service:· {BST. 
GTEFL, Sprint, p. 9) This position is based on the notion th:lt the cost of the loop 1s s direct cost 
nuribut.ablc to basic local service. The LJ:;Cs nrgued that 

(i}n order to ausin access to the network (which Is equivttlrnt 10 rcstdential rosie 
telephone service), a I'Csidential customer requires all of the follo"ing: a loop, a 
physical point of presence In the switch (termination), and intcrofticc connections. 
Com associated "ith thc$e pieces of equipment arc directly caused by the rcsidentiru 
c.u stomcr's request for this service and thus are appropriately included in the cost 
anai)"SG conducted by Bel!South. GTE and Sprint-Florida (BST. GTE FL. Sprint. pp. 
19·20) 

The LECs noted tlw other workshop participants have advocated trcati~g the loop cost as a 
common cost, thus allocating it among vnrious services. The LECs argued that this method is 
incorrect for several reasons. They observe thl>t t o:nmon costs do not vnry proponionall>· with 
changes in demnnd. In contrast. 

.[A]n increase in demand for basic residential service increases loop costs since the 
loop is the main vehicle required for access to the telephone network .... (T}hc 
customer' s request for scrvic.: triggers loop costs. The loop cost is directly~ 
bc:causc of the request for tlte servic.: thus it is appropriately included in a TSLRJC 
study. (BST, GTEFL. Sprint. p. 20) 

Thus, the LECs bc:lievc that once the loop is provisioned, the cost hns bc:en incurred. That cost is 
not affected by the way in v.hich the loop is used. Thcrtfon:, the cost of the local loop is not shatcd 
by the \1lrious services provisioned over the loop. (BST, GTEFL. Sprint p. 21) Dr. William Taylor. 
appcarin& on bc:half of the LECs. was mos1 rodatnant that the co& of the local loop should be: properly 
anribulllblc to the provision of customer access to the network. 

Cost causation cxplnlns why the resources used in providing the loop hn,•c bc:cn 
c..<pended. The answer is tlllll eom associated \\ith the loop arc cuused by n customer 
gaining access to the lllttwork. Tiuu is true whether thnt acceS~> is gsined as pan of 
n standard bundled offering like residential basic local service or, in the new 
environment, by purchastng an unbundled loop. Once the loop is pro'isioncd. the cost 
has bc<:n incurred. The way in which it is used (if at all) does not chw1ge that cost . 
TI1crcforc. the cost of the local loop is not slwed by all the usage services that can 
he delivered over the loop ... . The only economically efficient form 01 pricing is one 
based squan:ly on the principle of cost cnus:nion. Use per se, or the bc:ndit deri'ed 
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l.!r. Dunkel further argued lhat inclusion of I 00% of the loop costs violates both Section 
D 'l{k) oi the Federal Telecomnnmications Act of 1996 (TA96), and Florida Statute 364.025 Section 
2(2)(a). Both of these la"''S require that only a reasonable or proponionate share of joim and 
common costS be olloc•ted to basic exchange services. Since Mr. Dunl:d believes the loop coSt is 
a joint and common cost. he contends lhat the inclusion of the entire nmount in the coSt of local 
service would be a violation of the law. (DunXel. pp. iii-iv) 

fAMILY OF SERVICES CONCEPT 

While the LECs nnd the AG d'sagreed o.s to \\1ter.her or not the TSLRIC of basic loc .. J service 
should inc:ude the cost of the local loop, the FCCA basically redefined how the Issue nt lund should 
nod could be resolved. Initially, FCCA asserted its belief that the primary purpose for these efforts 
is to determine whether the: incumbent LECs require an explicit subsidy in order to sustain universal 
service. FCCA proceeded to not.e two "misconceplions" that the Commission mUSI avoid. FirSt, the 
Commission mUSI ovoid concluding ". . . that the fixed coStS of the loop and S\\itch that serve a 
residential customer can be nllocated among services in a rati, na] way." because any allocation 
scheme one selected would be inherently arbitrruy. (FCCA. p. 2) While the ECCA StOtcs that loop 
and s....itching costs are fixed, it is not clear whether it also believr them to be shared or common. 
or jUS! volume insensitive. 

Second, the FCCA contends lhat it is equall>· imponrun lhnt the Commission " . . . a,·oid the 
mislnke of assuming that the facilities used to provide loc~l service do no more \han thaL " noting 
that " ..• the flxed coS1S of the: loop and switch that pro,·idc basic :in''icc. also permit the carrier to 
provide other services." (FCCA. p. 2) Disregarding this fact would "distort" the Commission's 
analysis o.s to the possible need for an explicit universal service subsidy. 

ln.o;tc:ad, FCCA o.lkgcd that " . . . the only wny to provide a meaningful a!IS\\"CC' ••• is to repon 
to the Legislature information concerning o.ll coS1S and all revenues associated " i th the typ;cal famil y 
of residential services used by cUStomers ir Florida. With that infonnation. the Legislature can ass:ss 
the profimbility of serving residential customers nnd dctcmtine whelher the need for a "subsidy" 
cxi='' FCCA believes that given the requisite information. one will be 3ble to conclude ··. . . th3t 
in the aggregate residential customer.; are profitable to serve." (FCCt\. pp. 2·3) 

Although it is wx:lear exactly bow FCCA mtends -in the aggregate" to be understood. F. Ben 
l'oas on behalf of Sprint-Florida presented dam conccmmg \he relative profitability of Spnnt 's 
residential customers. His lllllllysis was b:Lscd on revenues for a sample of 2,750 residential 
custolll<'rs in Sprint's United service area from Sept.embcr 1996. According to Mr. Poag's data. 71% 
of Sprint's residential customers do not generate revenues $Ufricicnt to cover the coStS of serving 
t.hcm and thus nre not profimblc to serve. Moreover. his o.nalysis reflects that there is an D\"Crage 
monlhly shonfall per access line of slightly over S5.00 per month 
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Mr. Gabel ncmd thai C\'Cn mon: dan:mding changes wili be n<eded to mw the requirements 
of data or video services. "From the point of ,;ew of a darn network. the voice network is n oisy, 
:slow ond relatively narrow." Gabel notes that "(l)he limitation of the analog network for prcrni wn 
·services cnn be swnnwi.zed by noting thAI it takes over rwo minutes to send ~ pa£e of facsimile: over 
an analog netv.'Ork, while it Ulke:s about S scc:onds to send it on o digital network." (Gabel. pp. 9-10) 

The importance of this feet in the ClllT<nt proc<eding is thm the co~1 of providing new serviees 
should not be placed on loc:al service. Gabel remarked, "the ; ncenrives for creating the new plant 
are solely directed to meeting the needs of nC\v and premium s.crviccs and the basic local exchange 
services should be insulated from any co"l effects." (Gabel. p. 13) 

His recommrndation \l'ti.S lhlu, 

(r]ather than anernpt elaborate cost allocation schemes on a service-by service bll5is, 
commissions should consider oJ I()(ating costs on tltc basis of generic service 
atl.qlories. such as voict POTS, voice lon& dist.mce, data and video, One possible use 
of lhi:s melhod " 'Ould involve assigning no more cost to the basic POTS classification 
than can be identified! as necessary under "SUl.nd-alone" nuribmion. the cost of 
providing POTS olone, independent o f the provision o f olher services. !Gabel. p, 13) 

The concept of stand-olonc cost is addre:ssed funhcr in the comments of OPC and others in 
the follo"ing discussion of tests for subsidy. 

TESTS fOR SUBSIDY 

OPC believes a fair and reasonable rnte structure is one that is "subsid)'·frcc:." 1 he test for 
the nbsence of subsidy is to determine whether all rates ar~ obo,·c their respec tive incrernenU!I tosts 
and below their stand-alone costs. (OPC. p I) 

If rntc:s charged .arc above incmncntAI cost. then pnces arc c:slllblishcd tO fully recover 
all additionol cost incurred due to the provision of that service. Moreover, if th.: firm 
is recovering all forward-looking cosu. indudt ng shared Wld common. pnccs above 
incremental cost mean that no service (or group of servtces) IS recetvtng revenue 
suppon fyom any other. 

Stand-alone cost (SAC) i.s the maximum pric.< th.nt can be expected to exist tn a 
competitive m.vkct. Any price in excess of Sllllld·alonc cost would simpl) mvite entry 
of less efficient :firms. Inn monopoly cn\irorunent with entry barred, price is limucd 
to stand-alone costs. Thus, price set no higher than SAC provides the J>Otcnt inJ for 
a com peut1ve outcome. Since a multiproduct lirrn realizes benefits from Joint 
production prO«SSCS, pricing below SAC results in the~ benefits frorn jomt 
production be.ng rcOecred in the product price. (OPC. p. 21 
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it is possible for all services to be priced nt or above TSLRJC and still hnve at least one suvicc 
priced above SAC as welL He noted that, in such a case, the ser.ice in ques1ion would be providing 
a subsidy, pointing out that Mr. Dunkel insisted that SACs would h..ve to be known to avoid such 
n result. He argued that Mr. Dunkel was in error. 

First. Mr. Dunkel's contrived example is mathematically impossiblt. Suppose lherc arc three 
services, two of which nn: priced at TSLRlC. The toUII cost of the firm mUst then be thr 
swn of lhe three service TSLRJCs and lhc shared and c~munon COStS- A ftrrn th3t breaks even 
mUst m:ovcr that sum of r~sts. Now. if two services recover exactly their TSLRlCs. then 
the third service would recover tll most its own TSLRJC and lhe shared and common cost. 
But tluu is exactly what Mr. Dwlkel calls the SAC of the third service. no more or no less. 
Therefore, it is impossible for any service 10 be priced above SAC if tltc other scn~ces arc 
recovering at least their TSLRJCs. (Taylor. p. l l) 

Second, what if the fum is more than breaking even? lr th:u case. it is possiblt in theory that 
the third service would be priced above itS SAC. But , that is not germane to tl1c question 
here. namely, is 111 least one service (residential service) rr-!i11ng n sub>idy. i.e .• being priced 
1><. M TSLRJC? Now, if nil services are recovering nt least their TSLRJCs. then no service 
can be receiving n subsidy. Therefore. it is of no imponanc·e whaiSoe••er that the firm rnny 
be positioned to provid~ a subsidy by pricing at least one service above SAC. If a subsidy 
is not received, then it is irrelevant whether-in theory--a subsidy could be provided. More 
irnponantly, pricing above SAC for its own sake is not even SUStainable in compcliti•·c 
markets. Ally cqunlly-<:fficient entrant could provide the same service nt least at the TSLRJC 
and. if that's the only service it provides. nt most at the SAC. Thus, the competitor would 
always provide a beuer price than the incumbent that uies to price above SAC .. n point Mr. 
Dunkel himself oppetU"ed to acknowledge. (Taylor. p. II ) 

CONC!.USJONS AND OBSERVATIONS 

The concepts of cost determination and cost recovery "ere occ.a.~ionnlly confused l'i th one 
another during this proceeding. Cost detennination is relatively SlTDightforwnrd: ha•ing specified the 
cost object to be nnalyzc:d, what costS nrc incurred due to the decision to provide tluu cost object? 
On the other hand, cost recovery - how prices are set - potentially takes mto conSideration 
numerous factors. only one of which is the cost of the item or senice. 

Is the cost of loca.l loop facilities properly attribuwble to the provision of basic local 
tclc:commurticntions servi<:c? By defutition, yes. Section 36-1.0~(2). Florida Staiutcs. define> "basic 
local telecommunications service" as 

voice-grade. nat·rnte residential and nat-rate smgle·line business local cxchw1gc 
servicc:s which provide dial tone, local usage nee~· to place unlimited calls "ithin 
o local exclunge area, dual tone multi-frequency dialing. nnd access to the following: 
emergency services such as "911 ," nil locally o••ailablc interexchange companies. 
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ns high. As an example, throushout !he United States during ~he 1980s local exchl111ge ~ompoanics 
:nncmpled tO inlroduce (often mru!dot"ry) local measured service. Countless studies were conducted 
:nnd submiued to regulatOI')' amhontics which demonsmucd that the vast majorit\' of nll local 
~ubscribers would be bener off wilh measured rate service, than with flat-rate rcstdcntull service. 
Nevcrthcl=, !here was n vehement uproar from consume~ who opposed !he proposed pricing 
scheme. As a resulL local measured service offerings were generally defeated or "ilhdrn"1l- With 
respect to the project at hand, it may be that charging consumers full cost-based rntcs (whether by 
.a LEC or an alternative LEC) for residential basic sen~ce, .,,·en \\ith reductions in rntes for olher 
sen·ices that \\Ould be beneficiJII to customers, could );eld • s imilar reaction. 
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and Ad,'Moemcnl ofSmo.JI Telephone Companies (OPASTCO). which was o mail-out survey 10 5.000 
business and rcsidentio.J subscri~ of20 small telephone companies frorr lhtoughout !he U.S. A 
'nriety 01 infonnation was gathered. including customer reactions to hypolhcticru local telephone price 
increnses.lhc ability of respondents to call !heir local doctor and/or school "ilhout p;~ying an ndditional 
charge. available telecommunicat.ions options. number of subscri bed telephone numbers and 
demog.raphic information such as household income. household size. r~ce. age. and residency 
infomuuion. Anomer study conducted on behalf of !he W)'Oming I'SC emilled. "Telephone 
Affordability Study of Selected Wyommg Residents:· was based on o direct·rnail survey dcsi&ncd to 
me:J.sure whethC'r a.ffo.rdability of loC4l te lephone service was being mn.intained n.s the $LltC' moved 
10ward !he p.1r3digm of competitive telecommunications mnrkets.' The sur\'ey included a series of 
questions which allowed respoodc:n.ts to rank the imponancc of local telephone service and sc'·eml other 
services used by households. such as cable 1V. 

According to an aniele by K. E. Hancock entitled. -c-an Pay'? Won~ Pay'?' or Economic 
Principals of Affordability." affordability is anained only when !he service cM be secured 3t a price that 
does not impose an unreasonable burden on household incomes' Another anicle. " Perceptions of 
Affordability: Their Role in Predicting Purchase Intent Md Purcl\ase." by Atti S. Notani. nrgues that 
affordability perceptions may have !he power to influence purebase decisions.• This concept help.:-! 
lend perspective 10 the imponance of customer pe~Xeptions when developing !he Florida Survey. For 
instanec, thc series of"willingne.ss to pay" questions. which are based upon indivtduals' perccpuon of 
the nffordability of local telephone services at different price le\'ds. arc not unrelated to the actual 
purchase decisions of !he survey respondents. 

The OPASTCO survey, !he Wyoming survey. !he Hancock and Nou10i aniclcs, as well as a 
'"'riery of other related literature. were relied upon by staff in de\'cloping the Florida Survey. 

STAFF WORKSHOPS 

T\\'0 staff \\'Ork.shops were held lo consider input from interested persons on the destgn and 
implementation of !he Florida Survey.' A number of rcprcsemouves of groups tmpacled by the 

'Aruunarie Burg. "Telephone Affordubility StuJy of Selected Wyoming Residents:· 
Quanu/y Bllllctill. Vol. 18. No. 4. 1997. pp. 483-192. 

'K. E. Hancock. '"Can Pay? Won' t Pny?' or Economtc Principles of •Affordability'." 
Urlx.m Stu<lin. Vul. 30, Nu. I. 1993. pp. 127·145. 

•Ani Sohni Notani. "Perceptions of Affordobility: Their Role m Prediwng Purchase 
lnt.ent and Purchase," Journal of Economic Psycholog)'. 18. 1997. pp. 5::!5-546. 

'The first workshop was held on June 17. 1998 .:nd the second w:IS held on June 23. 
1998. Interested persons included represeuwtives from Incumbent Local Exchange Comp.10ies 
(ILECs). lntercxchangc CompMies (IXCs). cable associations. the State Jf Florida Anomey 
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I hal lhe ameaview took place and thai responses were recorded occuro1ely. The Survey Progrn.m uses 
a Computer Assisted Tolcphonc Interview (CATI) lab 10 admi nisler its survey prognun kno"n as 
CASES.' For lhe Florida Survey. lht telephone numbers used were randomly generated by a survey 
sampling product designed fo: :his pwpose and a minimum of len callbacks were made before 
classifying a lelepbone number as unproductive. The Uni"crsi1y of Florid3's BEBi< SW\·ey Progrn.m 
pro'ided a compilation of lhe approxirn:uely 80.000 individual survey responses from 1.582 respondents 
10 lhc Comrnis.ion. 

SAMPLE SIZE AND STATISTICAL ANALYSIS 

The Floridn Survey ouempted to oblain information from 3 rcprcsentolh·c sample size in order 
10 be able to generalize anfonruuion regazding perceptions wad belta\·iors wilhin a reasonable ro111ge of 
error. Slllff determined that o somphng size of 1,500 respondents would be required in order to ollow 
for occcplllble sample tolernnces at lhe 95% confidence intervol (!wo slDJ1dord deviations). when 
de,•eloping profiles for key demographic groups. 

SURVEY COVERAGE 

Since 7.2% of Florida households do not hove l.elcphone service. one obvious concern wilh 
performing a telephone survey regording telephone affordabiliay is lhol h excludes lhosc households 
wilhout lelephone service.• Their exclusion preSt>nts a dearec of CO\'cragc bias whkh clln be redu:ed 
in some measure by insuring llm11he income distribution of the sampled households closely rcsembl,! 
the population as a whole. Thus. a special effon con be mode to ovcrs:unple lhosc income groups 
(primarily. low-income groups) ..ruch would not olherwise be fully represented \'ia telephone sampling. 
The trDdc-off for achieving represenlative sampling by income is thol lhc SW\'ey sampling cnnnol be 
considered completely rundomized,lherefore, this SW\'C)' is based on o representoti,·e S3mple. 

REPRESENTATIVE SAMPLING 

In addition tO calculating descriptive statistics covenng nil respondents. lhe survey responses 
were also grouped according 10 income. population dens icy, and ogc: of household members. In order 
to establish thai the survey wns representotivc of lhe households in Florida. the demogruphic proli lc of 
lhc respondents was compared 10 llae demographic profi le of oil Floridn households. These com pari sun; 

'The CASES survey software is written and maintained by the SW\·ey Center at the 
Unwersil)' ofCalifomi' 01 Berl:eley. 

'Telephone Subseribership in lhe United Stoles, Dalll through 1998. Rel=d July 
l9'J8. lndusuy Alllllysts Di\~SIOrt, Common Canict Bureau, Fedcr.!l Communications 
Commtssaon. Penctrnuon is estimolcd on o unit basis rolher than available basas. 
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adequate representation oftbe sLate's elderiy popuiauon.'0 

SURVEY CALL DISPOSmON 

A review of the c:nll d isposition repon provided by BEBR ...,,·cnls thBt w1 attempt wns made to 
contact 11 total of 14,108 telephone nwnbers. Ofll10sc attempts mudc. 3.884 were deemed ineligible. 
3.804 we"' non-working numbers, 2,6f\2 had no WIS\\Cr . and 4].5 were incomplete. Of the remaimng 
3J83 c:alls made, 1.58511 were completed Wld t.79K were refused. Thus. the overall sue~ rate of the 
telephone SUI'\'CY wns approximately 4 7%. 

TABULATION PROCEDURES PERFORMED BY STAFF 

Commi ssion staff Ulbula ted the data using SAS sofrwrue. nnd then presented the results in 
written, Ulbulat. :md graphical format. Sample tolcrWltCS were calcul.ted for :til descriptive statistics 
The tabulations wen: sel!)'Cgated into four basic categories, including nil responses and responses 
srrotified by income. population density.nnd household members over age 65. 

SL'MMARY OF FINDINGS 

One way to summariu the varied descriptive statistics :presented in this repon is to provide n 
profile of the typicnl Florida household on measures wruch either directly or indirectly impa.r:t the 
nflordnbil ity of local telephone service. The same approach cnn be made for selected demopaphic 
groups that may be more impacted than other groups by changes in local telephone rates. 11tc followin~ 
discussion is nn attempt to provid.: such profiles. including profiles of the typicai "Fiorida household." 
the ··very low income Florida household (less than SIOK)."' the "modmuc low-mcome Flondn 
household ts:!0·30K).- the ··tow population density Florida household.'' and the "senior citiu:n Flondn 
household ... 

111E n'PICAL FLORIDA HOUSEHOLD AND LOCAL TELEPI IONE SERVICE AFFORDAOJLITY 

The typical Florida household has nn average of 1.3 telephone lines. Households responded that 
the telephone is used For a nwnber of purposes. such ns social oeallmg (97.0% percent of households). 

" Source: Estimates of the Population of the U.S .. Regions, Di,·isions, nnd States by .5· 
year Age Groups and Sex: Annual Time Series. July I, 1990 to July I. 1997. Population 
E.~tunntcs Program, Population Division, U.S. Bwcau of the Census. Washington. D.C. ~0233. 

"Staff identified 1.582 completed S\11'\'eys. not I .585 .ns indicated in the Call 
Di~-position Repon. In addi1ion. some respondents did not answer nil questions: therefore, the 
number (n) of responses per q_uestion is typically less than 1.582. 
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1clcphonc service for social calling (95.3 of households). and business calling (37.8 perc(nl of 
'housoholds). They arc unlikely to use it for pwposcs of !ntem.et access (2.4 percent of ho_,holds). 
shopping ( 10.2 percent of households), or faxing (4.1 percent olf households). TI1ey moy hove to pay 
an extrn charge to reach essential services. such as local schools (7.1 percent of households) or frunily 
physiCill/l ( 18.9 percent ofho~holds). Very low-income households use their telephone frequently. 
on ovcmgc 10.7 timcsodny. On averoge. the households in this profile lind that then: is one home the)' 
would like to call but cannot call btcause that targeted home does not have tdcphono service . 

In addition to locnl tclcl)b)nc service. the homes in the loweSt profile subscribt to optional 
calling fe~tures and other household services. albtit at a lower rote than other income groups. They 
subscribt to an average of 1.8 fcnrures per household. AlmoSt half of these households subscribt to Call 
Waning (~9.6 percent). and about a third of them subsenlle to Caller 10 (31.5 percent). SoMe have 
t:~ble TV service (39.4 percent), but tl>ey arc unlikely to have cel.lular teltphone service (11.0 percent), 
pager/beeper sc~ice (11.0 percent), security alann service (4.7 percent). or lnt-met scrvicc (3.2 
percent). 

Most customers (77.2 pcrcent) said that they receive a consolidated bill for local and long
distance telephone service. On average, they receive u monthly bill of S37.06 for loc~' service and 
S~8.38 for long diS!llnce service, for a total of S65.44 per month. Over half (56.7 percent) of these 
respondents pay less than S I 00 per month for electric service. 

When asked to rote the imponance of local telephone se~·ice on a scale of I to 5. \\ith S being 
the most imponant, very !ow-income ho~holds rat~ !ocalle!l:phone serv,ce -1 .~ on avemse. 

When asked what reactian they might have to a $2 increase in local telephone rates, 3 7.0 percent 
said they would reduce their 51pcnding on other goods or services and another 9.5 percent said they 
would disconunU<: se~icc. When asked what their reaction would bt to a SS increase in local telephone 
rates, -11 .7 percent answered that the)' would reduce spending on other items and anou>er 20.5 percent 
t.ndicated uut they would discontinue local telephone service. At the S I 0 level. 36.2 percent inJicatcd 
that they would reduce spending on other items. while 44. 1 percent MS"cn:d th~t they would 
discontinue sc~ ice When asked what they would do if ·prices increased to a kvd that was 
unncccptablc . slightly more thllll one-third (37.0 percent) indicated tl>at they would usc p.1yphon.es for 
their household communication. needs, but a large pcrcentlge of very low-mcome households Sllid thllt 
the~ would never discontinue service (20.5 percent). 

TilE MODERJ\ TE LOW-INCOME FLORIDA HOUSEHOLD MD LOCAL TELEPHONE SERVICE 
AFFORDABILITY 

For the purposes of this profile, the modcrute low-income household on Florid3 1S one \lith 
income between S20K and S30K. The tyl)ical household in this profile has 1.2 telephone hnes on 
"'crnge. Households responded that the telephone is used for· a numbtr of r ·trpOscs. such as SOCial 
callmg (95.6 percent of households).~ calling (56.2 percent of households). and to a lesser extent 
for shoppmg (26.6 percent of households). Internet access ( 19.5 percent of households). or f:uung , 14.0 
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ln addition to local telephone service, lhey subscn"be t·o optionnl cnlling features nod other 
household services, albeit 'I a lower rote than lhe olher density lewis. The~· ~ubscnbe to no a' ·cragc of 
1.7 features. lhe most popular 'being Call Waiting (50.1 perccn.t) Md Caller 10 (28.8 percent). They 
typically have cable 1V service (66.0 percent). nnd mny have other SCI"\' ices sudt as cellular tekphonc 
service (34.8 percent),lntemct service (28.4 percent). or sntcll itc:/Oircct TV sci"\· icc ( 18.5 percent). 

Most customers (68.8 pcn:el!l) Sllid lhnt lhey receive u consolidlllcd bill for local nnd long
distance telephone service. On averoge.they pay !>42.11 for long distance scrvtCc and about S.34.02 
for IOCll.l service. so their monthly bill h S76.13 for both services. There is one otlun monthly service 
that usually costs more than these two SCI"\ices combined. howc,•cr. A large number (66.2 percem) 
reported thtulhcy raY over S I 00 for electric SCf\'itc during the summer months. 

When asked to rate the :imporunce of local telephone senice on a scnlc of I to 5. with 5 being 
the most important.. they rnted local telephone scl"\•icc 4.6 on o,·erage. 

When asked "1Wt reactioo they mig/It have to a S2 increase in local telephone rates, 23.2 percent 
of lhesc households said they would reduce their spending on olher gc....ds or scl"\~ces, and another 5.9 
percent snid lhey would discontinue loc41telepbone service. When asked what their reaction would be 
ton S5 increase in local telephone roles, 28.1 percent said thnt they woulo reduce spending ott other 
items. and another 12.8 percent said that they would discontinue locnltelrphonr service At the S I 0 
le,•rl. 3 1.2 percent indiCllted lhlll they woul;l reduce spending on other ite=. while 25.5 percent 
anS\,tred lhat they would discontinue service. When n$ked wh.at tltcy would do if prices incr=d to 
a lev· I that V. il$ wuccq>Ulble. m«)rc than half of the respondents (55.8 percent) indicated that they would 
switch to cellular telephone Krvitc, but olhers snid that they would simply usc p3)'Phones for their 
household communication needs (22.2 percent). 

HIE SENIOR CITIZEN FLORIDA HOUSEHOLD AND LOCAL TELEPHONE SERVICl: 
AFFOROAOILm' 

For those Florida households wilh one senior citiu:n. the :~vrl'3ge nuntber of telephone lines is 
I J. Households in this category responded that the telephone is used for social c4ll ing (97.0 percent of 
households}. business calling (47.0 percent of households), nnd 10 a lesser extent for shopping (32.8 
percent of households). They were less likely 10 usc it for Internet access (18.1 percent of households), 
or faxing (14.7 percent of households). Few would have to pa) a specinl charge to reach cs.scnunJ 
SCI"\ 'ices such as their schools (1.7 percent of households) nnd doctors (7.8 percent of households I. They 
use their telephone frequently, approximately 10.0 times per dilly, In thi< profi le, tltc avcroge number 
of households that cannot be called because lhe targeted home docs not h .• ve local telephone scrvtce is 
0.3 

In addition to local telephone service, they sub1cribe 10 optionnl c4l ling features and other 
household services, but tltey .uvcrogc fewer features Ulllll other households. They subscribe 10 nn 
ll\'Cillf.'C of 1,.; features, lhe most. populnr being Call Waiting (40.3 percent) tllld Cal ler 10 (27 .J percent). 
Tite> typically subscribe to cable TV service (55.2 percent). and Ullly subscriber 10 other ! !rvices such 
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calls actual!)' made and received, b3sic scr.•ice appenrs to be meeting the needs of customers 

OPPORTIJl\'ITTES TO REARRAl\ "JE SPENDING 

Customers subscribe to optional fc:atures in significant numbers. nvcragin~ 1.8·2.7 features. 
depending on income, and 1.7-2.7 fcatwes, depending on population density. Households which have 
one or more members over age 65 subscribe to approximately half the number Q( features as compared 
to the typical household, but this still indicates that even seniors an: more than basic customers. In 
addition, households an: subscribing to second lines in increasing numbers. based on the fact that 
surveyed households ha\'CS 1.1-1.8 lines on averrf!c. depending on income. This sullistic does not \ 'llr)' 

materially by number of household members over nge 65. In addition. the nverngc household spends 
S55 n month on other communications related services such ns cable n '. cellulnr tckphonc, Internet 
access. al111m service, satellite TV, and pager/beeper. These findings suggest that then: is room to 
rearrange spending. particularly in light of the high importnnce nuached to telephone service (sec 
e.xpcnditun:s \ 'S. impottancc:). Nonetheless, then: appcnr to be limits on the extent to vhich households 
would be "illing tO reammge spending to accommodate a higher price for basic local telephone service. 
(see tolerance for price increases). 

EXPENDITURES vs. IMPORTANCE 

The survey provides information on the importnnce of local tekphone and other household 
comml 'licntions related services, as we !Ins the cxpenditun:s for these S.'lllle services lly compa<ing 
expenditures to imponnnce. this CM suggest whether these services arc pnccd nppropriatdy cornJl<li<d 
to one nnothcr. Median vnlucs were used for the comparison since average cxpendi1urcs could not be 
ealculuu:d due to the open·ended nature of the highest bill response category for eACh service F1gurc 
IV · I on the next page is a scatter diagram of the results. As would be expected. the diagr.un shows n.n 
up""2Id trend. impl)ing thnt the higher the median expenditure. the higher the importance. For services 
other than local telephone. the mcdin.n e.x~nditure and medinn imponancc rating include non
subsc ribers This was done in order to determine how the surveyed phone subscribers valued 'lnrious 
communications related services. Based on this comparison. local t.elephone service does not appenr 
to be prie<d inappropriately compared to the other services. The analysis may suppolt a higher price 
for local telephone service, but this could be problematic if cellular pnccs contmuc to dedine. creating 
u realistiC alu:mative to wireline service. 

TOLERANCE FOR Pi{)CE INCREASES 

Econometric demand models have consistently shown that locai Jclephonc service is"'~· price 
indnstJC. which implies that the demnnd for local service varies little nt different price Jc,•el s These 
models typically use historical data in estimating the price/demand rclauonship. Th1s pricc!dcmMd 
relationship can change over time as substitutes become more or less viable m tenns of price. quality. 
and functionality. In addition, the issue here is affordability. wh1ch goes beyond the concept of price 
elasticity to also consider the impact on the household budget. 
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exc,essive charges for credit card , collect nnd other non-direct-dirued 
calls; 
confusion over charges fo0r n myriad of long·dtStAnce callins plans; 
AT&T's S3.00 monthly minimwn charge; nnd. 
increnses in payphone ra'tes. 

Local C.alling Area (EXlended Area Service or EAS). 

Slwruning/Cranuning. 

Genernl concc:ms noted were; 

Concern that persons on lixcd incomes could not pay for nn increase • 
particularly reti=s who depend on the phone ns a "lifeline," 

ViUII to tr.aiotain free local calls for seniors, 

Concern that rates for nwnerous items hove nlr<-ndy incP"'lSCd. resulting 
in ste11dily rislng bills. 

A desire to return to the way things were in the past 

Concern that businesses currently subsidize residential senicc. 

Coocem lhat cUStomers no long,er receive quruity service, in that they do not 
have access to a physical locntion to pay bills. nnd have grcnt difficult)' in 
reaching a live person with whom to speak about their service. 

THE 0000 OLD DAYS 

Many customers seem to view rompelition, and the nccompanymg choice ot' SCI'\'tces. as 3 

nuxed blessing. pro,idlng a two-headed nragon wnh whtch they must deal. T clephone subscribers 
tOOu)' ho\'e 111Wl)' choices that lhey did oot hove 20 years ngo. Where TouchTone was once a cut•i~g· 
edge service, now cUStomc:rs can choose everything from Call Waiting to Caller 10. They know 
when someone is trying to call, nnd they know who is calling without picking up the phone. 

CLISlOmcrs can choose from an over.'lhelming anay of long-dislancr carriers and call ing plans. 
plans that seem to change by the minute. Television ads implore them to din! 10-10-321. and they 
C3ll purchase pre-pa.id phone cards 111 the drug slore. Beware the contest for a trip 10 Hnwrui: it can 
result in a chMge in long-d.istanee carrier. 

Customcrs can purchase thc.ir o"'n phones at Wal-Man. with so mnny fca1urcs that onl} the 
most dedicated will ever learn how to usc them. They may hove os many jacks in their homes a.< 
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Now. along "ilh all the cxtrn charges. we hnve a !'lorida imerstate gross receipts 111.x. 
and then we nre even U\X• d on a tax, as the federal excise tax taxes that. too. 

Then, "ith nil the scamming. crumming, and slamming. I just don ' t kno,. now long 
we can ~!and having you people helping so much. (Sanuota. p. 40) 

For many of the customers who \\TOte or testified. they perceive the situ.ltion for them is 
careening " i ldly out of control. To lOp it :111 off. they experien-ce difficulty in trying to reach a live 
p<.'fSOn when they Nl\'e n question or problem. reporting a JO minute wait. and longer. They cnn no 
longer pay thei r bill locally. either. They must mllil it to the -distant. unseen telephone comJl'llly. 

Yet in spite or the additional charges, some customers: stnte that telephone service ts still n 
bnrg.nin. Custom r Scon Sherman remarked, ~1 think for the price of two theater tickets you get a 
month of service nnd have enough left over for popcorn. It's rcall> amazing to me." (WPB-·1. p. 
28) Bob Marx ngreed that residential telephone service is "an absolute bargain." He compared it 
favorably "ith the rates in Atlanta. 

t\DD-ONS AND OTHER CHARGES 

While customers now h3ve many choices in their servke. they also have many new charges. 
and percci,·e they bavc no choice, C\'Cil for scr.•iccs they do not usc. Overwhelmingly. bused on the 
number of lc11crs received, the increasing add ·ons to the ba.~ic phone bill arc n major concNll ior 
consumers. 

While the Dctual rate for basic local sc.rvice has not mcreascd in recent yean for most 
customers in Florida. ncvertbel=. customers bave received numerous tncre:asc:s in other ways. 
Customer Wendy Dohanian explained that "we got the minimum rote. which was. they told w six· 
tlurty n month. you get th.Uty calls. . . . We felt S6.00 per month. that"s not too bad. But a.s it turns 
out. the bottom line llficr this toll access and other charges. its ten forty-two is our basic ru\c." 
(WPi3·1. pp. 120-121) CustOmer Robert Kuehnciscn advised ~bat the ••ten si.\"l)· li'e tf.ey' re telling 
you about is a misnomer. The three lift)· ) "OU add to it. all of the other things you add to it ~•rings 
that bill up to where it is even higher.'' (Miami. p. 32) 

Customer King McDonald agreed. "The 11.81 basic r.atc. when it ull gel~ put together. and 
all the taXes and taxes and lll.Xcs. it comes to Sl6.78. Nothing is bcmg doscussed about all those 
other things.- (Sarasota. p. 81 ) Customer Monte Belote pointed out that rates for everything seem 
to be going up "Now. non-basic services have gro"'n dmmatically in price. Whether that's the cost 
of adding u second phone line, Call Waiting. Star 69. or, in todlly's paper. QTE's effort to more· 
than·l 00% increase the cost for inside wire maintenance." (Sarasota, p. 62) 

Not only have the lidded charges effec1cJ a nue increase for most customers. bu1t they 
complain the bill has become virtually impossible to read. An nnalysis of a typic.nl bill gives nn 
md1cation of the reason for the concern. Twenty years ago. that t-ill moght include the foii 0\\111!! 
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discerning what the taX rott is. Customer Robert Hlllpuin complained that the percentngc of the ta.~ 
is not sho"n. so "you won' t know whether they're raising the la.~cs, if you can't even compare one 
lllX to the other," (WPD-1, p. 114) The w•s are so confusing. customers tell us even !he company 
employe.:s do not seem to wxlerswld tbcm. Customer !Wph Gonzalez points out t..'o..t if you ask the 
companies for an explanation, "you're going to get about twenty different versions from twenty 
di fferent reps.'' (Miami. p. 83) 

fNSIDE WIRE MAINTENANCG AND CONNECTION Ft;ES 

As previously noted, while inside wire maintenance was once included as pan of the local 
service offering. now cu.•tomers must pay an additional fee for the service. As reponed by ll1e 
customers. the rate for GTEFL has rc;:ently increased from $1.00 to $1.95 (Customer Cllltenee 
Brien. Sarasota. p. 30) Customer Anhur Heben reponed that from S<ptember [1 9)95 to October 
119)98, tltc r~-c was increased 160 percent from 75 cents to $1.95." (St. Petersburg. p. 114) Other 
companies charge even more, with rates as high as S3.95. Customer Robe'l Kuehneiscn provided 
his nnai)'Sis of the situation. 

I've been in my house ror thiny-seven years. I've se"n !lhe phone company one time. 
They came to my hoUS<:, installed the phone and that was 11 . I've never seen them 
since. And I was pa)ing four bucks a month till! foWld! oot •bout that. And if 1 was 
paying four bucks a month now my bill ~'Ould be twent)'·two dollnrs a month. 
(Miami. p. 31) 

CuStomer King McDonald advised that he e:lllled some of the advertisers in his local paper 
to compJrc their mtes. He foWld thllt "(m]My of them, fom1er GTE employees, would be more than 
happy 10 come out and fix your jack. Md they will do it for SIO on hour •· (Sarasota. p. 81) 

In :>ddition to inside "ire maintenMcc charges, connection fees ha"c nlso risen astronomically. 
Customer 1\lary Quellen testified. "It is roughly 50-some-odd dollars to ha\·e n phone put in. Here 
m So.rnsota. that's just basie:lllly, they go down to the e.xchange and do a S\\1tch. Whett you stru1 
adding that up. the installation, tlte initial fees, so fonh, it becomes very costly .. . . " (Snta50Ul, pp. 
69· 70) 

TOUCHlONE 

In addillon IO new clmgcs, certain cliargcs continue. For example. some cornparucs s1i ll ha\'e 
a scpamtc fee for Toucl!Tonc. noUlbly Sprint. Customer Ed Paschall complruned "On my tcl~phonc 
bill I'm Still receiving a one dollar charge for Touch Tone senicc. It's ridiculous- lie note-d that 
tltc dollnr is there to meet a revenue need of the company. (Q·uincy, pp. 4<J-50, alw T:tll ahas.~ee, p. 
53) 
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same minute." (Ft. Myers, p. 46) Some custOmers still repon that it is a toll call for them to call 
their neighbors a few miles av.'l1y, their childrens' schools. or their doctor. Some sny they cannot 
even call the county sherift or local police: "'ilhout incurring a toll ch3rge. (('l>...ll'les Conly, Ft. Myers. 
p. 46) 

Ttdditionally, several rnelhods have been used to tlSSist areas lhat demonsuute n need for local 
calling. Traditional E"-'ttnded Area Service (EAS) was created to prO\'idc specific rucas. which had 
nn CSU~blishcd community of in1en:st with nnother ruea. "ith toll relief. EAS is a rate structure plo.n 
that provides local calling bcJwec:n c~cqanges ll!nt M' c <!~monslrll!cd tommunilics of imcrc~l for a 
monthly flat rate. Community of interest is generally determined by the calling ,·olumes and 
distribution of this calling between the communities. Other qualitati\'e irtfomtation that would be 
considered would be a demonstration that there is a dependency upon the expanded area !for its 
educational. health, eo-...onomic or government services. The "rrangcment provides for nonoptional. 
Oat rate. two-wny, unlimited calling between two or more ex<:hanges. 

However. when the Legislature revised Chapter 364 in 19'J5. it essentially took away the 
Commission's authority to onder extended area sef\ice for companies that dected price regulation 
under the provisions of the law. Since most compnnics hn' e dcct<d that form of regulation. the 
Commission no longer has jurisdiction to require companies to implement new expanded loclll calling 
plans. 

A number of cUStomers expressed dissntisfaction over this situation- Two locntions in 
panicular were the subjc<:t of public testimOn)', petitions. and numerous lencrs. Titosc arc:ss were 
the communities of Tangerine and Pnnacea. which are discussed belo" 

TANGERINE 

Tangerine is located in Nonh\\'1:51 Orunge County. It ts sef\·ed from the Mt. Dora cxcbtnge. 
which IS primarily located in Lake County and ts separated from the rest of Orange County by a 
LATA (IOC3l occess ond U'llliSpoOn an:n) boundary. Currently. subscribers in the Mt .. Dora cxc:hnngc 
can call the Astor. Clennont, EUStis, Groveland, llowcy·in-thc-lli lls. Lady Lake. Leesbur~:. 
Montvade. Tnvares, ond Umatilla exchanges toll· free. These subscribers also have a S.25 ECS plan 
to the Apopka and Winter Park exchanges. The S.25 plan r:lles calls to those locations ut S.25 per 
call. regardkss of duration. 

At the public heruing in Altamonte Springs. CustOmer Stan Culler teSitfi<-<1 that TMgcnne 
customers could not make calls "iihin their own county without incumng a tol l charge becnusc they 
were pt'o•idcd =-icc from a Lake County exchange. He rcquest.cd help in rcsoh·ing this problem. 
(Altamonte, p. 34) This arel\ has been considered for toll relief in tltc past. Ncvenltclc:ss. the 
Conunission committed to continue to ftnd a workable solution for the citizens of Tnngcrine. 

Many efforts have been made to resolve this issue. For example. in 1990. the Orange Count) 
Boord of County Cornmission.ers filed a resolution requestin~: cxtcnocd urea service from Mt. Dom 
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One business customer llUide 174 calls to Cnrrobelle. nnd one residential customer made 
69 calls during that time periO<l. 

II would appear that the strong support evidenced in the public tcSlimony portion of this 
smdy is not nc.:essarily supported by the usage Sludy. Nevertheless. ot should be remembered that 
the testi mony given is nn indication of the CUSl.Omers' perception of the value of telephone service 
lhey recei\e, 

CONCERN THAT BUS[NESSES SUBSIDIZE RESIDENTi t\L RATES 

At a number of the public hearings, members of the local Chambers of Commerce 
testified that busi ness rates "'have beton recognized as being subsidi7.ers for rcsrdential rates." 
(Dennis Gray. WPB·I. p. 30) Customer Bob Marx commented that ""c're subsidizing a lot of 

' people. individuals. and we're not gening MY appreciable return on that im•cstmcnt." {WPB·I. p. 
59) The Chambers of Commerce support rebalancing business rotes. ns"ing for more equity in the 
rates they pay. (MiJlJlli, pp. 49-SO) 

CUSlomcr TCTTY Cuson complained of the high rate he pays for busint .s service "hich is 
essentially the same service he has at home. When he nskcd BdiSouth why there was n 
doffcrcncc in the r:ne. he was told it was "Bccaus.: you're n business " (Miann. pp. -14-45) 
Aceordong to Mr. Cuson's 3.Dillysis, when the differential is onultiphed by the number of 
businesses that pay the higher rate, millions of dollars nrc at stake. (Miami. p. 45) 

Customer Charles Sei12 pointed out that often business roles arc paid "\\ here each :md 
•'·cry line as basically doing nothing but operating o credit card. like an authori2lltion terminal." 
(Fon Laudcrdulc. p. 69) 

CUSlomer Jose Molina noted that "more arod more of my competition e'cry day is moving 
aheor offices 10 their homes. Tiaey're using the residential lines 10 run their businesses. That' s 
rmpllcting tn)' business. my profitability. And I believe that the - the mtes need to be 
rcstnrctured tO retlect this." (Miami, p. 50) 

Cu,tomer Bobrn Bush agreed. She argued, "why should my small business, my jj,·e, fow· 
lone business. continue to :;ubsidin: my employee' s home tekphonc lines. I p3)' them good 
salancs. I I.-now they cnn afford a rate increase." (Fon Lauderdale. pp. 40-41 ) 

Customer Scott Sherman pointed out that even "chwchcs and synagogues. social serYace 
agencacs. arc paying around 2 and-a-half times more just for basic scr. &ces th;lll the rCStdenuaJ 
consumer." (Wl'B·l. p. 15) Customer Barbanl Gaynor agreed that "!here is no krnd of 
del ineation for n nonprofit orgnni2lltion." (Miami, p. 51) 

Rcbuuong the notion of business subsidizing residential rates w~~..; cUSlomer Bcmnrd 
Gi llhcrg . I I< explained that if the "price of [a business) phone bill went d0\\1>, it would go to the 
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NO-FRILLS RATE 

Customers expressed a n -d for some type of "no·frills'' rate for customers who have only 
basic sctvice and do not wnnt. or cannot afford, any exll'l\.\. Often, lh= were !he elderly who 
depend on !he phone as their link "'ith the world. 

As n solution to Ute problem, Ed Paschall testolicd "' the Quincy hearing that "the one 
person who wantS !he single line telephone line c.oming to their house to usc thnt should be the 
base of consideration. If you consider or consider it from the point of ' 'icw of people who wu.-,\ 
to add on bells and whistles. whatever you wru,. to call them. then you arc genong into n doffercnt 
world." (Quincy. p. 47) 

Customer Dn,·id Goo<h>in testified that his mother doesn't hnvc extro features on her 
phone that he has on his. 

I lind them neccssruy at my house. I have a second line. I have a I O·ycnr·old son 
who needs usc of the lnt~met fe-r school. I may even have a lhird liw for a fax 
machine Md !hat sort of thing. I need caller 10 nnd !hose other type of features 
just for the nature of !he way !hat I have chosen to live. And I don't min1 paying 
more for !hose features nnd those things that I find necessary in my life. but don't 
make by mother pay more for her basic phone rate in order to compensate for It 
If I choose !hose things. nil ow me t.o pay for tnem rather than r.using my 
[mother's) basic telephone rate. (St. P.!letsburg, p. 118) 

Customer Bobra Bush testified, 

I ngrce POTS is POTS. Let's make some exceptions if we need to keep a dial 
tone in cvCT)· household so everyone can have n connection to their neighbor or to 
91 1. but the minute that you've got call waiting, it is a luxury. The minute you 
W:lnt to get onto AOL or wherever you are talking on !he Internet, it's o luxury 
3lld you should pay for that. (Ft. Lnudcrdale, pp. 53-$4) 

Thus , it is evident lhnt customers do not mind paying for extm ~ervoccs. llowcvcr. there 
os a perceived need to protect !he elder I)' Md others who cannot afford to pD) . They w:mt it to 
be available to all \\ithout the embarrassing proof of need. 

CUSTOt-1[;1< SKEPTICISM 

Customers rue skepucal regnrding whether competition will occur. Complainong that !he 
I <~5 ch>nge in the law did not bring 11bout competition. customer Rose Marie Gasser said of the 
sotuation. "Please make them do what the)' said they'd do in 1995, because I'm very ured of 
dmgging my 88-year·old dad out here for these Public Service Commission hellfings,- (Sl 

f'etcrsburg. p. 117) 
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CHAPTER VI: RATES FOR RESIDENTIAL 
BASIC LOCAL SERVICE IN OTHER STATES 

In drawing itS conclusions on the fair rutd reasonable Flonda res1denuul basic local service 
rate, IJ1e Commission is to consider "comparable rcsidcnlinl basic local telecommunications scr\'ice 
niles in other states." In the rutnlysis, bolh currem rates and recent rate action.s in other states were 
reviewed Trnditionally. SUites have set local rateS based on IJ1e srune principles, value of service and 
residual pricing. The lanc:r principle is a vestige of rate ~rate of return regulation. and refers to 
!he practice of selling residential basic local rates 35 the 1351 step in satisfymg a hxal exchange 
company's rovenue requirement. 

For purposes of !his srudy, the word "comparnbl<" must be defined. Sine< basic local scr.·iee 
is defined :>s flat rate per Section 364.02(2). Florida Smtutcs. the comparison presented herein is 
based on Oat monthly rates in other states, to the extcnl service is available on that ba.<is. Also. the 
statutory definition of basic local service includes dunl tone multifrequcncy dialing (DTlvfF) or 
TouchTone: thus, any separate charges for OTMF have been added in before comparing rates. 
Finally, since customers ofien perceive !he federal Subscriber line Charge (SLC) to be a local 
charge. the SLC has been included in the rate comparison. 

From a customc:r's standpoint. for a flat rate offering in another state to be comparable. one 
criterion should be !hat the local calling ~pe is similar in s1u . TI1e local calling area is c.ustomarily 
measured in terms of the number of access lines whtch mny be called, i.e., the mtc g.roup concept. 
While the r;cogmphic size of lhe local calling nrea (square miles. m3Ximum miles) mny also be 
rekvant 10 the customer, local calling areas arc not typically measured in that "'ll)'. and such 
information is not readily otl4inllble. Anolhcr criterion for defining -comparable" is that lhe 
economic circumstances of the customers in another stale should be simil:u 10 those of Florida 
customers For example. it may rn.alcc sense to look at mtcs '" other nre:>s of the country where the 
average income is similar to nrellS in Florida. In !his way. prices are not v1ewed m isolation. but 
rather in relation 10 ability 10 JXIY· Since the Statute also requires that the Commission address value 
of service and uffordabi lity, this further supportS IJ1c idea of considering calling scope, which is a 
measure of value. and economic circumslllnces, which affect afforrlability. 

C0~1PARISO>I OF RATES WITH OrnER STATES 

T ne approach used was 10 identify localities in other states that have s1mi lar calling scopes 
and econom1c circumstances ns localities in Florida. Some sort of structured process using samplmg 
wns nc~-ded since it was not practical to inventory !he universe of cxchas•ges within the Unued States. 
Since per capita income was readily available by county from the Bureau of Economic Analysis, it 
was logical to categorize counties first b)' this factor, rutd then consider calling scope as a second 
dimension 
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For each income quartile, the paiiems rue quite samilar (Set Figures VI-I , 2. 3. ruw ~). 
Floa idn's rates arc consistently ntthc lt'w end compared to rates in other paru of the eounuy. The 
,a,·cragc disparity calculaled using Slllndlltd linear regression techniques is S3.64 for the 1st (highest) 
income quanile, S7.34 for the 2nd qunrtile, $8.36 for the Jrd q\1311il~ and S4.4S for the 4th quartile." 

In addition to lookin,g at comparabi lity from the customer's standpoint (value and 
affordnbi lity), we also tried to build upon the first nn3lysis to assess comparability from the 
standpoint of the provider. A locnl telephone company \\Ould be concerned about the cost of 
providing basic service in one location versus another. In this provider-oriented analysis, the 
population density of the cowuy was substituted for local calling scope 011 the b-1SiS that population 
density is a key determinant of the cost of providing service. The population density of Florida's 
67 eotmtics Wid the 1111tional sample of 155 Wll.S obtamed from lhc US Census Oureau This second 
analysis enabled us to discern how Florida's rates compare 10 the rest of the country. where the 
population clensity (nnd presumably COS! of pro,idins service) is similar For purposes of thas second 
analysis, the quartilcs \\'en! eollapsoed to provide a composite rcprcscnt.ation. This composite appronch 
was tnken since providers would likely give linlc consideration to nffordability when assessing the 
comparability of two locations. 

This second anal)siS produces resultS thnt m similtlt to -"" fLrSt analysis in that Florida's; r:ues 
are consistently mthe low end oeompascd to rates in other pans of the counuy. (See Fagure Vl-5 on 
Ole following page) The averoge disparity calculated using slQlldatd linear regressaon techmqui:S is 
54. 15. 

Based on the rwo analyses. Floridn"s rates tend to be significantly tower t/Ulll the rest of the 
counuy even nfter controlling for (I) differences in calling scopes and incomes and Pl differences 
in population density (presumn.bl)' a key determinnnt of the cost of pro,·iding service). Tnking the 
two anal)·ses together, Florioo 's rates are typically lower than lhose in the rest of the country by four 
to five dollars per month. 

''The average disparity is WI estimate of the o.mount by which rates in other pans of the 
cowltty = systemntically higher 01an the rates in Florida. across the range of calling "'opes. 
lois estimntc was calculated by regressing the rate variable ngJJ.inst the calling scope variable 
and a dummy variable (where Florida • 0 wad US • I) The estimated coefficient for the dummy 
\'Urinble equates to the average disparity. 
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RATE ACI!Ol'S IN OTHER STATES 

A look at rates in other states would not be complete without also re\ 1ewing some of the 
more recent rate actions that hnve taken place. While rates appear to be general ly higher than those 
in Aoridn. s.Jme of thai diJf~ !lllly result from recent rate procecdmgs. As part of the transition 
to limited regulation. such ns the price regulation in e!Tect for most companies in Floridll. a number 
of suues hnve allowed companies to rebalance rates. However, others have rejectrd bids from local 
companies to increase local rates or have even decreased local rntes. One fairly common 
denominator throughout the country seems ·o be the reduction of imrastntr switchrd access charges. 
often to po.rity ,.;th intastate rates. Many of the rate actions come under the wnbrdla of universal 
scnice. Appendix \ '1·2 contains a SUlle-by·state list of recent rate aeuvitics. 

Twenty-six states arc either considering. or have recently concluded. uni,·crsn.l service fund 
proceedings. Of those. eleven states have approved increases to basic local rates for one or more 
pro,idm in the: last SC'\'all! years. In m;my inslan::es those increases hnve been tied to the previously 
mentioned access c.hnrgc reductions. For example. Georgia permitted LECs to increase local rates 
to a certain lx:nchlllllrk level, which Wll$ set eqW11 to one of BeiiSouth · s rate groups. Any lost 
revenues from access chu.rsc reductions which were not recovered thl ough rates are o ffset throush 
the Universal Access Fund (UAF). 

For llllln)' SlaleS, basic local rate adjusunents typicaJJy hnve oot been associated with extendrd 
arm seniees. addition of enhanced calling features (\\ith thr exception of TouchTonc). or incrroscd 
consumer protection. Some strues includrd implementation of introl i\TA presubscription as pnn of 
their procecdifl&s. Where local rate increa.'ICS hnve occurred, they hnve gonerally rrutgcd from SI.OO 
to $3.50 per month for residential rotes. 

Where a cost basis wllS used to establish rates for basic se.-.·ices. states sometimrs ha,·c 
declined to increllSC rates 10 the full cost of r ro\iding S<ONtce,. citing nffordability and othrr universal 
service soals. Pe.rmined increases to rates may be based on an index, such as the Gross Domesuc 
Product Price Index (ODP·PI), " ith various ndjusunents Funding for hi&h cost weas mny be based 
on a pro~y COst modcl. but 1Tl3)' not necessarily provide full fundirog for the incrrrnent from the mtc 
being charged to the bcnchlllllrk level. In other words. where benchmark rates nrc set below cnst. 
ther~ may be a "gap" between the rote and the threshold for iunding 

Qf those St.l~ choosing 10 rebaJJI!lCe rates. few pwposcfuli) adjusto:i the rdationship bet\\ <CO 

busmcss ttnd residential local service rates. Some of the r=ns clled for mamutining a h1gher 
busmess rate tnelu&:: I) the provision of a yellow page lisung for bUSlncss. 2) evidence that bu.smess 
customers make more toll cal ls than residential customers and wi ll therefore benefit more from toll 
reductions. nnd 3) the fact that businesses can pass lltcir telephone chnrscs throush to customers in 
the: form of prices for the goods or services they provide. TI\CSC and Other reasons hnve been echoed 
in comments of partkipnnts in Floridn's study. 

Access charse reductions have towed llS much as SO percent of the prior occess charge level. 
It is interesting to note that some of the stiUe commissions have no uuthorily to require IXCs 10 flttsS 
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pi311S nnd Lifeline Servi~ for tl: non-SCB LECs. 

In its proceeding, the APSC defmed basic services as "those b:.sic local exchange ser.ices 
provided to business and residence customers which an: gener.Uiy necess:u-y to mnkc or rcceivc a call 
" i thin the local calling aren. including area calling ser.•icc." (APSC Order. p. 5} Those scr.•ices 
include various multiline and trunking services, service ex>nr=uon charges. and services for provmon 
of public telephones. in addition to basic ncce..<s l.ine services. 

A plan "015 adopted that al lowed for price rL'Sulation, which is optional for non-SCB LECs. 
However. nil companies. ,egardless of the method of regul:uion. were raJui red to rebalance rates. 
SCB was not permitted to increase rates to recover revenues lost as n result of access charge 
reductions. Ra!her. rates for a number of services were decreased. Over a penod of 5 years SCB 
wns required to eliminate Touch Tone charges; consolidate ~nain rate sroups: reduce Area Calling 
Scr.icc usage rates. Grouping Service rates. and Business Bnsic Ser.·ice rates: reduce long dostance 
charges nnd Residentinl Services rates i~cluded in the Basic Services category: and reduce Business 
ServittS r:ues included in !he Basic Servic.e category. Cennin reductions t.cur in multiple years. 
The finnl rate reductions will become effective on July I. 1999. 

Non-SCB LECs arc allowed to rebalance rates in a revenue-neutral manner to recover 
revenues lost from reductions in intra.state DCCeSS cl.arges. Rate increases arc permoncd for basic 
scr\'lcc rates which arc below the rnt.e for SCB Rate Group 6 (D.fter the elimination of Touch Tone 
charges). T:-oe benchmark rnte is $16.30. and is based on an Alabama staff Malysis of the nvemgc 
long run incremental cost for SCB's n<:cess lines. less the SLC. 

Kate reductions azc required for bD.Sic services priced above SCB's Rate Group 6 level. 
Reductions nrc 10 we plnCI' each yenr for four years in increments of S I for residential and S2 for 
busmcss. including the elimination of Touch Tone charges. For non-GTE LECs. business rates have 
a threshold of twice the residential rate. According 10 the APSC. the required rate reductions "are 
not p:u1 of the rate rebalancing plnn but. insteD.d [an:] n ·'good faith'' offering on the pan of the non· 
SCI) LECs." (APSC Order. ~ 0·1.08) Thus. they are not included in the determinauon of revenue 
neutrahty. 

For the first five years of the plan, all prices within the basic category arc Clipped. subject 10 

the modifications discussed nhove. After that. prices of basic sc:r.ices "ill be allo"cd to increa.sc 
based on annu.ol chunges in the GDP·PI. which is o measure of innauon in the m.ukct prices of 
output in the econom}. The ondex is then reduced by an efficiency factor. and by atl)' penalties for 
failure tO meet SJX:cificd service quahty pornrnctcrs. The efficiency factor was init1ally se1 01 3~o for 
SC!l and 1% for all non-SCB LECs 

Prices for non-basic ser.iccs are capped for the first I 2 month.s that a LEC is subject to price 
rcgul3tlon. Subsequently, uggn:gntc price increases for the total non·b3Sic cntegory may nc:.t exceed 
I 0% per year. 

I nlr.lSUilc >"itched access charges for SCB are 10 be reduced by annual incrcmtntS such that 
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S22.SO. One·hil.lf of that iimo,· •t is SII .2S. thus the rate for Oat-rate service. GTEC's rutc: was 
<lctcnnined in n similar mnnncr, " ilh some modific~tion. 

Busmcss rates were set higher !han residential rates for several reasons. First. the evidence 
considered by the CPUC indicated !hat businesses mnkc more toll calls thnn residential users .. and 
thus would benefit more from rc.dl)djons in toll prices. Further. the CPUC behc•·es businesses ha\'e 
Wl opponunity to rcco\'er !he cost of telephone ser.·icc throug.h the price of thc11 scr.·1ces. 

Prices for local service were set at less !han the cost of the local loop to mitigate the ellcct 
of increased to~~~ monthly bills for customers who make few or no long distnncc calls. (CPUC Order. 
p 40) The CPUC included non-traffic sensitive (NTS) co~ts in lhc cost of basic cxchangc ,;cr••ices. 
wnh an adjusuncntto accowtt for the subscriber line cb:lrgc to il'\'Oid doublc-countin~;. Howe\ cr. the 
CI'UC noted that its "ability to follow this general principle 1111d to rcco\'er NTS com in !he bJSic 
monthly rate for residential servicc is subject to a signi fiCBJJt constraint: aff<"dabi lity 10 the customer. 
If Ill<: basic rate for telephone S'!'!'Vicc is not affordable, CUStOmers "ill not subscribe, and we will fall 
shon of our long·stMding goal of universal telephone service." (CPUC 0·-:lcr. p. 45) 

At !he same time thru loc:al rates were incrca.scd. prices for toll and S\\1tchcd access services 
were reduced to ncar their direct embedded cost, Pacific Bell 's switched access charge wa.< reduced 
from $0.03474 per minute (premium) each way t<' S0.024676 for the first minute, and .010296 f~r 
cach additional minute. for all minutes of use. Crurier Common Lme (CCL) rhargcs were 
eluninatec Access chnrgc reductions were also implemented for c~li fomia's rcmll.lning comp.rutiCS. 

GEORGIA 

On June 8. 1995. the Georgia Public Ser.;cc Commission (GPSC) initiated n proceeding for 
creation of n Uni\'ersnl Access Fund (UAF). as required by Georg in Senate Ull l 137 enti tled "Th" 
Telecommunications Competition and Development Act of 199$ ·• (O.C.G-<\. Section 46·5· 168) The 
GI'SC was g1\'CD authority to both est.ablish and admiruStc:r ll fund The prov1sions of !he b1ll are 
bemg 1tnplcmentcd in thn.-e phns:s. Dunng !he iru1.1al phase. the GPSC cstnbh!>hrd nn imenm UAf. 

Pursunnt to statute, prior to July I, 2000, nil Tier 2 LECs were required 10 "adjust in equal 
nnnual increments (!heir) int.ra.state switched access charges 10 parit) "ilh [their) similar interstate 
3cctss rates (to July I. 1995 levei.J].'' (Docket No. 5825-U. Otdcr Conwning Univttul Access 
1-wld ~nd Yc:u Phasc·Do\\n, June 30. 1997. p. 6) Comp.anics. "ere permitted to petition !he GPSC 
to reba.lance rates within specified limits. For alternatively regulated companies, rates ror certain 
b.'l5ic scr.~ces were capped for 5 years. then indcltcd. Any additional funding needed to replace the 
rc•·cnue IOS$CS of Tier 2 LECs ns a result of these mandatcdl access charge reductions is pwvidcd 
through !he mtcrim UAF. based on the company's costs. 

In establishing the interim UAF, llte GPSC recognized tluu thrre are fwtdamcntal diffcwcnccs 
between rate bJSC regulation and ahemntive regulation. Accordingly, it dctennincd that it wns 
appropnale to dcflllC COS1 differently for ~h type of regulation. On an int~m b35is. alt:mau,·ely 

• 97 • 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

The I PUC approved rat~ reba.!Mcing for GTE Northwest. in Cas~ No. GTE-T-98-2. Order 
No. :!7728, Sq>tember II , 1998. Ofnou: is the fact that the !PUC has no authority to require pass
through of the access charge reductions to end-users. The I PUC stated that .. the most we ~an do is 
hope that the toll carriers will pass through tl1e rate reductions to their cu.o;tomcrs:· (Order. p . 6) 

MICHIGAN 

In l\1ichignn, nwncrous companies '"'"< filed fo.r appr0\'111 ro restructure rates for basic local 
exrhMge scr.,.ice, purSUMt to Sect.ion 304a of the Michigan Telecommunications Act MCL 
484.2J~a; MS,\ 22.1469{30-la). (Opinion and Order. p. 3) Amerittch Michigan's rates have been 
rcstrllc turcd ov~r the past several yean. A nwnber of ca.~s hnvc been filed for the indqx::1tl•nt 
LECs. including Case Nos. U-1164 1, U-11643 , and U-11666. 

Section 304a requires oompanics to restructure their rates for basic locru exchange. toll. ruul 
access serYices such that. no lrucr th>n January I. 2000, those rates \\ill be U:ls4'd on total ser.,.ice ion~: 
run incremental cost (TSLRlC) for those: sel"\-iccs. Compan;ies " ith fcw.:r than 250,000 end-use 
CUSIOnl':f'S may use their 0"11 TSLRlC or adopt that of a larger carrier. The Commission 's .. role is 
limited to determining that the proposed 1111es nrc not less than TSLRlC or that the rrstruclwing 
moves rates closer to that stAndard." (Opinion and Order. p. 5) 

As an example. two companies applied to increase rates for basic local exchange semce. 
including Touch Tone. to the current "'-cighted 8\'Crtlgt basic local exchange (wban) rate of 1\mc-rit«:h 
:o-Jochigan •• nd GTE. This would result in u nwtimwn residcruial rate of Sl3.05 nnd of $12.67 for 
business service. These rat<: increases would be offset by access charge reductions. llllchignn's local 
rates arc largely for mc:\Surcd service. (Opinion IUld Order. p. 4) 

UTAH 

While the proceeding discussed here is a rate case. it rs umque in that the 1995 l,;t.ah 
iewslatwc directed the removal of subsidoes from rates by bringmg them closer to the cost of scrvocc. 
Tiris r<'liUltcd m a Conunission decision to increase rates for residenua.l baste local scr.·rcc by S2.80 
per month. to reduce the rate for business basic local service by S 1.88 per month, to reduce the 
charsc for call waiting service by S 1.50 pe.r month, and to decrease rates for both intrast.ate toll Md 
Sl\'itchcd JCCc~s services. In reducing 5\\itched OCC65 charges. the Commission decided upon 3 
unified CCL rate. The originating rate was S0.009 per minute, while the termanating rate was 
$0.0252. Both rat<!> were reduced to $0.0088. 

The Cmnmission noted that "[t]he 1995 St.atc Act gives specoal consideration to rcsidenlltLI 
telephone scrvoce prices nnd allows them to be set below incremental cost." (Order. p. 69) Whole 
U.S. WEST filed an mcrerncntal cost siUdy for residential SC:<Yiccs. the Commission declined to rely 
on it. Rnthcr. the Commission determined that M embedded cost of scr.·ic~ should he used t~ 
establish a ceiling for prices Nevcnhclcss. the incrcrncntnl cost study was used as ,, rough guide to 
set a Ooor below whoch prices should not fall. (Order, p. 69) 
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CHAPTER VII: COMMENTS Of INTERESTED PERSONS 

In addition to the cost issues discussed in Chapter Ill , n number of points wcr, made by 
intcre>1cd persons in the ,.10rkshops nnd in final comments. Topics ranged from nfTordabilit)' to value 
·of scnice. Considerable discussion centered around nue rebalancing and its irnp3C1 on competition 
in the m1lrket. pnrticuiMiy for residential and smnll business customers. 

The LECs belic\'t' that the current rate StrUcture is neith~er fair nor reasonable. According to 
the LECs. some customers arc unprofitable to serve and arc subsidized by others. So long as this 
is the cnse. the LECs believe competition will not come 10 the locnl residential market To thCIT wJy 
of thinking, nue rebalanci ng is a nec-es.smy ingredient to spUI the market forward . 

Predictably, othe-r panicipants did not buy the LECs' story. AARP. AG. FLS. and OPC 
believe intraState ~"'itched access charges can be reduced for the large LECs without causing undue 
harm to the comp.lnic:s. Available infonnation shows high rates of rctwn for the <..>mpanies. beyond 
what would be considered reasonable Wlder a nue base regulated regime. Pnrticipants noted thllt the 
price cnp regulation currently enjoyed by the LECs " us intended to work in .>njunction \41th 
compemion th:u would keep excess profits in line. lns!Cad, LECs increase mnny rates at "ill. while 
their competitors are banoly able to get a toe oold, let alone have an impact on prices. Rounding off 
the opposition. FCCA bclie-'t'S that even if roles are rebalanced, competiuon "ill not be " ides;prcnd 
in the residential masket, due to b:uTiers to entry. 

Also discussed were affordabilil)• and \'lllue of service. Par1icipants argued that affordability 
must consider the burden placed on subscribers, not just how much they are willing to pay. The 
LECs belie,·e a totnl bill approach should be used to evllluate affordnbility. Afford.nbility is also 
linked to value of sc:r'\'ite. While the LECs contend that customers receive more value than ever. 
Other pantt tpnnts questioned the quality of that service. 

S!!OLILD Rr\TES !)E REBALANCED? 

The LECs contend that the current rate structure is harmful tO consumers in SC:\eral "'II)'S' 
I) subsidiu:d basic rates arc anti-competiti,•e. 2) prices set high to subsidiu: basic service force 
residential customers io usc the phone less, causing nenJ economic losses: 3) it tS unrair to force some 
rc>idential customers to subsidize others: and 4} bill analyses show that moSt cuStom .. rs substdtze 
themselves on the same bill to at least some extent. (BST. GTEFL. Spflnt. p. 25) In essence. the 
I. ECs bel tc\'C basic local residential rates should be increased, while S\\itchcd nccess clutgcs nnd 
rates for vcnical sc:n•iccs shoaM be reduced. 

In spnc of their contention that most cuStomers subsidiu themselves, the LEC~ rlntmod that 
most residential CU.>tomcrs nrc not profi111ble to serve. For example, Sprint stated that 71% of ill> 
"rc'Sidcnual cUS~omers are not profiU!ble- thnt is they do not gencrnte revenues sufficient to cov-cr the 
COS1 of JXo,iding their sen-icc." Sprint believes that "the profitability of a r•sidential customer is n 
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effect, "'the Commission detemtine a ma.x.imum affordable rate standard for basic restdential se:r"icc.: 
to the extent that the cost of providing thai service in a p:uticular are-.~ excc.-ds that rate. the 
diflerence would be funded tlu-ougb an explicit. competitively neutral universal scr\'icc fund."' All 
revenues received from this plan would be used to n:duce or climinnte implicit subsidies in other 
rates through dollar for dollar rote reductions. (Poag. p. 9) 

EXCESSIVE EARNINGS Of LARGE LECS 

The COI\SUIDCt advocates do not believe that no rotc changes should occur. OPC and others 
ursued that "{aJII rate reb:Uancing can be accomplished though rate reductions "ithout imposing 
significant harm on the ttlcphonc indUStrf.~ (OPC, p. 8) 

Accordmg to Wmiam Oun;.:eJ. representing AG. the curocnt rates r : producing approximate!) 
a 19% return on equity for nil three major LECs. He poi.ntrd out tlun 12% wns considered J 

reasonable rerum on equity under rntc of return regulation. The earnings •.rc produced in pori by 
what he considen:d to be excessively high raJ.cs for CCflain scnitt$. This means that "in the less than 
three ) cars of price cap regulation, the LECs have increased their rerum on equity from the prc,·ious 
12~. level to the cWTcnt level of over 19% rerum on equity. The LECs over--earnings are r.apidly 
gTO\\ing." (DWlkcl, p. 1) It should be noted these increases occWTed while companies nlso reduced 
acce-ss dw.rges. OPC pointed out tlut "intrasuue toll rates in Florida for all but the shonest di swncc 
calls have been cut. in some i.nSIMces, by over one-half."' (OPC. p. 28) 

Mr. Dunkel funher explnined that DeiiSouth's return on equity in 1997, C\'cn after Sl23 
million in rcfunds, was 15.11 °/o ns shown in their earnings surveiiiMcc repo!1 (ESR). If OeiiSoutlt 
were to reduce its rat<:S such tlut revenues were reduced by S250 million per year. it could stiO I earn 
the 12% rcrwn on equity that Mr. Dunkel believes is reasonable. (Dunkel. p. 2) In fact. Mr. Dunkel 
believes that lkliSoutlt could significantly reduce toll rntcs (Uld itllruSlute switched access charges. 
with no rote increases whatsOever, and still cam a rcnsonnblc rat.e of return. (Durtkd, pp. 2·4) 

The other pncc cap LECs OIC not required tO file caminf!S surveiiiMce rcpons. Md BciiSouth 
"ill not be required to file one in the future. As a result. GTEFL and Spnnt's earnings had to be 
estinl4t.:d. Mr. Dunkel believes GTEFL Md Sprint are also ewning a high rate of return. simtlar to 
lkiiSouth (Dunkel. p. S) Mr. Dunkel complained that ''[i]n this very proJect. :llthough GTE[FLI is 
nsking for much hiBher residential rates, GTE[ FL J argued that the Cornmission. the Florida 
Legislature. and the public hod no right to lcnow bow much GTE[ I'Ll WIIS tWTently over-earning." 
(Dunl.el. Jl· 6) 

Mr. Dunkel suggested that these over-earnings should be shared under the pnr.e regulnuon 
regime. He c:xplaincd that 

(nJon·shnring price regulation was b=d on the theory that sufficient eompctttion for 
telephone service exists to prevent the I.ECs from over·pnemg thetr ""rvices 
However. the 19% plus (and rapidly growing) returns on equity that the I.ECs ure 
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it would tnke to encouroge competitive ~tty. and wlult would be the n:sult Not all pantcip:lllts were 
convinced thnt local compe •. Jon would become a reality for most consum:z, 

Dr. Robert G. Hnrris • .cptcsenting the LECs, argued thnt ··n competitor can combin~ its own 
5\\itch \\ilh 3 leased loop 10 offer vertical features (such as voice mail or call waiting) at pnc~ well 
below !hose tlw nre required to subsidize basic ser.•icc. Furlhem>ore. [compeutors] can cherry· pick 
high n:vcnue. high margin cliSlomers because current usage prices rue maintained anificially high to 
subsidize basic residential service." (Harris, pp. 24-25) This would lea"c !he LECs wilh lrugcly 
unprofitable customers to ser.•e. Further. i)r. Harris argued lhnt lite current regulatory framc"ork 
pro,·ides "anificiol incentives which distort entry decisions by compeutors.'' (!Innis. p 25) 

In an dTort 10 boost competitive entry. the LECs lul"e sugges1ed that bust ness and restdenual 
rates should be n:SttUCturcd or rebalanced. But other panicipants responded that mcrcasmt; the rates 
for bas1c IOClll residential service may not have much effect on compc:tition in !he loeal exclwogc 
market For cxrunple. Mr. Gillt111. representing FCCA. SUited tl~t 

l f)or competition to occur in the local ll:Sidential market. it mu.'lt be possible for n new 
entrtlllt to mass market ubiquitous locru ser.•ic:c and provision that sen·occ 
inexpensively. The only way in whicb a new emrant can accomplish this now. and 
for the foreseeable future, is by ordering everything necessary to provide residcnttal 
service from the network of the incwnbent local exchange company. Presently. an 
expensive StrUCtural b:lrrier exists !hat would prevent competition from Oourishinl! in 
.he local exelulngc market. even if the CommiSSlOn were to incrensc local residential 
rates significantly. (FCCA. p. 3) 

lie pointed out lhat the non-recurring charge to an ALEC for establishi11g local scn;ce tluough resale 
IS $178. while he believes the cost is only $1.45. (FCCA. p. 4) This in itself is a barrier to cnt~·. 
lie beiie''CS lhnt "[c]''"" if the Commission were to increase local residential rates by almost SIS 00 
per moruh. the iocrease would not result in an increase in compemion. because of !he bamcr to entry 
pn.'SC:ntcd by the non·r~-curring charge.'' He suggested instead that cfrons be made to rcnlO\'C ~~= 
nnd oth harriers. (FCCA. p. 4) 

In suppon of its position, FCCA submitted n report titled "Oro:odcning the Onsc: Combining 
Net"ork Elements To Achie,·c Widespread Local Competition.'' sponsored by the Compclittvc 
·1 elccommunications Association (CompTe!). One of !he concepts discussed is cost·bascd acces~ to 
tlte cxistong network. Some panicipants believe !his is a fundamental condiuon whoch must be met 
tor broad-scale entry and competition tO occur. Ae<:ording to !he report. "The incuml>:nt ILEC's 
cxoh;Ulgc 111:lv.utk t> Stmply too vast and complex to replicate on n ubiquhous scale. Equally valid 
Ius been !he lesson thnt competitors must have a practical abil ity tO combine network clements. as 
\\til ns acc.:ss network elements individually." (BTB rc:pon. p. I) But ucccss to the network alone 
is nut enough. Entrants also need access to the same electronic systems that the 11-F.Cs usc to 
manage and combine network elements (13TB report, p. I) 
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ParticlpG."lS BISO believe nne incre35es !hat focus on loccl service will be used to provide 
funding tor ar.fr=cture necdod to supply premium scr'\'ice 10 lhe mruket. "By most estimates. the 
SUikcs are huge. ln the ncX1 several d~ades hundreds of billions of dollars will be : pena upgrading 
the network from a focus on voice uses to a focus on dnl3 and video uses:· (Gabel. p.7) 

SMALL LEC IMPACT 

Should competition become widespread. lhe eff~t of competition on lhc LECs may be more 
dramatic for smaller companies than for the larger ones. Accordins 10 the small LECs. the impact 
of competition on !hem is differt'llt from that of lhe huge LECs Th<y pointed out !hat rural 
n<·tworks are typi:ally high COS1. whacas the ~-rvice = of lhe larger LECs may be high cost only 
in cenain areas. (Small LECs. p. 6) 

Ahhough none of lhe small LECs in Florida has experionc<d significant ruul 
widcsprcad local ¢Xchange scrvic< competition as provided for und<r the 
Telecommunications Act. small LECs havo all encounter•-d compet ition in one fonn 
or lhc another such as b)'paSS. inltli.LATA presubseription. \\1fckss. and competition 
from pay tclophonc service providers. In addition to comretition. small LECs l\!1\"e 
seen n:venue erosion from legislative mandates or Commi5~1on ac· ~n. such as access 
reductions. elimination of inter LATA and inltli.L,'\ TA subs1dies. and expansion of 
Exta:nded Ami Service (EAS), wilh no provision to repl:>ce these los1 rc. onucs. (Small 
LECs. p. 2) 

Tho small LECs suppon rate r<b3lancing as advocn1cd by lh< large LECs. including lhe 
c:stnblishmcnt of a Universal Service fund. (Small LECs, p 2) 

AFFORDABIL!TY 

l"ot nll panicipams focused !heir comments on costs. "hac.h \\cre d1scusscd in olhcr chapt<rs. 
:and rate rcbal:mcing. A number of paniciJW!lS addressed !hear romarl...s due<lly to the olhor criteria 
1~«.1 in Chnptcr 98-277. Laws of Florid11. In lhe remainder of !his chapter. affordability nnd value 
of service will be discussed. 

Pnnacipants provided definitions of affordnbility and suggost<d factors to be considered an 
c\·ahmting 11 . For example. lhc small LECS delin< affordubili1y ilS 

the financial means of a cu.o;romer to puroha.se serv1ccs. In the conaoxt of lh•s 
proceeding. an affordable rate should be defined ns n rote that IS rcpr<.«mauvc of 
vnh•c of service. provides access 10 the mnximwn number of customers will ing and 
able to pwcha9: insic locnl telceommWlications scn•ice nnd is just :and r=nabl< to 
encourage infrllSlructure investment. (Small I.ECs. p. 3) 
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in rcnl terms.. Usi:~g M inflniion index as n benchmark "the niT,>rdablc level. adjusting for inOa~on. 
(would allow) companies greater ncxibilit) for rrstructuring local rates while mnmtaining 
afl'ordability. for lnstAllce. the purchasing power of SI.OO in 1984 is equivalent to $1.54 in I '197.'' 
(Smull LECs, p. 3) 

The large LECs perfvrmed n similar nnalysis. noting that prices for basic ri!Sidrnu;,! <rrvicr 
h;we bern nenrly unchnnged for the past l S years. An example provided was that BcllSouth' s rate 
for basic local residcnrinl service was Sl3.95 in 1983. Today. the price for the >'lnt< service is 
Sl4.15, including the S3.50 SLC. which did not elcist in 1\183. Adju:>tcd for innotion. the Sl 3.95 rotc 
would equate to S23.25 in 1998 dollars. (BST. GTE. Sprint. pp. 7·8) 

Another indiCiltor of u.ffordability is t comparison of Florida's rntes to those 111 other states. 
While :u1 entire chapter is devoted t.o this tOpic, lhr panicipants also had cornrncms on !.his aspect 
of aftordabiliry. Thr LECs poinu:d out that ~(t)he current avcrogc monthly mtcs for thr<'<' largest 
Florida (LECs) arc from S2.58 10 S4J 6 lowrT than the national nvcragc." (BST. GTE. Sprint. p. 8) 
l'his is in line with the nnnlysis performed by the Commission. Titcy believe thnt rut exrunination 
of penet.ration b ·els in ot.her. SUites indica1<:s thnt higher rates do not adversely impa~t higher 
residential basic rates. The LECs chum Lhnt "Tennessee nnd Nonh C:uolina luwc higher 
subscribrrship levels !.han Florida, even though !.heir average residential rL.es llrc high« and thetr 
rncomc lc,·els arc lower." (BSl. GTE, Sprint, p. 8) 

(N)atioo\\ide. the average residential basic local service ntc IS Sl 3.9·1. income is 
$22.000. nnd the penelnltion lc,•cl is 95 percent. Similarly. in the other southeaStern 
states. the average rote i~ $14.64, the average income is $20,000. and the n'eragc 
penet.rntion level is 94 percent. In comparison. ILECs in Florida rates arc Sprint· 
Flondn $9.58, GTE. Sl 0.02. and BciiSouth. $11.36. Florida income is $24.000, and 
the pcnctrntion level is 94 percent. (BST. GTE, Sprint. p. 17) 

\\'hat otll<T fnctors Impact subscribership levels? The LECs claim thltl "s1ud1cs have si10\\1'1 
that most consumers who decline to subscribe to. or cancel their subscnptton to. res1dcrmo~ baste 
loc;1l sc" ·•cc do so because thc)' carmot aliord the long dist.artce toll charges." (liST. OTE. Sprint. 
p 26) Mr Dunkel pointed ou1 that BciiSouth disconnocts 236.000 residential customers per year for 
non·pa)1ntnL (Dunkel. p. vii) " (D)isconqcction studies lind Lhnt the primary reason for involuntary 
disccnneetion of tdcphone sef\;cc is the inability to pa)· long distance chnrgcs .. ( ll arris, p 31) The 
I.EC~ added Lhat 

(flor the average customer. the basic service charges are less !.han onc·third of the 
total tclccommwucauo rts bill. This suggestS tluu the ~verage customer will have" 
gtcalcr Interest Ul the prices ior the discretiorwy services that make up over t\\O·thrrds 
of Ius or her telecommunications bill. thllll in the price of tlte basic ~n·•cc . !BST. 
GTE. Spnn1. p. 27) 

1\ ccordingly. the LECs bclie\'e a total bill approach is neeessnt)· in evalunung 1hc 1mpact of rate 
increases on consumers. (BST. GTE. Sprint, p. 26) 
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1\ccoo.!::l., tot!.: LECs. this is due to three mam onte=lated. mutmlt~ r<mforcm~ factors 

The underlying engineering and fwlcu003lny vf the ~hnoiO!!Jcs used to prl'duce local 
telephone scrvic.s ha.~ impro,·cd. kadmg "' mcreasos in the quaht)" c..1 b~\lc local 
telephone savi~ and factl114llllg the deptorme:.l of complementary enhanced "'"ocr' 

The q·oan111y, QWility. and vnricty of goods ru:.t scn·ices thai are complcmcnt:ll) to 
local telephone $Crviec hnvc inctcnsed while tht·or prices have decreased 

Changes in conswner lnStcs hlwc ina=cl the dcrr.and for locnl tdcphonc scn·orc .md 
complcmrntary goods and services. 1rlarris. pp. 2-3) 

The local telephone network provides a(cess ro 

the lnoem<-1: 

FAX and dau l.r.lnSmission: 

loll-free numbas (800, 588). 

larger locnl C3lling = in tenns of addlllon:li extended asca scn1cc rout~ 1111d 
gr0\\1h in access lines within exchanges: 

.• 

complementary non-basic services, e.g. Caller I 0: and 

\\1rclcss communicouions (cellulnr. res. pngong). 

lllarm. p ~: i'oJg. pp. 5·6: BST. GTE. Sprint. p. 3) 

fhc oncrr3Scd opponunities for usage provodcd b)• nll of these scn·oces h:I\'C tloc net tiTI:(:t of 
1ntro::mn~: the \aluc of the $Cf\ice For example. 

(a(n c>1onutcd ~. of conswnas 111 a r«cnt survc)· used toll free telephone numbers 
tor cu>~omcr SC'f\icc needs, milking rcSCf\aiiOns. and ordcnng or rcqucsung 
ontorrnauon on products or scn·oces Other common apphcauons 1ncludc malmg 
tinancoaltr30Sllctions. collect calling. and paymg bills. (Hams. p 8) 

The abili1~ to access v:uious on-lone scrv1ces os panocuh11ly vnlunblc 10 rur•l communoucs 
"1 hroush ·on-line' access. couswncrs lwvc nccess to both educationnl nnd shoppong scn occs th~t 
other"'"" mny noo be nvnilablc in rurol communities " (Smnll l.ECs. p. 6) 
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CHAPTER VIII : CONCLUSIO>IS 

Each of the previous chapters pro,ide.s n part of the picture of what consutute5 a far: tllld 
reasonable Floridn residential basic local telecommunications service rate, In ttus chapter. the 
informmion gathered in the study will be discussed m the context of the four clements liSted in the 
law. Those elements ase : affordability. the value of serv1ce. comp:uuble residential basic local 
telecommunications rates in other states. and the cost of pro,iding restdenulll basic local 
tclc:conununication services in Flori~ intluding the propoMIOihllt shan: of jotnt ;mJ common cosu_ 
Finnll). O\cr:lll conclus10M 11.5 to the fair and reasonable Flonda re<1dentml basic IOC3l 
telecommunications ralc wrll be drawn. 

AFFORDABILITY 

Participants in this Study pro-;ded ddinitioM of affordabi lity wrd suggested factors to be 
considered in cvalwrting it. One definition of affordability is 

~ fm:mcial me:ll\5 of a custOmer to purduse ~ccs. In the context of th1s 
procecdmg. 11n affordable rme sboul-1 be dcftned n.s a rate th:lt is rcprcsenuli\e 
of \'alue of service, pro-;des access to the maximwn number of cUStomcrs 
"illing and able to purchase basic local telecommunications sen1cc and IS jUSt 
and reasonable to encourage infrllSirUCture invesunent. (Small l.ECs. p. 3) 

To that definition. AARI' added thnt •·affordabillty involves t!he burden that the t(>St of necessities 
1mposcs on people. not simply whcth(r or not they will keep pa)ing." (AARJ'. p. 16) 

It is clew that the factor$ wbi~b ;.!feet the ;.ffordabilily of re~idenltlll b3su; loclll cx~lwlgc 
:.cnrcc: arc complex ru1d \'lltled The deftniuon of affordability goes beyond the pun:h= deciSJon 
If that were ~ onl) consrdcrntion. ~ srudy of IOC3l telephone $enice affo:dab1ht) could be limited 
to W1 econometric demand model for residential b35rc loc:al exchange sen 1ce T de phone scrvie< 
t.lcm:md "ould be Y'IO\\n to be a I unction of '•arious f<\Ctors which detcrmrne "hether a purcbasc is 
made. including loc~l telephone service price. the price of ncar substitutes, Wid household 1n<:omc 

Such studres have consistently sho"n t.hru local telephone: service is \'try price melastic. which 
implies that tl1e demand for loc:al service varies linlc ot different price Jc\cl s These models I)'Pically 
u.>C lustoncal dClta in estimaung the price/demand relauonship llus price/demand rdauon.ship CWl 

change O\'er ume as SUMtiiUtes become more or less \i&.ble in terms of pncc. quahty. and 
lunClionality. llowc,cr. the rss·x in this study i$ affordabtlity. wruch goe. be~ond the concept of 
pne< dti.Stieit) to also constdC'r the impact on the household budget. 

The SUI' C) conducted on the Commission's behalf sho"'ed that the typrcal customer (70 ()',.) 
rce<I\CS J consohdutcd bill for loclll and long-distMcc: teleplwne service l11ey pa)' SJ9.-IO on 
aH·rnge for hx:al SCr\'ICc. lc>.< than what they pay for long distllnce service. whrch O\'emges S-15.47. 
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NC'..,U.,Iess, some p.uticipants believe that local residential b.uic rates shoulu not be set so 
low tlut "''cry subscriber could ' 'ford service. Rather. the rote should be set so that the residential 
basic s.:rvice rate is llfford.,ble to most households. For the low- income customers f.n whom the rate 
is unaffordable, subsidies should be targeted. as is the case \\ith Lifeline. Further discussion is 
rncluded under Lifeline and the No-frills rate sections below. 

VALUE OF SERVICE 

As sho"n in !hie defulition at the beginning of the affordnbility section. afiordabiliry and value 
of ser-iee are linked. An llffordable rate is one that is reprcsenuui'e of the value of scr-·ice. 

Wltat value do Floridians rec:eive for their locnl service dollar? The local telephone nc'twork 
pro,·ides access to n growing number of services. including: 

the Internet: 

FAX and data ~ransmission; 

toll-free numbers. e.g., 800. 888: 

larger local calling an:a in termS of 3dditional extended :uea service routes :111d 
srowth in access lines within exchanges: 

complementary non-basic services. e.g. Caller 10: ttnd 

landline COMecaion 10 "'ireless communications (cellular. PCS. paging) 

Value of scr-•ice is greater than it ever has been in the past. In addition to the services 
customers can avail themselves of. the telephone provides 

an tndispensable link to the world for millions of sub.scribe~. panicularly for those 
"ho are elderly. disabled. or on limited inc{)mcs. The increase in mobility of 
1\rncrican society over the past sc,·eral decades. that Ita.~ comribured dramatically to 
our current prosperity, has been integrally f4eiliuned by the ~apaeity of telephone 
scr-•icc to commue relationships "ith geographically separated f:unily members :ll1d 
friends (FLS. p. 12) 

What vulue do the customers themselves believe they rccct\'e'? Based on tllc results of the 
SUf\c). IlK: typical Florid:! household has nn average of 1.3 telephone Enes. Households reponed that 
they us.: the telephone for a number of purposes, such as social c~lling (97.0% of households). 
business calling (57.2% of households}. and to o lesser cxtent for lmcmot access (31.0% of 
households). shopping (29.8% of households). or faxing ( 19.7"/o ofhousc:holds). Few households lmvc 
to pay n 11 extrn charge to reach essential services. such as local sclmols (3.:!% housoholds) or the 
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voe:rsus another. Florida mtcs were compared to rates in other S1al<s after controlling for differences 
in population density (a key dct::nninnnt in the cost of providing service). Tire results are similar to 
the li rst nnalysis in tha ~'lorida's rotes =consiStently at the low end compared to rates in other 
parts of the country. The average disparity calculated using standard linear regression techniques is 
S4.15. 

~ased on these two analyses. Florida's r.ue.~ tend 10 be signific:uuly lower than the reSt of 
the country even after comrclling for ( I) differences m calling scopes and ~ncomcs and (2) 
differences in population density (presumably a key determinant of the cost of providing service). 
Taking the two anal)·ses together, Flot.da's rates nrc typically lower than those in the reSt of the 
country by Jour to five dollars per month. 

Some of the disp:uity DnSCS from =nt rate actions in <Hher States. A number of states have 
conducted rote rebalancing Wld have held other proceedings which have tmpa.ctcd local rates d.uring 
the last few years. 

Twenty-six States nrc ei•.her considering, or have re<:ently con•'uded. uni,•ers:\1 service fund 
proceedi ngs. Of those. eleven SIDles have approved increases 10 basic local rates for one or more 
providers in the last sevc:rnl yean. In many inswu:es those incr~ hn' e r :en tied to access c hMge 
reductions. Access charge reductions have totaled as much ns 50 percent of the prior ru:ccss c-harge 
levd. Where local rate increases have occurred. they have generally rWlged from S 1.00 to S3.SO per 
month for residential rates. Pro'ision of targeted subsidies for Jo-.-income subscribers as in the form 
of Lifeline scr.ice, which is funded in pan through the FCC. BS is Flonda's progrWJt. The l.ifcltnc 
rate i< oflcn ::et at one-half the standard rate for residential service. 

Of those states choosing to rebalnnce rniCS, few purposefully adjUS~rd the rclationslup between 
business and residcmial local service rates. Some of the reason.. cited for maintaining a higher 
business rate include. I) the provision of a yellow p~gc listing for business, 2) c\idcncr that 
businesses make more toll calls: than residential customers Qnd \\111 therefore benefit more from toll 
reductions. and 3) the fact that businesses can pass their telephone chnrgcs through to cUS~omcrs in 
the form of prices for the goods or ser.~ccs they provide. These and other re~ns were echoed an 
comments of panicip~nL< in Florida's Study. 

Increases to local ratcs h.1ve not been an across-tltc·board occurrence. At l.:a'il five states have 
rejected increases sought by loclll telephone companies. Crues rue pending in five other Sillies 
Tv.rnty·crght states have not Wldertaken an)' recent local rate initiau,·cs 

COST OF PROVIDING SERVICE 

One of the most contentious issues debated by the participants was how and whether to 
~llocatc the cost of the locati loop. It is the Commission's position that the cost of local loop 
facilities is properly attributable to the pro,ision or basic local telecommunications service by 
ddinition. S«tion 364.02(2). Florida Statutes. defines .. basic local telecommunications S<"rvice- as 
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A srmrlw comparison for business service yields rcsuhs for BcllSouth th31 mdicate thnt the 
cosu eKettd the revenues generated in the lower rnte sroups. \\ith the shonfall BS much as S22.03 
111 rotc sroup 2. but rates exceed rosts in the higher rote groups The: results for Sprim nod GTEFL 
5110" n simil;u- panm~. Sprint's contribution runses from ~(10.28) in rote group= to $13.75 in rate 
group 6. while GTEFL's contribution ranges from S(23.SO) in rate group I to S6.56 rn rate ~;roup 
5 

For BciiSouth. the aggregate contribution from \'oice·gra..le Oat-rate smgle-line business 
~r\'ice, mcasum! i!.S the difference bctv."«<IIOW revenues lllld loi;l) coSIS. ind1calcS 11131 rc,cnucs 
"ceed c:osu by S5.30S.369 or 18%. Sprint's -tudy re0eel5 th.lt m the aggresate rc\enues exceed 
coStS by S3.30-I.S77 or 72%. nus dnUI is not sho"ll for GTEFL due to its claim of conlid<:~u:Uny 

An.llyscs were ruso provided for a nwnber of other ser. ices. including ESSX/Ccntre•: PBX 
mmks: other multi-line circuit-switched sen ices: intrastate S" i tc hed access cltarges: i111rnLA T A toll. 
:l11d 10 features uw can be pweha.!cd as lldjWlCts 10 local service (e.g .. Call Wnitin~:. Cnllcr I D. ~tc.) 
\\'ith 111l< exception, services' rt\'enues exceeded costs. Contribution level• for residential fe:nures 
" 're as high as 48680% for BciiSouth's Call Wailing service: the highest level for business scn·ice 
";,.s I 54662~~ for BtiiSouth's Call Forwardmg Busy Line senice. Corresr ~dms dollar llmounts 
for these smiccs were modest. S3.99 and $j1$, respective(). Spnnt :uxl Gl EFL reponed Similar!) 
hrgh 1.-els of contnbuuon. 

\\'IIAT ARE IHE IMP!.!CATIONS FOR FLORIDI\1 

\VIrile studies in the past showed that the demand fnr local ~-r.·icc varies linle at different 
price levels. this price/demand relationship cnn change over time as substitutes become more or less 
\'\.lble in terms of price. qunlily. and functionalit)'. In fact. the results of the Cornmrssion's surve)' 
SU!;I;C~1 that the situntion rna) be changing Although one would expect customers to be more 
tolrrant or pn~~ rncrc= than their 5\II'YCY rc5po!IS(5 suggc5t, the suncy rcsulu rue noncLhclcss 
\IISUUCU\'1: m that they signal a possible change for the future. The pcrccnl4ge of respondents \\ho 
S3ld the) would dJscontinuc locnl telc:pbone service at various price increases is srsnilicanL Gl\·en 
llut 361"o of 1M SUI'\'C)ed households a.lread) subscribe to cellular service. the iden of USing cellular 
service as a substitute for wircline service is plausrble Some 52.4~. of rcsponde,nts rndrcated tl\31 rf 
the pnce of loc:~l telephone service rose to a level they folllld WliiCtcpUibl<. they would switch tO 
cellular sef\·rce. 

Although the nunimwn monthly charge for \\1rcless sef\.;ce has t:rndruoOillly been srgnilicantly 
hry.hcr than the price of basic service. "1rtless scnice provides a much \\1dcr calhng scope before 
..tl) ro:umng charges apply. In addition. many of the sante optional features available through the 
LI:C are included "ith wudess smic:e. \V'udess providers also offer inccnu'es such as a free phone 
JJid frtt w~l:cnds. One dro"'b3ck "ith wireless is that all or a ponion of the inconung nnd outgoing 
us;sge ts chargeable. Wireless pro\idcrs are anempting to !lddress this dra\\batl. by offenng plans 
"luch include 3 usage allowance in the fiXed monthly rate. As the rates for cellular and "~rehne 
scrvtcc come closer togctlrer. more cUSiomcrs may view cellular nnd other witeless S<l'\'lces as a 
re350n:1ble substitute for tradmonal telephone sef\•ice. 
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th~t of !he !Mge LECs. They pointed out that rural networks rue l}'prcally high cost, whereas the 
service. rucas of !he. lruger LECs may be high cost only rn cennin areas.. 

Is it necessary for basic local rates to be set above cos!'? 1\ot nccesnrily. When compared 
co the cost of providing ser.ice. the rates for ll(af]y all rate groups for residential local service would 
fall shon of the cost. even "ith a modest increase. The l.ECs contrnd that a l11rge pon1on of 1heir 
rcsrdential customers arc Wlprofilllble to scn·c. c-.-en when factorin& tn ro'-enucs from venic"l scr.·tces 
and toll. Even n SIO increase in the. local rate would not fully mttigate the lack of sufficient 
contribution. But greater increases could remove local rates from the realm of affordability. nuking 
telephone service less of • value for the dollar. 

s~-cr.ll factors llil: imponam to consider from the customer's point of view. For one thing. 
customers expressed considerable: confusion about the services available and about their bills. Titey 
need help in dealing with the competitive arena, which many seem to think brought them more 
headaches than benefits. Consumer education is an imporumt p.1n of any nne reb.llnnctng packas e. 

One must also remember that rebalancing local rt\tc5 could ha• z 3 substantial negative impact 
an consumers, particularly low-income customers. !he. elderly who live on fixed incomes. :tnd cc:nain 
.,thnic groups who currently have lower telephone penetration rates •' .an other groups of citizrns. 
The FCC's TelqJhon~ Subscribenhip RqJon indicates the penel:t'Jtion level in Florida was 92.2% as 
of July 1998. Although Florid~·spe<Cific information wns not included on penetration levels by 
income or by ethnic group, the statistics for the nntion show that these we significant factors. At 
income levels of S35,000 and above. subscription rates were high Y.ith only slight driTer::nces 
between racial groups. However, at lowet income levels. bla<:ks had subscription le\'cls considernbly 
below thnt of " 'hites, and levels among Hispanics wcu lower still. These at-risk groups nm the 
~:=test risk of being dropped off the system as a result of any rate Increase. Thus. upwmd prC'SSU•c 
on rates may have n more significant impact on them than on the gencml population. 

If one is urgeting !he. av'Cragc consumer in setting an affordable rate, ccnainly there nrc those 
\\00 would be lost if such an increase were implemented. The at-nsk citizens of the state must be 
usswcd the same aco:ss to telephone service as all others. The Lifehne Assostancc Plwt rutd n no· 
frills rate could help to mitigate the negative impact of a rate incre>.>c. 

LIFELINE 

The current Lifeline Assistance Plan provides a $ 10.50 credit towards the cUstomer's Joe~ 
scf\·ice bill. ineluding the SLC. Of that ttmOWII, S7.00 is reimbursed to the LEC tluough the fc:dcral 
WJivers~l service fund. The remllining $3.50 is prn\'idcd by the LEC. wo1hou1 rclmburscmem. 

Although Lifeline could help soften the effeets of a rote rncreasc on cenain a1-nsk groups. 
the cum:nt take mtc is very low. As of July 31, 1998, fewer lhan 130,000 customers subscribed 10 
Lrfclinc out of over 7 million residential a= Lines in florida. For these customers, a S5 role 
increase wrll be jUst that. Lifeline will provide no added relief. If basic IOC111 rnte< arc increased. 
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on cnrriers wilh low levels of revenues. 

II is imponnnt to m:ognize th. • the fund has the potential t ~) become quit~ large dS discussed 
in a compMion report to this study. the Report 011 Universcl Sen·icc and Lifrhnr Fundmg This 
would p3nicularly lx: the cnsc: if any type of self·cenifiClltion or automatic enrollment plan wc:rc: to 
be adopted. 

If no other wuvcrsal service fund is established. the issue of :ut ndministrator would necd to 
be uddn:sscd. Potential odmirusuntors could include NECA or the Commission. A further possibility 
would be to simply maintain the: $llllUS quo Wltil a hi•h cost fund is established. Unless such "' fuud 
is to be established in the ne:u- furwr. this would bc a less than ideal altemati\'e. for rea'lms 
di~us.~d nbovc. 

!:!O·FRILLS RATE 

Whilo Lifeline may provide~ to qualified low-income subscribers. some means may 
also be appropriate to target the elderly. the disabled, and those living on limite<'' or fixed incomes. 
This could be accomplished through the establishment by the l..cgislnturc of a no-frills rotc. Two 
possible options for a no-frills rate an: presented below, includ1ng n mcnsured·rnte ser . 1cc nnd " Ont· 
rate service. 1\ltematively. the Legislature could direct the Comnussion to conduct nn c\idcntiil.f) 
procccd tng to evaluate possible approaches nnd detetn'ine if nnd when n no-fri lls rate should be 
established. 

One option is thut, for customers who do not subscribe to nnci ll:u-y services. n low montlll> 
sen icc rotc would be offered. This would provide an 3tfordable altemntivc for those customer~ -.ho 
wunt only plnin old tdcphone service. /\ limiled use scnicc could be provided that includes 60 free 
calls per month, Calls beyond 60 would incur a charge of S. lO per call. However. nt no time "ould 
the monthly chnrflc exceed the premiling charge for Ott·mte residential service. n 1is would ensure 
that those customers who cannot afford high rates rclllin affordable phone service. 

llowevcr, some customers might consider any type of measured service to be an iroferior 
service AlthoU£)1 measured scn1cc is common in other states, lt hns never been popular in Fl.cmdn. 
It mny be vic" cd as u subpar service. To the extent that cwtomers view a measured no-frills scl'\it< 
tn such u war. tl 1113)' not scr\'e lhtir best interests. It m11y send the signalthnt if eustomcr~ elll\not 
afford a rate im:=. they w11l be placed in a lown class of <:ustomcrs. 

A second option to consider, that moy avoid the effect of lx:ing VIewed as a lesscr class of 
sen 1cc. would be to establish a Oat-rate no-frills service. This no· frills serv1cc would be 
dlffcrcnt1nted from the currcnL sturutorily defined basic IOC3l lelccommwuClltions sen 1cc tn that 11 

':ould be limited to customers who do not subscribe to any nncillnry services. Except f<>r the 
prohibition against ancillary services. this service could be the same ns the bu.,ic locul 
telecommunications scrv1ce customers subscribe to today. 
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Alternatively, if adequate compeution is not imminent. regulatory controls nrc needed since 
wireline competition is developing \'cry slowly in residential markets. While it i~ diflicult to say 
whether price increases fN residential b3.sic local service \\OUid stimulate \\ireline competition. 
modest price increases would make wireless service a more viable option for a greater number of 
people. In addition. we do not believe this action would comprom1sc the niTorcbbility of residential 
b3.sic local service for the vBSt majority of customers. 

Where competition is not ndequnte. more controls rna)' be nc:<:dc-d to protect the consumor. 
In uddition to Lifeline and the no-frills rate. the Legislature may wish to revi~it the rate caps on b3.sic 
local tdcconununications service which will expire soon. When the rate caps expire. an index "ill 
take effect which would allow for modesl increasc:s in local rates. An untoward e ffect of this is that. 
tiS the St:ltutc is currently written, companies could index rutes on top of any rebalancing that m1ght 
be contemplated. In addition, consideration should be given to a Conunission·established index for 
non-basic services. Currently, companies may ina= r:ues for non-b3.sic services by up to 6 percent 
per year. It is important to note that the percentage applies to broad entegori("S of SCf\·iccs. So long 
BS the inc= for a category does not exceed 6 percent. tltcre is vin ually no limit on Wl individual 
service. With only the moSt limited competition to provide ched.s and baiiUlccs. this >)'stem may 
need re visiting to ensure that the beSt interests of the customers nrc mel. 

Regnrdless of the -iew one takes, it is imponant to rccogn1zc that the conclus1ons regarding 
what would consti tute a fair and reasonable rate in Florida. as contair-:d in this rcpon, nrc d.ra"n 
solely from the four criteria set forth in the law: a.fforaability. \'1llue of service. mtcs in other states. 
nnd cost of service. Based on the four cr.teria enumerated in the smtule. we conclude tlJ;tt a rate 
in..reasc: fnlling in n range from SO to S5 per month would yield a fair and reasonable rate for moSt 
citizens in Florida. However. one sbould recognize that the greater the rate incrensc. the greater the 
impact on nffordability. Other policy considerations may also 1mpac1 n determination as to where 
to set the rate along this continuum. If the Legislature dcterrmnes that residential basic local rate~ 
should be Increased. we believe that up to n SS incrense m the rates in Floricb =~ be construed tiS 
meeting the four clement.s we were charged \\ith considering. llowcvcr, we also behcw that it IS 

in the best intereSts of Florida's consumers to consider other actions tn conjunction w1th any rnte 
increase that is considered. If an increase in bBSie locnl tclccommuniCIIIIOns rate> is impl:mented. 
we believe the following recommendations would yield the greutcst overall benefit to consumers: 

Price regulated companies should be allowed to increase residential and smgle line business 
basic local rates by an amount not to exceed SS per month. a. pan of a Commission-verified 
revenu.:-neutral rate rebalancing plan. Any such month!~ rate tncre3SC should be phased in 
over a three to five year period at not more than S2 per year. 

As part of any rate rebalanc;ing plan, Touch Tone charges should be eliminated. Reductions 
in intras!utc smtchcd access charges to purity with interstate roles as cf J/11')9 (or 10 the 
extent rebalancing revenues = availllble) should be rcqutred to be implemented over a tluec 
to five year period. For pwposc:s of this provision. tnlemate rates should include both the 
trnflic sensitive and non-1111ffic sensitive portions However, no tlat rate element analogous 
to the federnl presubsenDed intaexchange carrier charge (PICC) should be es~abhshed. ;\ny 
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