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FLORIDA PUBLIC SERVICE COMMISSION
Capital Circle Office Center ® 2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0B50

RECEIVED

MEMORANDUM DEC22F1997

DECEMBER 23, 1997 Yy a&
FPSC - Records/Reporting

TO: DIRECTOR, DIVISION OF RECORDS AND REPORTING (BAYO)

FROM: DIVISION OF COMMUNICATIONS (ISLER) Dy C&,J
DIVISION OF LEGAL SERVICES tM K

RE: DOCKET NO. |970968-TP - NORTH AMERICAN INTELECOM, INC. -
PETITION FOR EXEMPTION FROM RULES 25-4.113, 25-
24.471(4) (c), AND 25-24.515(17), FLORIDA ADMINISTRATIVE
CODE, AND FOR AUTHORIZATION TO DISCONTINUE SERVICE
WITHOUT NOTICE AND TO REQUIRE ADVANCE PAYMENT FOR SERVICE
FROM CERTAIN CUSTOMERS, AND FOR SUCH OTHER RELIEF AS MAY
BE APPROPRIATE

AGENDA : JANUARY 6, 1998 - REGULAR AGENDA - PROPOSED AGENCY ACTION
- INTERESTED PERSONS MAY PARTICIPATE

CRITICAL DATES: STATUTORY DEADLINE WAIVED

SPECIAL INSTRUCTIONS: S:\PSC\CMU\WP\970968TP.RCM

CASE BACKGROUND

North American InTeleCom, Inc. (NAI) holds Interexchange
Certificate No. 4697 and Pay Telephone Certificate No. 2459. The
company provides telecommunications servicee to inmate facilities.

On July 17, 1997, NAI petitioned the Commission for exemption
from Rules 25-4.113, 25-24.471(4) (c), and 25-24.515(17), Florida
Administrative Code, and for authority to discontinue service
without notice and to require advance payment for service from
certain customers. The company advised that it must pay all local
access and long distance charges for collect calls even though NAI
may not collect from the end users who accepted the calls. NAI
believes the main causes of the loss are: (1) some customers incur
charges and have no intention of paying (toll fraud); (2) some
customers are unaware of the volume of collect calls accepted; and,
(3) some customers are not aware that any calls are being accepted
at their telephone number. (ATTACHMENT A)

To control the problem, the company developed a Customer
Assistance Awareness Program (CAAP). Using CAAP a*ﬁﬂ*ﬁﬁ‘Pquﬂwﬂaﬁliﬁ
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to monitor the charges. If an end user exceeds $50 per day, $100
per week or $250 in a 28-day period, NAI contacts that customer and
asks the customer to pay to the local exchange company (LEC) an
amount equal to the charges accrued so far as a condition to having
the ability to continue accepting collect calls.

1f the customer cannot or will not make the payment, NAI will
contact the LEC, with the customer’s permission, to assess the
customer’'s credit history. If the cur-omer has a good payment
history, the customer may continue to accept collect calls.
otherwise, NAI blocks that telephone number from being able ro
accept collect calls. The block is removed once NAI verifies with
the LEC that payment was made.

1f NAI is unable to contact a customer or suspects toll fraud

due to a very high volume of calls, NAI will block the number

without first contacting the customer. NAI also blocks a line if

a LEC cannot bill NAI's charges because of a changed number or the

LEC placed a block that NAI did not discover through its validation
rocess.

Pursuant to Section 120.542(6), Florida Statutes, notice of
NAI's request for exemption was submitted to the Secretary of State
for publication in the Florida Administrative Weekly on July 30,
1997. No comments were submitted during the comment periocd, which
ended August 25, 1997.

At the company’s request, this docket was deferred from the
September 23, 1997, Agenda Conference to give NAI additional time
to review its policies and procedures for compliance with
Commission rules and make a proposed settlement offer. On December
10, 1997, NAI provided staff with its offer (ATTACHMENT B). Staff
believes the following recommendations are appropriate.
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DRISCUSSION OF ISSUES

ISSUE 1: Should the Commission grant NAI's request for an
exemption from Rules 25-4.113, 25-24.471(4) (c), and 25-24.515(17),
Florida Administrative Code, to permit the company to block collect
calls to consumers NAI believes to be a credit risk, and to require
advance payments before providing a bill and completing additional
calls?

: No. Inmate facility administrators may already
limit inmate access to certain numbers. NAI should address its
needs through its contracts.

STAFF ANALYSIS: Section 120.542, Florida Statutes, authorizes
agencies to grant variances and waivers to the requirements of
their rules, if petitions for such variances and waivers are
consistent with the requirements of the statute. Section 120.542,
Florida Statutes, requires the agency to grant the variance or
waiver if the person subject to the rule demonstrates that "the
purpose of the underlying statute will be or has been achieved by
other means by the person” and if “the application of the rule
would create a substantial hardship or would violate principles of
fairness."” Section 120.542(2), Florida Statutes. The statute goes
on to define “substantial hardship” as a demonstrated economic,
technological, legal, or other type of hardship to the person
requesting the variance or waiver. According to the statute,
wprinciples of fairness” are violated when the literal application-
of a rule affects a particular person in a manner significantly
different from the way it affects other similarly situated persons
who are subject to the rule.

Section 120.542(7), Florida Statutes, requires the
Commission to issue an order in writing granting or denying the
petition and stating the relevant facts and reasons for the
Commission’s decision. The Commission's decision must be supported
by competent substantial evidence.

Section 364.10(1), Florida Statutes, prohibits
telecommunications companies from giving any undue or unreasonable
preference or advantage to any person or locality or to subject any
particular person or locality to any undue or unreasonable
prejudice or disadvantage in any respect whatsoever.

I ] o e

In 4its petition, NAI states that it provides
telecommunications services to various confinement facilities and
retail outlets and suffers significant losses from nonpayment of
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charges for collect and third-party calls. NAlI develcoped a
Customer Assistance Awareness Program (CAAP) to contrul their
losses. The company’s petition states that it believes this will
benefit all consumers by reducing NAI’'s bad debt which allows the
company to offer more competitive pricing of its services.

Rule 25-4.113, Florida Administrative Code

This rule governs how a company may refuse or discontinue
service to its customers. The company has requested a waiver of
every subsection of Rule 25-4.113, Florida Administrative Code, as
NAI does not believe the rule should apply to NAI. Staff, however,
does not believe it is appropriate to grant a waiver of this rule
because Rules 25-24.471(4) (c), Florida Administrative Code, and 25-
24.515(17), Florida Administrative Code, prohibit blocking of
inmate calls. In addition, concerning calls made from inmate
facilities, it is staff’s understanding that each number an inmate
is allowed to call is pre-authorized by the Department of
Corrections (DOC). Since unauthorized calls are already blocked by
DOC, staff does not believe the calls appear to be fraudulent. In
addition, in the company'’'s petition, it stated that a customer’'s
line may be blocked without notice if the local exchange company
placed a block that NAI did not discover through its validation
process. Staff believes that it is NAI's responsibility to
discover which blocks a customer has requested from the LEC to
avoid carrying any unwanted calls. Concerning third party calls
made from payphones, it is staff’s understanding that most operator
service providers will not carry a call if the party at the billed-
to number does not accept the charges.

Under the circumstances, staff does not believe a waiver
of Rule 25-4.113, Florida Administrative Code, is appropriate.

Rules 25-24.471(4) (c) and 25-24.515(17)
Florida Admipnistrative Code
Rule 25-24.471(4) (c), Application for Certificate,
Florida Administrative Code, states:

Where only one interexchange carrier 1s
available in a confinement facility, that
interexchange carrier shall provide for
completion of all inmate calls allowed by
the confinement facility.

Rule 25-24.515(17), Pay Telephone Service, Florida
Administrative Code, states:
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Providers serving confinement facilities
shall provide for completion of all
inmate calls allowed by the confinement
facilicy.

staff is further concerned that inmute calling is
probably the only area of the telecommunications industry that
remains a monopoly in that neither the inmates nor the subscribers
accepting the charges have a choice as to which company will handle
the call. As a result, the cost of inmate calls are some of the
highest allowed.

Since NAI blocks billed-to numbers, which very possibly
may belong to customers in good standing with the LEC, it appears
the company is in direct violation of Rules 25-24.471(4) (c) and 25-
24.515(17), Florida Administrative Code.

Staff is also concerned that NAI's CAAP policy duplicates
fraud control measures that LECs undertake. Cusrently, if a LEC
has a billing and collection contract with an IXC, then the LEC
takes the responsibility to require a deposit, send an interim toll
bill, and/or disconnect service for nonpayment, if necessary.

NAI stated that because it suffers significant losses
from nonpayment of charges for collect and third number billing
calls, it should be granted an exemption from these rules.
Although fraud is a problem that is faced, not only by NAI, but all
telecommunications companies, NAI has not demonstrated that
application of the rules would result in a substantial hardship for
NAI. And, since all telecommunications companies must deal with
the same problem, staff does not believe the application of the
rules to NAI would result in vioclations of principles of fairness
since NAI would be treated no differently than other companies.
NAI has not, therefore, established a basis, in accordance with
Section 120.542(2), Florida Statutes, upon which its petition could
be granted.

staff does not know how much of a problem NAI is
experiencing in Florida without being provided the total dollar
amount of uncollectibles, the number of accounts the amount
represents, and the percentage of gross revenues per month of its
uncollectibles. It would also be helpful to staff to have the
number of consumers that are provided telephone notice and how many
of those consumers choose tc pay versus how many ignore and are
actually blocked.

On December 10, 1997, NAI‘s response was received which
just reiterated what was in its petition. NAI did not propoge to
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do anything it was not already doing, and scaff believes that under
these circumstances, a recommendation to approve the waiver is
unwarranted.

In summary, based on NAI's lack of a settlement proposal,
staff believes that NAI needs to concentrate on its contract with
the individual facilities it serves. For example, if the facility
approves the blocking of a consumer’'s line, staff would not object
because the facility is responsible for the inmate, not NAI or the
Commission. Staff believes that the emphasis should be on getting
facility administrators to block a number from being called instead
of obtaining a waiver from this Commission.

Because NAI's petition does not meet the requirements of

Section 120.542, Florida Statutes, staff recommends that its

petition for exemption of Commission Rules 25-4.113, 25-

id.:?étqltc}, and 25-24.515(17), Florida Administrative Code be
enied.
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ISSURB 2: Should this docket be closed?

: Yes. If no person whose substantial interests are
affected by the Commission’s proposed agency action, files a
protest within twenty-one days, this docket should be closed.

STAFF _ANALYSIS: If no person whose substantial interests are
affected, files a timely request for a Section 120.57, Florida
Statutes hearing, no further action will be required and this
docket should be closed.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition for exemption from Rules
25-4.113, 25-24.471, and 25-24.515 and for
authorization to discontinue service without
notice and to require advance payment for service

Docket No. 770 7"3- 7'p

from certain customers, and for such other Filed:
relief as may be appropriate, by North American
InTeleCom, Inc.

PETITION FOR EXEMPTION

Pursuant to Commission Rule 25-24.505 (3), Florida Administrative Code, North
American InTeleCom, Inc. (“NAI") petitions the Florida Public Service Commission (the
“Commission”) for an exemption from rules 25-4.113, 25-24.471, 25-24.515, and other
rules, to the extent necessary to enable NAI to implement a program to control losses

arising from nonpayment for its services. In support of its petition, NAI states:

INTRODUCTION

1. Petitioner's complete name and address is:
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232

2 All notices, pleading, orders, and other materials in this docket should be

directed to the following on behalf of NAI:

Patrick K. Wiggins Alice King

Wiggins & Villacoita, P.A. Attorney

501 East Tennessee Street North American InTel=Com, Inc.
Post Office Drawer 1657 14100 San Pedro, Suite 400
Tallahassee, Florida 32302 San Antonio, Texas 78232
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3. NAI is certificated by the Commission to provide interexchange
telecommunications services.

RELIEF REQUESTED

4. NAIl requests an exemption from Rule 25-4.113 (Refusal or
Discontinuance of Service by Company); Rule 25-24.471 (Application for Certificate),
and Rule 25-24.515 (Pay Telephone Service), and any other rules which the Commission
interprets as prohibiting carriers from blocking calls and requiring advance payment, to
the extent necessary to permit NAI to block calls (with and without notice) and to require
advance payment for services from customers pursuant to reasonable loss control
procedures.

BACKGROUND

5. NAI owns and mianages inmate telephones and pay telephones at various
confinement facilities and retail outlets in Florida. Loc.l and long distance collect calls
from inmate telephones are carried by the local carrier or NAI's long-distance carrier.
Local and long distance collect and third-party billed calls from pay telephones are
carried by the local carrier or by NAI's long distance carrier unless the customer selects
another carrier. (Collect and third-party billed calls are hereaficr referred to as “Collect
Calls.™)

6. NAI collects its charges for Collect Calls from the accepting customer by
having its charges included on the accepting customer’s bill from the local telephone
company.

7§ NAI is obligated to pay all local access and long distance charges for

Collect Calls transmitted by the local carrier or by NAI's long distance carrier, regardless
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of whether it is able to collect its charges from its customers. NAI suffers significant
losses from non-payment of charges for Collect Calls. For example, losses related to
some locations may equal up to 20% of NAI's monthly revenue. These losses from
unpaid charges make it costly for NAI to operate, and ultimately result in higher charges
for NAI's customers.

8. NALI believes that these losses are caused by several factors. In some
instances, customers incur charges with no intention of paying them (toll fraud). NAI has
also discovered that many customers who accept Collect Calls are not aware of the
volume of calls accepted at their number. For example, a customer may be aware that she
has accepted 10 calls but not know that her spouse has also accepted 10 calls. Some
customers may not be aware that calls are being accepted at their telephone number at all.
These customers are surprised by the amount of the charges included on their billing
statements and may be unable or unwilling to pay.

9. NALI has developed a Customer Assistance Awareness Program (“CAAP")
to control these losses. Under the CAAP, NAI monitors the amount of charges for calls
accepted for billing by a particular number. If the volume exceeds ceitain parameters
(currently $50 per day, $100 per week, or $250 per 28 days), NAI attempts to contact the
accepting customer to notify them of the amount of the charges incurred. 1f NAI is able
to reach the customer, NAI asks the customer to make a prepayment to the local
telephone company equa’ to NAI's outstanding charges as a condition to permitting the
customer to accept additional Collect Calls from NAI's phones. If the customer is

unwilling or unable to make the payment NAI, with the customer's consent, contacts the

= 10 -
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local telephone company to assess the customer’s creditworthiness. 1f NAI is able to
verify that the customer has a good credit history with the local telephone company, NAI
continues to permit Collect Calls from NAI's telephones to be accepted at that telephone
number. 1f NAI is unable to verify the customer’s credit history, or the customer does not
have a good credit history, NAI blocks the number. NAI removes the block when the
cusiomer informs NAI that he or she has made the requested prepayment and NAI
confirms the prepayment with the local telephone company. In instances where NAI is
unable to contact the customer afier repeated attempts, or where the volume or nature of
calls is so dramatic that NAI suspects toll fraud, NAI may block the line without first
notifying the customer.

10.  NAI also blocks calls to a telephone number if the local phone company
notifies NAI that charges for a particular line are unbillable or uncollectible. For
example, a local telephone company may be unable to bill NAi's charges because the
customer has changed his or her telephone number, or because the local company placed
a block on the line that NAI did not discover through its validation process.

11.  NAI believes that its CAAP procedures are a reasonable and effective
means of controlling unpaid charges for Collect Calls. For example, before NAI
implemented its CAAP program in one regional operating area, its losses from bad debt
were in excess of 20% of revenue. NAI's bad debt in this area is now 10-11%. This
reduction in bad debt allows NAI to offer more competitive pricing for its services, which
ultimately benefits NAI's customers. Although some customers may be asked to pay for

charges prior to their normal billing date, NAI believes that the benefit to all consumers



. ———— — . — —_—

_ ATTACHMENT A
' DOCKET NO. 97096 %P .
. DECEMBER 23, 1997

of controlling these losses outweighs the inconvenience to those few custoiners who incur

charges in excess of the CAAP parameters.

WHEREFORE, NAI respectfully requests that it be granted the relief requested

herein, and such other relief as is consistent with this petition.
Respectfully submitied, this | " day of July, 1997.

WIGGINS & VILLACORTA, P.A.

br=w
Patrick K. Wiggins

501 East Tennessee Street
Post Office Drawer 1657
Tallahassee, Flo:ida 32302

Alice King

Attorney

North American InTeleCom, Inc.
16400 San Pedro, Suite 400

San Antonio, Texas 78232

Attorneys for North American InTeleCom, Inc.
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RECEIVED
DEC I'j 19,
VIA FACSIMILE AND U.S5. MAIL oy

Ms. Paula Isler

Division of Communications
Florida Public Service Commission
2540 Shumard Cak Boulevard
Tallahassee, Florida 32399-0EED

Decemrber 10, 1697

Re: Docket No. 970%68-T? - North American InTeleCom, Inc.

Petition for Exemption from Rules 25-4.113, 25-
24.471(4) (e), and 25-24.515(17), Flerida Administrative
Code, and for Authcrization to Discontinue Service
Without Notice and to Reguire Advance Payment for Service
from Certain Customers and for Such Other Relief as May

Be Appropriate

Dear Ms. Isler:

The purpose of this letter is follow-up on our recent meeting
on the rule waiver of North American InTeleCom (NAI) in this docket
and to focus the discussion on what appears to be the two
fundamental areas of disagreement: (1) the legality per se of call
blocking and (2) the legality of call blocking without notice. At
the outset, allow me to say that we appreciate staff’s willingness
to consider NAI's concerns and to even brainstorm possible
approaches. 1 remain hopeful that we can find an approach that
protects both NAI from unreasonable risk of bad debt and/or fraud
and Florida consumers from unreasonable limitations on service.

Legality Per Se of Call Blocking

hAs 1 understand the staff’'s recommendatiocn, NAI's call
blocking amounts to a per se violation of Commission rules. I am
not so sure. For example, staff believes that call blocking
directly violates Rule 25-24.515(17) which provides as follows:

Providers serving confinement facilities shall provide
for completion of all inmate calls allowed by the

confinement facility.
a 313
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It seems to me that staff is assuming that the blocked call

are actually allowed by the facility. 1f so, the staff is
Historically, ccnfinement facilities have allcwed

mistaken.
vendors to block calls where trere is an unreascnable risk cf bad
cebt. If any assumption is to be made about the confinement

facility’s position con such calls, that assumpticn should be that

the calls are not allowed.

It is prcbabiy more accurate to say, however, that the
confinement facilities have never expressly addressed this issue
pecause the PATS companies were &cting in & commercially reascnable
manner. Thus, I do not believe staff could successfully prcsecute
a rule viclation. I menticn this nct because ? want tc argue abgcut
wherrer the call blocking viclates existing rules, but because I
thirk this is actually a matter freshly befcre the Commissicn. 1IN
other werds, 1 do not believe any cf the "applicakble” rules were
ever intended to address this s:ituaticn.

In general, it is Impcrtant to understand that NAI, as an
inmate provider, is subject to special problems that crdinary local
and long distance carriers do nct face. All of NAl's revenue is
derived from collect calls placed by inmates. NAI must bill the
call to the called party, not the inmate. EXCept for specific
numbers blocked at the request cf the confinement facility, inmates
may place collect calls to any number anywhere. NAI does not have
the ability, as would an ordinary carrier, to screen its customers
in advance for credit problems. Nor does it have the ability to
require a deposit before establishing service. NAI does not even
have ready access to the called party’'s address. I1f NAI is
prchibited from blocking calls, it has no way to protect itself
from unreascnably high losses from nonpayment.

NAI‘'s business purpose is to complete as many calls as
possible without bearing an unreascnable risk of bad debt or fraud
or both. This purpose is perfectly consistent with staff’s mandate
to ensure that Florida consumers are not unfairly denied service.
Like the staff, NAI also values fairness for its own sake. NAI has
carefully developed its Call blocking procedures over several ycars
with these goals in mind, and believes that its dellar thresheold
and procedures for blocking are fair and reascnable.

Speaking generally, tRhis apprcach seems both fair and
consistent with the rules for at least two reascns. First, the
existing service interrupticn rules were drafted to apply to
companies that have an ongoing contractual relationship with the
customer. Presumably these companies have the ability to consider
the credit worthiness of the customer. NAI, of course, does not
have this privilege until after the customer has had the
opportunity to run up a bill. In light of this vulnerability, it
is appropriate to allow NAI some opportunity to block calls without

- 14 -
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Ms. Paula Isler
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having spoken with the billed sarty.

Next, when an IXC or a LEC interrupts service tc its customer,
the customer can be placed in peril. The customer is cut-cff from
all outbound and inbocund calling and is even limited in his or her
ability to use the telephone to resclve the problem. Nct so with
the NAI's call blocking. Only cne type cf call from crne perscn
from one location is temporarily limited until contact is made with
NAI. This kind of "service interrupticn" simply does not carry
with it the risks of traditicnal service interruption. Mcrecver,
uncder the CAAP, NAl's effcrts to previce notice to the billed party
is at least zs great as that ty the IJC cr LEC.

Legality of Blocking without Nctice

If I uncderstand ccrrectly, staff’'s second major prcblem with
NAI's Call blocking centers on the pessibility that some end-users

may have an inmate’s collect calls blocked to their number without

notice. This sometimes happens, but it is rare - probably less
than a one time a year per thousand inmates. This is so seldcm cne
might think that KAI could affcrd to net block without writien or
actual notice to the end-user. The problem is that these are the
very situations that pcse Lhe unreasonable risk of bad debt. Two
or three of these end-users could easily run up uncollectible

charges amounting to thousands of dollars.

To ensure that no customer is treated unfairly, NAI is willing
to make explicit in the CAAP what is already practice. It will not
move to block calls until it has attempted to reach the number at
least three times: once in the morning, once in the afternoon, and
cnce in the evening. If after these three tries (and after leaving
messages where there is an answering machine or voice mail) contact
has not been made, NAI will block the outgoing call and send
written notice to the customer at the same time.

In conclusion, the Staff seems to believe that NAI's call
blocking and notice procedures are unfair and violative of the
rules. NAI would like the staff to consider the following points:

i. NAI’s current procedures are more likely to provide actual
notice to consumers than a written notice procedure. In most
cases, NAI is able to speak with the customer before placing
a block. There are very few instances in which NAI is not
able to at least leave a message cn an answering machine or
with someone at the customer'’s number;

ii. The customer’'s service is only being interrupted with respect
of calls from a particular individual; the five day advance
written notice procedure suggested by Staff may be appropriate
for complete interruption of local service, but is not callad

= I =
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for with respect to the lirited blcck placed by NAI;

iii. NAlI's cdollar thresholés are guite hich to begin with (cnly a
small fracticn cf customers exceed these thresholds); NAI is
édble to speak with mest c¢f these customers in perscn; th
rumber of Flericda ccrsumers whcse calls are blocked withcut
notice is very small;

iv. Zy the time NAI’'s systems cererate a repcrt that NAl‘s dollar
threshelds have feen resc-ed and XNAI ccompletes its nctice

rrocecures, at leszst two Z:ll cays have passed, and charces

cenerally have ccntinued 1o accrue &t a very hich rate; if NAl

were recuired to cive acvance written nctice befcre slacing
the block, NAI's lcsses wei:ld likely be extracrdinary;

V. telephenic nctice see-s inkerently fair urncder the
CIYCUmMSTAnces - the custcrar’s zeleghene Is werking and the
custcmer (cr scmecrne) nas Zeen Using it recently.

And Linelly, a werd abcut Zata. It has preved exceedingly
€ifficult to pull together Flerida specific cata about bad cdebt and
notice. t does seem practical, hcwever, to provide fer
prospective collection of this information and this is being
arranged. In the meantime, I am reviewinj the existing available

snippets of data to see if they will be useful to the staff in its
review.

Sincerely,

Patrﬁ—:._'wiggim

Counsel for North American
InTeleCom
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