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Florida Workshop I 
OciOber 1-2, 1998 

Outline 

-

Name or Speakus: William Donlcel and Tom Regan 
Office of Auomcy Oenenl Pany: 

Major h sues: Loop cost~ ~very. tests for subsidy, relationship among rale$. Mdoublc 
standard" contribution ana.lyals 

THE BASIC COST RECOVERY PRINCIPLES: 
•The: majoril)' of the LEC costJ arc commonljointlsbarcd costs (common costJ).1 

•The loop is the largest joint/shared cost. The: loop invesunc:nt is ovc:r 55% of 
Bc:liSouth's total investment.1 

•Almost all industries have 10 deal with joint/shared costs, such as a n:staurant's or store's 
rcnL 
•There are widely ncccpted principles for properly recovering the cost. There are three: 
di!Terent cost.s which have "'efY different meaningJ: 

• The "floor" is the incrcmcnllll cost; 
•The "ceiling" is the stand alono cost; 
•The allocated cost is used to detc:rminc a reuonablc price which is bct'II.'CCD the 
floor and ceiling. 

•As the FCC stated, 
"Economists would say that in order to v~e incumbent local exchange carriers the 
proper incentives to build multi-ICr'Vicc f&cilitic:s, wbc:rc auch fecilitica arc 
economically rational, COlt allocated 10 eech Individual acrvice or subset of 
services should be leas than the S1and-alono coli but greater than the incmncntal 
cost. ... These a.-e the upper and lower bounda within which cosli allocated :o 
regulated and nonregulated acrvi«:~ should fall.,., 

•Th<' Florida PSC has also adopted this widely ICCq)ted principle. 
"We also reject A TT-C's argument that toll service subsidize~ local 111tea. Public 
Counsel's witnCIS Kahn conducted a nand-alone cost analysis of both local and 

'IJS West Communications, Inc Docket No. 95-049-05, Utah Public Scrvi~c Commiulon 
Report and Ord<.'r, page 81, Issued November 6, 1995. 

1Bcl1South 1997 ARMIS Report 43-04, (S 1,445,996,000 (Line 1275) + $4,828,591.000 
(Line 1455))1$10.847,728.000 (Line 2194) • 57.84%). 

'120. FCC's Notice of Proposed Rulcrnak:!ng. CC Docket No. 96-112, adopted 8lld 
released May I 0. 1996. 



toU ICI'Yica. Dr. Kahn tellifiod lhallhc I'CS\IIII or bia analyals allowed llmi!M 
existing rate IUUCIUM is IUbsidy-he, and thai revenues from 1oea1 and toll 
acrvicea are above their rcapoctive inemncntal costs and below their respective 
atand-al.one eos11. ~rdinaJy, both ICMcea benefit from the provision of the 
other, u neither iJ provider of nor the recipient of cross-subsidies. U.S. Sprint '• 
witneu Cornell all!:cd she • ... bappen(a) to asrcc with witness Knhn that anytl~ng 
between Incremental and stand-alone Is neither aubsidizing nor subsidil\Od. We 
qrcc. ... 

•The properly calculau:d "incremental" cost includes none of the jointlsharodlcomn,on 
costs. Siru:c tbit Is the minimum possible slwlldljoint cost recovery, this is the minimum 
or 'iloor.'' 
•TIM: wstand al.one" cost Includes 100% of all costs nccdcd to provide the scn<ice. even if 
tboJe facilities :arc actually sblrcd with o!lher JCtVica. Since this is the maximum 
possible sbaRd/joint cost recovery, tbls i.J the maximum or "ceil ina ." 
•The rclfolllblc or fair price for a ICMcc iJ bctwecu these two cxtmnes. lhc reasoMbic 
price is above: the "floor," but below the ~cclliJ18." The reasonable price foro sc::rvice 
includes recovery of a ponlon of the c:ostS of the facilities It sht.res with other services. 
•The law we lA' eddrcaina In this procccdlna require$ that a a!.llm of the joint and 
common costs !be Included In the cost. 

" ..• and the cost of providing residential ba8ic local telecommunication service~ in 
this state, .acludini the proportionate share of joint and common cosu." 
{HB478S, Scaioo 2 of364.02S(2)(a)) 

APPLICATION OF THESE PRINCIPLES TO TELEPHONE SERVICES 
•Sec Altal:hmmt A 
•The rcsidcotial basic: exchange service r:ate is IUbsidy f~ rate: is abo!C: its TSLRIC 
floor, but below its stand alone ceiling. It is neither paying nor rccc:iving u subsody. 
•Tbc ln!lastate toll and switched access r:ates arc subsidy free-their prices= ubo"e thcor 
TSUUC floor, but below their stand alooc ceiling. They arc neither p3ying nor receiving 
a subsidy. 

THE L.&C "DOUBLE STANDARD" GAM £..-MANY SERVICES ARE PRICED MBELOW 
COST" BUT TRA TIS BELOW THE "STAND ALONE COST" 

•Some parties elalm residential basic service is "below cost". However, by the same 
standard, toll and switehed aceess services are aiJo priced "below cosL" Ali of these 
setvica ue priced below their S)ADd a tome costs. 
•There Is nothlng wrong with being priced below the stand nlonc cost. The stMd nionc 
cost is the "cei11na." 1bc proper price for a service is below lhe siAnd alone cost 
"cc:Uing". 
•In their basic e:xchangc service "contribution analysis", Sprint, GTE and BciiSouth 

'87 FPSC 12:-447- 12:448, Florida Docket No. 860984-TP. Order No. 18S98, 1Uiltd 
December 24, 1987. 
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included I 00% of the loop cosu! A I 00% all~tion is the maximum allocation. This thm:forc 
establishes the cemnq or Nstand al.one" cost That is the upper limiL The proper ,.tc should be 
1!£L1!.!!! tluu ceiling. 

•If I OOo/o of the loop costs are included in the "cost" then residential basic exchange. toll 
and switched acr-ss services are 1111 priced below their "eosL" 
•However, the sau~e LEes included zero pcroent of the loop cost in their "contribution 
analysis" for toll and switched access services. This is a double standard since it is 
di.ITcrent from the standard the LECa uJCd In their basic exchange service "contribution 
analysis." 
•See AIUM:bment B 10 illusnte the LEC double standard. 
•If the loop COStS are excluded from the costs, !hen residential basic exchange, ini11UIIItc 
IOU and switched access services are all priced above "cost." 
•Tn disguise the fact tluu they are applying different cost sWidarda to basic excluulae 
service than they are applying 10 1011 and switched access sc:rvices, the LECs generally 
mislabel the basic exchange sc:rvice "sund alone" costa as "TSLRJC" in their basic 
exchange "conuibution analysis."' However, those basic exchanae '1"SLRJCs" arc not 
calculated following the definition of TSLRJC. Instead, they are calculated including 
100% of the loop coSI.S, which is inconsistent with the definition ofTSLRJC. lnstel!d. this 
Is a form of stand alone cost 
•Unless the joint/shored/common facility COStS arc treated consistently RCros• all services 
that share those C.C:Ultics, the result is a misleading and dlS1orted contribution analysis. 
•To avoid being misled by mislabeling of coSI.S, we have included a canl you should ClllT)' 

with you throughout this pn:..ccdlng. Ooc: side of that caro shows how 10 properly 
determine whether a cost is a ''floor" or "ceiling" cosL 

TEST FO!t WHETHER A COST IS A " FLOOR" OR "CEIUNG" COST 
•If the cost of a service that sbare31he loop facility includes all of the loop facility cost, 
that is the maximum allocation. Therefore that is a "ceili.ng" cost- rcgardless of the Iobel 
pr.,vided. The reasonable price should be~ that cost. 
•If the cost of a service that sharet the loop facility includes no portion of the loop l'Ctlit) 
cost, that is the minimwn ali0C41ioo. Thc:rc:Jorc tluu is a wnoor" cost. The rc:a.sollllblc 
price should be lll!2n tluu cost. 

THE LOOP COST DOES NOT FALL WITHIN THE DEFINITION OF COST 
PROPERL V INCLUDED IN TSLRJC 

•The Commission bas properly defined TSLRJC as follows: 

' Sprint Florida, Jncorpon~ted "Contribution Analysis and Total Service Lona Run 
lncremc:nlal Cost Scudy", Residential, page 8 of8. OTE cost analysis, "Binder I", Tab 2, page I. 
BeiiSouth cost study analysis, Section I, page S, "Cost Summlll')'~. 

'For example, OTE Auacluncnt I, page )8188. Response to the Division of 
Communic:ations' Fim Set of Oara Requests. 
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wwc find TSLRIC should be dcfmcd u lhc <:Osts 10 the finn, both volume 
ICIISitive and volume iruensitive,lhal will be avoided by cfucontinuing. or 
acumd by offering. an entire product or rervice, holding all other products or 

ICMces offered by lhc finn <:Onslan.t."' 
•Olhcr TSLRIC definitions are similar.' 
•If on LEC discootinucd besic exchange service, while <:Ontinuing to provide tollll!ld all 
other services, they would II!U avoid !he eo" of the loop. They would still need a facilil!f 
to <:OMcct toll and other traffic to and from the premises (a loop). 
•BeliSouth admits that the vut majority of toll and switched access tnlffic i• cruricd on 
the switched loops.' 
•lfLECs ceased providing basic CJCchansc service, while <:Ontinuing to provide all other 
services, they would only avoid the <:Oft of local usase. and some other miJCCilaneo\IS 
small <:Osts. A:J the WahingiOn Utilities and Tro.nsportation Commission found: 

"lfUSWC were 10 exit the local residential exc:hange market. its revenues would 
decrease by about S 14.00 per c:us:omer, and its <:0sts wou.ld dccreuc: by abo~t 
$4.42 per CIISlOmer.• 10 

•If the LECs cea.sc: providing basic exchange service, their rates for t l ll and switched 
~would have 10 :.C much higher than they are today. Toll and swiU'bcd access 
rervices receive a gn:at bene: fit from ~laic exchange rervices. 

THE FEDERAL TELECOMMUNICATIONS ACT (T A96) AND TilE U.S. SUPR£ME 
COURT tU:QUlREMENTS 

•We previously discussed that the gcnerolly accepted "ceiling" is the stand alone cost. 
However, T/\96 established an even lower "ceiling" for basic exchange and other 
universal services. 

"SEC. 2S4(k) SUBSIDY OF COMPETITIVE SERVICES PROJ-IIOITI:.:' - /\ 
telecommunications carrier may not usc services that are not competitive to 
subsidize services that are subject to <:Ompetition. The Commission. with rcsp~.-ct 

10 interstate services, and the StaleS. with respect to intrastate services, shall 
establi.Vl any ncccssary <:OSI allocation rules, accounting safeguards, and 
guidelines 10 ensure that services included in the definition ofuni,·ersal scr-1ce 

' Page 2S, Order No. PSC-96-1 S79-FOF-TP. 

' Sprint's response 10 At10rncy Gcneml Outtc:rworth'a Interrogatory 43. Bell South's 
response to Attorney General Butterworth's Interrogatory 44. GTE's response to Attorney 
Generol Butterworth's Interrogatory 43. 

'BeiiSouth response to Attorney General Interrogatory 27. 

'"Page 90, Fifteenth Supplemental Order, Docket No. UT-950200 before the Washington 
Utilitiea and Tnuuportalion Commission, Commission Decision and Order Rejecting Tariff 
Revisions; Requiring Rc:filing. dated April I I, 1996. 
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bear no more than a reasonable shllrc of the joint and common cons of facilities 
used to provide those services. H 

•Decades aao lhc U.S. Supreme Coun ruled that a reasonable share ofwh:lt we now call 
the "It"" " costs CllUIOt be Ill of those cosu: 
In Smj!h y. llljnojslkll Icleobone. 282 U.S. 131 (1930), the U.S. Suprc:me Court 
reviewed a telephone company allocation of all of the loop costs to the intrustate 
exclwlge service. The Supreme Coun found: 

"The appellants intist that this method is erroneous, and they point 
to tho ind!Jputllblc fa.:t that the subscriber's station. and the other 
facilities of the lllinoia Company which are used in connecting 
with the long dist~DCC toll board, are employed in the intc:rstate 
tranJmiuion and n:ceptlon ofmcuages. While the difficully in 
maldng an exa.:t apportlonment of the property i.a apparent. and 
extreme niQCty Ia not required, only reasonable measures being 
esaenlial (citationa omitted) it is quite another matter to ignore 
altogelbc::r the actual usea to which the property ia pul It is 
obvious that, unless an apportlonmcnt is made, tho intrustatc 
servic:c to which the exchange property ia aiiOC41ed will hear :0.1 

undue bw-dc:nn to what cxtcn.t is a matter of controveny. Wt think 
this aubjcct requires fluthc:r consideration, to the end that by aom: 
p111Ctical methOt' the different uses of the property may be 
recognil:ccl and the return properly attributllble to the intrasta1c 
servic:c may be ascertained acconlingly." 11 

This doeilion is good law and is regularly referred to in present day telecommunications 
proc:cc:dings. u 
•Based upon Smith v. ffiT, jurisdictional scparotions procedures ha' c been C$tabhshcd 
which do scpanatc tho telephone company costs between lhe j uriS<ljcttons. r a 1 36. I 54( e) 
of the FCC Rulesscparote 2.5% of the loop cost to the interstate jurisdiction. H:.::••' r, 
GTE, Sprint, and BcliSouth included I 000/o of the loop cost in their basic exchange 
service contribution analysis. Therefore, they have ineluded the interstate costs as costs 
to be recovered liom the inii1IStJI!C bulc exchange ratc:a. Interstate costs cannot be 
properly considered when setting intrasUtc rates. The FCC has already set interstate rates 
that recover the 25% of the loop costs which arc interstate costa. 
• The FPSC previously eddncascd the loop cost recovery luue and properly found, 

• A. we stat.ed in Order No. 1226S in response to previous attempts to ~uade us 
to ICCepl the 'oo NTS' position, 'The ootion that an JXC should pay nothing for 
tho Jubscribcr loop because Its use docs not impose additional costs on the l EC is 

11Smith v. Ill. Bell Tel. Co., 282 U.S. 131, I SO-lS I (I ?30). 

''Tllc FCC, in ita recent Access Charge Rerorm Order dated M•> 8. 1997. rcfcm:d to this 
case in Footnote 23. 
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ill founded aod conlrlry to common businca pncti~:e, wbich is to charge 
eusiOIDerS for UJC of faed cost Ucilitlea in lhc price for goods and Jemtea. • It ll 
appropN!e that eiCb ICI'Vice pro\idc 10111c conttibutlon toward the filled ~ 
common to !hole ICI'Vieea.•u 

TifE TEST FOR COST CAUSATION 
• Some perties try to claim that loop cosu are ~caused" just by basic exchange SCI'\~ce. 

This b incorrect. The loop costa are ~caiiSCd" by the whole family of services they 11rc 
installed for, not just by basic exchange service. 
•The other side of the wallet card shows the accepted test for cost causation: 

If the company does not avoid c:crtain COStS In lhc lena run wbm a service m 
question is eiimlnalcd (or 1101 offacd), while holding constant the production of 
ali other servieea produced by the company, those cosu arc: not "caused" by the 
provision of the service in question." 

•lfthe LECs did not provide basic exch&nae service, while continuing to provide toll, 
switched eccess, llld other services, the lECs would still need a facility to connect traffic 
to and from the premiJes (a loop). 
•Since the loop would still be nccdcd even if the compenle:s did DC< provide basic 
excblnae servi~:e, the loop cost obviously is not c.uscd by basic: exchanae service. Basic 
exehanae, toil, swilcbt'tl accas, and many othcc services are put of the faaulx of services 
that causes the loop cost, but no one of those services, by itself, causes the loop cos1 
•A loop Is built to collect revenues from all of the services that will be provided over thnt 
loop, not just to collcc:t the rcven~• from one of the services that will be provided over 
that fncillty. 

OTifER EXCUSES YOU MAY llEAR 
•There is no valid reason one service which share~ the: loop facility should suppon me full 
cost oflhal facility. while the: othcc services "ride Cree." How.:vcr. p3tties have Ctelled 
numerous excuses to try to justify this. Some are di•cusscd below-
• In tn.IDY c:asc:s, these other perties' arguments are equally tsue if the: word "'toll"' IS 

replaced With the word "local," or vice vena. For example, h Clln be~ thai of a loop 
fac:llhy is coostruttcd for othet purposes, the11 It cosu no more to also place toll calls O\ cr 
that loop. However, it is equally tsue that if a loop faellity is constructed for other 
purposes. then it COStS no more to also place local caliJ over that loop. 
•Some perties assume a difference other than the diffttmee caused by pro.-idma eolher 
local or toll services. For example:. I have: heard araumcnu that if a company pro,;dcd 
only toll sen-ice and did not provide local service. they would not need to Jend billa to the 
customc:n, becanJe they would charac for toll sc:rviClCI through credit cards lfowc: • .:r. of 
that Ia more efficient, then they could also charge for lucal service throua.h crcdo t wds. 

1187 FPSC 12:447, Docket No. 860984-TP. Order No. 18S98. Issued Ottcmhcr 24. 1987 

,.Ajp"CCICI to by BeUSouth. OTE and Spnct ln raporue to AO's lnlcnoptOI) 4Sb 

6 



nnd not send the customer a bill for loc:al service. 
•Some parties may claim that the joint and common costs cannot be n:covcred from toll 
and ICCCSS services because those services am ··compctidvc." This is an incom:c1 
a.rgum.. . t. Joint and common cosu can be end are recovered in the pricing of compctiti'-e 
services. If joint and common COliS could only be recovered in the pricing of monopoly 
servic:es, then those companies tl:at do not provide any monopoly services would all be 
bankrupt. i.e. A fast food restaurant n:covers its "Tent" through the prices of its 
competitive producta. 
•The telephone loop cost can be thought of a being similar to a mapzinc or newsp;aper. 
The end users gcnctally support part of the cost. but the advcrdsers (similar t.o the IXCs). 
who also want to use those facilities, abo am required to support part of the costs. 
Newspapers and magazines an: a competitive mark.el, so this is a clear ex.arnple that even 
In competidvc m&l'i(ets, those who wish to mllke use of fac.illtics have to support n portion 
of the cost of those fKilities. 
•In some cases, parties have claimed that the offering of an "unbundled" loop means that 
there can no longer be any loop alloation when establishing residential basic service 
pric:a. This is false. The unbundled looP is subsaibcd to by CLECs The unbWldlcd 
loop price to the CLEC sbould recover the full cost of the loop. However, the ('LECs 
then use the unbuodled loop to provide the family of services to the end users and IXCs. 
The CLECs will spn:IICI the n:covery of the: unbundled loop COliS over that f~~mily of 
services. 

•A CLEC could not n:cover all of its unbundled loop costs in its rcsidmt.ial basic 
rate, if the LEC was not doing so, because that would mllke the CLEC's 
rcsidcntlal buic rate uncompcdtive with the LECs' rates. 

•Some parties may claim all loop costs must be recovered from loclll service because all 
customers do not subscribe t.o Caller 10, do oot all place :oil Clllls, etc. Thi ~ h n false 
argument. Everyone who comes Into a fasl food restaurant does not order a 101~ <lrinlr. 
but that doca not mean the soft drinks cannot be priced to support o portion of the rent. In 
addition, almost everyone receive' toll calls which is using the loop for t.oll ~~ervicc. 
•Some may claim that they could use ~:ellular service to connect toll calls to a prernisc. 
However, they could also use cellular service to connect basic exchange service calls. 
Either way, this is sti!l not cost flee, and iJ simply o "nndio" loop. the cost of which would 
have to be shared among the services wbich were sharing that "nndio" loop. 
•Some parties may claim that for toll service they would "rent" loop facilities from a 
CLEC instead of building their own. This does not eliminolc the loop cost. The cost of 
"owning" is simply replaced by the cost of"renting." 1llcy could also .. ren1" a loop for 
local servi<:e as well. 
•Tbere an: numerous other apccious arauments some LECs or IXCs may mllkc. llowcvcr. 
the simple (Kt is that the loop fKIIhy i.s shared by several services. The proper cosl 
n:covcry is to spread the loop cost over the services which share that facility. 

T HE LECS' CONTRIBUTION ANALYSES VIOLATE TA96, THE REQUIREMENTS 
OF THE FLORIDA STATUTES, AND THE U.S. SUPREME COURT RULING 
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•As pre-..Jously discussed, Section 2S4(k)ofTA96 requires that Mscrviccs included in the 
definition of univcnal aervice bear no more than o m•'9nablc: abarc of the: jojnt I10d 
c:ommm costt of ficilitieo UJed 10 provide lbose services.~ (Emphasis added) 
•HB478S, Section 2 of364.02S(2Xa) requires that In tc:tting the residential basi.: rates. 
one &etor to be considered is w •• • the cost of providing rc:sldctllial basic local 
teleco. .nunication aerviccs in this state, inc.luding the proportionate: slwe of jojnt l!!ld 
common co!lst {Emphasis added 
•In spite of these two rcquirtmer.ts, OTE's, BellSouth'a and Sprint's basic extbangt 
Mcontributlon analyses .. inehJdcd I 00% of the loop cosu. 
•As ~ously discussed, the U.S. Supi'CIDC Court bas ruled that including all of the loop 
cosu is ~le and plliCIC on "undue burden .. on that aervice. 

Q~ONANDANSWERP~OD 
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Florida Workshop 11 
October 8-9, 1998 

Oudinc 

Na.mt of Spukcn: William Dunkel &.cl Tom Regan 
Party: Office of Auomey General 

Major luaes: Motivation; Business vs. Residential Rates; lnterdepc:ndc:nce of telephone 
service; AJTordabillty 

MOTIVATION: THE LEeS AND IXCS ARE TOLL CARRIERS 
•In other cases, the LECs llld JXCs may have opposing lot=ts, but in this proceeding. 
we miiSl remember that they are all toll c:atrim. The LECs ue the major intruLA T A toll 
carrim. In addition, many of the LECs an: also interLATA toll carriers as well (or have 
a.ffi1.iates wbo arc, or plan to be soon). 
•Sblftiog cost recovery from toll or ~s charges onto end usm benefits the toll carrim 
(the IXCs and the LE:a), while disadvantaging the end wen. 
•In edditi.on, recovering a disproportionate share of the joint and common coru from 
monopoly servicea is •, the LEes' adV8Jltage, but not in the public interest. 
•Preventing a disprop0rtiollii1C cost recovery from monopOly services Is one of the 
reasons utilities an: ~lated. In the old days, before railroads were reguloted: 

"Customers ahippiflB. goods from Chicago to Nc:w York always pick the route that 
off en even a fc:w pennies saving. Thus, each of the three or four trunk lines 
would intcnniltently undercut the cx.iating rate achedules, untilliMIIy a 
diastmusly low level of rates was reached. At the same time, for short hauls 
wbcrc sblppen had no alternative, the railmiCU would jade up the ra.es. thw 
CI'Cll.ting an anomalous, discriminatory pattern of charges. We have sea. :l.Jl the 
l.ntcralDlC Commc:n;e Commission wu esllbliahcd in 1887 to regulate railroad 
rates and earnings and prevent aucb uiUtablc price conditions."" 

• To allow a disproportionate recovery of joint and common cost.a from monopOly 
servicea (and a low recovery from competitive IICI'VIces) Impedes competition by ginng 
the LECs an improper competitive advantage, and alao abuses monopOly p0wcr. It is not 
in the public interest. 
• Recovering a dispropOnionately smalllhato of the joint and common costs from 
competitive aervlces is a proccu that hu already commenced in Florida. 

• Specifically, the FCC hu grouped the tclccommuuications KTViocs that arc most 
competitive into a category that it calls ·~latcd." This includes inaide wiring 
maintenance and ceru.in other &crvices provided by the LECJ-
•Thc LEC.' pricea on these competitive services fre-quently produce • negative 

"Page 499, Economict An lntrodyctory Analvsjs by Paul A. Samuelson 



reiUI"'I. F« eumpk. BellSouth '• annual revenues f« deregulauod services are 
$169 million. but their expense~ for lhcsc services an: $187 million. BeiiSoulh's 
dcreaulated revenues an: S 19 mi Ilion per year '-Jow lhcsc services' cxpcruc~. 
Thai cxpc:nse docs not c:va~lncludina any ret\1111 oo their S66 million of net 
invcatmentln daquWe.l servicca.•• 

•Charslna higber prices for mooopoly services and lower prices for competitive services 
sJves the LECI an unfair ldv:omaae in tbc competitive nwilcts, and also forecs lhe 
monopoly rucpaycrsto 111ppon an cx<:ca~ivc lliwe of !he joint and common COlli. 

AFFORD ABILITY 
• In 1997, BciiSouth di100nne<:ted a ataggcring 236,000 residclllilll cullomm for non· 
payment of their telcpbooc billa." At preaent ratca, Bell South disconnected over 7% of 
their n::tidc:nlial CUJtomcn in 1997 for non·paymc:nL 
• Basic exchange rates play a key pan In thi1, linec low income c:ustomen make fewer 
toll calla than do the average c:ustorner. 
•At prac:m ru.cs, tbc Florida pc:nelfllioc rue i• abudy O\c"Crone full pcrcenll,gc point 
below the natioowidc average. In 1997, the &Mual avcraac residential percent 
penctn1loo- 93.9% nationwide, but only 92.8"h In Florida." 
• In the Commislioo lllfVC)' In thil proceeding. 7% oftbc rapond.:nu wd they would 
diiCOIIlinue buic residential service iftbc local portion of their monthly bill increased by 
$2.00. 
• In addition. anolbc! ~%would expcricncc a hanUhip if their local rates were increucd 
by $2.00 per month, bccaUIC they would "pay their lncrcuc and reduce spendins in other 
a.rcu.· 
•II ahould be DOled that the cuatomen who have: alreldy been priced off the ne1work or 
di100nnc:cted for non-payment were not included in this lllfVC')', since: it was a telephone 
1urvey. Those who do not have telephone ICrVicc: were excluded frQm the su."Vcy. 
• An earlier audy hal ahown that the two 111011 important (acton in a customer'• u...:rsron 
to subsc:ribc to ICI:fhonc service: an: the non· recurring charge and the charge for basic 
exchange service:.' 
• An earlier survey hal sbown lhal80% of the c:uatomcn who do 001 ha\e telephone 

"BciiSouth 1997 ARMIS Rcpon 43·03, (Dercaulatcd Revenue (rQm Line 530 Column J; 
Dercaulatcd Tollll Expense from Line 7SO Column J: Derc:aulated Net Investment • Lllle lOOI 
Column J • Line 49S Column 1). 

17Be11South response to AO lnterrQji.LIIOry 18. 

'~able 3, Telephone Subscribcnhlp In the United States, Industry Analysi• Dh•11ion. 
Common Carrier Dure.u oftbc Fodmll Communications Commissron, released July, 1998 

"AT&T~Coosu!Mr FccSa.tloo of AtncricaiAARP, Joint Telecommunications Proi«J 
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JerVicc dcsiro telephone service, but cannot afford iL • 
• It Is a widely ~eceptcd principle that you will sell fewer iterm at a higher price than you 
would sell at a lower price. Any increase in reaidcntial basic exchange rates will price 
thousa.nda nf reaidmtial customcn off of the network in Florida. 
• All the h. C fowld, 

and; 

"We agte0 with the Joint Boanf that !hen: ja I comtation between subscribmhjp 
and affordabmry ... "'' (Emplwis added) 

"We recogniu !hat offon!ab!c rates are mmnia)to !oduejng consymca to 
sub5crjbe to telephone service. and also that increasing the number of people 
connecled to the network increases the value of the telecommunications 
DCtWOrk. Hll (Emphaili added) 

• Shifting coat rocovc:ry from IOU to buie ex.change aervice hlnnl older and low income 
Cll5lomcn. Both groups have long dlsiAIIcc bii!J which average 2S% leas thWl the 
avenge consumer.u Therefore, they wo~tld receive leu benefit from a reduction in long 
dlJtancc rates, but would be bann.cd by the increase in buic exchange ratca. 
• Pricing thousands of reaidendal customcn off of the networlc hannsthe public interest. 
Households without telephone service cannot phone from their home for help in an 
emergency. 
• It ia more diflicult for potential employers to contact potential empk yees if those 
potential employees do not have telephone service. 
• Pricing customers off ~• the telephone netWOrk deereascathe value of the network for 
everyone. 

•Telephone acrvice is different from any other utility because it is a 
communications medium. If you were the only one in the country with electric 
acrvicc, you would receive full benefit ftom that electric service. However. if you 
were the only one In the country with t.elephone service, that service would be 
worthless. 
• A business cannot call Wl employee or potential customers, i r that cmp!-. ~·ooe ?r 
potential customer does not have telephone service. 

20Page 22, Jojp1 Tclccommyn!cotions Proicct jointly sponsored by AT&T, the Consumer 
Fcdemtion of America BDd the American Association of Retired PCBOns (AARP). The rclcv1111t 
pages arc allached bcreto as Schedule CCS2.6. 

11f.Z3, FCC'• Repon and Order FCC 97-1 S7, in CC Docket No. 96-4S, F~<kmi·SlDte Joint 
Board on Univerul Servica, adopted May 7, 1997, hercin&l\er referred to as Unlvtrsal &nlu 
Order. 

121bld, , I 12. 

upage 17, Joint Tclec:ommunicalions Project, Consumer Federation of America. 
American Association of Retired Persons nod AT&T, February 12, 1987. 
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BUSINESS SERVICE DOES NOT "SUBSlDIZE" RESIDENTIAL SERVJCE 
• BeUSoulh claimt that bll$lnes~ basic cxth111ge ICI'Vice rates "subsidize" residential buic 
exchange ICI'Vice rate~." Thil claim is false for lhe reuon~llltcd below: 

• Residential basic Is not subsidized by any ICTVIce. Residential basic ICTVicc is 
•. :II lbove ill incrc:mc:nlal cost. If BciiSoulh slOpped providing residential basic 
ICI'Vice, lhcy would lose far more dollan of revenues !han lhcy would avoid in 
cosu. even in the long 1\111. BellSoulh is benet otT wilh residential basic exchange 
SCI'Vicc !han without h. 
• Large busiiiCII c:ustomen pay ntc1 which arc low by subscribing to Ccni.JT;c. 
type services (BSSX, MultiiCTV, CcnttaNct). 
• The businesa basic exchange Oat rates (IFB) arc hlshct thll!lhc n:sidentiall>aslc 
exchange flat rates ( I FR) for valid reasons, including: 

• The I FB rate includes a valuable yellow page directory listing !hat iJ 
worth up to $23.7S pet monlh.11 The I FR rate docs not include a yellow 
page directory lilting. 
• A hlahct pcrcentage of busincs.s calls arc plsc;cd during the peak period 
than is true for rcaidcntial calLI. Costs arc higher during the peale periods 
than during the o(f.peak pcriods.16 

• On the average, business ICI'Vices place more local c:lliJ per line per 
month lnan do rcaldentlal services. 
• BusiOCSIICI'Vi.ces rcceh-e faster repair timeslhlll do residential servoces. 
Bell Soli'.:. rcpain business customen an average of five hours faster than 
!hey do residential customen. Sprint rcpain business customers an 
overage of2.7 hours faster than they do residential customers.17 Being 
provided fas1cr repair time Is a •value of service" comidcration that should 
be properly rcOcctod in the ditrercnce in pric:c. 
• Busincas basic exchange servic:c rates arc gen.=lly income tax 
deductible 10 the customer, whereas rcaidCfltial basic exchange ~<:rVicc 
ratca generally arc not. 

• The relationship of I FB to I FR rates in Florida is similar to lhc nationwide 
average. Nationwide, the I FB ralc: is 2.4 timc:a the I FR rate, according to FCC 
data. )I which i1 very similar to the relationship that exists in Florida. 

>•The Palm B'at:h Post, Saturday, August 22. 1998. 

»Bc:IISouth's rcsporuc to Attorney Omcral Buuerworlh's Interrogatory 14(b}. 

'"Sec Bc:IISouth and Sprint's responses to Auomcy Ocncral Butterworth's lnlcrroptory 
II. Sprint and OTE responses to Attorney General Buucrworlh's Interrogatory 13. 

J'BeiiSoulh and Sprint's rcsporuc to A Homey General Duttcrworth's Interrogatory IS. 

111'rends In Tt~lephone &rvlct, Rclcosc:d July, 1998 by the FCC Industry AnAlysis 
Division, Common Cenicr BWQu, Table 13.1 and Table 13.2. 
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PRICES ARE PROPERLY BETWEEN 
TSLRIC FLOOR AND STAND-ALONE CEILING 

ACME TELEPIION£ COMPANY 
$25.00 .,..-------------

! 
:::; $20.00 +------11 ... :. 
• 
~ $15.00 +------==l 

j 
a s1o.oo f--- --­
u 
;?:-= g $5.00 +-----
:E 

J so.oo +--­
RQidentlal Baalc 

---. 
lntn.sllltc Toll/ lnttasllltc Swatchcd Acceu 

TSLRJC Floor Revenun U Stand-Alone Ceiling 
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A~hment B 

LEC "COST" DOUBLE STANDARD 

• c: 

$25.00 

:J $20.00 ... • a. 
• 
~ $15.00 
• > • 
~ $10.00 
(.) 

2:-
£ g $5.00 ' -
:E 

$0.00 • 

·cosr LllC. USI! FOR BASIC 
E.XOIANGll 

Ruldentlal Blalo 

~ 

"COST" L£Ca USE FOR 
TOLUACCESS 

+ 
lntrL we Toll/lnlnState Swnchcd Auea 

TSLRIC Floor Revanuea 0 Stand-Alone Ceiling 

- -·-------......l 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY !hat a INC copy of !he foregoing lw been furnished by U.S. Mall 
to all of !he following this 24th clay of September 1998: 

J. Jeffrey · Ihlen/John P. Fons 
Ausley & McMullen 
P.O. Box391 
Tallahassee. FL 32302 

Beth Keating 
DiviJlon ofLeaaJ Services 
Florida Publlc Service Commission 
:' S40 Shumard o.Jc Blvd. 
TaiiPbusoe, FL 32399-0850 

Edwanl Pascali 
AARP 
1923 A1apba Nene 
Tallahas$ec, FL 3230 I 

Traoy HAlch 
AT&T 
I 0 I N. Monroe St., Suite 700 
Tallahassee. FL 32.i01 

Nancy H. Sims 
BellSouth Telecommunications 
I SO S. Monroc St., Suite 400 
Tllllah.u.scc, PL 32301 

David B. Ecwin 
127 Rivemntc Road 
Crawfordville, FL 32327 

Kimberly Caswell 
GTE Florida 
P.O. Box 110, FL TC0007 
Tampa, FL 33601 

NolliWI Honoo 
Messer Law Firm 
P.O. Box 1876 
TaJJahuscc, PL 32302 

Benjamin O<:hshom 
Florida LeaaJ Services, Inc. 
2121 DeltA Blvd. 
Tallahassee, FL 32303 

Evcretl Boyd 
Ervin Law Fum 
P.O. Drawer 1170 
Tallahassee, FL 32302 

Laura Gal~ 
FCTA 
310 N. Monroe Strcct 
Tallahu,., I'L 32301 

AnaclaOr=n 
FPTA 
125 S. Gadsden St., Suite 200 
Tallalw.sec, FL 3230 I 

Susan Lan~"n 
rnA 
P.O. Box 1776 
Tallalwsce, FL 32302 

Richard Mellon 
lloppina Law Fim1 
P.O. Box 6526 
Tallebessce, FL 32314 

Mark Ellmer 
P.O. Box220 
Pon St. Joe, FL 32456 

JlmMcOiM 
ITS Tclccommunicotlons 
P.O. Box277 
Indiantown, FL 34956 



Julie S. Myers 
Smilh, Bryan &. Myers 
3 11 E. Park Ave. 
Tallllhlwee, FL 32301 

Thomas M. McCabe 
TDS TelccomiQuincy Telephone 
P.O. Box IP" 
Quincy, Florida 32353 

Mon~Belo~ 
6801 Seaview Way 
Tampa. FL 33615 

F ranldc Cal leu 
The Greater Orlando Auoc. OfRalton 
P.O. Box587 
Orlando, FL 32802 

GcueAdams 
Florida Association of Ralton 
P.O. Box 1853 
Tallaho.oscc, FL 32302 

David Swafford 
Pcnnil\gton Law Finn 
P.O. Box 10095 
TallaWsoe, FL 32301 

KeUy Goodnight 
Frontier Communications 
180 S. Clinton A vc. 
Rochester, NY 14646 

Stc'e Brown 
lntcnncdia Communications 
3625 Queen Palm Dr. 
Tampa. FL 33619 

Monica Barone 
Sprint 
3100 Cumberland Circle, Suite 802 
Atlanta, OA 30339 

Joseph McOiolhlin 
Me Whiner Law Firm 
117 S. Olldsden SL 
Tallahassee. FL. 32301 

Jack Shreve/Charles Beck 
Office of Public Counsel 
clo The Florida l..egjslature 
Ill W. MlldUon SL, Suite 812 
Tal!ebes-, FL 32399-1400 

Richard L. Spears 
Community Auo<:iation Institute 
9132 Rldae Pine T,.jl 
Orlando, FL 32819 

Donna Can7Jmo 
Wiaalns Law Firm 
P.O. Drawa- 1657 
Tallebassoc. FL 32302 

John L. Brewaton, Ill . 
250 N. Oranac Ave., Suite 1700 
Orlando, FL 3280 I 

Chris Kenna 
CompiW Management &. Leasing 
1801 Hermitage Blvd., Suite 130 
Tallahassee, "1.. 32308 

Debra K. Mink 
BOMA Florida 
3081 E. Cornmct'Cial Blvd. 
Ft. Laud<:rdale, F'L 33308 

Kenneth HoffinaniJohn Ellis 
Rutledge Law Finn 
P.O. Box 551 
Tallahauee, FL 32302 

Harriet Eudy 
ALL TEL Florida. Inc. 
P.O. Box5SO 
Uve Oak, FL 32060 



·. 

Lynne 0. Brewer 
Northeast Florida Telephone 
P.O. Box48S 
Mlccltnlly, FL 32063 

Cbatlca Rchwinkel 
Sprint-Florida, Inc:. 
P.O. Box 2214 
Tallahassee. FL 32316 

MICHAEL A. GROSS 
Alsiltant Atlonley 0coenJ 
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