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BEFORE THE FLOFUDA PUBLIC SERVICE COloU"' ISSION 

In r e : Petition of AT&T COl>\MUNlCAT£0NS ) 
OF THE SOUTHERN STATES for Comm1ssion ) 
Fo rbea r a nce from Rules 25-4. 495 ( a ) and ) 

DOCKET NO. 870347-TL 

25-24.480( l ) (b) , F . A . C . , for a tri al ) 
period . ) 

ORDER NO. 23186 

ISSUED : 7-13-90 
) 

The following Commissione r s parlicipcited 
di s positio n o f t his ma l le r : 

MICHAEL Mr K. WI LSON, Ch airma n 
BETTY EASLEY 

GERALD L . GUNTER 
FRANK MESSERSMITH 

PROPOSED AGENCY ACT I ON 

ORDER EXTENDI NG FOROEARAN<.:I-; TRlAI~ 

BY THE COMMISSION: 

in Lhe 

NOTI CE is here by gi ven by the Flor ida Pu blic Serv1ce 
Comm i ssion that the aclion discussed herei n is p r e l imi n a ry i n 
n a tu r e and wi ll be c ..>me fi n a l unless a person whose in t e r ests 
are subsla n tia lly affecled f il es a peti• ion for formal 
proceedi ng pu tsuant lo Rule 25-22 . 029 , Florida Administrative 
Cod e . 

On J uly ll , 1988 , l h is Comn11ssion g t anled AT&r 
Commun ications o f t he Sou thern Slates, lnc. (ATT-C) forbearance 
f r o m trad i t iona l ra te b ase r ate o f r eturn r egula 1on for a 
trial per iod o f t wo y ears . That derision, set forth i n Order 
No . 19 758, issued Aug u sl 3 , 1988 , was in response Lo a petit1on 
fi led by ATT-C and r epr esen ted a ma jor shift in o u r reg u latory 
policy t owa rd AT T - C. I n lhe past , our policy regarding ATT-C 
was tr adi t i o n a l r ate b ase rate of r e u rn regulatio n . However , 
we h ad no l actu a l l y applied t h i s po lic y to ATT-C since 
divestiture , whe n ATT-C became a sepa r .tte e n tity . We had set 
no s peci f ic rate o f re turn for ATT-C and h ad cond ucted no r ate 
cases f o r the Comp any. None t he l ess, t hi s Commission may 
inst itu te rate b ase r egu l at1on o f ATT-C at any time we fi nd 1t 
i n t he public i n t eres t. 

T he in te r ex c h ang e market s tructure is i n a process of 
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transition fr om one histo rically characlenzed as a monopoly, 
havi ng little if any competition, to o ne for whi c h there ts 
evidence that some competition extsts. Tr:)ditional r at e base 
regulation is appropriate under a monopoly ma rke t s tructure. 
However, given the transitio nal nature o f the tnterexchange 
market at this time, traditional r a te ba se regulati o n may not 
be the appropriate regulato ry device . 

In addition, there is a school o f ho uaht t hal co nstder s 
rate base regulation to be inherently fl awed . These c riti cs 
contend that it does not provide the tncenlives f o r the 
regulated company to be effi rienl, i nno vative, o r to i ntroduce 
new services . The y a rguc that beca1.1se the regu 1 a l e d company ' s 
profit is constrained by a rate of return se l by the regulatory 
body, there is no incentive f o r the regulated co~pany o 
increase its profit s beyo nd the author'zed return. Sh<'tJld t he 
regula ted company begin t o experience e xc 'SS p r f LS 1 n one 
area, it will be f o rced to reduce rates of other ·e tvtces t o 
keep overall profits within the authorized ceil ing . Co n fronted 
with this penalty for efficiency, regul ated companies have the 
perverse incentive to e ngage in inefficient activities s uc h as 
inflating the rate base by purc hasi ng unnecessaril y expensive 
o r extravagant items , a pract ice known as "gold plaltng". 
Under tradit ional rat e ba se regulati o n suc h beh<PilO r wo ul d be 
rewarded because the comp a ny would rece1ve bolh a return on it s 
investment and rei mbur semen t of expen~es . TheLc(o re, t hi s 
Commission wa s searching for a regul a ion methodology Lhat 
would inspire the r egul ated utility to perfo r m more eff tcien t ly. 

The Corrumssio n' s inte nt with f o rbear ance ·,..ras o test the 
i nterexchange market ove r a trial period to determtne if iL 1s 
sufficient l y competitive to regul ate ATT-C ' s earni ng s and 
provide incentives for ATT-C t o intr~duce new services and 
exercise management efficiency. During the two year trtal, 
periodic reviews have been conducted l o assess ATT-C ' s 
responses to the competitive market. 

Order No. 19758 Docket No . 870347-TI slates : 

This experiment began o n July 11, 1988, he 
date of the Specia l Agenda Con t e rence tn 
which we made o ur decision , runntng through 
July 10, 1990. We will review the results 
of t h is experiment after we have collected 
the data reflecting the entire two-year 
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period. At that point , we will take 
whatever action seems appropriate , whether 
it be to impose full rate of return 
regulation on ATT-C , Lo extend the 
forbearance per iod , o r t o choose some other 
alternative method of regulating ATT-C hal 
appears to be more in the public interest. 

At the conclusion of the two year experiment, on July 10, 
1990 , ATT-C is required to file a concluding report o n the 
first six months of 1990 . Our Staff will then need to perform 
a final analysis on the marke~ factors for the first six months 
of 1990. Because of the time needed for our Staff to perform 
these final analy ses , we find it appropr1ate to extend o ur 
forbearance from rate base rate of return r egulation of ATT-C 
until December 31, 19 90. Duri ng this time, our Staff will 
analyze the result s of the two year experiment a '1d tormulate 
its recommendation for our future course o r action i~ regard to 
o u r reg u l a t ion o f A TT-C . In add i t ion , on June 8 , 1 9 9 0 , A TT- C 

I 

filed a Petit ion for Further Relaxation of R~nlio_!LQ_f AT&T . I 
We wi ll address ATT-c · s ·petition in conjuncti o n wilh the 
results of the t wo year forbearance experiment . 

Based on the f oregoi ng, it is, therefore, 

ORDERED by t he Florida Public Service Commission that ou r 
for beara nce from rate base rate of return regulation of AT&T 
Communications of the Southern St a tcs, Inc. , is hereby extended 
si x mo nths through December 31 , 1990 . It is furthe r 

ORDERED t hat this docket sha l l remain open to address the 
di sposition of this experiment after December 3 L 1990. 

By ORDER 
this 13th 

( S E A L ) 

SFS 

of the 
day of 

Flo rid a 
July 

s 

Public Service 
1990 

Commission, 
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NOTICE OF FURTHER PROCEEDINGS OR JUDI£lAL R~VIEW 

The Florida Publ ic Se rv1ce Comrnisston 1s requ1rcd b y 
Section 120 . 59(4 ), Florida Statutes, to nolify par u~s of any 
admi n istrative hearing o r judicial revi e w of Comm1ssio n o rders 
that is a v ailab le under Sections 120 . 57 or 120 . 68 , Florida 
Statutes , as well as the procedures and time limits t hat 
apply. This notice should not be construed to mean all 
requests for an administrative hearing or judicial review will 
be granted o r result in the relief soug h t. 

The aclion proposed herein is p r eliminary in nature and 
will not become effeclive or finaL except as prov1ded by Rule 
25-22.029, Florida Admini strat1ve Code. Any person whose 
substantial i n terests are affected by the action proposed by 
this order may fi l e a petiti on for a formal pror~eding, as 
pro vided by Rule 25-22.029(4), Florida Administrallve Code , 1n 
the fo rm pt ovided by Rule 25-22 . 0 36 (7)(a) a nd ([), Fl or1da 
Admi nistrative Code. Thi s petition must be recct ved by the 
Director, Divisi on of Records a nd Reporting at his -:>[(ice at 
101 East Gaines StroeL , Tar11has::;ee , Florida 32399-0870, by the 
close of business on August 6 , 1990 

In the abse nce ot such a petttion, this o rder shall become 
effective o n the day subsequent to the abo ve date as provid ' d 
by Rule 25-22.029(6) , Fl orida Administrative Code, and as 
r eflected in a s ubsequent o rder . 

Any objection or protest filed in this doc k~ before he 
issuance dat e of this order is c o nsidered abandoned unless 1t 
satisfies the foregoing conditions a nd is renewed within the 
specified protest pe riod. 

If thi s order becomes final and e((eclive o n the da c 
described above, any party adversely ~erected may r equest 
judicial review by the Florida Supr eme Court in the case of an 
electric , gas o r telephone uli 1 ity o r by he F1 rst District 
Court of Appeal in the case of a water or sewer uti 1 ity by 
filing a notice of appeal with t he Directo r, Division of 
Reco rd s a nd Repo rt i ng a nd filing a copy of he notice of appeal 
and t he filing fee with the approp ria te court. Thi s filing 
must be completed within thirty (30) days o t t he effect1ve date 
of t hi s order, pur s uant to Rule 9 . 110, Flor1da Rules of 
Appe llate Procedu re. The not1ce o f appeal must be in t he form 
specified in Rule 9 . 900(a), Florida Rules of Appella te 
Procedure. 
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