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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

Tn ro: Development of LOCAL EXCHANGE 
COHPAIIY COST STUDY METHODOLOGY (IES) 

DOCKET NO . 900633-TL 
ORDER NO . 23 4 74 
ISSUED : 9 -1 2-90 

Tho following Commissioners participated in the disposition of 

this aatt r: 

THOHAS M. BEARD 
BETTY EASLEY 

GERALD L. GUNTER 
FRANK S. MESSERSMITH 

QROER ItHTihl'IllG DEVEU>PMENT Of LEC COST STUDY MEIIIODOLOGY 

BY TilE COMMISSION : 

Tho Commission has for several years and with inc r easing 

f requency , expressed the need for a cost study for telepho ne 

services . The burgeoning number of new serv1ces and the recon­

f iguration of old services has aggravated the basic problem of 

detcrc1.n i ng the "cost" of any service. It is becoming more clear 

that he joint costs of providing telephone service constitute a 

Dajor portion o! the total service cost. Moreover , inc reasing 

deployment or digital technology has increased the l e vel of 

nontraffic sensitive costs . All of these factors complicate the 

d volopmcnt of accurate cost measures for the telephone indus try. 

Local exchange companies now func t ion both as serv ice 

wholesalers to their competitors and as retaile rs to their end-use 

custocers. The introduction of competitio n in the tele phone 

indus try raises new issues such as anticompetitive pricing of end­

user services and access services and the imputation of monopoly 

sorv1ce element prices as a cost to LEe-provided competitive 

services . 

We recognize that , historica lly, cost has not leen the sole 

basis for pricing in the telephone industry . Rather , prices have 

been set based on such principles as value of service, acceptance 

of cus omcrs, r esidual ratemaking, and other standards in addition 

to cost. The principal example is the res idual pricing of basic 

local service in response to tho goal of universal service . 

co,t Stud1cc; 

Pro tec tion of rat e payers and competitors agains t predatory 

pricing now loocs as an increasing concern . Having a monopoly 

position in sone markets and selling services below cost in 

cocpetitive markets will create a barrier to competition . This 

shifts revenue recovery to the monopoly.n~f11;".\.Cp.,,z;~pil~Yer for the 

unrecovered cos t from predation. In a~l!tt=ion!• •~a monopolist can 
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restrict service availability, raise prices and reduce the 

incentive to serve efficiently. If too little joint cost is 

at ributcd to competitive scrvic~s, some consumers may be economi­

c~lly deprived of access to monopoly services. 

One of the principal tools used to address the issues of cost 

and price is the cost study. In order to have a standardized 

fra~owork for analysis , we see a need for a uniform cost me hodolo­

gy to be applied to all services or groups of serv ices . To that 

nd, this proc~cd1ng has been initiated to develop a uniform cost 

Dothodology. In developing a cost methodology, we recog nize that 

diff rent forms of cost studies may ultimately be incorpor~ted into 

a un i form m thodology. 

We recognize that the development of a cost study methodology 

is no scall task and that it no ds and deserves the input of all 

ct acted parties. This docket shall be the forum . We anticipate 

an initial series of workshops to solicit the views of the parties 

as tho beginning o! the development process . It is hoped that this 

workshop process will achieve several goals. First, the goals to 

be served by the uniform cost methodology must be identified . 

Second, the various types of cost studies needed to serve the goals 

must be identified . 

The workshops should als o explore the development of costs by 

function as well as by servic e. The basic functions should be 

identified such as residential access or business access . Some 

effort should be given to developing cost criteria for each 

function. 

In addition, a process for the actual development of the cost 

methodology will be considered . 

Based on the foregoing, it is 

ORDERED by the Florida Public Service Commission that 

wo rkshops ahall be held to begin development of a uniform cost 

cothodology as set orth in the body of this Order . 
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By ORDER of the Florida Public Service Commission, this 12th 

dny ot SEPTEMBER 19 90 
~-

(SEAL ) 

Tli 

STEVE TRIBBLE, D1rector 
Division of Records dnd Report1ng 

by_· ~t""";r.a~!:.r4~1=-=~==+-=.._.__..::..___ 
Ch;i, Bureau of Records 
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