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Despite their great popularity and availability in Burope for
more than 15 years, until only a few yun ago the words "telephone
prepaid debit cards® (PDCs) ware :x“ unknown in the United
States. Such a telecommunications p: simply did not exist in
our country until about 1991. With a PDC, a caller can purchase a
block of time in advance and he able to place calls from virtually
any telephono in any state. Such an t can be attractive
to those individuals who do not subscr to basic telephone
service or those individuals who are very mobile, yst not
candidates for a mobile phone. Prices for PDCa have been falling
rapidly, although the per minute rate is usually significantly
higher than would apply on a call credit card. PDCs, however,
have an advantage over calling t cavds in that no -urcharge-
apply. In addition, with many PDCs, the user may purchase
additional time once the initisl anoenm: is exhausted. The
additional purchase can be mads with a simple telephons transaction
and a credit card. .

DOCUMCNT NUMBER-DATE
88627 -wm-78
FPIC-RECORDS/REPORTING




——

DOCKET WO. 96025471
DATE: March 7, 1996

Though they have been available in the United States for only
S years, PDCs are fast becoming one of the most widely available
consumer products in the country. They are sold in tens of
thousands of locations nationwide through supermarket outlets,
retail stores, department stores, drug stores, novelty eshops,
greeting card shops and convenience stores. Additionally, they are
given away to promote dosens of products each year.

SIEE OF THE PREFPAID DEBIT CARD MARKET

Prepaid telephone cards are widely used outside the United
States and are alsocst the only msans of operating a pay phone in
France and J . It is estimated that id telephone cards
generated $4 billion in worldwide sales in 1993. Sales of PDCs in
Japan approximate $1 billion. PDCs are currently used in over 130
countries throughout the world.

Within the United States the annual esales of PDCs are

skyrocketing; they have al n:ruod the $500 million mark and
are projected to reach §1 billion in 1997. Florida specific data

is not available or germane due to the fact that these cards are
portable across state lines.

MECEANICS OF USING A PREPAID DERIT CARD
A customer typically takes the following steps to use a PDC.
(1) Dial an 600 number listed on the prepaid card from

any touchtone tel .
(2) Listen to a gresting and instructions on
what to do.

(3) Dial in the phone card 10 digit ID number.

{4) Hear an slectronic report on how many dollars or
ninutes remain in the account.

(5) Enter the number you wish to call.

(6) Complete the call.

(7) Hang up to terminate the call.

Telephone PDCs are now being viewed as more than just
another way to make calls. Peatures such as voice mail, wessage
delivery, internationmal origination and termination, foreign

language options, dialing, replenishment and information
services are being to some cards to increase their value and
applications.
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Of the roughly 400 certificated interexchange carriers
operating in Florida, 84 of these companies have tariffed PDC
services. Of these 84 companies, 1) firme offer solely PDC
services. The iea that offer PDCs typically rely on the
facilities of an rlying carrier, rather than their own network,
in order to complete calls.

PDCs may be distributed dimt&b{ the initial issuer or
through one or more intermediaries. atter approach is by far
the more frequently used msthod. One method of distribution is the
card issuer selling the cards to a reseller at a reduced rate.
Hypothetically, a PDC selling for $20 would be sold to the reseller
for $15. The reseller would then sell the cards for $20 as marked
on the cards and keep the §35 difference as commission for selling
the cards. This type of resale of PDCs does not place the reseller
in a position of being considered a telephone company under Chapter
364.02 Definitions, PFlorida Statutes, since the eﬂmy is not
offering two-way telecommunications servics to the public for hire
by the use of a telecommunications facility. Purthermore, the
service is provided by a ocertificated underlying carrier whose
relationship is with the end user if service probless exist.
Therefore, certification is not required. Examples of this type of
reseller would he drug stores, convenience stores, dspartment
stores, and others. These are often able to place their
own advertisements omn the at no charge. In many cases, the
cards are given away to and users to entice the end user to use the
company’s products or services. Staff does not have any estimates
of the percentage of cards that are sold versus given away.

INTERCOMPANY BILLING AND PAYMENT ARRANGEMNENTS

When a PDC provider relies om the facilities of an underlying
carrier, the former compensates the latter on a minutes of use
basis. The PDC provider purchases 800 number access from a long
distance carrier, encodes the debit caxd with a perscnal
identification number (PIN), and sells the PDC at a higher per
minute rate than is being charged by the underlying carrier. The
end user then dials ths 800 number listed on the card, inputs the
PIN number, enters the telephone numbesr of the party being called,
and completes the call. The minutes of use are drawn down based on
the PIN number of the account by the underlying carrier, and the
reseller is billed for the minutes of use. There is considerable
potential for fraud because it is possible to issue cards with an
800 number that does not work at all or that draw down time for
unanswered calls and busy signals.
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While prepaid telephons cards are a relatively new service in
this country, the concept of consumers paying before they receive
a service is not. Almost svery tims a consumer buys a ticket he or
she is prepaying for a service that may or may not meet their
expectations or even do what they are informed it will do. PDCs
are no different.

Serious disappointments sometises occur when purchasing
services in advance of consuming them. Por example, people have
bought airline tickets months in advance at what appeared to be an
attractive rate only to be shocked when the airline unexpectedly
declares cy and the tickets become worthless. The chance
of fraud occurr during the sale of some tickets has existed for
many years. Occasionally forgeries or counterfeit tickets have
been sold to unsuspecting customers as the actual ticket allowing
one to attend an expansive sporting event. The sawme potential for
fraud exists with PDCs.

While there have been few complaints regarding PDCs, the
product is still in its infancy stages in this country. Use of
PDCs is growing, fusled in part by the fact that prices have
dropped sharply from $0 to 60 cents initially to 23 to 35 cents
presently. There is a definite potential for the volume of
complaints to increase. The following describes complaint activity
to date, both in Florida and other parts of the country.

Complainte Sent to the FPSC

The Consumer Affairs Division experienced few, if any,
complaints relating to PDCs until December 1995. During December
1995 the Commission staff became aware of the existence of
Telécuba, Inc. (Telecuba) an uncertificated IXC reseller of PDCs,
and customer complaints stemming against them. Telecuba sold PDCs
without an IXC certificate or tariff on file with the Commission.
Initially, Telecuba provided its PDC service by purchasing long
distance services from World Access Communications Corporation, a
certified carrier, and reselling the service to end user customers
who purchased Telecuba’'s PDCs. In December 1995 World Access
Communications disconnected the 8§00 access numbers Telecuba was
using to provide its prepaid calling service. As a result, end
users who had purchased the PDCs were unable to complete telephone
Calls and receive the telephone service for which they had already
paid. Staff opened Dockets Nos. 960216-TI and 960217-TI and filed
its recommendation concerning this matter on March 7, 1996. This
&tﬁ:er is available for discussion at the March 19, 1996 Agenda

erence.
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In another incident relating to PDCs, an IXC had 411 PDCs with
a retail value in excess of $4,000 stolen from a vending machine.
The issuer of the PDCs, sseking to reduce its exposure to potential
financial losses, deactivated the stolen cards. The Commission
staff was advised of this matter a consulting firm employed by
the igsuer of the PDCs. As of date few, if any, complaints
relating to this matter have been received by the Division of
Consumer Affairs.

Complaints Filed wWith the PFloxids Depaxtssnt of Agriculture &
consumer Sexvices

The Florida Department of Agriculture & Consumer Services has
received only one cowmplaint concerning a PDC. A woman in the Miami
wmetropolitan area complained that she purchased four PDCs from a
local drugstore which were nonoperative.

Expexience in Othax Paxte of tha Country

Considering the hundreds of millions of dollars of PDCs sold
each year, the number of customer complaints has been surprisingly
low. The NARUC Communications Suboommittes released the results
of its debit card survey in November 199%. It said "As for
complaints in the debit card area, our survey only turned up ten
complaints from all of the states as a whole. The only two that
were specified were for w telemarketing practicu and the
rate not clearly marked."

As staff was preparing to file this recommendation it learned
in Pebruary 1996 tlm: tens of thousands of customers who bought a
PDC named "USA Calling® have discovered their cards are
nonoperative. The card was marketed in major retail
establigshments, including K- Mart. (See Attachmant 1.)

The following is an overview of various state, federal, and
industry activities to regulate PDCs. A review of a matrix of
state regulation underlines the lack of consensus and direction in
the regulation of this service. (See Attachment 2.) However,
several states have opened generiq dockets and reached substantive
conclusions. (See M:um 3.) At least one of the trade
associations has drafted a Prqul.d Calling Caxdholder's ‘Bill of
Rights.’'" (See Attachment 4.} ‘

Each of thess compilations point out the pitfalls inherent in
this service and the necessities of PDC regulation. Most striking
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when performing this review is the fact that the strategies now
being employed do not mest the objectives of current regulation
which are customsr protection and removal of barriers to
competition. No state or federal regulations exist that can make
a customer whole, whether or not the provider is certificated, or
can claim that they are not anticompetitive.

Regulation in Florida

In the State of Florida, the Commission has jurisdiction over
all calls originat and terminating within the state. Since
there is no restriction placed upon cards which prevent calling
into a state in which the provider is not licensed, and there is no
restriction on consumers buying a card in ons state and bringing it
into another state, all PDC providers doing interstate business in
the United States should be certificated in the State of Florida.

The Commission etaff’'s involvemsnt in regulating PDCs
commenced on March 1, 1993, when the Communications Division of the
Plorida Public Service Commission received a written complaint from
Teledebit. Teledebit was a certificated IXC offering only debit
card services. Specifically, Teledebit asserted that ATLT, through
its TeleTicket servics, other cowpanies wers selling PDCs but
did not have the service listed in their tariff.

The Commission staff investigated the complaint. AT&T
maintained it was not required to tariff its TeleTicket service
with the FPSC. In October 1993, ATLT eliminated its TeleTicket
Service and tariffed a nev prepaid calling service.

The Commission staff also phoned other companies listed on
Teledebit’s complaint letter and asked that their debit card
services be tariffed. This action was followed by a written data
request dated August 4, 1993. Subsequently, most of the companies
agreed to become certificated and have their debit card services
tariffed, probably dus in large part to ATiT’s actions setting the
tone for the rest of the industry. .

The FPSC has jurisdiction over issusre of PDCs whose cards can
make calls originating and terminat in Plorida. However, there
are no rules or statutes specifically 1'0T|hting debit cards.
There are no Commission Orders which specifically address PDCs
except for several instances when ATLT sought to lower debit card
rates for more than 90 days in & 12 month period. (Lowering rates
for more than 90 days in a 12 sonth period requires a waiver of the
Commiesion Rule. The waiver requests were granted and the AT&T
tariffs were approved.)
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The Commission did not regquire bonds from PDC issuers until
February 6, 1996. At the February €6, 1996 Agenda Conference, the
Commission approved staff recommendations requiring that American
International Telephone, Inc.; Georgia Public Telephone Co.,Inc.;
Long Distance of Michigan, Inc., d/b/a/ LDMI Long Distance; and US
South Communications, Inc., d/b/a US South and INCOMM each post
surety bonds of $10,000. Staff recommended that the Commission
require these companies to secure a surety bond as a means of
verifying that the companies have the financial strength to provide
and maintain the proposed telecommunications service. This is
somswvhat different from the treatmsnt of other 1XC services, for
which a bond is required if the company collects deposits of more
than one month’s usage. Because a PDC does not have a set time
frame for usage, a caller ocould use up the valus of a card in an
hour or a year.

Staff continues to actiwvel certification of PDC
companies that are considered te companies under Florida
Statutes. A request is be sent to each certificated

interexchange company that offers t card service in its tariff
to identify all resellers. We then can ensure that providers of
PDCs are properly certificated. In addition, this letter will
sexrve as a reminder to all certificated cowpanies that it is
illegal to provide service to uncezrtificated resellers. Staff does
not believe it will be necessary to regquest a show cause order
against companies found to be operating without a certificate
unless a company is found to be uncooperative.

Regulation by the Markatplace

The trade associations and individual providers believe that
regulation should be kept at a sinimm. * lation should act to
promote the growth and legitimacy of the | try, not stifle the
very companies who are making the technology and sexvices possible
in an ;ttiort) to protect the public.®* (Telecommunications Resellers
Association

The associations, in their trade publications have stressed
that competition and the “"marketplace® will provide all of the
protection nseded by the public. HNowsver, in interviews with
Commission staff they have indicated that they are working on
voluntary guidelines for prepaid calling card providers. Such
guidelines only apply to members of the associations, and only
legitimate entities tend to join such organisations.
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Pursuant to rules promulgated by the Pedsral Communications
Commission (FCC) in 1993, ‘“non-dominant® common carriers are
required to file a tariff with the FCC. This includes switchless
rebillers, incl those salling PDCs. PFurther, those offering
international p d calling card sexrvices must also file a tariff
for international service with the PCC. The fee for the
international tariff filing is 3490, and the fee for the
international service authority is $610.00.

A challenge to state PDC regulation was filed with the FCC in
April 1993, by The Time Machine, Inc. (TMI), a Kansas-based prepaid
calling caxrd provider. THI filed a petition for declaratory ruling
seeking federal preemption of state regulation of PDCs. TMI argued
that it would not be technically feasible for carriers such as TMI
to identify or separate intrastate and interstate usage for
regulatory purposes. The further argued that burdensome
state regulations would thwart ability of ™I and others to
ot!::-1 their services and would imspeds the FCC’'s procompetitive
w t ond

On August 4, 1993 the Plorida Public Sexvice Commission (FPSC)
submitted reply comments to the FCC. In its comments the FPSC
maintained (1) THI‘e services are subject to state jurisdiction,
(2) state regulation of TMI is in the public interest, (3} debit
card calls can bes ssparated juriediction, and (4) federal
preemption is not legally justified for intrastate debit cards
services. The FPSC concluded that for these four reasons the FCC
should deny T™MI‘s petition.

In November, 1995, more than two years after TMI appealed to
the FCC for federal presmption of PDC services, the FCC released
its decision rejecting THI’'s request. The decision affirmed the
FPSC’s authority to regulate issuers of PDCs.

State Regulations

Since a PDC can bs used to originate calls anywhere in the
United States, it is potentially subject to the separate regulatory
jurisdiction of all 50 states, in addition to being subject to FCC
requirements on interstate calls. For all practical purposes, PDC
providers that are entering the market first get certificated in
the states in which they are marketing, and as the scope of their
sales expand, they becoms certifica in additional states.

Interviews with representatives of other state commissions
have pointed out several vulnerable areas in the regulation of PDCe

-
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and given staff an understanding of the ﬁouibla remedies which are
being used or advocated. Among them are:

1. Duratien of Sexvice. A id calling card should have
printed on its face, the expiration date of the card (if
applicable). Pailure to do #0 could result in a windfall profit
for companies who authorize a short activation period for the cards
without customsr notification. This measure is generally accepted
by the industry, and some states have instituted such a
requirement .

2. Nechanism for Refund of Unwsed Sexvice. If a customer
finds the service of a prepaid card unsatisfactory, there should be
a clear procedure for a zefund of the remaining minutes on the
card. . This information .hould be available from the provider and
from the retailer. This measurs is generally ted by the
industry, and soms states have mueum such a requirement.

3. Retailer Bducatios. It is generally agreed in the
industry that retailers need to be educated sbout debit cards and
can provide information to customers ing informational
signs. Retailers need a mechaniswm by which ¢t can establish that
a provider of PDCs is certificated in the state in which they are
doing business prior to offering such cards im their stores.

4. Customer Sexvies Wumber. It is iwportant that customers
have a toll-free number to call if thay experience trouble with
their PDC. This measure is gensrally acoapted by the industry, and
some states have instituted such a requirement.

S. Uncertifionted Switehless Resellexzs. Mot all states
require certification of switchless resellers. It is important to
educate IXC providers that it is their rupouibiuty to assure
that a provider is certificated prior to providing access. IXC
providers should not considar this policing their competition, but
rather policing themselves as sale to an uncertificated provider is
a viclation of this Commission’s rules.

Bonding Strategy. Bonds are requirad in several states,
espec:l.ally for start-up companies with weak financials. However,
a bonding scheme cannot aid the consumer vhan are victimized
by an uncertificated provider. Bonds may reduce the rate at which
firms enter and exit the business and may :lndimtly assist
consumers. However, a bond could be considered anti-competitive,
especially since most companies are trying to become certificated
in all 50 states. Even the lsast restrictive bond requirement
could be daunting to an emerging telecommunications company.
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I8EUR 1: Which, if any, providers of prepaid debit cards should be
required to post a surety bond?

ERIMARY _RECOMMEMDATION: The Commission should require
interexchange cowpanies that provids PDCs to t a surety bond.
The Commission should allow companies to qz: for an exemption
from the bond requiremant, with the depending on the
company proving that it has the !uuncul. Beans to assure continued
operation and to meset its cobligatioms to its customers. Such a
showing should include utt.ty!.z the five-part criteria described
in the primary staff analysis. + TATLOR)

1, The company should have independently prepared financial
statesents.

2. The company should have at least 3 ysars (36 months) of
financial informstion.

3. The company should have a current ratio (current assets
to current liabilities) of at least .80.

4. 'rh: company should have a common equity ratio of at least
50%.

S. The company should be profitable.

ALIERMATIVE RECOMMEMDAZION: The Commission should not require any
providers of PDCs to post a surety bond. [STRONG)

PDCs involve a customsr pay for long distance service
before receiving service. The IXC will control customers’ funds in
advance of providing service to tbe customers. This situation
could result in customers not receiving service for which they have
paid if the IXC cannot weet its obligations due to cash flow
problems or misuse of funds.

A surety bond is an agreement under which one party, the
surety, guarantees to another, the cbliges, thet a third party will
perform a contract !onc-tn!.th contract’s documents. When a
person or company is placed a position of trust, a surety bond
will guarantee that t p-rnn or company performs its obligation
or pays ite bills up the smount covered by the bond. An
addicional significant h.uotil: of the bonding process is that the
public can be assured that the bonded party has met the standards

- 10 -
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of the surety bond company. This review also serves as a
substitute for a routine credit check which is currently not done
by staff because of the costs to the agency of doing so.

Staff believes that requiring a surety bond would minimize the
possibility of an IXC not meet its obligations created by PDCs.
It would also satisfy the legislative reguirement that companies
have the financial capability to provide and maintain the proposed
service. Specifically, the sement of a surety bond
requirement could be used as a qualifying tool in that it would
cause certificated IXCs pr:lgd.tng PDCo £O meet the ;::ilddlrdl gf the
surety bond co?nny bonding process & weed out
disreputable or financially risky companies not able to secure a
bond in the amount :.w!.nx

Undexrwriting surety bonds differs from insurance in that it is
based on a creditor-debtor relationship. Typically, surety bond
companies review the following criteria bsfore issuing a bond:

® The company’s finaneial eondition. The surety will review
the company’s financial statemsents. While audited financial
statements are preferred, independently prepared financial
statements such as an accountant’s mlu or compilation are
accepted. The bond company AsSesses ‘s financial
condition by reviewing liguidity, pro!.t l1ity, and debt
service measures.

® The qgquality of the ceapeny’s assets and availadble
collateral.

® A check of the compeay’s orvedit history. The surety
probably will order an h\d.p.ud.ut credit report on the
company and look at the cospany’s banking relationship and
access to a line of credit.

® Other measures. The surety may check references of
-upplinu, owners’ resumes, letters of recommendation, and the
company’s business plan.

Even for small bond amounts, 1..., $10,000, the surety bond company
will conduct a thorough review,

Small companies or start-up companies are not excluded from
the bonding process. Personal guarantees or pledges of collateral
by the owners could substitute for deficiancies in the above
requirements. There are surety bond companies that specialize in
start-up and small companies. Surety bonds for such companies may

- 11 -
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cost more than bonds for companies in business for three or more
years.

Rule 25-24.490 (3), Plorida Administrative Code, requires an
IXC to maintain a bond on file with the Commission to cover its
current balance of deposits and advance paywents for more than one
month’s service. This rule reflects the Commission’s concern that
an IXC should be a reliable business with continued operation over
the long term. B8taff beslieves that the requiremsnt of a surety
bond for providers of PDCs is consistent with the rule in this

regard.

However, staff notes that the above referenced Rule requires
IXCs to bond the full amount of deposits or advance payments, thus
ensuring protection of customers for the entire amount. Staff’'s
recommendation of a bond for FDC providers differs in that the bond
requirement is a qualifying tool and will mot protect the full
amount of customer funde that might ha at risk.

Staff believes reviews carried ocut by surety bond companies
would tend to weed out disreputable or fimancially weak companies
and make it difficult for such companies to enter the Florida
market. A surety bond would ide esome assurance that
certificated Plorida providers of weze reliable.

Further, the cost imposed on companies would be small. For
example, the annual cost of a $10,000 surety bond typically would
be $200 to $300. Therefore, m.uring a surety bond would not be
a financial iwmposition that competition. Staff
discusses the appropriate amount of the bond and the effect on
competition in Issue 2.

Staff believes that companies m:ldlng PDCe should be allowed
to apply for an exsmption from tha requirement. This would be
consistent with Rule 25-24.490(3) which governs deposits and
advance paymsents. Under this rule a waiver depends on the company
demonstrating that it has the financial resources and income to
provide assurance of continued cperation under itas certificate over
the long term. Several larger IXCs, such as Sprint and LDDS, have
applied for, and received, a ntvu-

Requiring a bond of a company with a proven track record and
in sound financial condition would bs redundant since such
companies, by their experience and financial condition, have proven
their ability to mest the obligation created by PDCe. 8Since tha
aim of the bond requirement is to weed out disreputable or
financially risky companies, staff believes that it is reasonable
to allow companias to prove their trustworthiness and, therefore,

- 12 -
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be exempt from the bond regquiremsnt. A customer would have direct
recourse to & proven . 7There is assurance that it will be
in business and meet its igations over the long-term.

staff prcpoul the following criteria for determining if a
company should be exempt from the surety bond requirement:

1. The company should have indapendently prepared financial
statemsnts. Staff would prefer audited financial statements
but an lnd.fnan accountant’s review or compilation is
acceptable if it is affireed true and correct by the company’s
chief exscutive officer or chief financial officer.

An accurate analysis of a company’s financial condition
depends on reliable (financial information. Financial
statemants provided by an t auditor are the source
of reliable financial inforwmation. An accountant’s review or
conpilation is Ml prepayed but is not as
reliable as audited financisl statements.

2. The should have at least ) years (36 months) of
financial information. This will eliminate start-up
companies. Companies should have a track record to be exempt
from the bond requirement.

3. The company should have a current ratio of at least .80.
The current ratio is the ratio of current assets to current
liabilities and is a wmeasure of s company’s liguidity. The
median current ratio for thse major telecommunications

companies is approximately .80.

4. The company should have a common equity ratio of at least
50% this is within the range for common equity ratios based on
the wost 1recent 8 & P financial benchmarks for
telecommunications cowpanies. (8 & P no longer publishes
finsncial benchmarks for telecommunications companies.) Also,
it is a conservative fi when compared to the 40% floor for
:o—o:l: equity ratios in the water and wastewater leverage
ormula.

S. The cospany should be p:oﬁtabh.

Staff recognizes that the above requirements will give a
slight competitive advantage to o8 with audited financial
statements and a proven track Still, the purpose of the
bond requirement is to provida lol- sssurance of continued
operation, and these companies are the least likely to fail in
their obligation to customers. A bond requirement for these
companies would be redundant.

.13.
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In summary, the Commission should require interexchange
companies that provide PDCs to t a surety bond. The Commission
should allow companies to apply for an exemption from the bond
requiremsnt, with the exesption depending on the company proving
that it has the financial seans to assure continued operation and
to meet its obligations to its customers. Such a showing should
include satisfying the five-part criteria described above.

Alternative staff believes that
uncertificated issuers of PDCs are a major problem and that further
regulation of cartificated issuers imposes additional regulatory
costs which are not warranted. 1In addition, there is indication
that the industry trade organisations may be willing to compensate
PDC users for any issues incurred due to nonoperative cards. Each
of these points is discussed below. Alternative staff is also
concerned that while a surety bond requirement could theoretically
assist customers in the event of a company defaulting on its
obligations, there is little assurance that the victims will know
how to cobtain assistance. The overwhelming majority of those
consumers who purchased Telecuba’s PDCs did not contact the FPSC
for assistance (The Division of Consumer Affairs estimates it
received less than 20 complaints against Telecuba, yet the FPSC
staff believes thousands of Telecuba PDCs became non-operative).
There is no way to contact customsrs to refund money for the unused
portion of the PDC since customers’ names, addresses, or phone
numbers are not known.

In Summary, alternative staff believes ypcertificated issuers
of PDCs generate a di rtionate percent of the problems, as

compared to gertificated issuers. tly, emphasis should be
placed on solving the problems associated with uncertificated
issuers of PDCs.

Uncextificated Issusxs of PDCs Axa A Major Problem

In comments filed in 1994 with the Public Utilities Commission
of the State of Colorado, ATET stated that:

ATLT's own estimate 4is that over 200 resellers
participated in the debit card Mt? in 1993 and that
over 500 ressllers will participate in the debit card
industry in 1994.

Meanwhile, a review of the approximately 400 certificated IXC
tariffs on file at the FPSC revealed that only 84 have tariffed
debit card services (13 I1XC resellers offer PDCs as their sole

- 14 -
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telecoomunications tariffed service). If ATLT estimates are to be
believed, that information, when compared with the Commission’s own
*head count®” on certificated IXCs offering PDCs, suggests that
there may be a serious problem relat to IXC resellers who have
not tariffed their PDC service in Florida.

An excellent example of the probless with uncertificated
issuers of PDCs is the receat difficulty with Telecuba. The
*Telecuba incident”, while most unfortunate, could not have been
prevented by requiring certificated 1XCs issuing PDCs to post a
bond. Telecuba was an uncertificated issuer of PDCs, which the
Commission staff was unaware existed, until December 1995 when
Telecuba’s cards were no longer working.

The regulatory costs of certificated in all 50 states
is currently estimated to be tely $100,000. These costs
would rise further if FPlorida and all the other state Commissions
adopted a surety bond requirement. Companies who are certificated
and tariffed to provide PDCs would be competitively disadvantaged
as they attempted to recover increas regulatory costs imposed
upon them and avoided by uncertifica issusrs of PDCs.

The impact of additional regulatory costs falls particularly
hard upon small c:mlu trying to eanter the industry (i.e., the
fictitious Bob’s it Card with assets of omly $100,000,
which might be forced out of bus dus to rising regulatory
costs; meanwhile AT&T and MCI can afford to pay such costs and
continue to provide PDCs). By raising the costs of regulation, the
end user may be harmed in two -m Some small companies may
choose not to enter the business, le others may chooss to do so
illegally and operate on a "fly by night® basis. A regulatory
policy requiring PDC issuers to post a surety bond is flawed and
should be rejected.

At firet glance, tbe policy advocated in the primary
recommendation appears to be non-discriminatory. However, such a
policy will have a disproportionate effect. Smaller firms with
less capital will find the surety bond regquiremsnt more daunting
than will larger firms. A surety ‘u\d regquirement sexves to impose
higher regulatory costs upon the very firms that are least able to
afford it. Moreover, a surety bomd will not necessarily deter
those entrants with mal intent. Anyone can get a surety bond. The
only variable is thet the cost of the bond depends on the perceived
risk as assessed by the bonding entity.

-15.
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Over the past five yesars small companies issuing PDCs,
disadvantaged by the lack of name recognition among potential
customers, sought to capture a portion of the market by introducing
PDCs with low per minute chasu. The result is that the price of
PDCs as wmeasured by per nute usage charges has fallen by
approximately fifty percent in five years. These small companies
should not be discouraged from cowmpsting in the PDC industry by
increasing their regulatory costs through imposing surety bond
requirements upon them.

Industxy Trade Organizations Hslping Consumers

Industry trade organizations provids some consumer protection
through imposing a code of ethics upon their members. Additionally
recent events indicate such associations may be willing to fully
refund PDCs of companies who suddenly deactivate their cards. For
example, the members of the United States Telecard Association have
offered to fully refund the purchase price of USA Calling PDCs
which were abruptly desctivated in Pebruary, 1996. Dr. Lawrence
Brilliant, Chairsan of the Board of Directors of the Association
said, "This unfortunate incident, in which a non-member company has
failed to live up to ite part of the bergain after taking
consumers’ money is what prowpted me to help found the US Telecard
Association.®

In sussary, a surety bond adds regulatory costs, while failing
to address the probles of uncertificated PDC providers. For these
reasone, the Commission should not require any providers of PDCs to
post a surety bond.

- 16 -
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IRSURE 3: If a surety bond is required, what is the appropriate
dollar amount, and how long should the bond be held?

. The ropriate amount for the eurety bond is
310 000 'rhe bond [ d b. ted for as long as the company
provides PDCs in Florida or until it meete the criteria in issue 1
for securing an sxemption from t.lul reQuirement. ([(LESTER, TAYLOR]

SIAFY_AMALYEXIS8: Staff believes that $10,000 is appropriate
amount for the surety bond. 8ince the purpose of th. bond is to
weed out disreputable or financially weak ies, and the surety
bond company would conduct a thorough review before issuing a
$10,000 bond, staff believes that a higher bond amount is
unnecessary.

Staff believes that bonding the full amocunt of revenue from
PDCs would be very difficult. Projecting the amount of revenue a
company would take in from PDCs would be difficult at best.
Companies might requast confidentiality for such information, which
could complicate enforcessnt of the requirement.

Bonding the full amount of revenue could also be
anticompatitive. The annual coet of & bond would be 2% to 3% of
the amount. At $10,000, ths cost of a bond should not be a barrier
to entry. If the full amount of revenua is bonded, however, the
cost of a bond could causs a provider of PDCe to forego the Florida
market.

Staff notes that Section 364.01 (4)(d), Florida Statutes,
states:

The Commission shall exsrcise its exclusive jurisdiction in
order to: (d) Promote competition by encouraging new entrants
into telecommunications markets . . .

Staff believes that tha §10,000 amount acts as a qualifying
tool and is not anticompetitive.

-17-
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IBSUR 32 If a surety bond ie required, how should this requirement
be applied to currently certificated interexchange companies that
have been offering prepaid debit carde?

PRIMARY RECOMMEMBATION: Each currently certificated interexchange
company that is providing prepaid debit card service and desires an
exemption from the luntz. bond requirement should file the
requisite data to satisfy the five-part criteria in Issue 1 within
60 days of the order resulting from this docket. Those currently
certificated interexchange companies that are providing prepaid
debit card services and choose not to file for an exemption from
the surety bond requirement, should secure a surety bond per the
Commission’s decision in Issue 2, within 60 days of the order
resulting from this docket. [LUGO]

ALTERMATIVE RECOMMIMDARIONG: EKach interexchange company that has
been certificated and has offered prepaid dedbit cards for a minimum
of 36 consecutive months should not be required to post a surety
bond. Certificated interexchange companies that have offered
prepaid debit card service for less than 36 consecutive months
should be required to post a surety bond in accordance with the
Commission’s decision in Issue 2. [MOSES)

PRIMARY STAFY AMALYAIS: Staff believes the bond requirements for
currently certificated interexchange companies should be the same
as for entrants. Issus 1 of this recommendation sets forth the
minimum requirements staff believes should be required to exempt a
company from posting a surety bond. To ba consistent in the
application of this criteria, existing companies should be subject
to the same criteria. To apply the criteria differently could be
viewed as discriminatory.

Therefore, primary staff recommends that each currently
certificated interexchange company that is providing prepaid debit
card service and desires an exemption from the surety bond
requirement should file the isite data to satisfy the five-part
criteria in Issue 1 within 60 days of the order resulting from this
docket. Those currently certificated interexchange companies that
. are providing prepaid it card services and choose not to file
for an exemption from the surety bond requirement, should secure a
surety bond per the Commission’s decision in Issue 2, within 60
days of the order resulting from this dockst.

ALTERMATIVR STAFF AMALYSIS: An interexchange y that has been
in operation and provided prepaid debit ca sexvice for 36
consecutive months would have comse to the attention of ataff
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through numerocus complaints if the service provided was not
adequate. These companies should he allowed to continue providing
service without posting a bond. Providing service for that amount
of time demonstrates a stable financial and technical ability that
staff believes is sufficient to not require a bond.

Furthermore, to require a bond from ies that have not
experienced problems in providing id it card service and
have provided the sarvice for more t 36 consecutive months could
impose an unnecessary financial and administrative burden. The
purpose of requiring the bond of entrante is to offer some type of
protection to comsumers against companies that ars possibly not
financially stable or say have managerial problems. Staff believes
that to require a bond from existing companies that have
demonstrated adequate service and financial stability does not
offar the consumer further protectiom.
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ISSUE 4: What other additional regulations, if any, should be
:I.mgg:ed on interexchange cowmpanies that provide prepaid debit
ca ?

ERIMARY RECOMMEMDATION: No additional regulations should be
imposed on interexchange companies that provide prepaid debit
cards. [(STRONG]

ALTERMATIVE RECOMMEMDATION: Interexchange companies that provide
prepaid debit cards should be bound by the following additional
regulations:

1. prepaid dsbit card should have, the expirartion date
pr:lm:ed on tha face of the card.

2. A prepaid debit card should have a clearly defined
procedure for the refund of unused service.

3. The Commission should establish a program of retailer
education by July 1, 1996, including the provision of signs,
to advise customsrs to contact tha Commission with complaints
about poor service regarding prepaid debit cards. Further,
the Commission should establish a retailers’ hotline hy July
1, 1996 to snable the retailer to establish that a provider of
prepaid debit cards is certificated by the Commission prior to
offering such cards in their stores.

4. Each prepaid debit card should include a toll-free
Customsr Service Fumber in order to report trouble with the
calling card, and this Customer Service MNumber should be
tnclu;hd in the tariff of each 1XC offering such cards.

LGO

As mentioned in the Case Background (Overview of Current
Regulation), the industry trade associations are taking an
increasingly active role in trying to ensure that its member
companies are respounsible corporate citisens. Current trade
association activities include developing voluntary guidelines
which cover variocus aspects of consumer information such as
including the expiration date, refund mechanism, and customer
service number on the PDC and providing retailer education
programs. In additiom, tha recent action by the United States
Telecard Association to refund the full hau price of defunct
cards of a non-member company (USA Calling) suggests that the
legitimate PDC issuers are trying to °®right the wrongs®" of
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unscrupulous PDC issusrs. Primary staff expects this trend to
improve industry standards will continue.

Moreover, the entire telecommmications industry is moving
towards less and less regulation. The recent passage of the
Telecommunication Act of 199¢ is yet another indication of the
movement towards allowing marketplace forces to govern the
industry. Given the known number of PDC issuers operating in
Florida (84) and the potential that the actual number of PDC
issuers may be 500 or more, this market appears to be more
competitive than most. In additiom, PDC prices have fallen by
approximately fifty percent in five years, wvhich is still another
indicator that this market is guite competitive.

To date, there have also been few laints regarding PDCs.
This fact, coupled with the 1 number of companies that provide
PDCs, suggests that the time coms for consumers to accept
responsibility for their purchas decisions. Just as an airline
ticket may becowme worthless if the carrier goes bankrupt, PDCs
carry the same risk. The should have ths responsibility
to examine the qualificat of the seller.

Given thea increasingly active role of the trade associations
in setting industry st ¢ number of PDC providers,
price trends in PDCs over the last five yesars, and the low
incidence of complaints, further regulation does not appear
necessary. Also, further regulation would bs counter to overall
trends in ths telecommunications industry. Therefore, no
additional regulations should be imposed on interexchange companies
that provide PDCe.

Customex Protection

Ideally, there should be a way for citisens who experience a
loss through the use of id debit cards to be made whole.
Currently, the Tel cations Ressllers Association and the
Prepaid Communications Association have a voluntary refund policy
in which their members make good for losses incurred by consumers
in order to promote public goodwill.

A Poasible Solution

A solution which has been discussed, although not implemented
as yet, is the establishment of a Service Assurance Fund (SAP).
The Service Assurance Fund would be financed by an additional
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application fee for those companies that wish to provide prepaid
debit card services. The fund could be administered by a non-
profit corporation or by the FCC or state commissions.

The additional application fes would be collected only once
and thus be substantially less than the cost of a bond which would
need to bs renewed annually. Purther, the S8AF, would be paid by
all applicants and not just those with weak financials, thus
avoiding any barrier to competition. The SAF also has the
advantage of being the omly solution available to consumers who
have experienced a lose, even if the company responsible for the
loss is uncertificated in the Btate of Florida.

The key to being eligible for a refund from the SAF would be
the point of sale. If card were t in Florida, from a
Florida retailer, the cardholder would be in line for a refund if
the provider were to fail. A card purchased in another state would
not be subject to refund by the Florida SAF.,

The retailer would participate in letting the consumer know
that such a fund was available in the event of a bankruptcy or due
to the activities of a criminal enterprise. BEach of the trade
associations has signed-off on this proposal with the caveat that
they would prefer some type of mechanism that would provide a
refund if th. pexformed with no violations for a specified
period. Prepai wtutim Association, Telecommunications
Resellers M-ocul::l.on. and the United States Telecard Association.)

Due to the portable nature of prepaid debit cards across state
lines, a national FCC or trade association administered SAF may be
more practical. It should also be noted that in order to implement
a Florida specific S8AF, statutory authority would need to be
obtained. While staff cannot make a specific recommendation
concerning a Service Assurance PFund at this writing, we will
continue to investigate this approach.

An_Interim Approach

Some consumer protection strategies, short of the Service
Assurance Fund, can be implemented at this point in time. Based on
discussions with other state regulators (see Case Background) and
altemim staff’s own perceptions, the following measures should
be requ H

1. A prepaid debit card should have the expiration date
printed on the face of the card. A failure to do so could
result in a windfall profit for companies who authorize a
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short activation period for the cards without notifying
customers.

2. A prepaid debit cayd should have a clearly defined
procedure for the refund of unused service. This information
should be available from the provider and from the retailer.

3. The Commission should establish a program of retailer
education by July 1, 1996, including the provision of signs,
to advise customers to contact the Commission with complaints
about poor service regarding prepaid debit cards. Further,
the Commission should es ish a retailers’ hotline by July
1, 1996 to enable the retailer to sstablish that a provider of
prepaid debit cards is certificated by the Commission prior to
offering such cards in their stores.

4. Each prepaid debit card should include a toll-free
Customer Service Number in oxder to rt trouble with the
calling card, and this Customer Service Number should be
included in the tariff of each IXC offering such cards.

There is gensral consensus within the industry that regulation
in the prepaid debit card industry is most effective at the "point
of sale." Retailers can be best contacted t h their state or
regional marketing offices where wost merchandising decisions are
made. Small mom and pop stores may be overlocked, but most cards
are sold in retail outlets and convenience stores which have
marketing divisions. After the °"USA Calling® dsbacle (most of
their cards were s0ld through K-Mart,) it has become clear that
large merchandisers are ss wulnerable to dsbit card lossea as
small proprietor-ownad businesses and will be sager to find ways to
minimize their liability. (See Attaciment 1) The point of sale
signs would act much like the inserts now provided in phone bills.
Since this product may be used individuals that do not subscribe
to basic service, a new to consumer sducation is needed.

The trade associations are in general agreement with these
provisions, and wmost association members would probably follow
these principles on a voluntary basis. Alternative staff’s concern
rests with those prepaid debit card providers that may have
something other than ethical business objectives. Consequently,
alternative staff believes the above irements will not
materially increase the operating expenses of legitimate providers,
but will provide some element of protection against unscrupulous
PDC providers. Ordinarily, alternative staff would favor allowing
the market to discipline behavior. In this case, however, there is
currently inadequate consumer information about PDCs. Moreover,
there is no real way to reach PDC users absent placing information
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at points of sale and on the cards themselves. For these reasons,
alternative staff recommsnds approval of the four requirements
cited above.
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ISSUR S: Should this docket be closed?
RCOMEEMDATIC Yes.
Yes. If no person whose substantial interests

SIARY ANALXBIS:
are affected files a protest with 21 days of the issurnce date of
the order from this recommendation, this docket should be closed.
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The Goesrgis Nibile Service Commission ("Commission”) initiated on investigation into the
sagalation of dsbk easd sates and serviess. Poeliminery investigation was done by the Commission
ﬂhﬁ-‘u‘md “muu-mrm
was necestary for he providers of GibRt easd asrvises. Sl indings and information
mnum-ﬁduww: Reguetery Unility Commissioners
("NARUC’) in $aa Diage, Californie, the Commimsion desided to prosend with its investigation

On Septowber 13, 2904 the Commission lanued ¢ naties sstting this matter for public hearing
hkﬂb”ﬂﬂ“.ﬁdl‘hﬂbh“hﬂm

The issues were as follows:

1.  Define Dubit Casds (0., what is & Debit Cond, Smart Card, Colling Card, Travel Card,
Coedit Cand, Cash Cand, oi2.).

2. A Debit Cards in the public intasest?

3.  Sheuld e Commission asteblish suins endier saguistions segarding
asadisions governing the provisiening of Deblt Cosds? s, foa g

4.  Shouid mgisation/esrtification be cotsbliched for Debit Card providers?
S.  What specific information should be providei ea Debis Cards?
a. Who provided he aand. M“d*-ﬂ)

5. Desominstion of the ensd.
¢. Customer ssevisas/samplaints sosponse.

6.  Should thers bs restvictions an the Qpoe of aslls? §.0., lecal, 700, 800, 900, DA, ¢ic.)
Should Jecal aalls (o insluds lntnssunty calis) b completed via the Debic Card?
8.  What services should be sseauible theough the ues of the Debit Card?
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Should perpective miss, tesms and esnditiens governing Debit Card yiage be consisent
it enisiing Commission eudors, sulss, saguintions mné Siate laws governing services
assessibls Gwaugh Debk Casde?

10.  Should the Commission distinguish Sutwoss Lossl Bachangs Company (LEC) isived Debit
Cards and thoss foswed by ather providers?

11.  As thew qpacific sate/fadens! jusiediotions) fasues the Commission should address in
doveleping guidelines for Debk Cand vange?

12. For e LBC's Debit Cand, how should e eont and revenue be trantad for regulatory
perposns?

13.  'What imgact dess Debk Casd ovalisbllity have on Universal Services?
16.  Should minieum quality of servise andasds be essblished for Debit Casds?

1. 'What are the tax soquisoments?
16. Should an aggregeter’s Nt (hess who ssnally soll Bhe card 0 the Bind-Users) be

Thare are meny types of deblt cards in ws foday. I-* 0 cradit card comganies,
doblt cards are weed for purchasing geods and sarviess e & prepald busls. MHowever, the
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ORDERED FURTHER St jurisfiction over this mater is expressly retained for the
purgoss of entaring cush fsther endar or euduss 88 his Commission may doem just and proper.

OBDERED FLRTHER dot s motion for sessnsideration of ether motion for the purpose
of review shall ast shay G effsctivensss of this Ovder, wnloss etherwise ordered by the

Commisslon.
The chove by astion of ths Commission i Adminjorative Session ea December 6, 1994.
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agplioptians.











