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I. INTRODUCTION, SUMMARY AND CONCLUSIONS 

fNTROD\ICDON 

House Bill 478S requires the Commission to study and repon on exi~ting relationships 

among the costs and charges for various telephone services and to also report on conclusions~~ 

to fair :~nd reasonable local exchange rates. Indeed, this is not the- flfSI instance in which the 

Commission has addressed this ser o f questions h an be argued that this commission has 

addrened these questions in every nne case. However, the industry landJCape today is different, 

or at lea ·t hopefully so, from what it was just several years ago Enormous effons are now being 

assened to open the market for communications services so that, hopefully, competition .... ;u be 

the nonn rather than the exception. Consequently, public policy questions with regard to 

universal service have to be addressed in a manner consistent ....;th the competitive market rather 

than ....;th one dominated by monopoly and regulation 

As indicated, the question ntised by the legillature is to idemify • set of r3tes for local 

cxchlnge services that ase "fair and reasonable" We define a fair and reaso~ble rate structure as 

one t~at is "subsidy-free." II follows from economic theory and common sense thO! a rnte 

structure is subsidy-free and, therefore, fair and reasonable, if all rates are above their respective 

incremental costs and below their stand-alone costs. 
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If rates charged are above incremental cost, then prices are established 10 fully 
recover alladditivnal cost in~rred due to the provision of that Jervic:e Moreover, 
If the firm is recovering all forward-looking costs, Including shared t:ld corrunon, 
prices above incremental cost mean that no Jervice (or group of Jervices) is 
receiving revenue suppon from any other. 

• Stand-alone cost (SAC) is the maximum price that can be expected to exist in 3 
competitive market.. Any price in excess of stand-alone cost would simply invite 
entry of less dlicient fums. 1: a monopoly environment with entry barred. price is 
limited to stand-alone costs. Thus, price set no higher than SAC provides the 
potential for a competitive outcome. Since a multiproduct firm realites benefits 
from joint production process. pricing below SAC results in these benefits from 
joint production being reflected in the product price. 

For a rate structure to be ~bsidy free, the prices or rates ~t for each Jervice must be high 

enough to fully recover all additional cost incurred and must also be lov. ..nough to •llow benefits 

to accrue from the joint production process. It is for this reason that we con.idcr rates to be fair 

and rusonable if the structure is subsidy free.' 

In undcnaking this investigation. we are mindful that this Commission has already 

addressed the question of the reasonablencs. of a rate strue1ure and the appropriateness of the 

stand-alone cost methodology in that context . Specifically, in Docket No 860984-TP, the 

Commission investigated the reasonableness of local exchange, inlri!.Siate toll and intrastate access 

rates, from a fair and reasonable perspective In that proceeding. the Commission concluded that 

there was no cost justification for a rebalancing of rates, but that instead the existing rate structure 

'We use the subsidy free requirement recognizing that there may be instance> where 
subsidies are necessary for rates to be just and reasonable For instance, the Telecommunications 
Act of 1996 requires that rates for services in ltigh cost and insular areas be ~t no ltighrr than the 
price for such Jervices in more densely populated, lower cost, urban areas Meeting the 
requirements or the Act may require a subsidy (universal service support), bulth,t does not 
n~atc the just and reasonable conclusion that may rollow. 

2 
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offers an analysis of the trends found in the stand-alone eost study. Finally, Chapter 5 eonsists of 

A summary and our eonelusions. 

The stand-atone eost study provided in Chapter 3 is based on BeiiSou:h's most current 

data This study draws upon eost information eontained in the BeiiSo-Jth separations data base 

Since embedded eom are generally higher than incremental eosts, using the separations data base 

results in very eonservative estimates of incremental eosu ~expected, the results obtained are 

eonsistent with the results from the analysis that the Commission relied upon earlier, based upon 

the trend analysis presented In Chapter 3. The results of the stand-alone study are summari1e<l in 

Table 1·1 

Table I· I 

BELLSOUTH TELECOMMUNICATIONS, INC. · FLORIDA 

Stnnd-Atono 
Incremental 

Stand Alone Cost Study 
Summary of Results 

(SOOO) 

1.oca1 us Toll & Accrn Ug 
Revenue (!) CoSJ Revenue m Con_ 

$1,580,665 
$1,244,507 

$2,349,510 
$618,2 14 

S96S,554 Sl ,966,765 
S629,396 S13S,470 

(I) s:tMlllt.bw ~ ..U. ... ..,_., ·1 f'n'IIINIO M .. lhf w-..-~.tth.atd~ far nod~~,.... ............... '"') 
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Table 1·2 

BELLSOUTH TELECOMMUNICATIONS, INC. · FLORmA 

BeliSouth Price StruC1ure Remains 
Subsid) l'ree 

Cban&es 1988·1997 

Loea) ~~rvi'~ 111" l!!CI:C (<Willi Ill ~~a:ed 
illl<lmi~Dlll ~~~ io 121!1. since then, 

Local Rates Unchanged 

Costs Down 25 perce"' 

Illll tAl" ADd a~u 'bm[B~s l!!ClG fguod 
~Ill!!! ~tand·alllDG ~111 io 1288. since then, 

Toll Rates Down SO percrnt 

Access Rates Down 60 percent ( 12t 
to 5¢) 

Trends in access dwges and toll rates have also \fended downward decidedly, and even 

more $0 than have costs Access and toll charges were found to be below stand·alone costs in the 

earlier investigation, and that condition holds even more so today Examining trends in SCr\1Ce 

prices and DellSouth costs susgests that the CommiSJion findong on ots carhe.r 10\estogation, using 

stand-alone costs, is even more compelling today. The Commission finding thnt rntcs for loc.al, 

access and toll each benefit from the provision of the others, and that no sef\ice is the prollidrr of 

nor recipient of cross-subsidy, continues to hold today 

6 
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direction. All rate rebalancing can be accomplished through rate reductions without imposing 

signi6cant financial harm on the lelephone industry. If rebalancing orlocal. access and toll rate is 

viewed as advisable by the Commlssion. this can be accomplished through reductions in local 

business, acceS$ and toll rates, w'ith no increases in local residential rates. 

s 
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Table 2.1 depicts the operation of a multiproduct firm, where there arc costs shared by 

various services or common to it• total opent.ion. This table also provides some insight into the 

"stand-alone" operation where only a subset of these services would be produced, and some of 

the benefiu of joint or shared production arnngemtt~ls would be lost The stand-alone cost as the 

cost ofthatlypc of production arrangement 

Iotol Cost. At current volumes of output, the total forwa.rd-looking cost of this firm is 

$47 00, which is the sum of the direct. 5hared family and shared common com shown Th•s cost 

is incremental in the sense that it could be avoided if the firm went out of business 

Djrcs:l Costs. Direct costs arc those that are directly amibutable to individual services. If 

the individual service is provided, these cosu arc incurred If the individual service is not 

provided, but all other services are, the costs will be: avoided. Direct costs may be volume 

,o;uiable or fixed. lfvolume variable, the cost level will vary with the vol~<me of output produced 

If fixed, the cost wiU not va.ry with output levels, but is incremental nonetheless, since it will be 

incurred whenever this specific setvice is produced and avoided if' the sef\ice is not produced 

ShAred Famjly Con Some costs arc allributablc to groups or families of services but not 

to the individual SCtVices in that family. Shared family costS ate unique only 10 the services in the 

family. The con is incremental because it exists if any $UViee in the family of services is 

p~oduced, and is avoided if none of the family of services is produced. Thus, this cost is incu red 

10 
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not only this $7.00, but also the SJ.OO of what is now identified as shared family and 

approximately $10.00 of what is identified u shared common In other words, the total direct 

incremental cost of providing SCNicc A on a stand-alone basis would be S26 00 (S7 00 plus S9 00 

plw; SIO.OO). Similarly, the stand-alone cost of Service B would be $34 00 Stand-alone rosu 

can also be calculated for a subJetthJt includes more than only one of the services pro,ided For 

instance, Services A and B can be provided on a IJiand·alone basis. thftl is. without also providing 

Service C. lfSCNiccs A and B were provided on a Sland-alone basis, the stand-alone cost would 

be S41 00. 

Total Service Long Run Incremental Cost ITSLRIC) In regulatory economics. the total 

set'\ ice lc-ng run incrernental cost repre5ents the direct cost of a paniculu service or group of 

services The TSLRlC for each o f the services or group of services included in Table 2-1 can be 

determined from the information given. 

However, informltion at the level of detail included on Table 2·1 does not oflcn exist For 

instance, there may be disagreement as to whether a panicular body of costs should be properly 

treated as direct, shared family or even shared common If that is the case, the stand-alone con 

concept provides insight into how the relevant TSLRlC ofind1vidual sel\ices or group of services 

can be determined, evcn absentth1: detail oflnformltion included in Table 2·1 What is reeded 

arc the stand-alone costs of the individual services or group of sen-ices in question 

12 
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Consider, as an example, that the usue at hand was the TSLRJC of Service A and 

sepuately of Service B. There wu information available that the stand-alone cost of Senicc A is 

S26.00, that the stand-alone cost of Service B is $34.00. and the combined. or total, cost of 

producing both Service A and Service B is $41.00. Even with no other information, the TSLRJC 

of both Services A and B WI be determined. 

The Incremental cost of any service is simply the addition to the total cost of the firm that 

results from producing that service, given the existence of the other. The T:.t.RlC of Service A 

can be determined by simply comparing the stand-alone cost of Service 0 (S34 00) wit h the total 

cost of producing both Services A and B ($41 .00). In this manner, the TSLRJC of Service A is 

found to be $7.00. Similarly, the TSLRJC of Service B can be found by comparing the stand

alone cost of Service A ($26.00) and the total cost of combined operations of Services A and 0 

(S4 I .00). The TSLRJC of Service B is Sl 5.00. From this, the volume of costs that is shared, 

either as shared family or as shared common by Services A and 0 , can also be determined The 

difference between the stand-alone cost of Service A (S26 00) and its TSLRIC (S7 00) is the sum 

of the shared family and shared common costs associated with itS production, or S 19 00 

Similuly, the difference between the stand-alone cost of Service 0 (S34 00) and its TSLRJC 

(SIS.OO) identifies the same $19.00 figure as the shared family and shared cost associated with Its 

production 

13 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

fair and Reasonable Prices 

We define a fair and reasonable rate suucrure as one that is "subsidy ftce" It follows 

from CGOnomic theory and common sense that a rate structure is subsidy free and, therefore, fair 

and reAsonable, if the rates for all services are above tueir respective incremental costs and below 

their stand-alone cost.s. 

If rates cover ·.he lncrememaJ costs Involved, then the prices charged arc designed to fully 

rCGO\'er all additional costs that result from the provision oft he service in ques:ion Clearly a rate 

any lower than this is not fair and reasonable, a.s it requires suppon in $0me measure from other 

services.1 Thus, the inctemental cost of a service prvvides the lower bound for a fair ond 

reasonable 1 est 

As illustrated by Table 2-1, the typical multiproduct form reali~es shared family and/or 

shared com:non costs. In fact, the existence of shared family and shared common costs provides a 

significant justification for multiproduct firms. If the firm is to remain financially viable, the 

revenue received must result in the recovery not only of the TSLRIC of the individual products 

and services. but lllso of the shared costs incutTed. Thus, ev..,n if no service is priced below its 

TSLRJC. it follows that at least $0me of the services must be priced at a mat~'\JP over TSLRJC 

That Is, pricing above TSLRJC does not indicate a subsidy. This markup does, however, lead to 

the quution of the upper bound of fair and reasonAble rates 

11t is conceivable that various public policy considcratior's may sugge&t rhat a price below 
incremental cost is indeed both fair and reasonable While this is possible, "''e do not introduce 
this case into the analysis presented here. 

14 
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This upper bound is the Slalld·alone cost level. As noted above, the sro·.d·alone coStk''el 

is the cost incurred when producing a service on a stand·alone basis, i.e., absent the benefits of 

using shared production processes. In this sense, the stand·alone cost level represents tho 

maximum resource requirement for a firm to enter this market In that same serue, the stand· 

alone cost level represents the maximum price that can be expceted in a compclitive market 

situation. Any price in excess of nand-alone e6s1s would attract the entry or less e.'licicnt firms. 

Tille Sland-alonc cost level can be exceeded, however, in a monopoly environment Indeed, in a 

monopoly environment, costs do not serve as a price ceiling Thus. since the stand-alone cost 

level represents the mwmum price to be expceted in a competitive environment. it represents an 

efficient and a common sense upper bound for fair and rasonable prices 

In vhat follows, we use the fair and reasonable price bounds of incremental com and 

stond·nlone costs to test the reuonableness ofBelJSouth's cunenl structure of rates for the 

services it offers today 

IS 
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3. STAND-ALONE COST STUDY 

In this chapter, we describe the stand·alone cost study prepared to evaluate the costs of 

th:e Company's local and toiVaccoess operations This study was developed based on per books 

expenses and investment reponed by BeliSOYth·Fiorida for the year 1997 The data n~ry to 

prepare this study were obtained from several sources including· BeiiSouth·Fiorlda's ARMIS 

Roepons for 1997; the Company's 1997 Annual Repon filed with t he FPSC; and cost of capital 

and tax data provided in response to discovery requests 

While the Company's books serve as the basis for the cost study. it must be recognized 

that a stand-alone cost study is not a mere allocation ofthcse costs to the various SC:I'oice levels 

There are two very imponant differences that must be recognized . First, the stand-alone cost of a 

service should be based upon the t echnological requirementS of providing that scNice. and not the 

teehnologieal requirement associated "'ith other sctviees Consider, as an example, the pro,ision 

of outside plant, both interoffice a.nd loop facilities. DeiiSouth and other LECs nre in the process 

of deploying fiber facilities on a widespread ba.sis in order to reduc~ the incremental cost of data 

tronsmiuion services The cost of these fiber facilities would be found on the books of the 

Company .. r.nd would also be inc:Juded in the incremental cost analysis that BciiSouth would 

produce for its individual services.. In contrast, in the cost studies BeiiSouth produced during the 

arbitrations and generic investigations into UNE eosts, Bell structured the unbundled loop as 

being made up of only copper facility, except where distance dictated the usc of fiber and digitnl 

line canier Thus, widespread deployment of f1ber is not necessary, even by Dell South's own 

16 
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engineering standards. for the provis.on of local service In a properly structured stand ·Alone cost 

study oflocal service, the fiber costs should be removed from the Company's books and from its 

incremental cost studies. 

Second, to properly identifY the costs that would be ineuned in the independent provision 

of any Ollt or group of Bell South services. it is neeessary to examine and consider the demand 

characteristics of the individual service category. For instance, In a stand-alone cost study for toll 

service, the facilities provided should not simply be an allocation of those in place or found on the 

Company's books, but would need to be sufficient to meet the busy hour demand of that toll 

service offering. Similarly, a stand-atone study for local service would have to include all facilities 

nec:css&ry 1.> meet the busy hour demand of that service Note, however, that the busy hour for 

toll services and that for local services arc, In all probability, not the same This diversity 

contributes to the economics of the joint usc of these facilities and results in lower total costs that 

v.-ould be incuned to provide both serviccs individually. Stated drfferently, the stand-alone cost of 

local service, and the stand-alone cost of toll service should exceed the total cost of providing the 

services jointly. This is the CUI; whether the analysis were to be based on embedded or on cuncnt 

cost levels 

Stydy Results 

Table 3·1 summariU$the results of this analysis Line I ofTable l·l provides the total 

1997 embedded cost for the joint provision oflocaltoll and access scrvic;e Lines 2 ond 3 provide 

the stand-alone costs ofloeal and toiVacoeu service, 

17 
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is simply the difference between the total co •• shown on line I and the additional cost of toll and 

ac.cess service shown on line 3. 

Line 6 of Table 3·1 shows the costs found to be common to the pro,ision of both local 

and toll service Aritlunetically, these costs 11e calculated as the difference between the total cost 

of joint production and the sum of the incremental casu This is the same result reached by 

comparing the total of the costs of providing both local and toiVaccess semee on a Stand-alone 

basis to the total cost of providing these semces jointly. These costs are necesl&ry .or the 

provision of either local or toll on a stand-alone basis; but their tocal volume is not a' . .:cted by the 

additional provision of either service. 

Slltdv Procedure 

The first step in the study is to Identify the investment a<sociated with the provision of 

message services To obtain the necessary information r:gardmg the total amounts (as opposed 

to the amounts allocable to specific semces) ofinvestment auociated with the provision of 

message services, we rtlied on the Company's ARMIS 43-04 ReJXln for 1997 From this report. 

we separately identified the investment in tandem switching. local switching. trunl.ing and 

subscriber loop facilities. Trunking and subscriber loop facilhies included both centro! office 

circuit and outside plant (cable and wire facilitiu) investmt'nl 

To determine tl1c costs associated with these facilities, we developed cost factors which 

included maintenance, depreciation, property taxes. return and income taxes, as well as loadings 

19 
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Table 3-2 

BELLSOUTH TELECOMMUNICATIONS, INC . • FLORIDA 

De1ailed Resuhs of 
1997 Slan-t-Alone Cos1 S1udy 

Message Te1ecommuniealions Services 
(SOOO) 

Toul L«all.!s I\211 & Acct'$1 ~las 
C<nt Pmemm (jut Pgm!!Ol CMI 

l.<>eal Switching s 436,947 89.91% s 392,839 1814% s 7~.279 

TI\Ull.lzlg 
Exdlangc Trunl: Cirwit 29,387 79.04% 23,226 lS.93% 7,619 
intcrcxcbange Cirwit S0,92J 0.00% 0 10000% S0,92l 
Hasi/Rcmote Cirwit 3,736 89.91% 3,H9 :8.14% 678 
Exdlange Trunl: C.tWF 4,98-4 79.04% ),939 2.5.93% 1 .. 292 
lnten:xtbanse c.t WF 1,012 0.00% 0 100.00% 

~ lloSIIR<ITIOie C.t WF 1211 a2.illi ..l.1ll. .1.llili . 
~otal Trunking s 98.090 s 32,311 s 67,94S 

Tandem s .. it<hins s IS,4GO 31.0S% s 4,800 90A4% s 1),982 

Customer Opere lions Exp. s 268.4)0 s 17 1,88S s 96.s•s 
Common Casu s II JGO s ...!!UU. s ,. ,,, 

Total Uuge Costs s 900,287 s G64.817 s 282,073 

Sub>aibcr t.a;ess 
Exdlange Une Circuit 3S7,S6S 100.00% lS7,S6S 10000% 

l ~~~-~~ Exchonse Line: c.t WF I 084 629 100()()% I OfA 622 100!10% 
Subtotal Sub. A= $1,442,!94 s I,4H,I94 $1,442,194 

Common Costs $ 242192 IOO.OOYo s 2jZ i99 10000% s 242 .&99 

Toto! Sub. A=s Coou SI,G84,G93 s 1,68·1,693 SJ ,68-I.(o9) 

StAnd· Alone COOl S2.S84,980 S 2,349,S 10 SI ,9G6,76S 

lnemnentll COOl s 61H,214 s 235,470 

~ 
(I) Rdla:u c<~imatcd local or toiVoccao busy bouT vs S)"'SI<tn busy bouT 

21 
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ba.sis u local switching investment related costs The costs o f exchange trunks. which carry both 

loal and toiVaccess tnffic, were a.ssigned to each scnicc based on the estimated busy hour 

minutes of use which must be transpo"ed for each service individually in comparison to the 

combined busy hour level o f such use. lnterexchangt trunks were assigned to toiVaceess ser-ice 

Tandem swi:ching costs represent the com of central office equipment other than those 

associated 'vith switching of the call at the local end office to which the customer is connected. 

These CO!IS havr '>een assigned based on the estimated busy hour demand which local and toll 

setVic~s indivi~ually place on those facilities, compared to the system busy hour demand. 

Subscriver access costs include the cosu of both the central office circuit equipment and 

outside plant used to provide dial t one lines, Since a dial tone line is required to place either a 

local or a toll tall, 100 percent of the costs have been assigned to both local and tell service. 

Table 3-3 shows the development of the investment related costs asscx:oated with the 

vlllrious categories of equipment and facilities used to provide message telecommunications 

services and included on Table 3-2. As shown on Table 3-3, these cosu aneludc return, income 

taxes, depreciation, plant specific maintenance, plant non-specific maintcMncc, and ad valorem 

taxes As indicated on thi s table, lhe po"ion of right-to-use (R'fU) fees associated with provi~ing 

special features and enhanced services have been excluded from the central office switching plant 

specific costs auributable to providing local. toll and access scrvicc However, 

22 
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with the excqltion of this adjustment, the study was prepared a.swming that all investment rclated 

cost.s applied equally to local and to!Vaccess services. That is. it was not possible to segregate 

co.sts which are exclusively attriootablc to local or to!Vaouss service or to other enhanced or 

venical services due to design requirements or standards. 

In addition to direct investment re~ed cosu, customer operations and common costs 

have also been Included In the deovelopmcnt of the tota.l and stand -alone costs of providing 

message tcleeommunieations services on Table 3-2 Customer operations costs include the costs 

of operator services, service ordering. message processing billing r .J QOIIccticn, etc . associated 

with providing message services. The details of these costs ore sti10wn ..,n Table 3-4 As indicated 

there. com dircaly associated With local. 1011 and access service ha•-e been assigned to those 

s-ervices. To be conservative, costs associated with the establishment and maintenance or service 

to the Company's customers have: bc:c:n assigned entirely to local service . Since these costs arc 

necessary for a =omer to receive any service, some ponion of t hese costs could properly have 

been treated as shared and thereby included in the stand-alone costs of both local and to!Vacoess 

s-ervice 

Common c.osts are corporate operations related «pcnscs As shown on Table 3-S. the 

common cos IS associated with the provision of message telecommunications service have bc~11 

determined by treating corpora1e overheads as a loading on inve<>tmenl The iltiiOURt of1hese 

costs included in the stand-alone costs ofloeal and to!Vacoess service ha1·e been determined by 

assigning 1hese costs in the same maMer as lnveslment. 
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Table 3-5 

BELLSOUTH TELECOMMU:-.IICATIONS, INC -FLORIDA 

T l\llll.:ing 
Excbanr,c T Nlllc ComDI 
lnlaco:th.ont< c.tcu;t 
H05t/Rcmote Circuit 
Exehlnp TNlllc c.t WF 
lr~ll<CAWF 
H05t/Rcmoto CA WF 

Toul TNIIIJna 

Toul Uwgc 

Sub..:ribc:r 1\ccas 
Excbanp U... C~rCUlt 
E.~ U... c.tWF 

Subtotal Sub 1\«as 

De-•elopmcnl of Common Costs 
1997 Stand-Alone Cost Study 

Message Telecommunications Services 
(SOOO) 

Toul Cammon I&SII Us 
IDI'dlmcnl ~ fcrpt'01l2) Cm.t 

SI,644.S92 S 6JJ(,O 8991,., s 57,144 

118.840 4.S9l 19 ()(,., ).630 
lOS.932 1.9S9 0 <XI"' 0 

I S, I08 S114 89 91% S2S 
22.188 HSB 1904% 678 
) 1.485 1.217 0 <XI"' 0 
8~2 ....ill. IIU.lli ...l2L s 401.402 s I S.SSl s S,l40 

s S8, 187 S 2,249 Jtom $ 69S 

S2,1DS.I81 S 81 .360 s 62.9ll2 

I.HS.996 SS.884 100 lXI'. SS,884 
!IZI~21 186(.14 I !!I!~· I.I!HI• 

SG.274.587 S 242,499 s 242,499 

:wll ~ ~Si\Caa UK 
Pg«nt O:l ~ 

1814% s 11 ,$)2 

259m 1,191 
10000% 1,959 

18 1•~: 106 
2S 9JY. 2" 

10000% 1,217 
J.!.illi s ~ 
90 44% s 2,0)4 

S N.lll 

IOOW.. SS,l<S• 
Jtl(l w. Ji{~ 

$242,499 

( ll [Jaxd oo corpa<a« <>l.<totlc>nJ o;pcrues orSJ67,166 di\'1Jcd by pl.ru ui><..unml (.,.du&ni,.-•1 SUJ'I'OI1 rac:ohhn) •' S9J()O,J24 
(2) Rd1«u CJ<Jmal<d loo:ol .. 1011/occ:css busy hour .. I)'Jtnft bu3y hour 
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4. TREND ANALYSIS 

As noted earlier, we present a stand-alone cost s1udy in Chapter 3 of this repon. Thr.t cost 

study, like any economic cost analysis. attempts to draw economic inferences from accounting 

data To do that, various assumptions are needed because accounting data do not match perfectly 

the requirements of an econ<'mic study. That immediately raises the possibility that some of the 

results may depend critically on some of the assumptions made. In this seerion. we present an 

analysis to demonstrate the re.uonableness of the results obtained from the stand-alone cost study. 

More specifically, we provide an anai}'Qs which anempts to generally update the conclusions 

found earlier by the Commission that there was neither subsidy nor suppon among the local toll 

or access services. Our analysis draws extensively on the work done at the FCC and reponed in 

CC Docket No. 94- 1 on trends in telephone company inputs, outputs. productivity and input price 

trends. 

Since the Commission issued its carl:!r o:der on the reasonableness of the structure oflOCill, 

toll and ac.;ess charges, there have been numerous changes to rates, chllfgcs and cost s incurred by 

the telephone company. As we indicate below, taken together, these changes point to the results 

found csrlie.r to be even more compelling today. 

First, consider that rates for toll and access have fallen substantially over this period 

Intrastate toll rates in Florida for all but the shonest diltance calls have been cut, in some 

instances, by over one-half. lnte.rstaJe long distance rates have also fallen, by approximately 50 
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nationwide. Factor price incrCISC$ realiud since 1988 averaged only l 26 percent p~r )'ear In 

the lut five years, the averase was 2.3. Considering both the improvements in tt".nnology and the 

cost incrcucs realized, unit production cost experienced by BellSouth has continued to decline 

Since 1988, cosu have fallen on an average of2 5 percent per yar, or by about 30 percent 

through the end of 1997. In the Jut five yws. they ha'e fallen by almost I percent per year 

Stated differently, the cost of serving the average customer in BeiiSouth ~1orida today is 

approximately 30 percent less than it was in 1988. Whereas the Commission found rates for local 

exchange service to exceed incremental costs in its earlier investigation, cost trends point to the 

fact that these rates not only remain above Incremental costs, but arc cve.n fun her abo,·c 

incremental costs than they were then. 

Table 4·1 

DELI..SOU111 TELECOMMUNICATIONS, INC. - FLORIDA 

Downward Trend in Costs 
Annual Rates, 1988-1997 

Factor Productivity Growth 

Factor Price Increases 

Unit Cost Change 

1988-1997 

3.80% 

I 26% 

-2 54% 

29 
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f111ctors in combination. un be det~rmined It is tho~ meuurcs of producthi ty and lnOation that 

serve u the buis of our analysis reponed above 

Table 4·2 shows trends In the various l~puu, out puts, nnd ln1110ductlvity c~pcricnccd. 

Outpuls produc~ by UdiSouth continue to grow 0\'er the time period Accus hne gro"1h 

reprucnts incruse& in subscriber populations, u well u a.n incre111se In demand for s~ond linu 

lnterslale ac~ss minutes grew, In pan, because of a continued exp:mslon in the economy, at least 

in the post· l990 economy, u ~II u incre~s in toll minutes fueled by reductions 10 intcutate 

toll rates State local and toll minutes Also gtew over the period, fueled u well by e•pansions 10 

tile economy, lo~r rates for toll 5ervices, and as expanded !!AS coverage 

Increases in outputs normally require Increases in inputs, as well Caplin! stock increased 

over the period, In the form of Investments ~oth to expand the network nnd to modernize it 

IIO"C\cr, levels of ~ployrMnl continued to fall It is 1igmfic3nl that the rncra~s an output 

outpaced incrca.5ts in inputl, rc.suhing in the produelivity improvements C\ptnenced 

Doth labor and capital productivity grew over this lime pcnod ul>or producu,ity was 

fueled not only by greater emclcncies in the production proceu, but aho by an nbsolu:e reduction 

in the workforce. Capital product ivity was fueled both by liicrca5cs In seale from increasu in 

demand, as well as deployment of new tcehnologies Tolal factor produch,~ty represents the 

inc.rc.'lse in productivity allcr eombining the innucnee of all production factors rdath·e to all 

OUtpUtS produced 
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Tobie 4-2 

BELLSOUTH TEUCO:O.t\1UNICATIONS. INC ·FLORIDA 

Total Factor Productivity 

Labor Productivity 

Capital Productivity 

Employees 

Capital Stock 

Access Lines 

Interstate Access Minutes 

Upward Trend in 
Output ond Productivity 

Annual Gro-...1h 1988-1997 

1988·1997 

3 80% 

9S3% 

1.57% 

-4.02% 

3 93~~ 

3 81% 

841% 

State Lou! and Toll Minutes 404% 

1992-1997 

3 .24',~ 

II 83% 

-706% 

360% 

4.58% 

76S% 

Table 4·3 provides the details suppon ing the data shown in Table 4-2. as well as other 

information Data on individual services. as well as indices for total output. total input, and 

for price changes are shown. 

While the results shown penain to the nine-state llei!South region. they are reasonably 

applicable to Florida. Consider input price changes as an example All BellS out h 

employees are covered by a single labor agreement Con$Cquentlr. trends in 
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labor com in Florida will~ similar to those in all othet" BeiJSouth states. Capital costs are also 

expected to be similar across the entire regi~. :. Even though material costs (electricity, rent, etc) 

may vary somewhat from nate to state, capital and labor expenses make up almost 80 percent of 

the total expenditures Involved. 

Productivity calculations will be affected largely by trends in the quantity of inputs utilized, 

as well as the technologies selected, These decisions are likely to be made on a region-wide, 

rather than a statewide basis. Decisions with regard to general employment policies, such as 

outsourcing and downsizing are regional in nature. Decisions "ith regard to technology selection 

and capital budgeting arc, again., regional in nmture. Hence, employment uends and productivity 

implications from technology sele:tion in Florida is likely to be similar to that realized in other 

BeiiSouth states. 
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BdJSouth's underlying coSts In general, we found !latthe trend in mes and costs supponed the 

results obtained. Sp«i6c:~ll>, I~ rates were vinually unchanged while cosu declined Toll 

rates and access charges declined even more rapidly thilll did costs. These facts alone point to the 

expectation of a c:ondusion tlatthe rate structure remains subsidy free. 

This &IWysis was conducted in response to the requirements e5lablished by the Legislature in 

Hl) 3475. The results of this study are being presented to the Florida Commission u an input 

into its decision making recommendations to the Legislature with regard to the reasonableness of 

rntes for I~ exchange servic~. 
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