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I. 11'<TRODUCTION AND OVERVIEW 

Ooc~c1 Nu ~SO'JJ. rt I 11ul Commcou 
0. M,>b<n G llanu 

In my previous filing. I dcrnon.stratcd that the aiTordobdtty of hx-al telephone scr>"c ~hould be 

•·tcwcd tn the context of: the' alue of basic rcsidenual servtcc perceived by co~•o..mm. the pncc 

of thts !>Cf'o~cc rdauve to medtan housdtold mcome. pnccs of other goods and sen tccs. and the 

tmp;~ct of today's pnces on fururc service quality lllld oiTordJbthry Gtven that 

trl..,...mmuniClllons customers tn Florich roday use buoc local SCT\ tee to access..,.. tnL-rc:umg 

number of comr:lcrnentary good.s and scn•tcw at a lo"er real pncc compared to the pre· 

dwestiturc period,' I a.ncluded thar the current pncc ofbasoc local scn1ce has i>ct'Tl unrciUOnably 

ptnncd down relative to value, aiTordabilhy. and cost. Therefore. moving prices c!Jscr Ill the rc.tl 

<eoll\tmic cost -.ould be in accordance ..,,th the gmml pnncoples of ~onomtc et1i~ency 

These F ol\31 Comments buold on that conclusion. In thos do•:ument I pm' tdc concrele cumples 

and quanutatl\ e "'1dencc showing that the value of a rcstdenuoltelephonc subsrnpuon has 

tncrc..scd m rc:<:cnt years. I also outline the well·.c:<:Ol!nitcd c.:onomic pnn.:-•ples rcgardang C\1St 

c-nusato. n o.nd the allocauon oftel~mmumcations mfrastructure costs to hrlp cxploon "h> bos" 

ll>taltclc-phllnc pnces for mllll)' cii\SSC$ of customers o.rc belo" co>l Firu~lly. I oddrrss the 

.:oncept of clasu~ty ot dcmlltld as 11 relates to consumer I1J1d producer surplui Al1d pubhc "cll;uc 

"hen ha"" local rJI.:S arc onCTC4Sed and nltes fur 'cnocal Stf\ occs and 3cccss chnrKes arc 

\n: Hqxm un RmJ,niOol r,r,plo- !kmu in Florid;> l'wl>l~ Pol~r> P~ong. onJ A/f01daMor.·. Rolxn 0 
llum. Scp H. 199~. t1ondo Pllbhc Setv1a Cocruni>Joon't Fau IDd Reuonoblc IU1c rroc«<lon¥, Do<kn 
•9R07JJ·TL. p 2A, I"IIVIC J. 
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• C'hMgcs in consumer wtes have incrcasc:d the demand for local 

tekpbone service and complementary goods and services. 

O•w the last 15 years a number of new technologies have been integrated into the locnl exchange 

n~twork which have tmprovcd the underlymg quality and n.liabtlity oflocal e.tchMge ~n·tces 

The~ improvements include tile rollout of digital switches with touch tone. and SS7 capsbihtic:.. 

Addittonally. local companies have increased their deployment of fiber opuc transmission 

facilittcs punicularly in interoffice transport plant and to a lessor dcgn.e mto the localloor. 

improving reliability. Appendix I contains o graph thor shows the dramJtic growth in totlll 

shcJth kilomctcrs of fiber plant deployed by BcllSouth and GTE in Florida betw«n 1990 -

1997. 

lncleeci. the deplopnent of digital switebing has improvro th~ quality. reliobolity. ond 

functionality of local telephone service and led to substantial savings in switchmg related costs. 

One key ~dvancc in local exchange technology has been the development Md deployment of 

Stgnalmg System 7 (SS7) technology. In the switch. SS7 provides a protocol for nel\\·orks and 

tnteroflke switches to communicate with each Qthcr, s~Jing up cnll pruccsstng Md allowing 

tncn.:l.~ In functionality such as fraud c.letl'Ction. 800 number portability and the deployment of 

nc·w complementary services.' Appendix 2 con tams a grnph that shows the deployment of SS7 

technologies in the Florida local exchange network. as well as an c~planation of the 

rechnologtcal benefits 

lntraliTllf l&ITI' of thr Ltx:u/ Opuutmg ComptllfiU Aggr~atlllto the 1/q/dmg Compatn• J..ny/. I 9V 1·9' 
R<port rei<~ MOTth 1997, fcdc.rnl Communoc11ions Commo»oon. 
{hltp "'"""Yo (c.C...)!,OvtBurcAUSICommon CameriReporu/fCC-St&tc LinJt./m(,.._btmJ) 
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·~ lhw dcfnuh cnmcr when 1hey diale.: ! ... intcrLATA cal ls.' As equal acn-,;s wa.~ <mpkmcnJcd 

by lhe loc31 exchange companies, com~1ition incr='<l in long <IISIM'c markets bnng<ns chc 

bene lit> oflowcr pnct-s Md improved service 10 consumers. Appcndi~ 3 show> lhall-qual accc"5 

lines in Flurida <ncrc<Jsed drnnmlically bel ween 1984 and 1997 impro,1ng the \'nlue of local 

exchange and tnlcrlt\ T .0. services for Florida's con.<umm. 

Since dj, cslirurc prices for domestic and inlcrnationallong distance sen· tee have decreased nnd 

fcaJur.-:;. call m~: plans, the number of compc1i1ors providing ~ervicc. and 1c1nl minu1cs of ~sc 

hn' c tncrcased dmmolicniiy. These changes hove clearly bene filed local subscnbets. In fact 

eros; price dos1ici1y can increa.se sub:scribetship. Consumer sensili,ily 10 chnngcs in long 

dtslance rclou,·e to basic service prices shows !he complcrncnlary rclalionship bctw•-.:n lhc two. 

\\' IRELESJ SER\'ICES 

Wtrcll-:;s Sctf\JCCS such ns paging. cellular, und PCS which huve trodllionoiiy served largely as 

complements 10 local exchange service. hove also increased the value 11fhaV1ng a wtrclt ne IO<."al 

"'rvicc 'ubscnplton. Local wirciinc subscnbets have imprmed access 10 lhetr c"OIIeagucs. 

lii~nd<o ami fanuhcs vm wireless communicalions. Each new 14trelcss suhs.:ribcr incr= the 

'uluc ui the enure lclccommunications networlc 10 all other wlrclinc nnd wireless sub>cribcrs. In 

l'o:tlndnltc~ lhts i> known os a posllivc network cxlcmalily bccnu$c each new subsmber gntns 

pnvu1c bcnciii.S from lhcir service bu1 also increases the value of1hc nctv.ork 10 oil Olhcr 

. ub,cnbL-rs.' figure I below shows 1hn11he ~etmtton of cellular nnd PCS scrvtccs in the 

Wtthuut equ.al~a~.:ccu. kma dauanc·c c.mcn JUC.h u MCI a.n.d Spnn1 c:ould llnly ~ u'c:d 1f lhc \.U.'II(•mcr lJ&JIN 
t'\tnl IJtij:&b puurnalhcm 11 a d!Jadvanuae 'iN•·''" AT&T 
lnr:r('!l.'-d m lhc numbct of •ubsc.nbc.rs tn lhe U.S. And mtcm.t.UUI\IJiy a.lso dculy ha\c 1t pc.l)lll\ e CKt.,.·ork 
ro \lcm.aluy cffcc1 for rcJJdentual s.ubKnbeB mlhc U.S. I hl\'e nm qu,anufird tncrc:tia an l.l.Ddltnc US 
rn;~mhn" ~ub•cnbcr' ~aus.e they Mvc been hm1~ an rccctu y01:1 ~.t.U~ ~ pc:nc1nuoa ra1c •• already 
relutl\dy h&gh. Ho-...c,•er. wotldwadc. nwn c.ekphonc hnes haxc mcrt"&ied from 401 mllUon U\ 198S IQ 1 

l"ft>J«Icd 971) milli-on by 2000, Sec lnlernatiOO&I Tdecom.mwucauonJ Uruon. Wurld r,tf'tOM/f1lj_fUCtlltOIIJ 

fk,'ffopm~nt Rt'port (99!1 f.lnnvrsol A«tW. ChApLet I, Global Atcas .. fli\llt' I 2. 
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Historical and Projrcttd PCS and CrUular Subscribers 

as a Percent o( US Population Agr IS and Older 

•s•. 

I 

j. 
I 

·· .... -........ -~ 

Sutlf'U J'Gitllon. Lo.,..T~nce K., Wrn/,.s.s ,, Wrr-c-li"t 1-"m l'mc-t• .S.•nn•n, t«llnuld·J,. .... Fl4turn 
Inc.~ Tlurd £,dillon 
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Orlginstlng Toll-Free• MOUs for lkiJSouth Florlds 

(mlllloas) 

1996 1997 1998 Projtcl~ CAGR 
Total 5.269.66 7,338 6.335,846.901 7. 131.119.595 1 6.3~. 

' l'lo« . lm:lud<s 800.888, 877 mta at>d mlrll..A TA aiJJ 

Ftgure 4 provtdcs G summary of current U.S. spending on toll-free and 9001976 service. 

Figure 4 

Summary of Toll-Fr~ llad 9001976 Mar kel in 1997 

lnlcrLA TA IOII·frcc revenues 

ln1raLA T A loll-free re-•cnues 

SorJ"' Ft01t oNI Svllm:m. ut D,\1 1'1~1. ••tn.trcwrd Com.p.<tWOII EquaiJ 
G,-.,~for Toll Fru Mtuut.-July 6. 1998. 

. 9. 

Gh en the si~c of this mark~. toll free and 900/976 services nrc pro,·iding subslllnutll and 

growm11 benefits to local subscribers who occess these servtces from 1hc1r rc:stdcnlttll phone. 
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3CCCSStng the lntemd from home is,;. a local telephone do~l up cunnr.:toon to 311 ISP onhnc 

>Ct\ occ. Fig~ 6 below shows cutrtnl lllld proJ~1cd JX11ctnltlon r.ues for home PC's and lnlcmct 

Figure 6 

Projteltd Ptottralloo of PCs and lnttrntt Srr-·fc" in US HoustboldJ 

,,, .... , 
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:o-• • 
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• ...- •• hrlfTW!n 
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Su~ru "ADS1. CoallliOII UA R'G l.,'nwllt'd ''",,tAn (i Pmmor.-n (ab/t' ,\fudrm Jw· . 
.'OOd ·· ,,. Cublr TV Trcltrw>/()gy (C1TJ. Frhrvt~t'\ .\, I~'J~. f'a~l A'aga.n . .fJJD("UIIt1 IN. 



f>o<kct :-<u 9SOHJ · TL ftMJ Ccmm<nts 
Dr Rob<n G H:un> 

· IS· 

Thus. 3 large number of United SUites citizens ffom an mcreastngly diverse populauon has 

access to PCs and derives potential benefits from access to the Internet and other electronic 

S<'fVtces accessible via local telephone service. 

High-speed data tronspon services such as integrated services digital network (ISDN) and 

asymmctnc digital subscriber line (AOSL) an: also bc.:oming available for hom~ subscriber>. 

Both of tht-sc Scl"\iccs nrc provided by upgrading andlor modifying cxtstmg local exchange plant. 

cnn be rolkd out to individual subscribers with rclati\ ely small in\'cstmcnts on the pan of 

earners. and increase the \'nlue and extend the economic life of local phone comp:tllies· 

networks. These S~'fViccs allow home users to access the Internet at '"'Y high spcc:d$. Currently. 

BcliSouth otTers 64 Kbps ISDN Internet connectivity in the following cities: Ft . Lauderdale. 

Jacksonvi lle. Miami. Orlando, and West Palm Bench." GTE and Sprint also off<-r this service in 

a number oflocmions in Florida." 

BciiSnuth plans to rollout ADS L service for c{)nSumcrs 'n 30 markets m 1998 and 1999. 

Jacksonville and Ft. Lauderdale arc scheduled lor launch in 1998. '' Spnnt has completed u trial 

of 1\DSL technology in Orlando. Florida and GTE is rolling out ADSL otTcrings in Sarnsota. St. 

Pct<·rsburg and Tampa. Florida starting in June 1998." App<-ndlx 4 bdow shnws the uvatlnbi lhy 

of ISDN and the projected availability of ADSL S<'tvices across tht· L'.S. 

Another complementary communications device that is increasingly pcnetraung the home and 

homc-oftlcc market. and has increased the value of a local telephone subscription. ts the fax 

•• 

.. 
" 

Sec t btq:o "-ww.bctoouth.com<resickntal!i>dnlflonda.html) 
Spnnt press rdea.s.e, JanUIJ')' 26, 1998 (htrp://-.www.sprin&.com!ymnllprcsS~rc leases/9801~80 I ~6051 b.html): 
GTE pocu rckilK, Apnl 27. t9<18, (http:J/www.st<.com'AboutGTEincv4"180417 html) 
lkllSouth l're>s Retea.c. M•y 19. 19<18 (http11www.bcllJOUtbcorp.com'proocuv"' 
doeumcntslrcndcr/21462.,tml) 
Spnnt press rclc4K. JIUiu.uy 26, t998 Chttp:JI...,.w.sprinccomlspnnoprcu.~lc>Od- 980 1·9S0 tl60S t6 htmli. 
GTE prc.s rcle...,, Apnl27. t9n . (http:Jiwww.gte.comiAboutGTE!nc,...·9804~7.html) 
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bcndit to recruit "'ori(m. Acc:ordmg to an accuta.e "'lth a nauonal=ploymcnt out paucnt 

linn: 

"We need 10 com~ up with mnovative ways to anroct and retain pc.'\lplc ... One 
of the ways ... many employcr.s have adopted is oiTenng greater tlcxibtlity J~d 
leeway."" 

Ftgurc 9 below sho"'s the cst1matcd numver of people "'ho "'oil( at hom~ at least 11ne da) a "'cck 

ha;o almost tnpled bctw«n 1990 11nd 1997 lind tS proJected to mer ease O\ er ume. 

Flgu rt 9 

Numbtr of P~plt In tbt U.S. Who Work from Homt 

at Lust Oat Day pn W~k 

I 
1000 

Year 1990 1997 
tpmj!:ctcd) 

! :-lumber ofTclccommutm .t mil. II mil. l-l m1l 

Another culruml sh1ft mcreasmg the \-alue placed on I0!:4ltelepoone SCT'lecs 1• the 1ncrcas1ng 

need to access news and mfonnation "on the go" or outSide the traduional news C)clCS (I e 

nwmmg news paper, IOo'clock television news, etc.). As more pcoplebcgm to access ne"' s and 

1ntonnntion on a continuous basis through the Internet and oth<'1' uuernctive tn<'tha o.nd nS\IImlnt.: 

th1~ mto their professional and personal lh·es.~ culturalmomcnlwn m~ the ..Jnnarn.l rur 

><:f\ tees which titttlitate the now of informot1on. Thl> socto-culrural facror dc;uly IS eApcdncd 

b~ und cxpcducs the other'"' o factors listed abo' e 

k<Uten, " Tdcwmmullnl on lhc: Rue," Oc:tobu 8. 1998 
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To ach1~ve !hesc efficiency biiSCd public policy gosls, the regulatory lhlme\'orl.: de, eloped must 

meet three critcnn. First. pr ces need to be set to cover costs mcludmg a nsk-ndJUsted return on 

cup1tal , mim1cking the results of an unregulated compct1tl\e market. Sttond. ·., aeh1e'c !he tirst 

critm3 IllS necessary to oecutlltely rne3Sut<: costs Thud, !;IH'n !h<SC lirst two cntm~. 1t follow\ 

1hat one rnUSI de-clop pnnciples for analyzing and •denui)mg oost c3US4tion That IS. to 

csumatc costs aecurotely so that prices do indeed co'a !he full cconom1c costs oi J'lrU' •dmg the 

>CI'\ 1cc, u is nccessory first to undrnmmd how ond when costs are caused. 

Dunng the Fair and R~nable Rates Workshop. I henrd d1St1nct v1~wpoints r~gu.nhng cost 

•.:nu.1uon. Presau= had d11Terent !heories of how and v.hcn costs 11.~ mcurrcd ond -..hat 

Jc:tU3IIy causes !hem. Gl\·en the great amount of debst~ on cost eaUS.lt•on and allocounn. I 

beh~,-~ lllnstrucu'e to re\'1~ !he buic cconom1c pnne~ples of cost causa110n 

Co>t cttusntion means Ulllllllgling how ond when 1hc costs nf producing n produe1 or scn·•cc were 

oncurrcd Lct me star~ wilh on example. wh1ch h~lps define whal I v.ould call !he lirst pnncople 

uf cos! c:~US.llion: .lfulttpl<' us" doa not imp~•· rommon rnst. A refngerator is • dur®lc gond 

-..1th mulnplc uses !hat :arc fnm1har to all of us (each d11Taent fnod product -.. h1eh IS rclngc:r.lted 

C<luld be detincd as a d11Taent usc m this case). Regardless ol how many d1ffaen1 -..a)s > 

consum~-r uses the rcfrig~'fii!Or, !he price and !he cost of cnMtruclmg 1he refngmuur w1ll be !he 

•nmc. Economic principles of muluplc usc dicuuc thai Ju•t been use the rc fngaator can be used 

.n multiple ways. its producuon costs arc not common costs ossoc1oled w•th !he IOod •lUred 10 

the retngc:nwr. Therefore these costs of producmg !he rcingc:nlOr should nor be olloutcd lt> 001 

be re<:o•crcd from food sales. Extending thu pnne1plc 10 telephone SCI\ 1C~ although I he ln..-~1 

l<10p hu many us~. that docs not imply lho1 the loop IS a common cost. Thu~ th< ~<»I of the 
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some benefit from bang able to contaC1 a pmicula: subscnber through hrr local loop. the 

subscriber controls thatll~. Indeed. the populllllt)' of c~lltt ID Md answcnng mllchmt1lhllt 

al low screening of incoming calls clearly indicates that subscnbers apprCCtlll•. Md cxcrctsc 

control over access 10 thetr premises. 

nzt•thzrtf key COJI·COU.fOIIOn pnncipft is tho/ "hen <'OSIS \'Ill'\' " 'llh usage tlzl!n II U appropnar,• ro 

rcro-.r rhos~ costs tn charges that mry· ,.,,;, usag~ Accordmgly. whm cosu do nut '"'Y "'th 

u>.1ge thm it is tnappropnate for those coru to be ra:o• ttrd m chllr!;cs for =be because they 

wtll ""usc distonions in consumption palters. t.c. rc;tu,·mll alh,..atl\c mctlie1m~~ 

OllStC local residential prices= below cost for ccnam classc> of ~ustomcrs smcc part ot' the 

costs of the loop have been tmphcnly allocated to >"Itched acccs• .hargcs. Any ..SS<'tlllln to the 

contr.lt)' depa~ds upon the \1olation of the three cost pnne1plcs that I ha• c outhncd abo•e 

Sotrd economist Or. Alfred Kahn expla10ed tn 198-l th3t 

.. 

"Some state regulotors ore being presented wuh tcsumony purpontn~:tto 
dcmonstrntc that revenues from locnl set\ icc cover tts fully dbtribut<-..1 ~oots 
lllld thot the ossencd subsidy oflocal chazgcs is therefore • nuud In 
cconomrc tmns (and I cannot thmlo. "hat othtt tmns arc relcvMl) tho...: 
dcmonstr.llions 11te nonsense. They rely on the cconomteally false 
propostuon. legally appro.-cd by Smtih' llhnots Bdl. lhlltmterstotc .,-.;~gc 
should bear some pan of the non·IT311k·'>Cmlll\ c co.ts of pto\ldtng 
subscnbcrs acccos to the local cAchan~c Onl) by ttllocauns .orne~~''"'"" ul 
those co>ts to tntrrstatc usage do thcsc olu<.hcs 'dcm<>nstr:ue· that the baste 
charge for local s.:r.icc fully co•m the 'cn>t' ol provtdtng thts >er\t~c. On<e 
one accepts. Instead. the ccononucall) mcontcs1nblc propositions thutl!(l>tS 
that do not vory "ith =sc should not be l'ccowrcd '" ch<~rgcs lor u>agc az1l 
lhllt there is no such scp:mlle Set\ tee or phcnommon 3S oc<'CSS to the 
intcrcxchMge (u distinguishrd from the lo.:all ncl"ork. one rccogniiCS 
mcscapubly - again, as a matttt of cconomte> - thllttmpostuon ot an~ ot 
those costs on usage consututes an 1m proper subs1dy-' 

Alfred E. Kahn ... T'hc RoM 10 More lakJI1gctn Tclc-pbonc Pm.•Jng:· rult Jo~.~.rnol mt Rf'Kwf,mun, Vnl l ~I I,IK4l 
llpp 1-ll·l•l 
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8. DtSTiti/WTIUVAL EQl'ITl' .-fo\'0 UMI Elt.\ <1 SE/tii(E 

Dt~tnbulionnl equity is nmong 1he gonls ofuni•~nal scn1ce. To 1h1s end. th1s Comm1s.ion. the 

FCC and 1el~mmumcnuon.s provid<n hove made M cffon 10 mer= the n•·n1lnbthty of 

tclcph<>nc sen ices Regulators h4•'C pro•idcd for those ~<ho m1ght not be able to atTord 

1dcphonc scnice at ioday's prices by introducing the L1fchnc and Lmk-l:p progr.un>' 

Accord tog 10 a rqJOn by the florida Public SO'\ 1Cc Comm1>s1on. lhcrc :u-c currmll) Me o' cr 

~00.000 people chg1blc for the Ltfeline subs1dy. • Accord tog 10 GTE's Don Perry. n "nncss m 

the Fuir and Reasonable Ralc Proceeding. almos1 700,, of lhosc clig•ble lor the program 1\le 

unaware ofthw chg1blii1y nod not panic• paling tn !he prngrum." Etlictently 1mplcnu:n1ro 

Llli:linc IUid L1nk-Up programs would CO\Cf dtslnbuuonal oqutty conccrns "~th Iuiie or no 

ncgauve 1m pact on consumer "elf:ue. I discuu this toptc "uh rcg:u-d to pncc elnsuc•tY tn the 

ne~t sectiOn. 

Addressmg the distributlon:U •-quuy issue in Ibis procccdmg, ''"' "1tnes~es touted lhc ro:.:cnt 

L'n" crsi1y of Flondn survey on cons\lmer value:. There ha. been great d1sagrccrncnt "' er 1hc 

1n1crpr<tauon of the results. Thc main C:UU$c of 1h1s d1sagrccmcnt I> thatthc result> "cre 

«trc:mdy confusmg and the sun c) was not "ell destgncd ior a numbct of rQS('ns" 

Ftrst. the sul\cy "ould ha\e been better conslt\Jctro lflltncludcd comp3tlsons between the 

pncell of locnl telephone smicc and other 51n11lnr scrvoccs pur~ha.~cd by consumcn. AI~••· ~ 

Ill< pn.awy mcc.lwwm (or Ill< dtltnbuuoo or (edcralwJ'I)\>It on >od nf lo<.>lt<lcphon< - .... "Ill< lrJcnl 
t:nJ\uul Scn"KC Fu.od Unk:Up and Lt.felmt att p tOif'UI'l We u ml people ut conn«tm& k> t.hc b. &I 
r.ekphonc accv.ort.. v.1th rcducnoa Ul the elwin for 1.D.It.&lla11M of local \oCt"\t.ec uJ ductJU.ntt"" mvrtlhl) 
~'.c &ckp.bo.DC' vn·.u cb.aJsc• 
flond.a Pubhc Scntet Com.mwaoa. 1991. Slli:A to £Jnmcu tit' Amoa.nt oJ S.pport \,.usuif\ lo P~n~ 
RmdrnJtal Bane Llxol rtiKOIMili.ltcllltiiU S.f\Ut 10 Lo~ /II(OifU Cl41011lm, OriJt. p ~ 
Perry. Don. Ocoobct 2, 1998. "'Tran.o:npt off&&r and Rc.uon&blc RnodmtaJ Bwc LOCAl 
TclccommuniC.IltiOCU Rllct: p. J61 . 
The: tho~,~ shu npt"csscd here tl'C baed on 1.0 m-dqKh dJ.K"Uu.on of &be Un1\e.n11y of Flond.a \Uf"\' C:)' ""uh 
marl.cung .t.nd .. u,...cy upcn Pro(tuOt IWb&t SU2lCXUcD o(SWLford UruvctJtt)' 
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Slll't)' regurding consumer value should examine consumm' JlCfCCPI!Ons of an merease an the 

pncc ofbiiSic tdcpnonc $CT\1Cc (posstbly. accomp:mt<d b~ a r<ducttor, m the cost of other 

telephone Sl"Nices). 

Additionally, the survey could ha\'c blxn better constru,'lt'\1 by oil'rnng ci=<.'T rcsJl<lnSCS to;~~ 

question of what consumers woutJ do tfthc price ofb.~>tc loc•l sen icc "cnt up h seems 

unltt..cly tlui: many of the: rC$pondcms truly understood lh3t the "duconunuc ba.tc loc~l SC1'1cc" 

option meant !Mt they would be gwing up dtaJ·tone :md telephone sen1cc nllr<~gethrr. Other 

response options might huvc included switching 10 mctcr<d service. This. and the con tusmg 

order of quesuoru rcgardmg driTerenr price merellSCS, led 10 illogt,-aJ rcsul15 \Vhtlc lo<lme 

"orkshop prescnlm argued tn favor scrcenmg outlhc most tllogtcnl responses. rhe tncrrhar so 

many of the answm are tllogn:lll shows pnmafan~ e' tdencc that tne stll\cy tS poor!~ 

constructed. ~laking a posr changes .o the resul15 m~) be "tll·mtenttoncd. but duo nN r<duee 

rite undcrlymg problem nreiiS of rhc survey dcstgn and may substantially btas the darn ~runr>le 

used 10 uhim•rcly estimate consumer opinions. Ahhough inconclusl\ c. rhc r.>suhs lrnm th~ 

>UI"cy htghlightthc necessny of de\'Oting aumuon and rc>Ourcesro tltsmbutlonal <"luny and 

twcrnll effierency go•ls. 

C. PlfO.\IOTI\G EFFIC/E..\7 COIII'ETITIO\ 

Gi"cn the passage of the 1996 Tc:lecom Act. the fedc:rnl mnndnrc for relecommunlcauons ts clcor. 

move towards ma.rlcct·biiScd compctiuon. Tlus cannot be nchtcv<d "hen pncrs for Mlmc stl"' l<,; 

ure set well below COSI Wtlh the cxpccllllton that excess tC\tOU<'S from other stl"'tCc~ \\til make 

up rhe diiTcr-:nee. Currmtly, with compcttlion for local \et\t«. anJ •c:cc:>S to unbundl<-.1 

demenl5. 3 compctrtor can combine 115 O"''ll s"itch "uh J lc=d loop to otTer 'crtt<;tl lcJiura 

l•uch 3S \OtCC ma1l or call watltng) at pnccs \\CII belu" those that= requued 10 >ub~tdt7C baste 

\<'1'\'icc. Funhcnnore, CLECs can cherry-pick high revenue. tttgh mrugtn cusromm. because 

currmr USII8< prices arc maintained nrtificilllly high to subs1dize bll.IIC re$1denri•l ~tee. The 
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Second. m compttlti,·e mlllkets. no tncumbmt is required to cluugc pric~ abo\~ o compctiu,·c 
levelns a mcnns of cross-subsidizing scr.·ic~ that= priced below o com~uu' c lc,·cl. The 
cxosung poltcy of rcquinng some ILEC customers to cross·substd1zc othm proouc~ M tmphcll 

Wt on the subsidizing customers. This tax d1stons the competttl\ c process hcl:au,c tt enables 
CLECs to compete wnh the •n~mbmt uofatrly, b)' pm,'iding o '1ax loophole" to CLEC' 

customers By purch~sing scrvic~ from a CLEC. wh&ch =not reqUired to cross-subsid1ze. the 
~ustomcr c.:m avoid the tmp1icit tax in the pnc:es of the lLEC 

Thnd. m competiuve markets, in~mbmt firm Mc not SUbJn'led to cxtcnst\C rcgulauctn of pnccs 
and so:rvtcc offerings while its competitors= free of most such rcgulauons. J"he ll.S)'mmctnc 

regulation of LECs and AL[Cs will diston compettuon by handtcappmg LEC's. mhtbiting th\'111 
from pnctng to mlllkn condtuons. m«ttng competttton. otTmng r A SCT'1et'S c\pcdlllously and 
r<-spondtng to com~utors' initiatives. 

Founh. m o:ompctJti\e mlllkcts. lliCUIDbcnt firms are not requtr«< to pro.,dc Sft'1cc to customers 
m arc;u "here no otha competttor ts v.tlhng to pro,1de savtcc The regulatory pohC} of 
"earner of lll.St reson" distortS compcution because it impo>r> the costs of that <Jhhguuon \ln 

wme com~titors. v. hile othm arc allow «<to ovoid 11. by M'l'\'&ng only those cu<rorncrs they 
.:hoo~ tu >CT\ e. 

The rc•ult• ff'•m effecting policies that promote u compcutl\c mnr~ctplacc w1ll cnhnncc 

cconomte cflictency. Competitors "'111 mal.e uchmcallo· cj}icttnr 11l\'C$Ulltnt> because the 
11\CC:Oll\<5 th3t they rc:cetve through markn stgnAis (pnccs) ,.,u be bu«< upon cost Md dant!ld 

Cu.tomcrs "'Ill consume a mix of scrvtccs whtch bctta SilliSfi<> thctr preferences. promoung 
ullocam" cfficitmcy as substdics from usnge sensitive >C'I'\'tCC> :ue removed nnd pnccs IJ<ttcr 
retlc.:t costS. CompctJIIOn ...,u act llS a CAt41yst to promote J1nam:c ~ffict~nn· by funhc:nng 
1MO\Ollon.lowcnog costS outd 1ncrc:l!mg value to end·u)('I'S, 1hc Cll1Lens of Flond~ Fmall}. 
gt' en appropnate uruv<'1'S41 SCI'\~"" support. I LECs and other camm of lllSt rC50n wtll ha' e the 

"hcrt'\\ I thai to !<:f'Ve high-cost customm 1111d promote ,·qui•.· objc•cm·cs. 



cancel th.,ir local 5CfVICe subscnplions. This resuh is discussed in the work of Hausman et nl. ". 

as \veil as in Don Peny's testimony in the workshop. 

I wont to din'Ctly respond to claims by Mr. Dunkel that the Vtnh commissiOn reduced price~ tor 

l>nsic residential local SCTVice m response to declining penetration rates as shown in the handout 

he disuibut<-d during tbe workshop." Mr. Dunkel WIIS usm~:thc U!nh example 10 an auemptto 

convmcc th is Commtsston not to increase b11. 'c residential prices in Flonda. However. th.-re nrc 

sc,·crnl flaws with his example. the first bc:mg Mr. Dunkel's data ts 1ncons1stcnt with the r3tc and 

pcnctrnuon dnta publicly available. It is unclear how the basic residential rates used by :'vir 

Dunkel were calculated givm that there are many possible components (such as the Et\S. 

DTLRX. 1 FR. and SLC) and vllfi('US other Federal and State surchnrgcs 

Ftrst. " hat makes the data put forth in Mr. Dunkel's chan susp<-ct tS that he shows that the rates 

trom 1991 to 1996 as unchanged. Publicly available da!Jl from US West confirms that there were 

SC\l'Tlll changes 1n rate components in 1991." (See t\ppcndlx 6 for spcctlic data.) )lowe\ cr. Mr. 

Dunkel's chan docs not show tho~ changes. This indicates that cllht•r he d1d not1nduJc the 

'utytng comp<>ncnts in his cukulotions (which would he odd SIOCc the mtcs shown to r 1'1'15· 

19% •lppcur tncludc EAS. DTL RX. and 1 FR componcnt.5). or lhot !\.1r Dunkel's MalyStS t> •t 

fault. Funhc.-rmore. Mr. Dunkel's chan ts suspect because he bas e<tcnded the 0..~1 5 sho" ing 

p.:netrauon percentage to present the change over umc as bemg signllicMt. Presented 1n 

propon1on, 1115 unlikely thnt the change in penetration would appe:u to be very large us he 

ll.lUUJWI, Jerry. Ttmothy Tardiff And A1cundcr lklinfiiJltc ... rhc I:.IT«I> of lhc On:llkup of AT&T on 
fdephone ,,cn~lniHOn In the Unnc:d Suua.· Amtncan &oi"'OfPUC' Rr.lf'\4, \O( 83 cMay 199Jj. pp , , •. jl,.l 
llunkcl. W•lltam tO<tob<r 9, 19981 Fatr and Rcuonabk IW<s Worubop. pJ99 of tnt~Stnpt 
Coo•·n'AIIOO ""h lkuy lwt< Comw>. US WEST. Utah l'ub1lc Polley dlVl>IOn. Nuvrmbc1 II . 1998 
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Thus the. Utah example BC1ually os consos1cn1 woth th~ llau<mllll pmloctoon :na1 oncrca.scs on ba.s~e 

,m·1ce prices m conjunc1oon w1th decreases in complcmcntnry sm·1cc.s pnccs ca11 acloolly 

ornpro"c rcsodcnlial busic pc:netralion mlcs and promo1c cur\Surncr welfare " 

In my rcscarch on the 1m pact of pncc. on pcnctmuon m1e1' • I found 1ha11o lhe eAI•"nllhJIIhc 

gflldoolch:nmation ofsubsodocs puts upwud pressure on b.AStc SCf\1<~ pnco. pncc os nu11he 

mos1 SlgnlfiCillll •ause of non·subscnbn'shtp. lns1cad. IX''n1)' contnbu1cs 10 lo" subscnbcrship 

amons some cuslorncr segments. Howcvc.r, low·onOf>m~ hou~cholds. c:sp«oally lhosc dcrmdcnt 

UJ>on public l\S.SlSl811ce, c1111 have their service subsldl7.cd by Lifeline programs. TI1C'1c pmgrBms 

11rc much more efficicnt and compctotively ncutml m~thods for incre~~.,ong lOCAl subscnbcrshop 

1h1111 pro,iding ~lo"·COSI buoc residential SC'!VIceto evCf)nnc Common sense. ca.~ual 

obsmonon. and slaUSlocal analySls suppon the f~~ettha11he 'as1 maJOnty of rcsodcnual 

<U<Inmcrs do not doscoMcct KTVicc. an response to pncc. oncrcMcs of1he magnotud~ t)pocally 

pror '>scd (Joe mdus1ry analysl concludes lhat, 

[Tih• price of access {meaning o basoc local cxchllll~;e subscnptionj has a 
ncgall\C effect. albeit small. on the probaboloty ofB household ha\lng a 
telephone income is the primary faetor on detmnonmg subscnpuon. and on 
odcnufymg the 50C10-dcmograptuc and economic d1mcns1ons along " ho<h • 
uugelcd subsody progra.m_. could be dcs1gncd ' 

rh,·rc os ulso cv1dcncc thmt people disroMc:ct scrvoce or f01I1o subscnbc. on response 10 hogh 

on<lullouon Clndlor roll ~OS I$, or 10 lack of educauon rc11rudmg set\ occ avaolabohty. 

'" luh l'l;bhc ~Cf'IC< c~mmUJooa.. Doo:bt No 97·049.0.. R!J'ORT A.\'DORDUI.I>«cmbn • . 1~7 
r>uteiiC>I1IIIOOy of Raben G llanu 00 bcbalf or us Wno Communuuo .. lln Ill< ~WI« o ( II>< l(cqunl o( 
US \\._,, Commuruuooru IO< (or an 10<1.- mol> Raon and Clw&<>J. Inc , Af"ll A. 1'197. D<xl.<l N~ 97· 
"""·OR 
I tHct 0 T:aylor. Trl~nJifi,WflltCIIIOI'IJ ()rmand 111 Tlttury and Pra<l,( t . K. luv.c:r Acadcm1C PubhJ.htn. 199.-. 
pp 1~6- 127 
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Finally, the conclusion thai some residential customers d1-coMe<:t sc:!'.;,_ in response 10 h1gher 

long·d1SI31lce prices is supponed by stallstle1ll 311lllysls of the d:tlll.'' Indeed. srud1cs that I 

mentioned in my Repon show that t!K maJority of customers 'mhout 1elephone sm ·1cc were at 

one time subscriben.• For t.hcse customers, disconnection ~tudlc> find th31 th< pnmary rC!lSOn 

for '"'olunt.ary disconnecuon of telephone SCf\ic< 1s the mab1hry to pay long dJ>tllllCe charg<>. 

B. TilE 01'£/tLAI' IETl+'EE..\' CO.\'Sl.IIE/t t,\D LOC.L E.I:C/14.\CE C t/f/f/£/1/\ TFIIE.STS 

I would hke to point out that the trlldeoffbctwc<n consumer and locll cxchMge camc:r mtercsts 

IS not a :z.c:ro sum game II$ some hllv• claimed. In my miual repon. I !!UOted Scott ClciMd of 

1..-gg-~l!lSOn mtmg thai: 

"sbareholdm' inteTeSI and ra:tep4yer mterests IUC inextncably linked In th• 
long-term, they clln'l be sepamted Wlut's good ior one is ulumatcly gomg 
10 be good for the other, and whllt's bad for one long·lcrm 1s gomg 10 be b~ 
for the other.'" 

It 1hc ub1liry oflocal <X Chang< companies Ito cover thcu tOI1ll coSts of pro\ldmg Sci\ 1Cc os 

JNp;udlled 11 "ill co use 1rreparubl< hl1rm to these comparues. thc11 $hm:holdcr>. and ulumu1cly 

I he ,,IILm> of Florida 

" 

A rC'C'I!nl tNdy c0£K'lu.d.et thAI &be ckmi.Dd for b.uliC mMknHal W'ntt c 1\ kflln\'CfSC luncuon oflon~"""u~.~.n~:c 
"'"' S-. Jony llttw!W1, Tomo\hy Tard•ff. and Akxand<r Bcl&nfoJU<, "lbc EIT«LJ uf\h< Urukup of A r& l 
•.'n fckphooc Pcuctn.taoo m Lhc- Un~kd Su.te~:' Amtrrc-o., tumo,.tr Rr. t~ . \'OI 8J (May 1991). r9 I "'8-8-t 
'" f&<W Rcse.,;b C"'!> • .{Q'o,Jabllil\' c>/T•I<J>Ao•d'•n'IU 119'1)) (tun<~ rilM«l b) G 1 t and P>c:&f..: ll<U 
.1\~tbbl.r from. Pec.tr~oo.: rdttu, fcckn.l Rtgul.itDry R~U.tto.tU, 1275 PctuU\luna A\t. SUI\(@. WuhmJh.ln, 
DC :OOCJ.IJ ~WIOII Muclkr &: lo<J< RC'UIO ScbcmcD~ Rll'lm l:ru' Pro)« I oo Info Poll<). l•nm~/ 
~nJ<~ frO#'It tl" BoltOM lj) A Projift ofTtl«t)IMUIJliCDIUJIU AC(d-J Ill ('g-..Jttt. \ .""- Jttln C tOQS) 
r.-w.bl< fn>m Rcl1<f1 Uru-cnroy School of ComaonoK·I-. wonn.u- and Ubnty Soud ..... !'><"' 
Dn.m,.><:k. s.,. l<n<)' 0~90)) Cb<upakc &: P- T d Co . S..boo&w•"" <>J frltp~o"' Prortn>troo 
Sn.J,.-, •• Fo..,.ol C<Ur .\'o 8!0 (0 C. Pub. ScM« Comm,..-. Q.;Jobtt t, 19'1ll John D ltomi"" & 
I od11 Rllodo. Tlr< E•'Oiutrco ufUoMnol S.,.,,,_'" To.liJ (Sq>l. 19'1)) (a>lll>b)c from ol&< I OJ S.:hool uf 
Pub he AITon'S. UnJ\<nlly ofTuu II AwtiD., l>wUD, l'X 717 ll·39H) 
I t"tlmony o( Scou Clcbnd before the Tclccocnmurucataotu Pohc:y Commutcc of the llhn.o" Conuncrc.c 
t ommw1on. July 199!« 
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$(7U~r .. /nfrastrwC"lllrr. R~pDrt 4).07: TrutumUJ'Wrl Fadfllli.J .. ARMIS Dum R,-:nr.'OI S\1tmr. 

FCC 

:'\ouc.: the two companies sheath mile deployment more than doubled bctwttn 1990 and 19'17. 

By 1990. accordin&to FCC data. 99 ~cent of Bell South and GTI:"s loc"lll switch..,; were touch 

tone capnble." 

•: "ln(nuw,rurc R<;>on (43·07). Swu<hma Equrpmcnt." Au!OOW<d Rcpon111a M1A>acmcntlnfonnauon 
S)•<~cm (ARMIS!. FCC, ke (hnp:Jtwww.(« sovi«:blannwdbl\ 
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Equal Acceu Line Coovrnloo ror BrUSouth Florida 
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,.,,._. IQS4 to 191'18 d~m ~"ln.polued (or Bd l!Ylu-lh con,eruo:n regron wrde d:tt.l onl) l9SQ to 1 ~'-)o Wt.a h 

h.Med on lhc con' t:Nroo lew: I for all ~.elccommunJUllOM cocnp1U1rc" m flnnda 
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0. Robtn Ci llam• . ) , . 

Ecoooml< PriDcipln or Loop Allou!IOD 

rherc 1s no dispu1e Ullllloop co51S should no1 be Blloc:ucd 10 complcmen1ary ~•-n 1cc< ur 

rL"CV\ Crcd by usage sc:nslii\'C charges an economiCS l11cr.uurc. For cxurnpk . "' en compcltll\c 

Il-eal exchange earners agree !hal local loop costs urc properly ass1gncd 10 the cos1 o1 ba.ac IOCJI 

bch~lfof AT&T m B procccd1ng an Iowa: 

''Ectmomic efficiency requires lh.GI cus1omer access 10 1hr nclwork be pnc<'<l 
according lo 1he incremental costs or addilionol ne1work cos1s neccn ury 10 
make Jhol access available. Such incrc:mcnlol cos1 pricing <"OnfomlS 10 1hc 
·cost C4US3llon· principle in which !hose costs direclly annbulllblclo J 

produc1 arc recovered through 1M pncing ofiMI prod~.:L"~ 

In lhe same procccdmg. Dr. R1chMd Emmerson echoed 1h1s argument: 

··First. I he cos1 of1hc local loop is clearly 1111d scpomtdy adcnllliablc ""d" 
ussociu1cd with local access, nol usage or Olhcr tclecommunicallons scrv1cc•. 
This ~ost cannot be compcnsalcd by MY service (or group of ~crv1ccs) lUI 
which is subject lo separate competitive erosion. Md (b) for wh1ch lh<'IC 1s "" 
cost sovmgs if such competition is success till." " 

A r<'CCnl s1udy by the No11onol Associlllioa: of Regul~tory U11h1y Commissions also rccognllcs 

I hi> 

.. 

'1lae ~l1oca11on of loop costs 10 other th1111 bas1c lo.:al set\ 1cc and the 
resulting pncing will mean that cus1omcrs who lake only locnl scTVICC may 
no1 cover 1hc cost of their scrvice ... Compan1rs hBvc the ancrnuvc 111 scrv1c~ 
only those cuslomm !hal arc profitable.' ... 

l" u O.~l.n Nn IU'U·9H I p 10.11 
lmniNc:l.<ll'o RPU-9$· 11 p 10-11 
\ 1ahdf. Sandta.. /...ucJp OrtGifU 11re Pncr ofCoM «tiOif{OT Loco/ Stn 'K". Co.mprttllon. l l~UII\c Summ&l)' 
W<'ll.liiJ p;ap<r. l uly 21. IW$. p. 2 
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