BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Request for approval of DOCKET NO. 030754-TL
adjustment to basic service ORDER NO. PSC-03-0983-PAA-TL
revenues pursuant to Section ISSUED: August 29, 2003

364.051, Florida Statutes, by
Verizon Florida Inc.

The following Commissioners participated in the disposition of
this matter:

LILA A. JABER, Chairman
J. TERRY DEASON
BRAULIO L. BAEZ

RUDOLPH “RUDY” BRADLEY

CHARLES M. DAVIDSON

NOTICE OF PROPOSED AGENCY ACTION ORDER ACKNOWLEDGING VERIZON'’S
ADJUSTMENT OF BASTIC SERVICE REVENUES

BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service
Commission that the action discussed herein is preliminary in
nature and will become final unless a person whose interests are
substantially affected files a petition for a formal proceeding,
pursuant to Rule 25-22.029, Florida Administrative Code.

I. CASE BACKGROUND

On August 1, 2003, Verizon Florida Inc. (Verizon) filed a
tariff (T-03-0859) requesting an increase in revenues for its basic
service pursuant to Section 364.051(3), Florida Statutes, as
amended by the Tele-Competition Innovation and Infrastructure
Enhancement Act (Tele-Competition Act or Act).! Basic service is
defined in Section 364.02, Florida Statutes, as “flat-rate
residential, and flat-rate single-line business local exchange

! We note that Verizon’s tariff filing also includes adjustments to the

rates of non-basic residential and business exchange services such as message
rate service and PBX service. Section 364.051(5), Florida Statutes, which
establishes the limitations on price increases for non-basic service categories,
was not amended by the Act. Therefore, as stated in Section 364.051(5) (a),
Florida Statutes, “. . . the [non-basic] rate shall be presumptively valid.”
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services.” Verizon requested an effective date of September 1,
2003.

Section 364.051(3), Florida Statutes, as amended by the Tele-
Competition Act, allows a price-regulated 1local exchange
telecommunications company (LEC), on 30 days’ notice, to “adjust
its basic service revenues once in any 12-month period in an amount
not to exceed the change in inflation less 1 percent.” (emphasis
added) Prior to the recent amendment, the statute allowed LECS to
adjust their basic service “prices,” rather than basic service
“revenues."” In regulatory parlance, the term “revenues” has
historically meant some aggregation of the total dollars collected
from a class of customers or from the system as a whole. Under the
statutory revision, it appears that LECs now have greater
flexibility to increase or decrease individual rates provided that
the total revenue increase for basic service is no greater than the
allowable percentage. This is a substantial change from the prior
statute which we determined set a limit on increases for individual
“prices” within the basic service category, as opposed to the
overall “price” for the category.

Verizon’s tariff filing includes two types of changes: (1)
regrouping, and (2) moving rates closer to costs. Section
2.07.C.14.0, Administrative Procedures Manual, provides that tariff
filings of a price-regulated local exchange company that meet the
requirements of Section 364.051, Florida Statutes, may be processed
administratively by Commission staff. However, because this is the
first tariff filing under Section 364.051, Florida Statutes, as
amended by the Act, we find it appropriate to consider and review
this tariff.

Prior Statute

Prior to the amendment of Section 364.051(3), Florida
Statutes, by the Tele-Competition Act, a price-regulated LEC such
as Verizon was allowed, on 30 days’ notice, to adjust its basic
service prices once in any 12-month period in an amount not to
exceed the change in inflation less 1 percent. The provision
became operative on January 1, 2000, for all price-regulated
companies except BellSouth and on January 1, 2001, for BellSouth.

Prior to its amendment, Section 364.051(3), Florida Statutes,
stated:
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In the event that it is determined that the
level of competition justifies the elimination
of price caps in an exchange served by a local
exchange telecommunications company with less
than 3 million basic local telecommunications
service access lines in service, or at the end
of 5 years for any local exchange
telecommunications company, the local exchange
telecommunications company may thereafter on
30 days’ notice adjust its basic service
prices once in any 12-month period in an
amount not to exceed the change in inflation
less 1 percent. Inflation shall be measured
by the changes in the Gross Domestic Product
Fixed 1987 Weights Price Index [GDPPI], or
successor fixed weight price index, published
in the Survey of Current Business or a
publication, by the United States Department
of Commerce. In the event any local exchange
telecommunications company, after January 1,
2001, believes that the level of competition
justifies the elimination of any form of price
regulation, the company may petition the
Legislature. (emphasis added)

Since the statute stated that the company’s basic service “prices,”
rather than ‘“price,” could be adjusted, we determined that
adjustments allowed under Section 364.051(3), Florida Statutes,
were envisioned to apply to individual “prices” within the basic
service category, as opposed to the overall “price” for the
category.?

This interpretation was also consistent with our prior
interpretation of Section 364.051(2), Florida Statutes, which
addressed the time period in which basic service rates would be
capped. In Order No. PSC-97-0488-FOF-TL, we denied BellScuth’s
request to increase rates for basic telecommunications service

2 Docket No. 01.0831-TL, Review of the Sprint-Florida, Incorporated Tariff

Filing to Increase Rates for Basic and Nonbasic Services Pursuant to Section
3164.051, Florida Statutes.
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based on the reclassification of several rate exchanges.’ In
denying the request, we stated:

We do not believe that the statute contemplates a
rate 1increase for price-regulated LECs under the
rationale that it 1is appropriate to raise basic
telecommunicationg service rates for certain customers by
moving them into a different group as long as the rates
of any group are not raised. The statute does not say
that rate group rates will be capped. It says that rates

will be capped. "Rates" means all rates to customers for
basic local and protected non-basic telecommunications
services.

(Oxrder at p. 7-8)

our decision'on this point was upheld by the Florida Supreme Court
in BellSouth Telecommunications, Inc. v. Johnson, 708 So. 2d 594
(Fla. 1998).

IT. Analvsis

As stated previously, on August 1, 2003, Verizon filed a
tariff requesting an increase in revenues for its basic service
effective September 1, 2003. Pursuant to Section 364.051(3),
Florida Statutes, as amended, a price-regulated LEC such as Verizon
may adjust its basic service revenues once in any 12-month periocd,
on 30 days’ notice, provided the increase does not exceed the
change in GDPPI-1%. As such, in its tariff filing Verizon used the
1%t Quarter 2003 change in GDPPI-1% (1.0499%) to determine the
allowable revenue increase for basic service. We have determined
that currently, there are no final statistics for the 2™ Quarter
2003 GDPPI.

Now that the statutory provision is expressed in terms of
adjusting basic service “revenues,” rather than basic service
“prices,” it appears that there is no longer any numeric consgtraint
on individual rate increases. If the overall revenue effect of the

® All local exchanges are assigned to a rate group based on the number of
access lines in the local calling area. Under traditional regulation, when the
number of access lines in the local calling area increased to the extent that the
exchange would fall into a different rate group, the exchange was “regrouped” or
reclassified.
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basic rate increases is less than inflation minus one percent, the
filing is considered compliant with Section 364.051(3), Florida
Statutes, as amended.

A table listing the rate changes for Verizon’s residential and
business basic service customers is provided on Attachment 1 of
this Order and a summary is provided below.

The tariff filing moves eight exchanges to their appropriate
rate group, which will result in customers with similar calling
scopes paying the same price for basic service. Basic rates tend
to be the highest in the urban areas where local calling scopes are
more expansive; however, from the standpoint of the company’s cost
of providing basic service, urban areas are the least expensive to
serve. In an effort to move rates closer to costs, Verizon’s
tariff filing increases the rate for residential customers in Rate
Group 1 (smallest calling scope) by $.40 compared to $.04 for
residential customers in Rate Group 5 (largest calling scope).
Residential customers who are being reclassified to a different
rate group will see a total increase between $.49 and $.69.

In addition, the basic service business customers in the eight
regrouped exchanges will see a price increase between $.80 and
$1.50. Rates for basic service business customers who are
presently in Rate Group 5 will have an increase of $.29. While
Verizon’s proposal to increase basic business rates only in the
highest rate group may be counter to its stated objective of moving
rates closer to costs, most of the basic business access lines are
in Rate Group 5.

Verizon has provided a price-out demonstrating that its filing
to increase basic service revenues represents a percentage increase
that is less than the change in GDPPI-1%. In addition, it appears
that the requested rate changes, although varying somewhat in
absolute and percentage terms depending on the rate group, do not
create an undue advantage or disadvantage for any customer group.
Pursuant to Section 364.10, Florida Statutes, any actions which do
create an undue advantage or disadvantage would be prohibited. For
these reasons, we acknowledge that Verizon’s filing to increase
basic service revenues is compliant with Section 364.051(3),
Florida Statutes, as amended.
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Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that Verizon
Florida 1Inc.’s £filing to increase basic service revenues is
acknowledged as compliant with Section 364.051(3), Florida
Statutes, as amended. It is further

ORDERED that the provisions of this Order, issued as proposed
agency action, shall become final and effective upon the issuance
of a Consummating Order unless an appropriate petition, in the form
provided by Rule 28-106.201, Florida Administrative Code, is
received by the Director, Division of the Commission Clerk and
Administrative Services, 2540 Shumard Oak Boulevard, Tallahassee,
Florida 32399-0850, by the close of business on the date set forth
in the "“Notice of Further Proceedings” attached hereto. It is
further '

ORDERED that in the event this Order becomes final, this
docket shall be closed.

By ORDER of the Florida Public Service Commission this 29th
Day of August, 2003.

BLANCA S. BAYO, Director
Division of the Commission Clerk
and Administrative Services

T

Kay Fly ,’Chiéf
Bureau of Records and Hearing
Services

By : /%J/W

(S EAL)

FRB
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section
120.569(1), Florida Statutes, to notify parties of any
administrative hearing that is available under Section 120.57,
Florida Statutes, as well as the procedures and time limits that
apply. This notice should not be construed to mean all requests
for an administrative hearing will be granted or result in the
relief sought.

Mediation may be available on a case-by-case basis. If
mediation is conducted, it does not affect a substantially
interested person’s right to a hearing.

The action proposed herein is preliminary in nature. Any
person whose substantial interests are affected by the action
proposed by this order may file a petition for a formal proceeding,
in the form provided by Rule 28-106.201, Florida Administrative
Code. This petition must be received by the Director, Division of
the Commission Clerk and Administrative Services, 2540 Shumard Oak
Boulevard, Tallahassee, Florida 32399-0850, by the close of

business on September 19, 2003.

In the absence of such a petition, this order shall become
final and effective upon the issuance of a Consummating Order.

Any objection or protest filed in this/these docket (g) before
the issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the
specified protest period.
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ATTACHMENT 1
Verizon Florida
Table of Proposed Rates
Residential Basic Exchange
Rate Present Rate Group Other Proposed
Group Rate Movement Increase Rate
1 $ 9.72 $ -- $.40 $10.12
2 10.64 -~ .31 10.95
253 10.64 .46 .23 11.33
3 + 0 11.10 -- .23 11.33
3>4 11.10 .51 .09 11.70
4 11.61 -- .09 11.70
4>5 11.61 .45 .04 12.10
5 12.06 -- .04 12.10
Business Basic Exchange
Rate Present Rate Group Other Proposed
Group Rate Movement Increase Rate
1 $24.47 S -- $ -- $24.47
2 26.82 -- -- 26.82
2>3 26.82 1.23 -- 28.05
3 28.05 -~ -~ 28.05
3>4 28.05 .80 -- 28.85
4 28.85 -- -- 28.85
4>5 28.85 1.21 .29 30.35

5 30.06 -~ .29 30.35




