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Harris R. Anthoay
General Counsel-Florida

Mr. Steve C. Tribble

Southern Bell

Southern Bell Telephone
and Telegraph Company
¢/o Marshall Criser III
Suite 400

150 South Monroe St.
Tallahassec, Florida 32301
Phone (305) 530-5555

July 15, 1992

FiE COPY

Director, Division of Records and Reporting

Florida Public Service Commission

101 East Galines Street
Tallahassee, Florida

32301

Re: Docket No. 920260-TL - Rate Stabilization

Dear Mr. Tribble:

Enclosed please find an original and fifteen copies of
Southern Bell Telephone and Telegraph Company's Petition for
ariy S Order Adopting Plan for Alternative Method of Regulation, which
TS W& ask that you file in the captioned docket.

—
TR ke et

A copy of this letter is enclosed.

Please mark it to

. "7'Ihdicate that the original was filed and return the copy to me.
Crv o Lopies have been served to the parties shown on the attached

. % Certificate of Service.
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Enclosures
_ ce: All Parties of Record
/ A. M. Lombardo
R e R. Douglas Lackey
M.

Sincerely yours,

lapio L. Cndth
Heris R. Anthony O?”(ﬁ g'\)
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CERTIFICATE OF SERVICE

Docket No.

920260-TL

I HEREBY CERTIFY that a copy of the foregoing has been

furnished by United States Mail this Ifﬂr\day ofé¥}tﬁ5, , 1992

to:

Robin Norton

Division of Communications
Florida Public Service
Commission

101 East Gaines Street
Tallahassee, FL 32399-0866

Angela Green

Division of Legal Services
Florida Public Svc. Commission
101 East Gaines Street
Tallahassee, FL 32399-0863

Joseph A. McGlothlin

Vicki Gordon Kaufman

McWhirter, Grandoff & Reeves
522 East Park Avenue,
Suite 200

Tallahassee, Florida
atty for FIXCA

32301

Joseph Gillan

J. P. Gillan and Associates
Post Office Box 541038
Orlando, Florida 32854-1038

Patrick K. Wiggins

Wiggins & Villacorta, P.A.
Post Office Drawer 1657

Tallahassee, Florida 32302
atty for Intermedia

Floyd R. Self, Esqg.

Messer, Vickers, Caparello,

Madsen, Lewis & Metz, PA

Post Office Box 1876

Tallahassee, FL 32302
atty for US Sprint

Charles J. Beck

Deputy Public Counsel

Office of the Public Counsel
111 W. Madison Street

Room 812

Tallahassee, FL 32399-1400

Michael J. Henry

MCI Telecommunications Corp.
MCI Center

Three Ravinia Drive

Atlanta, Georgia 30346-2102

Richard D. Melson

Hopping Boyd Green & Sams

Post Office Box 6526

Tallahassee, Florida
atty for MCI

32314

Rick Wright

Regulatory Analyst

Division of Audit and Finance
Florida Public Svc. Commission
101 East Gaines Street
Tallahassee, FL 32399-0865

Peter M. Dunbar

Haben, Culpepper, Dunbar
& French, P.A.

306 North Monroe Street

Post Office Box 10095

Tallahassee, FL 32301
atty for FCTA

Chanthina R. Bryant
Sprint

3065 Cumberland Circle
Atlanta, GA 30339




Michael W. Tye

AT&T Communications of the
Southern States, Inc.

106 East College Avenue

Suite 1410

Tallahassee, Florida 32301

Dan B. Hendrickson

Post Office Box 1201

Tallahassee, FL 32302
atty for FCAN

Monte Belote

Florida Consumer Action Network
4100 W. Kennedy Blvd. #128
Tampa, FL 33609
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Comprehensive Review of ) Docket No. 920260-TL

the Revenue Requirements and Rate )

Stabilization Plan of Southern )
)

Bell Telephone & Telegraph Company

Filed: July 15, 1992

SOQUTHERN BELL TELEPHONE AND TELEGRAPH
COMPANY'S PETITION FOR ORDER ADCPTING PLAN

FCR ALTERNATIVE METHOD OF REGULATION

COMES NOW BellSouth Telecommunications, Inc., d/b/a Southern
Bell Telephone and Telegraph Company ("Southern Bell" or
"Company"), pursuant to Rule 25-22.036, Florida Administrative
Code, and files this Petition requesting that the Florida Public
Service Commission ("Commission") adopt a plan approving an
alternative method of regulation for Scuthern Bell. Southern
Bell states in support thereof the following:

1. In 1990, Chapter 364, Florida Statutes, was amended to
require that the Commission exercise its jurisdiction, in part,
to encourage cost-effective technological innovation and
competition in the telecommunications industry, to eliminate
unnecessary regulatory restraints and to recognize the continuing
emergence of a competitive telecommunications environment through
the flexible regulatory treatment of competitive
telecommunications services. Sections 364.01(3) (c) {(4d)&(e),
Florida Statutes.

2. Consistent with these general goals, the Florida
legislature subsequently amended Chapter 364 and enacted
§ 364.036, Florida Statutes, which authorizes the adoption of

alternative requlatory methods for local exchange telecon-




munications companies. Southern Bell herein proposes an
alternative regulatory method which comports with the provisions
of this statute and which will benefit the Company's subscribers.

3. In 1988, this Commission took a first step in providing
Southern Bell with enhanced incentives to operate with greater
efficiency and creativity. In Order No. 20162, this Commission
created a framework for the sharing of earnings between Southern
Bell and its subscribers in those instances in which greater
efficiency resulted in greater Company earnings. Although this
approach has served well the goal of promoting efficiency, it
nevertheless remains a variation on traditional cost-based, rate
of return regulation. Accordingly, this transitional form of
regulation should now give way to the next level, one which will
allow Southern Bell to meet the needs of emerging competitive
markets and which will further promote the goals mandated by the
legislature in 1990.

4, Southern Bell's proposed alternate form of regulation,

known as the Price Regulation Plan, has as its primary goals the
enhancement of pricing flexibility, the streamlining of the
regulatory process and the encouragement of both the introduction
of new services and the improvement of operating efficiencies.
At the same time, it will provide appropriate consumer safequards
in the form of aggregate price ceilings, limitations on the price
changes of individual services, the avoidance of cross-subsidies
and the sharing between Scuthern Bell and its customers of

earnings above a certain level.



5. Specifically, the plan proposed by Southern Bell has
five primary elements:' (1) the setting of an initial price
index; (2) a mechanism for adjusting the price index: (3)
safeguards in the form of limitations on the level of price
adjustments; (4) a quicker, simpler tariffing process; and (5)
the continuation of earnings sharing.

6. To elaborate, at the starting point of the plan,
current rates would be used to establish an initial price
regulation index ("PRI"). Once the PRI has been established, it
would be adjusted each year according to the following formula:

PRI adjustment = adjustment for inflation -

offset for productivity +/- exogenous cost

changes.?
The resulting PRI would then be used to adjust Southern Bell's
aggregate prices. One of the most significant features of this
formula is the productivity adjustment, which Southern Bell
proposes to be set at 4%. This means that subscribers will
receive a price reduction of at least 4% each year, as compared
to the inflation rate. By way of example, in a year in which

there is inflation, as measured by the GNP-PI, of five percent

and no exogenous changes, the adjustment to the aggregate PRI

L A more detailed description of the plan proposed by
Southern Bell is set forth fully in the testimony of Anthony
Lombardo, Assistant Vice President of Regulatory Relations,
Southern Bell, which is being prefiled in this docket on this
date.

z The definition of each element in the formula is set
forth in Mr. Lombardo's testimony.
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would be an increase of one percent (five percent minus four
percent minus zero). If, on the other hand, inflation were three
percent, Southern Bell would decrease its aggregate prices by one
percent.

7. In addition to this aggregate pricing rule, Southern
Bell proposes specific guidelines for adjustments in the prices
of individual services. These would allow the rates for certain
"basic" services to change no more than 5% a year while allowing
greater changes in "non-basic" services. Basic services would be
those generally required to provide essential local exchange
services to an end user and would include offerings such as
residence and business access services, service connection
charges, and switched access to an interexchange carrier. All
other services would be classified as non-basic.?

8. Southern Bell also proposes that increases and deceases
in prices would occur through a less cumbersome, more streamlined
process than the tariffing process that currently exists.
Specifically, all price increases necessary to maintain aggregate
prices at or below the adjusted PRI would be filed, along with
associated tariffs, on May 1 of each year. These price changes
would go into effect on 60 days' notice. Additional tariff
filings could be submitted throughout the year, provided that

aggregate prices remain at or below the PRI. These tariffs would

e A list of the service and pricing rules are set forth
in Mr. Lombardo's testimony. 1In addition, the testimony states
how the PRI will provide for the treatment of new services,
restructured services and detariffed or proprietary services
under the plan.



be effective on 15 or 30 days notice, depending on the service
and on whether the change is an increase or decrease. Tariff
filings that modified terms and conditions for service would be
effective on 60 days notice.

9. Southern Bell also believes that it would be
appropriate to further streamline the current tariff approval
process by use cof a presumptive approval of price changes. 1In
other words, tariff filings would not be suspended if proposed
changes are within the pricing rules of the plan and do not
result in aggregate prices in excess of the PRI. Nonetheless,
the existing complaint procedures and investigative authority of
the Florida Public Service Commission would continue to apply.

10. While the proposed plan is innovative in many regards,
Southern Bell's proposed Price Regulation Plan continues to
include an earnings sharing mechanism similar to that found in
the current Rate Stabilization Plan. However, while the current
plan provides that subscribers recover 60% of any shared
earnings, the proposed plan calls for equal sharing between the
Company and its subscribers. Southern Bell proposes the use of
an equally balanced sharing ratio under the Price Regulation Plan
to reflect the automatic productivity benefit of four percent
provided to its customers. This obviates the need for the
tilting of the division of earnings that is currently in place.

11. As a complement to the earnings sharing, which provides
an important safeguard for subscribers, the plan alsoc provides

that if extraordinary events cause earnings to fall below the




established earnings floor, Southern Bell would be allowed to
request price changes that could exceed the otherwise mandatory
pricing guidelines set forth above. This request would not be
presumptively approved, but would, instead, be subject to the
traditional tariff, cost support, and approval process.

12. Under the provisions of Section 364.036, the Commission
may implement an alternative method of regulation if it finds
that the alternative method proposed meets seven criteria that
are specifically delineated therein. Southern Bell's proposed
plan does so, as the following comments demonstrate.

A. Sections 364.036(a) and (c) require that the proposed
plan must be in the public interest and must provide
identifiable benefits to the public. As the
telecommunications industry evolves, the public
interest demands that its form of regulation change as
well. Southern Bell's plan meets the public interest
by providing enhanced incentives to the Company to
develop new technologies and services and to become
more efficient. This will allow it to become a more
effective competitor and thereby reduce upward pressure
on local rates. Further, the mechanism for achieving
increased efficiency, the guaranteed yearly four
percent reduction in real prices, is a clear example of
a benefit not available in the current regulatory

scheme.



Section 364.036(2) {d) requires that the plan provide
effective safeguards for consumers of
telecommunications services. The plan does so by
including two types of limitations on price increases.
First, there is a limitation on the aggregate increase
in prices that may occur in any given year. Second,
there is a specific limitation on the amount that the
price of any service can be increased in a year.
Section 364.036(2) (e) requires that the plan assure
just, reasonable and nondiscriminatory rates for
monopoly services that are also not excessive. The
rates proposed by Southern Bell will be based upon
those that currently exist and thus have been
specifically approved by the Commission. Further, the
plan sets forth clear and reasonable standards for any
price increases or decreases that may occur. These
factors effectively assure that there will be no
unreascnable or discriminatory charge for monopoly
services.

Section 364.036(2) (f) requires the assurance that the
rates for monopoly services do not subsidize
competitive services. Again, the limitations on the
amount that both aggregate and individual prices can be
raised in any given year provide a strong and effective
deterrent to cross-subsidization. So, too, do the

prohibitions against a new service being priced below



its incremental cost and the price of an existing
service being lowered below such cost.

E. Finally, Sections 364.036(2) (b) and (g) provide that
the plan must not jeopardize the ability of the local
exchange company to provide quality service that is
reasonably affordable. The plan proposed by Southern
Bell would do considerably more to ensure the
availability of quality, affordable service than does
the current method of regulation. The enhanced ability
to timely respond to emerging competition will give
Southern Bell the means to compete on a more equal
basis which will help Southern Bell offer affordable
rates for those services not subject to competition.

WHEREFORE, Southern Bell respectfully requests the entry of

an order adopting the Price Regulation Plan proposed herein as an
alternative method of regulation.
Respectfully submitted,

ATTORNEYS FOR SOUTHERN BELL
TELEPHONE AND TELEGRAPH COMPANY
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HARRIS R. ANTHONY

J. PHILLIP CARVER

c/o Marshall M. Criser III
150 So. Monroe Street

Suite 400

Tallahassee, Florida 32301

(305) -5555
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R. DOUGLAS KEY QOQFB
NANCY B. WHT

4300 Southern Bell Center

675 W. Peachtree St., NE

Atlanta, Georgia 30375
(404) 529-3862




