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In the M atter of

Access Charge Reform CC Docket No. 96-262

Price Cap Performance Review CC Docket No. 94-1

For Local Exchange Carriers
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FLORIDA PUBLIC SERVICE COMMISSION
COMMENTSON THE COST REVIEW PROCEEDING FOR RESIDENTIAL AND
SINGLE-LINE BUSINESS SUBSCRIBER LINE CHARGE (SLC) CAPS

Asaresult of theCoalitionfor AffordableL oca and Long Distance Service (CALLS) proposal,
the primary residential and single-line business subscriber line charge (SLC) wasincreased on July 1,
2000, and July 1, 2001. The FCC committed that before any further increaseswere approved, it would
“review any increasesto residential and single-line business SL.C caps above $5.00 to verify that any
such increases are appropriate and reflect higher costs where they areto be applied.” (CALLS Order,
183)

TheForidaPublic Service Commission respectfully submitsitscommentsin thisproceeding.
We are pleased that the FCC is reviewing the cost documentation provided by the companies, before
allowing additiona increases in the SLC. As the charges added to a customer’s bill have steadily
increased over recent years, it has become increasingly important to eval uate such charges carefully.
We have several concerns with the proposed increases and believe that the FCC should carefully
scrutinize these cost studies.

Our first concerniswiththepolicy of charging consumersinall statesthesame SLCfor agiven
company. Sinceitsinception, customersin all states served by agiven local exchange company have
paid the same SL C, without regard to the costsin theindividua states. However, asthe SLC steadily
increases, we are concerned that consumers in lower cost states more and more will be subsidizing
telephone servicein higher cost states. The SLC isarecovery mechanism for theinterstate portion of

alocal exchange carrier’s common line costs that is paid via a customer’s local service bill. The
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practice of averaging the SLC across all states a company serves means that customersin lower cost
stateswill subsidizetelephoneserviceinhigher cost states. Consumersin high-revenue, low-cost states
already subsidizelocal servicein stateswith high loop coststhrough thefederal universal servicefund
(USF). Contributions to that fund are based on company revenues, while funding is distributed to
companieshased oncost. Asaresult, consumersin stateswithlow-cost companiesmay pay significant
amountsinto the USF, while the companies in such states often receive little or no funding in return.
Floridais one such state in which customers subsidize rates in other states through the federal USF.

When SLCincreasesdo not reflect the cost of serviceinagiven state, consumerscannot benefit
from being served by alow-cost company. Further, the SLC amount that ispaid will not bebased truly
on cogt, except in avery broad sense. The resulting subsidization may cause ratesin all states to be
driven towards each other. We question whether itisthe FCC’ sintent that all consumers nationwide
pay the same rate for phone service, regardless of cost. The Forida Public Service Commission
suggests that the SLC be made state-specific for each company. The companies have filed cost
informationfor each statethey serve. Thus, therate proposal spresented to the FCC containinformation
that will allow the SLC to be set on a deaveraged basis.

We a so have a specific concern with the rate proposals themselves. While we would like to
address the Verizon, Sprint, and BellSouth cost studies, we only have comparative numbers for
BellSouthin Florida. We have a UNE proceeding in progressfor Verizon and Sprint. Asaresult, we
cannot comment ontheir cost proposalsat thistime. Therefore, wewill limit our discussion of specific
costs to BellSouth’ s studies.

BellSouth provided a forward-looking cost study to the FCC that it says reflects its cost of
providing retail voice grade access for primary residential and single-line business customers to the
public switched network. Thisstudy differsfromthoseused for universal servicecal culationsand UNE
ratesin Floridaand elsewhere. Initsdiscussion of the SL C study, Bell South notes that the “ costs are

not substitutesfor nor shouldthey beconsidered asappropriatefor Unbundled Network Element (UNE)
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costs, universal servicecosts, or for any other purpose.” (Cost Study Summary, pagel) Bell South does
not explain why it isinappropriate for its study to be used for other purposes. We note that there are
differencesin the costsincluded for wholesale and retail pricing, such asexclusion of most marketing
and billing and collection costsfrom UNE rates. By considering these differences, and adjusting the
FloridaUNE study to reflect retail instead of whol esal e costs, we believe acomparison can bemadeto
show that the charge proposed by BellSouth is excessive.

Our specificconcernwiththedifference between Bell South’ s reported SL C costsand the costs
found in the Florida UNE proceeding for Bell South is the amount of common cost that isincluded.
UsingtheFloridaUNE study, our cal cul ationindicatesthat the 25 percent interstate portion of the UNE
ratesfor aloop and port would be $4.49, including common costs. However, Bell South proposestothe
FCC that its SLC be based on aFlorida cost of $6.05, adifference of $1.56. The major driver of this
difference appears to be common costs. BellSouth included $1.54 for common costs in its SLC
proposal—a markup of 34 percent. In the Florida UNE proceeding, a wholesale common cost factor
of approximately 7.5 percent was used in developing therates. By applying Bell South’ s methodol ogy
from that UNE docket, but using retail costsinstead of wholesale costs, aretail common cost factor of
approximately 17 percent isproduced. Webelievethisisamore appropriatelevel of common cost to
be used in setting the SLC. The SLC cost resulting from using a 17 percent common cost factor then
would be $5.27, if the remainder of BellSouth’ s cost submission isaccepted. Thislevel of cost does
not justify increasing the SLC in Florida to $6.00. Further analysis of all the costs submitted by
BellSouth is warranted. We believe the SLC in Florida should remain at $5.00 until a thorough
investigation of the costs can be made.

It is important to recognize that the level of UNE rates established in the Florida UNE
proceeding was the result of alengthy hearing process, while the SLC submission to the FCC has not

been subjected to the samelevel of scrutiny. The staff of the Florida Public Service Commission will

'Docket No. 990649A-TP, Order No. PSC-01-2051-FOF-TP, issued October 18, 2001.
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be happy to work with the FCC in examining the costs submitted by the companiesto ensure that they
are appropriate.

Consumers have endured continual increasesto what they percelve astheir local ratesthrough
the addition of interstate universal service charges and the increases in the SLC, among other things.
We urge the FCC to do two things to help ensure that residential and small business telephone
customers do not suffer unnecessarily such further increases. First, the FCC should undertake a
thorough review of the costs of the SL C on astate-by-state basi sthat goesbeyond the minimal level of
examination possible with the cost submissions the FCC has before it. Second, the FCC should
deaverage the SLC on astate basisfor each company. We believe these two actionswill help protect
consumers from paying more than afair amount for the SLC.

Respectfully submitted,

/sl

CYNTHIA B. MILLER
Office of Federal and Legidative Liaison
(850) 413-6082

FLORIDA PUBLIC SERVICE COMMISSION
2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0850

DATED: January 24, 2002
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