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CONSUMER ADVOCATE DIVISION'S
1998 SURVEY AND COMPARISON OF INTRALATA

LONG DISTANCE TELEPHONE RATES IN WEST VIRGINIA

During the last year long distance calling within West Virginia became cheaper but more

complicated. As discussed below, the first year of full competition in the intraLATA market in

West Virginia resulted in prices to customers falling by over 13%. However, many plans now

come with monthly charges and different billing increments. As with other products, customers

must be willing to shop and compare prices in order to get the best deal in long distance.

CURRENT RATES

The current r~tes of some of the largest companies operating in West Virginia are shown

on the tables on the following pages. When reviewing this data, please keep in mind the following

points:

• Each table shows applicable rates and monthly charges for each company, and the cost to
a customer based on different amounts of weekday usage.

• Average intraLATA toll usage in West Virginia is approximately 30 minutes per month.
In Table 1 prices of different companies are ranked based on 30 minutes of usage. In
Table 2 prices are ranked based on heavy monthly usage of 240 minutes.

• For purposes of this comparison it is assumed that each 30 minutes of usage consists of
three, ten-minute calls.

• Some companies are listed more than once so that customers may compare different plans
from the same company. Some companies have more plans than listed in this survey.

• Except for Telecom USA and Mountaineer, the rates shown are applicable to customers
who affirmatively designate those companies as their primary carrier.



Table 1

COMPARISON OF INTRALATA LONG DISTANCE CHARGES
IN WEST VIRGINA

INCLUDING APPLICABLE MONTHLY FEES
Rankings Based on 30 Minutes of Usage

Company Name of Rate per Monthly 60 120 240
Marne Ela-.n Minute Acces.s£e.e Minutes MimJ.tes Minutes

1 VarTec Dime Line 0.10 6.00 12.00 24.00

2 Network One Network One 0.11 6.54 13.08 26.16

3 VarTec Clear Choice 10 0.10 0.20 per call 7.20 14.40 28.80

4 Bell Atlantic Sensible Minutes 0.13 7.80 15.60 31.20

5 WorldCom Pure & Simple 0.13 7.80 15.60 31.20

6 AT&T One Rate 0.15 9.00 18.00 36.00

7 Bell Atlantic· Weekend Choice 0.15 2.95 minimum 9.00 18.00 36.00

8 Citizens Simple Rate 0.15 9.00 18.00 -36.00

9 Excel Dial&Save 0.15 9.00 18.00 36.00

10 WorldCom Simply Better 0.15 9.00 18.00 36.00

11 Mel Home MCI One 0.12 5.00 minimum 7.20 14.40 28.80

12 OneStar· Family Advantage II 0.12 2.00 9.05 16.40 28.20

13 Sprint Sense Day 0.20 12.00 24.00 48.00

14 LCI· LCI Difference 0.15 3.00 . 12.00 18.00 36.00

15 MCI· One Savings 0.25 15.00 30.00 60.00

16 WorldCom First Touch Select 0.09 4.95 10.35 15.75 26.55

17 AT&T One Rate Plus 0.10 4.95 10.95 16.95 28.95

18 Sprint Sprint Sense Anytime 0.10 4.95 10.95 16.95 28.95

19 Mountaineer· Thrifty Call 0.28 16.50 33.60 66.00

20 Telecom USA· 10-10-321 0.28 16.74 33.48 66.96

DEFAULT· Default 0.35 21.18 42.36 84.72

NOTES: Bell Atlantic Weekend Choice provides free weekend calling.
One Star has a $2.00 monthly charge on all usage under $20.00
LCI has a $3.00 monthly charge on all usage under $15.00.
Rates for WoridCom Simply Better, MCI One SaVings, Mountaineer and Telecom USA are
time of day rates applicable to daytime calls. Rates for evenings and weekends are cheaper.
Telecom USA applies a 50% discount to individual calls over 20 minutes.
Default rates apply to customers that do not exercise choice.
All rates rounded to the nearest cent.
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Table 2

COMPARISON OF INTRALATA LONG DISTANCE CHARGES
IN WEST VIRGINA

INCLUDING APPLICABLE MONTHLY FEES
Rankings Based on 240 Minutes of Usage

Company Name of Rate per Monthly 30 60 120
~ elan Mirntle Access Fee Minutes Minutes Minule..s

1 VarTec Dime Line 0.10 3.00 6.00 12.00

2 Network One Network One 0.11 3.27 6.54 13.08

3 WorldCom First Touch Select 0.09 4.95 7.65 10.35 15.75

4 OneStar* Family Advantage II 0.12 2.00 5.53 9.05 16.40

5 MCI Home MelOne 0.12 5.00 minimum 5.00 7.20 14.40

6 VarTec Clear Choice 10 0.10 0.20 per call 3.60 7.20 14.40

7 AT&T One Rate Plus 0.10 4.95 7.95 10.95 16.95

8 Sprint Sprint Sense Anytime 0.10 4.95 7.95 10.95 16.95

9 Bell Atlantic Sensible Minutes 0.13 3.90 7.80 15.60

10 WorldCom Pure & Simple 0.13 3.90 7.80 15.60

11 Bell Atlantic* Weekend Choice 0.15 2.95 minimum 4.50 9.00 18.00

12 Citizens Simple Rate 0.15 4.50 9.00 18.00

13 Excel Dial&Save 0.15 4.50 9.00 18.00

14 AT&T One Rate 0.15 4.50 9.00 18.00

15 LCI* LCI Difference 0.15 3.00 7.50 12.00 18.00

16 WorldCom Simply Better 0.15 4.50 9.00 18.00

17 Sprint Sense Day 0.20 6.00 12.00 24.00

18 MCI* One Savings 0.25 7.50 15.00 30.00

19 Mountaineer* Thrifty Call 0.28 8.40 16.80 33.60

20 Telecom USA* 10-10-321 0.28 8.37 16.74 33.48

DEFAULT* Default 0.35 10.59 21.18 42.36

NOTES: One Star has a $2.00 monthly charge on all usage under $20.00
Bell Atlantic Weekend Choice prOVides free weekend calling.
LCI has a $3.00 monthly charge on all usage under $15.00.
Rates for MCI One Savings, Mountaineer and Telecom USA are time of day rates
applicable to daytime calls. Rates for evenings and weekends are cheaper.
Telecom USA applies a 50% discount to individual calls over 20 minutes.
Default rates apply to customers that do not exercise choice.
All rates rounded to the nearest cent.
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As can be seen from the preceding tables, there are presently a wide range of rates

available to long distance customers in West Virginia. Customers seeking rate information from

any of the companies listed in this survey should remember the following:

• In order to ~et the best rate, a customer must exercise choice. The rates shown for each

company on the preceding tables are generally available to customers who affirmatively

designate that company as primary intraLATA long distance carrier. A customer can

designate a company as primary carrier by simply calling that company using the phone

numbers listed later in this study.

• Always ask for the lowest rate. When calling different telephone companies, ask directly

for the lowest rate available for residential customers. Sales persons will not always

voluntarily suggest the best plan.

• Flat rates may be more expensive. In the past year many companies have begun to offer

a flat rate option for intraLATA calling. It should be noted that while such flat rates are

very attractive and easy to understand, they may be more expensive for a customer who

makes most of his or her intraLATA calls during nighttime hours. Comparative rates for

evening and night/weekend periods are shown in Appendix III. Customers must first

understand their own calling habits in order to make the best deal. For example,

WorldComl offers a time of day calling plan called "Simply Better," which produces

average rates for weekday calling. However, as shown in Appendix III during evening

and night periods, the "Simply Better" plan produces the cheapest rate available.

• plans with monthly char~es favor bi2h usage customers. In order to get flat rates, most

companies require a monthly charge. While 9C or lOe a minute may seem attractive, you

lWorldCom offers service under the trade name "First Touch Long Distance."
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must always factor in the effect of the monthly charge on your total bill. If you use only

a small amount of long distance each month, a cheap per minute rate could actually cost

you more because of the monthly charge. As a result, plans with monthly charges are

usually more appropriate for high usage customers. For example, as shown on the

preceding tab~es, WorldCom offers a plan called "First Touch Select" which charges $4.95

a month and 9C a minute. At the 30 minute usage level this plan appears relatively

expensive, ranked sixteenth out of twenty. However, at the high usage level of 240

minutes the WorldCom plan appears relatively cheap, rising to rank third out of twenty.

• Smaller billjDl~ increments favor customers. Different companies bill in different

increments of time. Generally, the smaller the billing increment, the better it is for the

customer. For example, Bell Atlantic bills in 6 second increments. This means that if a

call lasts 1 minute and 7 seconds, the customer will be billed for a call lasting 1 minute

and 12 seconas. On the other extreme, VarTec bills in one minute increments with a three

minute minimum. The same I minute and 7 second calIon VarTec would result in a

customer being billed for a 3 minute call.

CHOOSING A pRIMARY INIRALATA CARRIER

Choosing a primary intraLATA long distance company is as easy as using your phone. A

customer must call the company he or she desires as primary carrier, and tell the company

representative: "I wSlnt your company as my primary intraLATA long distance carrier in

West Virginia." The customer should also confirm that the long distance company will notify

the local phone company of the "primary carrier" designation.

The names, phone numbers and access codes of some of the largest intraLATA carriers
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are shown below. The access codes for each company are given because, regardless of which

company is your primary carrier, you may have as many secondary lone distance carriers as you

wish for both interLATA and intraLATA calls. In fact, two of the companies listed in the survey

- Telecom USA and Mountaineer - promote their service through the use of access codes. You

can place a long distance call over a secondary carrier by dialing seven extra digits - usually in

the form of" 10-10" plus a three-digit ID code for the carrier - before you dial the normal" 1" plus

the area code plus the phone number. 2

Company

AT&T
~ll J\tlantic
Citizens
Excel
LCI
MCI
Mountaineer
Network One
OneStar
Sprint
Telecom USJ\
VarTec
WorldCom

Phone Number

800-222-0300
800-544-5662
800-921-8101
800-251-6166
800-860-2255
800-333-5000
800-554-3057
800-569-0080
800-482-0000
800-877-7746
800-621-4230
800-335-1515
877-868-2466

Access Code

- 10-10-288
10-16-500
10-10-096
10-10-752
10-10-432
10-10-222
10-10-923
10-10-213
10-10-213
10-10-333
10-10-321
10-10-811
10-10-797

The names and numbers of other long distance carriers can be found in the yellow pages

of your phone book under "Telephone Companies" or "Telecommunications Services." Although

each of these companies will urge consumers to designate that company as the customer's primary

long distance carrier, consumers must remember that they have the option of designating a

company as either primary or secondary. However, some companies require that you establish

an account with them prior to using them, even as secondary carrier. In any case, it will be

necessary to dial lo-tO-XXX to access a carrier other than your primary carrier on a long distance

!The IO-to-XXX codes can also be used at pay phones to access a preferred carrier_
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call.

As a final note, customers should be prepared for some degree of frustration in dealing

with phone companies over the phone. Almost all of these companies provide access to customer

service through a phone "menu," requiring numerous and often confusing choices. Moreover,

during numerous cross-check phone calls, Consumer Advocate Division personnel sometimes

received confusing and contradicting information. The Consumer Advocate Division encourages

customers to arm themselves with the information provided in this survey and to persevere in

obtaining the rates that are best for them.

IF YOU DON'T MAKE A CHOICE

If a customer doesn't make a choice, and doesn't affirmatively designate a carrier as

primary intraLATA carrier, then the customer will continue to have Bell Atlantic or Citizens as

their primary carrier by default. More importantly, the customer will continue to be billed at the

higher default rates applicable to customers who do not make a choice. These higher rates are the

same for both companies and are as follows:

Day

Evening

Night

1st Minute $0.38
Each add'l $0.35

1st Minute $0.23
Each add'l $0.21

1st Minute $0.15
Each add'l $0.14

Cost of 30 Minutes of Usa&e under Default Rates
Day (8am -5 pm) $10.59
Evening (5pm -11 pm) $6:36
Night (11 pm - 8 am) $4.23

- 7 -



A Bell Atlantic or Citizens customer who does not designate a primary intraLATA carrier

will continue to be charged $10.59 for 30 minutes of daytime usage. On the other hand, if the

same customer designates Bell Atlantic or Citizens as primary carrier, the same call would cost

only $4.50 or less. In other words, by simply exercising choice a customer can save over

$6.00 on an average monthly bill for intraLATA calls.

CHANGES IN RATES SINCE 1997

The changes in rates since the Consumer Advocate Division's last survey in August 1997

have been substantial. The average cost ofintraLATA calls in West Virginia has dropped by over

13 %. Most companies now offer flat rate calling plans for intraLATA calls, many with very low

per minute rates of a "dime a minute" or less. These plans can save money for some customers.

However, consumers should be aware that almost all of these plans require a monthly charge.

This means that if a customer's monthly usage is not very great, the "dime a minute" plan can

actually be more expensive than other alternatives.

Shown on the following page is a comparison of the cost of 30 minutes of daytime

intraLATA usage carried by different providers during 1997 and 1998, along with the changes in

the costs of each provider. The companies are ranked from cheapest to most expensive based on

current rates.

- 8 -
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Company Plan Name .l221 .l.2.2.8

VarTec Dime Line $8.10 $3.00
Network One3 Network One 54.50 $3.27
Bell Atlantic Sensible Min. 54.50 $3.90
WorldCom Pure & Simple $4.50 $3.90
Excel Dial & Save $4.00 $4.50
AT&T One Rate $4.50 $4.50
Citizens Simple Rate $9.00 $4.50
MCI Home MCI One 55.00 $5.00
OneStar Family Advantage n $5.53
Sprint Sense Day $6.00 $6.00
LCI Difference $7.50
Mountaineer Thrifty Call $8.25 $8.25
Telecom USA 10-10-321 ~ R.n

Average $ 6.07 $ 5.25
Default Rate 510.59 $10.59

% Change

-62.9%
-27.3%
-13.3%
-13.3%
12.5%

-50.0%

-13.5%
o

The sum total of all of the changes over the past year is an overall decrease in average

rates of 13.5%. Consumers should be aware that there may be other special offers or promotions

by different companies which will produce different rates than those shown above. There are also

more long distance providers in West Virginia than shown above. Consumers are encouraged to

call companies in which they are interested and request full information on all available rate plans.

Because each individual's calling patterns are unique, it is necessary to shop around in order to

find the best plan.

CHANGES IN RATES SINCE 1989

IntraLATA competition in West Virginia began in 1989, and the Consumer Advocate

Division issued its first survey of intraLATA long distance rates the same year. Shown below is

a comparison of rates charged in 1989 to current intr~ATA rates.

3Rates for 1997 based on ProCom. Network One purchased ProCom during the last year.

- 9 -



CHANGES IN INTRALATA LONG DISTANCE RATES
1989-1998

Based on 30 Minutes of Weekday Usage by a Re·sidential Customer

Company .l2E2 Company .l22.8 $ CbaOl~e % Cban2e

C&P $12.93 Bell Atlantic $3.90 $9.03 -69.8%
LOTS $12.27 Network One $3.27 $9.00 -73.3%
AT&T $8.82 AT&T $4.50 $4.32 -49.0%
MCI $8.70 MCI $5.00 $3.70 -42.5%
Sprint $8.25 Sprint $6.00 $2.25 -27.3%
TFN $5.82 WorldCom $3.90 $1.92 -33.0%

VarTec $3.00
Excel $4.50
Citizens $4.50
OneStar $5.53
LCI $7.50
Mountaineer $8.25
Telecom USA $8.37

Average $9.46 $5.25 $4.21 -44.5%

Note: Based on Consumer Advocate Division surveys.
Successor companies are listed where appropriate.

As can be seen, not only have average rates declined by almost 50% since the advent of

competition, the number of service providers marketing to residential customers has greatly

increased.

Attached as appendices to this study are a discussion of the background of intraLATA

competition and frequently asked questions concerning intraLATA long distance service in West

Virginia.

For more information, contact Billy Jack Gregg, Gene Lafitte or Carol Smith at 304/558-0526.
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APPENDIX I

BACKGROUND ON INTRALATA COMPETITION

As a part of the breakup of the Bell System in 1984, the entire nation was divided into 164

zones, called Local Access and Transport Areas (LATAs). Under the scheme approved by

Judge Harold Greene of the U.S. District Court for the District of Columbia, inter-exchange

phone carriers (long distance carriers) could provide service between LATAs, but were forbidden

from offering local service. Local exchange carriers (local phone companies) could provide local

phone service, including long distance within LATAs, but were forbidden from offering long

distance service between LATAs. The issue of whether long distance companies could also offer

long distance service within each LATA was left to each state to decide for itself.

As shown on the map on the next page, West Virginia was divided into two principal

LATAs, the Charleston LATA and the Clarksburg LATA. In addition, portions of the eastern

panhandle were included in the Hagerstown, Maryland LATA, while the sections of Mercer and

McDowell counties served by Citizens Telecom were placed in a special LATA called the

"Bluefield Special Marketing Area" (SMA). Small portions of West Virginia bordering

surrounding states were placed in other LATAs. Bell Atlantic-West Virginia (Bell-Atlantic) was

the major local carrier in the Charleston and Clarksburg LATAs, and handled all long distance

within those LATAs. Citizens' predecessor, GTE, was the dominant local carrier in the Bluefield

SMA and handled all long distance within distance within the SMA.

- 11 -



LATAs* IN WEST VIRGINIA
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*Local Access and Transport Area
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Since 1985, long distance carriers such as AT&T, MCl and Sprint have handled calls in

West Virginia between LATAs and between the SMA and other LATAs. However, from 1985

to 1989 there was a moratorium on long distance competition within the LATAs. Under these

arrangements competing long distance companies handled calls between cities in different LATAs,

such as between Charleston and Wheeling, or between Beckley and Bluefield, while Bell Atlantic

maintained a monopoly on calls inside the LATAs, such as from Charleston to Huntington or

Wheeling to Morgantown.

lNTRALATA COMPETITION

As a result of a wide-ranging agreement approved in 1988 by the Public Service

Commission, Bell Atlantic's monopoly on intraLATA long distance ended on January 1, 1989.

Since then, long distance companies have had the opportunity to offer service between all points

in West Virginia. However, there was a catch. Bell Atlantic and Citizens retained "1 plus"

presubscription rights within their respective LATAs, even after their monopolies on intraLATA

calls ended. "Presubscription" is the designation of a particular phone company as your primary

long distance carrier. For example, when you dial "1" plus the area code plus the number on an

interLATA call, that call is automatically routed to your primary carrier.

Under the rules in effect in West Virginia from January 1, 1989 until August 15, 1997,

Bell Atlantic was the presubscribed primary carrier for all long distance calls within the Charleston

and Clarksburg LATAs. Citizens was the presubscribed primary carrier within the Bluefield SMA

until April 1997. Under this prior arrangement, even if Sprint was your primary interLATA

carrier, if you dialed "1-304" plus the phone number on an intraLATA long distance call, the call

was automatically routed to Bell Atlantic (or Citizens). In order to route an intraLATA call to
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Sprint (or any other carrier), it was first necessary to dial a five-digit access code. 4 For example,

if you wanted to call from Charleston to Lewisburg (intraLATA) and wanted Sprint to handle the

call, you would dial IQ-333-1-304-XXX-XXXX. The "10" tells the phone switch you want to use

a secondary long distance carrier. The "333" is Sprint's ID code and tells the phone switch to bill

your call through Sprint. If you dialed simply 1-304-XXX-XXXX, the call would be routed to

Bell Atlantic.

In October 1995 the Public Service Commission ordered that Bell Atlantic and Citizens'

presubscription privilege end by 1997. As a result, it is no longer necessary to dial access codes

to use a carrier other than Bell Atlantic or Citizens. Customers in West Virginia can now choose

their primary, or "l-plus", carrier for intraLATA long distance calls. The primary carrier can

be the same carrier chosen by a customer for interLATA calls, or it can be an entirely

different carrier. For example, you could choose AT&T as your primary carrier for interLATA

calls, and Bell Atlantic as your primary carrier for intraLATA calls.

Presently, numerous companies besides Bell Atlantic and Citizens offer intraLATA long

distance service in \Vest Virginia. Some of the largest are AT&T, MCI, Sprint, WorldCom,

Excel, VarTec, Network One, LeI, OneStar and Mountaineer Long Distance. AT&T,

WorldCom, Sprint and MCI are known as "facilities-based carriers," since they carry some or all

of the calls over their own facilities. Excel, VarTec, Network One and Mountaineer Long

Distance are "resellers," meaning they buy services from facilities-based carriers at volume

discounts, and then resell the service to the public.

In order to choose any of these companies as your primary intraLATA long distance

"'Effective September 1, 1998, a customer must dial seven digits to access a secondary carrier.
These seven digits are usually in the form of la-la-XXx.
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company, customers will have to take action. Unless a customer requests that a particular

company be designated as primary, the customer will continue to have Bell Atlantic or

Citizens as primary carrier by default. Even if a customer desires to retain Bell Atlantic or

Citizens as primary intraLATA carrier, it is important to exercise choice. By affirmatively

designating Bell Atlantic or Citizens as primary carrier, the customer will qualify for lower toll

rates.
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APPENDIX II

C0Ml\10NLY ASKED QUESTIONS ABOUT IN-STATE LONG DISTANCE

What is a LATA?

When a Federal judge broke up the Bell System in 1984, he divided the United States into

164 zones, called "Local Access and Transport Areas" - LATAs. West Virginia was divided into

two principal LATAs: the Charleston LATA and the Clarksburg LATA. Calling from the

Charleston LATA to the Clarksburg LATA - for example, from Charleston to Morgantown - is

just like making an interstate long distance call: the call will automatically go through your

designated primary interstate long distance company. Until 1997, Bell Atlantic and Citizens were

the primary carriers on calls within LATA's - for example, from Charleston to Huntington, or

Princeton to Welch. West Virginians are now able to choose their own primary carrier for

intraLATA long distance calls. Bell Atlantic is still not allowed to connect calls between LATAs

or between states.

How do I choose a long distance company as my primary intraLATA carrier?

If you are interested in the rates of several companies, you should make phone calls to

those companies and ask for information on the cheapest rate plans available for residential

customers. Once you have decide<! on the company and rate plan that is best for you, call that

company and tell them that you want them to be your primary intraLATA carrier. Also tell them

exactly which rate plan you are signing up for. Make sure to confirm that they will notify your

local phone company of the "primary carrier" designation.

What happens if I flon't choose a primary carrier for my intraLATA calls?
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If you do not choose a primary carrier, you will continue to be billed the udefault" rates

of either Bell Atlantic or Citizens. This means you will continue to pay rates that are substantially

higher than those available if you make a choice. For example, if you are a Bell Atlantic

customer and fail to choose a primary carrier, you would be billed $10.59 for 30 minutes of

daytime intraLATA usage. On the other hand, if you choose Bell Atlantic as your primary

carrier, the same amount of usage would cost only $3.90, a savings of over 60%!

How much can I save by choosing a primary carrier for intraLATA calls?

Savings will vary from consumer to consumer depending on the number of calls and time

of day that calls are made. As an example, the cost of 30 minutes of daytime intraLATA usage

with twelve different companies in West Virginia is shown on the chart below. These companies'

lowest cost plans are arranged in descending order with the lowest cost company on the top and

the highest cost on the bottom:

Cost of 30 minutes of daytime intraLATA usage in West Virginia

VarTec
Network One
Bell Atlantic
WorldCom
Citizens
Excel
AT&T
MCl
OneS tar

Sprint
LCI
Mountaineer
Telecom USA

Default Rate

$3.00
$3.27
$3.90
$3.90
$4.50
$4.50
$4.50
$5.00
$5.53
$6.00
$7.50
$8.25
$8.37

$10.59
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Can I still use a code to access a secondary long distance carrier? Will using a secondary
carrier affect my status with my primary carrier?

You may use as many secondary long distance carriers as you wish by dialing the carrier

access code before each call. This is true for both intraLATA and interLATA long distance calls.

You can also use access codes at pay phones to reach a carrier you prefer. Access codes consist

of seven digits, and are usually in the form "lO-lO-XXX." Two of the companies listed in the

survey - Telecom USA and Mountaineer - promote their service through the use of access codes.

How will I be billed?

Billing varies depending on which company is used. Bills from Sprint, MCl, VarTec and

Mountaineer will be included in your local Bell Atlantic monthly bill. AT&T, WorldCom, and

Network One bill independently.

Are there other long distance companies which provide intraLATA long distance service in
West Virginia?

Yes. The companies mentioned in this article are not an all inclusive list. These are just

the largest and/or companies which have advertised their services in West Virginia during the last

year. The phone numbers of long distance companies operating in your area are listed in the

Yellow Pages of the phone book under "Telephone Companies" or "Telecommunications Services."
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APPENDIX III

Table lB

EVENING RATES
COMPARISON OF INTRALATA LONG DISTANCE CHARGES

IN WEST VIRGINA
INCLUDING APPLICABLE MONTHLY FEES

Rankings Based on 240 Minutes of Evening Usage

Company Name of Rate per Monthly 30 60 120
Name E.!ml ~ Access Fee Minutes Minutes Minutes

WorldCom Simply Better 0.09 2.70 5.40 10.80

2 VarTec Dime Une 0.10 3.00 6.00 12.00

3 Network One Network One 0.11 3.27 6.54 13.08

4 WorldCom First Touch Select 0.09 4.95 7.65 10.35 15.75

5 OneStar* Family Advantage II 0.12 2.00 5.53 9.05 16.40

6 MCI Home MCI One 0.12 5.00 minimum 5.00 7.20 14.40

7 VarTec Clear Choice 10 0.10 0.20 per call 3.60 7.20 14.40

S MCI· One Savings 0.12 5.00 minimum 5.00 7.20 14.40

9 AT&T One Rate Plus 0.10 4.95 7.95 10.95 16.95

10 Sprint Sprint S~nse Anytime 0.10 4.95 7.95 10.95 16.95

11 Bell Atlantic Sensible Minutes 0.13 3.90 7.80 15.60

12 WorldCom Pure & Simple 0.13 3.90 7.80 15.60

1~ Bell Atlantic* Weekend Choice 0.15 2.95 minimum 4.50 9.00 18.00

14 Citizens Simple Rate 0.15 4.50 9.00 18.00

15 ':xcel Dial&Save 0.15 4.50 9.00 18.00

16 AT&T One Rate 0.15 4.50 9.00 18.00

17 LCI* LCI Difference 0.15 3.00 7.50 12.00 18.00

18 Telecom USA* 10-10-321 0.16 4.77 9.54 19.08

19 Mountaineer* Thrifty Call 0.19 5.73 11.46 22.92

2C Sprint Sense Day 0.20 6.00 12.00 24.00

DEFAULT* Default 0.21 6.36 12.72 25.44

NOTES: Bell Atlantic Weekend Choice provides free weekend calling.
One Star has a $2.00 monthly charge on all usage under $20.00
LCI has a $3.00 monthly charge on all usage under $15.00.
Rates for WorldCom Simply Better, MCI One Savings, Mountaineer and
Telecom USA are time of day rates applicable to evening calls.
Telecom USA applies a 50% discount to individual calls over 20 minutes.
Default rates apply to customers that do not exercise choice.
All rates rounded to the nearest cent.
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APPENDIX III

Table 2A
NIGHTIWEEKEND RATES

COMPARISON OF INTRALATA LONG DISTANCE CHARGES
IN WEST VIRGINA

INCLUDING APPLICABLE MONTHLY FEES
Rankings Based on 30 Minutes of NightlWeekend Usage

Company Name of Rate per Monthly 60 120 240
ti.aJM ~ MirnI1e Access Fee Minutes Minutes MirlJ.llits

1 WorldCom Simply Better 0.09 5.40 10.80 21.60

2 VarTec Dime Line 0.10 6.00 12.00 24.00

3 Network One Network One 0.11 6.54 13.08 26.16

4 VarTec Clear Choice 10 0.10 0.20 per call 7.20 14.40 28.80

5 Mountaineer* Thrifty Call 0.13 7.62 15.24 30.48

6 Telecom USA" 10-10-321 0.13 7.74 15.48 30.96

7 Bell Atlantic Sensible Minutes 0.13 7.80 15.60 31.20

8 WorldCom Pure &Simple 0.13 7.80 15.60 3120

DEFAULT- Default 0.14 8.46 16.93 33.84

9 AT&T One Rate 0.15 9.00 18.00 36.00

10 Bell Atlantic* Weekend Choice 0.15 2.95 minimum 9.00 18.00 36.00

11 Citizens Simple Rate 0.15 9.00 18.00 36.00

12 Excel Dial&Save 0.15 9.00 18.00 36.00

13 MCI Home MCI One 0.12 5.00 minimum 7.20 14.40 28.80

14 MCI" One Savings 0.12 5.00 minimum 7.20 14.40 28.80

15 OneStar* Family Advantage II 0.12 2.00 9.05 16.40 28.20

16 Sprint Sense Day 0.20 12.00 24.00 48.00

17 LCI" LCI Difference 0.15 3.00 12.00 18.00 36.00

18 WorldCom First Touch Select 0.09 4.95 10.35 15.75 26.55

19 AT&T One Rate Plus 0.10 4.95 10.95 16.95 28.95

20 Sprint Sprint Sense Anytime 0.10 4.95 10,95 16.95 28.95

NOTES: Bell Atlantic Weekend Choice provides free weekend calling.
One Star has a $2.00 monthly charge on all usage under $20.00
LCI has a $3.00 monthly charge on all usage under $15.00.
Rates for WorldCom Simply Better, MCI One Savings, Mountaineer and
Telecom USA are time of day rates applicable to night/weekend calls.
Telecom USA applies a 50% discount to individual calls over 20 minutes.
Default rates apply to customers that do not exercise choice.
All rates rounded to the nearest cent.
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October 29, En Bane
UniversaJ. Servic.

Joel E _ 1.w,1.n
aegulai:or]' V'? - AT''!'

Thank you for giving me the 0p0ortunity to speak before you

today regarding issues of eduo:;c-.ting the consumer in the

telecommunications marketplace. AT&T supports the

Commission obj ective of elimi:l~,ting customer confusion and

better educating consumers abClLt telecommunications issues,

in particular Universal ServicE issues.

Let me also say that in the cCoT.petitive long distance

market, AT&T has every incenti.r:e to ensure that it' $

customers fully understand it'~, offers and the charges.

associated with those offers. If our customers are

confused, they have choices. ',I e are in business to win

customers and to keep them satisfied, not to have them leave

because they are confused. Fer this reason, we provide

educational information when r..:,w charges are introduced or

if charges change, through bill nessages or bill inserts.

In tha case of the charges we :-a"e imposed to recover our - ., .

universal service expenses, we worked closely with

regulators and other stakehold~rs to ensure that our

messages to our customers are c;lear and complete. Our bills

include an 800 number for custt:mers to call if they have



questions about their bill, ar,] here again, it's in our

interest to ensure that our bi_ls are clear and

understandable - both because .. t's what our customers want

and deserve, and because it m;.r'.i:nizes our costs by reduciog

the number of calls to our CU~H:omer care 800 number .We -

believe that we have taken ext~aordinary steps to achieve

this goal given the existing :::.r·::umstances surrounding

Universal Service.

However, some of the customer ~:'onfusion over USF

implementation is caused by cc.:riers doing different things.

This can be significantly miti;ated if all carriers asses~'

end users for this expense in :ho same manner. And it is

inevitable that all carriers i: a competitive market will

recover this expense from their customers, because it is an

external cost that is beyond tteir control and cannot be

merely "competed away." Under the existing rUl.e,· carrj..~rs..

are assessed USF based on the ~revious year's revenue~, and

~ave complete discretion over ':he manner in which they·

recover that assessment as par'~ c.lf their current year's cost

structure.

Unfortunately, this means that some carriers who will have

less revenue in '98 relative to '97 will have a collection

rate higher than the assessment rate. Some seek to recover

-,
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their assessments through fix,:·j monthly charges, while

others recover it through perc~ntage assessments. Some seek

to recover their assessments~:o~ interstate services only,

while others recover it from a.1 services. The FCC has

allowed the ILECs to recover t:.leir obligations from IXC

access charges (II.EC Flowbackl I :hus raising the cost of

providing- LO service. Some IXC::recover the ILEC Flowhack.

portion from their nationwide ~Vc:~ra.ge toll rates, while

others include it in their end user usr recovery charges.

A'I'&T has decided to charge 93 ::ents per month to each of its

residential accounts, and a 4.1% surcharge to its business

customers' interstate revenues. Given that each carrier has

its own set of uncollectibles~hat it must account for, it

is not surprising that they we.: ld each charge their

customers a different rate und~·r the universal service

banner. This has resulted in l"eedless customer confusion.

Competitive neutrality is enabled when all carriers are

required to use the same assess~ent and collection rate

applicable to all current end l.JSE~r revenues, with

simultaneous assessment and recovery of the carrier's USF

obligation and no discretion or: the part of the carrier as

to how recovery will be made a~ between different classes of

customers. This end user surcharge approach removes the

potential for the kind of games~anship over USF recovery
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that inevitably fosters custott~r confusion and

dissatisfaction with the enti~l~ system. Such an approach;

applied fairly and uniformly t:J :ill customers, will

ultimately lead to customer ac~e?tance (if not approval) and

serve to strengthen our univer~al service support

mechanisms. 1

1 Thu", the Commission should reql1ire OSAC to "et the quart.erly
factor asse""ed aqainst carri,:rs (as it does today) and:"
require carriers to recover ti~eir OSF obligation as a 1iM-"
item on the carrier's retail ]:i11 to end users. For example,
the Commission could require .:ac:h interstate
telecommunications carrier tc s~mit twice each year to the
OSF administrator a verified dceounting of its retail
revenue" on a Form 451 Worksh~et. The administrator would
then estimate the total federi~l support that will be naeded
for the following quarter. Si)sed on this estimate, the
administrator would then develo~ a factor that is equal to
the ratio of the federal sup~nrt requirement to total retail
revenues for the period. rhe factor could be adjusted to
reflect OSAC's uncolleetibles ~nd/or Industry growth of'
current revenues over the rev~~ue$ $ubmitted on the Fo~ 451
Worksheet. Each tel.communic~tions service provider wo~ld """
then be required to use the fr.~tor as a rate element, which"
is applied to i~s retail reveI.ues. Specifically, each
telecommunications service prc.,~ider would be required to
apply the rate element to the retail revenues of each of its
end user customer$, with the L"~te e~ement appearinq as a
line-item on the end user's mc~thly bill. The service
provider would then submit to JSAC the amount ot revenues it
collects from thAt rate e1emel::.
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An alternative to a revenue-ba:;e:i surcharge, the Commission

could require both assessment .tnj recovery from interstate

service providers via an end u~e~ per-l~ne ch~rqe l' e th.. ... c:a,.. , e

carrier owes what it collects :::r,:>m the subscriber based upon
-

the new assessment rate. Here, ~he denominator of th~

factor that would be calculato:J~::. by the administrator would

be total lines, including prinl~r1, non-primary, business,

cellular, pager, etc. A per-li~e charge has the additional

benefit of solving the Internet assessment controversy.

With a per-line charge, the c~~tomer line, itself, is

assessed for universal servic~r not the services provided-'

over the line.

The Commission can also decide to enforce public policy

objectives by varying the per-line factor by customer type.

For example, it could decide, dmong a number of options, to

cap the consumer per-line asse~sn\ent at a $1. 00, cap paging

lines at 25 cents, or exempt Li.fE~line customers from ~y

assessment at all, and have the business per-line charge

make up the difference. Through the common USAC factor, all

carriers would be charging the:.r respective customers

uniformly. Thus, all customers within the same segment

would be charged the same amouct, regardless of their

service provider.

;>
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Whether the Commission impleme:'lt3 a revenue or per-li~e

surcharge, the anti-competitiv~ ILEC Flowback would be

eliminated. All carriers, in:: .. udinq the ILECs will be

assessing and COllecting their obligations simultaneously

from their retail customers .:.'his also eliminates the

possibility of carriers gaming the process. From the

customer's perspective, the US2 charge would be clear,

unambiguous, and consistently :labeled, eliminat;ing a

significant amount of confusi(I~' on the topic.

Thank you and I look forward ':~: answering your questions.

"
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Agenda
En Banc Hearing: Consumer Issues and Education

Purpose: To explore in an open forum the affordability of telecommunications services and
consumer-education issues.

Date: Oct. 29th (1 - 5 p.m.). Note: On the morning of Oct. 30th, the Universal Service Joint
Board will meet to discuss the upcoming Recommended Decision.

Schedule:

1:00 Welcome by Chainnan Kennard and any opening remarks by Federal Commissioners
and State Joint Board Members .

1:15 Testimony from the panelists

Topic: Ensuring Affordability and Consumer Choice. Panelists will discuss: whether
the goal of affordable basic service is being met; whether there are policies that the
Joint Board should consider recommending to meet the goal of affordable service;
whether, to the extent surcharges are imposed, there are policies that the Joint Board
should consider recommending to ensure that rates remain affordable across the
country; whether carriers are passing through to consumers cost reductions (e.g., access
charge reductions).

1:45 Commissioner questioning of panelists

Alternate federal and state questions. Each Commissioner or Consumer Advocate will
be allotted four minutes to ask questions and obtain responses from the panelists.

2:30 Break

2:45 Testimony from the panelists (cont'd)

Topic: Consumer education. Panelists will discuss: whether federal and state
regulators are adequately infonning consumers of the issues surrounding the new
competitive marketplace (e.g., slamming and cramming) and the new universal service
mechanisms (e.g., Lifeline); consumers' expectations of the benefits they will see from
the new competitive environment; whether there are policies that the Joint Board
should consider recommending to better educate consumers about the
telecommunications issues facing them today; whether there are policies that the Joint
Board should consider recommending that encourage better communication between
regulators and consumers.

3:30 Commissioner questioning of panelists

Each Commissioner or Consumer Advocate ~ill be allotted four minutes to ask
questions and obtain responses from the panelists. Then, the question and answer
period will be more unstructured, with the moderator ensuring that all Commissioners
and State Consumer Advocates are called on to ask questions.

5:00 Adjourn



Federal Communications Commission
Universal Service Joint Board En Bane Hearing

October 29, 1998
Consumer Issues and Education

Statement of Billy Jack Gregg
Director, Consumer Advocate Division

Public Service Commission of West Virginia

The following are my responses to the questions posed by the Commission:

1. Is the goal of affordable basic service beinl: met?

Ycs. CWTent rates for basic service are affordable and becoming more affordable. Even

before the advent orthc Tclecommunications Act of 1996, the general trcnd in rates was down.

Why? Decause transccnding any changes in law or regulation, telecommunications conrinucs to

be a declining cost inuu.o;lry. Bctwecn 1992 and 1997 local rates held steady, whil~ genocal

inflation rose by 15%.' At the same tinlC, toll rates came down by 31%, while usc of the network

increased by 61 %, according tt) the FCC's most recent study of revenues in the

telccommunications industry.a

In approaching the issues of universal service and access charge reform, the Commis~ion

and Joint T\oard must keep in mind that affordable rates are assumed by Americans 3S a given.

Policies adopted to introduce competition into all areas of telecommunications must not.do, -

damngc to the level of nCfordability which has already been achievcd.

'GNP Implicit Price Deflator, 4Q 1991 - 4Q 1997,

21297 Telecommunications Industry Revenue Rcport, FCC Common Carrier Bureau,
Industry Analysis Division (Oct. 1998), Table S.
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2. Arc there policies the Joint Hoard should consider recommending to meet the ~oal of

affordable service?

The Commission and the Joint Board nlust remember that the ullimalc goals of the

TClccomtllUnications Act of 1996 arc lower prices and better telecommunications services for all

Americans. The mcans we have chosen to achieve those goals is competition. IIo~eve~,_ some

seem willing to sacrifice the ulLimale goals of the Act· and the arrordability we h:we-aln!ady

achieved - in an attempt to jump-~tarllocal service competition. Citing the wording ~fScctiOll

254 which requires that universal service support be explicit and sufficient, they argue that basic

rates must be raised to unaffordable levels and that the federal Universal Service Fund J1lU~t

swell to $20 billion.

I say to you most emphatically that the purpose of including the specific universal service

guarantees of Section 254 in the Telecommunications Act was not to impose $50 a month basic

rate~ on !Will customers, nor to impose 20% universal service surcharges on alleustomcrs. On

the cOl1Lrary, the explicit goal of Section 254 is affordable service for aU, and rates in rural areas

\hat do not vary appreciably from those available in urban areas. Furthermore, there is no

language in Section 254, nor in any other part of the Act, which requires that access charges be

reduct=d and that universal servic~ obligations be raised to pay for such reductions.

What do yOll at the federal level and we in the states hear concerning the Ievd o£ rates'?

By and large, it is not C:U5tomers who arc complaining about high rates for services; it is the

telecommunications providers who are complaining about what they pay to or receive from each

other. These companies. both JLEe's and IXC's - have used thc advent of the

2



Telecommunications Act as an excuse to create a new cnvirolUncnt which shifts as many costs

away from them as possible. 'Ibe ultimate losers are the end users. The main casually is

affordability.

.
Policies which the Joint Board should consider to meet the goal of affordacility should

include the following:

A. First. do no harm. Rates arc affordable now. The Telecommunications Act was

passed to make rates even more affordable for everyone. Whatever you do, don't make

average con~Llmcrs in this country worse off as a result ofyour decision!' which arc

supposed to maintain and enhance universal service.

n. Let states take the lead in rlemrminin~ af(ordabiJity. The cost orlivin~'is dif*rcnt in

different states, and it stands to rea,;on that arfordability will also di ITer. Each state

should be able to determine afIbrdability according to its own standards and experience.

Some states have already proposed ratc benchmarks for their own purposes. For

example, Nebraska has proposed an nf!ordability benchmark of 522, including the

Subscriber Linc Charge (~LC) and other surcharges, while Wyoming has proposed $25,

excluding the SLC and other surcharges. Othcr states may propose different $(alldards.

Some slales have rates based on measured rates; others prohibit measured rates. Each

state is dHTert=nt. The Commission should ensure that states continue to receive at J~asl

the level of federal universal support they currently receiv~, and let each state plot its own

course in determining when nnd how it will reorgani~e internal subsidies in local rates, ir

any. If additional federal support is needed afLer competition actually begins at the local

level, the issue can addressed at that time with the benetit of actual data.

3



C. Additional universal service ~upport should not flow until com1"elilion actaal!y

dcvcloD~. Competition is supposed to drive Ollt the implicit subsidies in existing rales

within each slille. Great. Let competition do it; regulators shouldn't. Regulators arc very

bad at replicaLing the market. There is no harm in devising a universal service support

system which can kick in if and when competition actually begins to erode revenues

supporting thc existing nelwork to unacceptable levels. However, it would,bo the height

or roily for regulators to attcmpt to wring out perceived implicit subsidies bcf~rc ..

competition begins. n,c only result will be insupportably high local ralcs and/or

insupporlably high wliversal service surcharges.

0: Ayoid mandatory surchar~e~. especially fixed per )jnc surchjlr~es. Fixed per )jne

surcharges tend to endure regardless ofchanges in underlying costs. Witness the

Subscriber Line Charge. In spiLe of numerous reductions in access charges. over the past

few years, in spite ofrcduetions in the underlying COSl oCtelecommuuicarionS'. and in

spite of the earnings of the companies which receive the Ste, the SLC has remained

iixcd, immune to changes in the surrounding environment.

E; Be aware Qflhe impact ofthe totalily nCyour decisions, In determining the

arfordability ofbasic service for consumers~ it is the totality oirates that is important:

local service plus any surcharges or line item charges. You will have accomplis"ked little

by defining arrordabUity a... an arbitrary dollar figure, if an excessive universal service

surcll.'U'gc must be added to the custumer's bill to make the so-called affordable level

achievable.

4



3. To the extent that !Illrchargcs arc imposed, lirc there policies that the Joint Board should

recommend to ensure that rates remain affordable?

As I have staled above, the real question is whether surcharges should be imposed at all.

I emphasize again, the Commission should not impose mandatory surcharges on cnd-users.

However, jf9Urc:harges arc imposed, the following policies should be followed to ensure that

rates remain affordable.

A. Federal s\lrchan;es should apDly only to services oyer which tbisCQmlDission has

juri~diction,nalDely interstate :;crvjc;s. Respecting the well-defined boyncfarics ~~twcel1 .

fcdcmd and state jurisdicLions maintains the existing responsibllity for federal universal

service obligations to the extent possible. It also recognizes that thcre are large portions

of the public which make few, if any, toll calls. Imposing federal surcharges on all

telecommunications services - interstatc and intrastate· not only violatcs the

jurisdictional prerogatives of the respective states, but also shifts cost responsibility for

the network away from heavy users ofthc network and on to small Users, ~ho o('t~ntimcs

are aL the lowest end of the socioeconomic ladder.

D. SYTcbarl:cs OJ) end-ll~ers should not be mandatoI)'. Section 254(d) of the

Tel~mmunicatiol1s Act is vcry clear that "cvery telecommunications carrier" - rather

than every telecommunications customer· must contribute to universal servicc support

mechanisms. So far, the Commission has followed thi~ clear directive of the Act and has

continued to impose universal service obligations on carriers. allowing th.em lo nxover 

these costs "in any lawful manner." As 3 resull, almost all carriers have imposcd per line·

or percentage surcharges on customers to recover universal service costs. llowevcr. so

5



long as ~uch surcharges are not mandatory. I believe the market wiU ultimately eliminate

them ilnd that wlivers<1l servicc costs will bc recovered through OVCr:l1l rates. just like any

other cost ofdoing business. However. if surcharges arc made man&tory by this

Commission, they will be immune to market forces.

C. The Suhscriber r,ine Chan~e ~hQuld he reduced or eliminated. If the Commission is

tying together the iSSlteS of universal serviee refonn and acecss charge reductions, it must

ensurc that the Subscriber T,inc Charge is also reduced. The SLC was instituted in the

mid-1980's as part and parcel of the imposilion of the new access charge regime creatcd

alLer thc break-up of the Bell System. If. as seems likely. the Commission is going to

_ . a.

reduce interstale access chargcs imposed on cal'riers as part of overall univers~ service

refonn, in fairness the Commission must also reducc or eliminate the mandalory SLC

currcntly imposed on all end-users.

4... Arc carrien passinR throll~h to consumers reductions in cost, suc:h as ac:c:ess c:harge

reductions?

-
\Vhelher access charge reductions arc being passed through is really irrelevant to.

shopping customers, customers who arc willing to change carriers for a.-better deat Compctition. .

for these customers ha.'5 driven rales steadily downward. A recent survey by my ofticc showed

that since the advent of intraLATA toU competjtion in West Virginia in 1989. in-state long

distance rales have decreased over 44%.3 Moreover. rates have fallen over 13% in the past year

31 have attached a copy of the study for the convenience ofthe.Commission~dJoint

Goard.
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with the inlroduction of one-plus competition. These rate decreases took place in Spi1C of

minimal occess charge reductions.

On the other hand, default customers, patient customers, customers who do not shop ~l1ld

who make a minimal number of long distance calls. are still being billed at nIles that have

changed little in ten years. These customers lend to be (he poor, the cldcrly, and the less well

educated. Without a vcrifiable requirement that all acce!'s charge reductions. be passed throllgh to

all customers, long distance companies will continue to do the economically ralionIl1thir1i: keop -

the savings if they can~ cut rates to competitive customers ifihey hav~ to; and otherwise soak

customers who do not exercisc choice.

If the Commi~sion is concerned that interstatc access rate reductions are not benefiling all

customers. it should do what sevcrul states have done: require that all access charge reductions

he llowed through to customers on a proportionate basis. However, as long as the Commission

lal,;es a "hands otf' approach 011 the issue of 1l0w-throu£h of access charge ~ducti~ns. iu:an

expect companies to continuc to act in thcir own economic self-interest; and can expect

contillucd conlroversy.

1 appreciate the opportunity to appear here today, and wiJl be happy to enlertain any

questions you might have.

7
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BIO OF BILLY JACK GREGG

Dilly ]a,,-k Gregg has been a lawyer for over 24 years. and has ~erved as Director of the
Consumer Advocate Division of the Wcst Virginia Public Service Commission since the office
was created in 1981. As Consumer Advocate, Mr. Gregg represents West Virginians in all major
proceedings aftceting ratcs for electricity, gas, telephone and water. Prior to this pqsition, Mr.
Gregg was the Senior StatJAttorncy in thc Field Solicitor's Office of the-U.S. Department of
Intcrior in Charleston. Wcst Virginia; was in private practicc in Hurricane. West Virginia; and
served as Assistant Attorney General assigned to the West Virginia Human RightsConunission.

As an undergraduate, Mr. Gregg 8ltcnded the University ofGlnsgow, Scotland, and
Austin College in Shcmlan, Texas, receiving a B.A. degree in history and government. He
carned his J.D. degrce from the University of Texas School of Law.

Mr. Gregg is Treasurer and a member of the Executive Committee of the National
Association of Stolte Utility Consumer Advocates (NASUCA). lIe is Dlso a member of the
Federal Communications Commission's Rural Task Force.
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Affordabillty of telecommunications Services

I would like to thank the members of the Joint Board for giving me the opportunity to·

speak with you today on this very important topic. The affordability of basic telephone

service is an important policy issue to oonsumers and the nation as a whole.

Telephone service, for the vast majori~'of Americans, is affordable! Not only is it

affordable, it is a bargain! For exampli:, this past week, I bought two pizzas witil two , .

toppings, and it cost me $20. In contrast, the average telephone bill for local s·erviec is :$21, .

and the average total bill is roughly S5~~.1 In fact, over the last ten yean;, local telephone

service has only increased 17% whereas all other goods and services in the Consumer Price

Index have increased by 41 %. Furthermore, telephone service, as a percentage of personal

"income, has been about 2% since the m.id-eighties, and this has remained constant

regardless of race, age, or geographic area. Even the latest Statistics en Telephone

Penetration rates estimate that 94.1 % cif all households in the United States hav~ telephone .

service, and penetration has remained relatively stable over the last several years. All of

this infonnar:ion points to the fact that telephone service is inexpensive.

This gives state regulatory bodies the fllexibility to address other policy issues without fear

of making phone service unaffordable. Opening up local markets to competition will put

pressure on implicit subsidies in telephone companies' rates. In some cases, states will
" "

have [0 §tep up to the challenge of res1h1cturing rates to bring them closer to costs. Some

states, like Idaho, Maine, and Montano., have already begun to face this challenge.. Local

rates, and even Subscriber Line Charges (SLCs), may have to increase. However, these

I Firsl Quarter 1998, PNR and AssociaLes, Inodatabase
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rate inc~ases will not reduce subscriben.;hip. Basic telephone rates will remain affordable.

and there is little need for major re~truauringof the current universal service mechanisms,

What Is the problem?

While a majority of Americans have phone service, there are certainsegmcn~ o~.soci~y

and places in the nation where that ma)/ not be the casco One area where subscribership i§

lower than the national average is among the economically disadvantaged. For this

scgmcnt.of'ociety, the Federal-State Joint Board significantly enhanced, and expanded the

availability of, the Federal Lifeline andiLink-Up programs. As of August 1998, there were

5.1 million Lifeline participants, and for the rust eight months of this year, the~ »rere 1.3M

participants requesting Link-Up assistance. Currently, these programs are growing.At em

average rate of almost 2% per month.

In a recent study perfonned by Jorge Slthement and Scott Forbes presented at the

Telecommunications Research Policy ~:onfe~nce earlier this month, their findings suggest

that the issuc of telephone penetration is very complex and probably can not be solved at

the federal level.2 While their study looks at such things as race and income and'identifies

pockets of people without telephone sdrVice, it is not always clear what the und~lYini

causes are of lower 5ubscribcrship.

For instance, New York and California have two of the most aggressive low-income

programs in the nation. Yet, when you look at telephone penetration rates by race for some

of the counties in these two states, you1see vast differences in telephone penetration rates.

,
z Schemcnt. ]oree Reina. and Forhe!!, Seolt C.: The Persistent Gap in Teleconmmaicatio..: fowd t

Hypotheses and ADs"en, presented at the A~nua1 Meeting of the Telecommunications Policy ResearCh
Conference, Alexandria, Virginia. October 1998.
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For example, in California's San JoaqUIn County, telephone penetration rates for whites are

2.5% less than that of African-AmericaJ.ls, yet in Yuba County; telephone penetration rates

for whites are roughly 37% greater than for African-Americans. In New York's Genesee

County, telephone penetration rates for!whites is roughly 2% higher than it is for African-

Americans, while in Jefferson County, ~elephone penetration rates fOf. whites is over 41 %

higher than for African-Amencans.3 These types of differences can.nOt be simP~y. ~;'

explained nor can they be solved with ~ne national solution. To quote from this'paper,

"If we wish to solve the mystery of the [telephone service] gaps, we will
have to look beyond the data that has guided us in the past. We must go
below national data [that w1ll uncover] a complex array of factors more
panicular to localities than 10 the country as a whole.'r4

This information indicates that the reasons that people do not have a phone may go beyond

price and affordability. To effectively address these problems, furtber study mu~t be done,

and solutions must be developed and implemented at the state and local level.

Another reason for reduced telephone J:lenetration is that the cost of wiring sparsely

populated rural areas of the nation can be cost prohibitive. For example, wircline costs can

easily exceed $10,000 per loop in remate parts of the country. Many of these areas are like

developing countries, and as such, we should be looking to wireless technoloiies to

provide them with cost effective alternatives to landline telephone service. For example,

Southwestco Wireless (a wholly owned subsidiary of Bell Atlantic Mobile) is serving a

3,000 square mile Indian Reservation (The Tohanna Otum Indian Tribe) as well as other

remote areas in Arizona. In ac;ldirion, Western Wireless is serving Antelope Valley in

Nevada where the population density is low and landline service is very limited, because it

) Sc:hement and Forbes. Tables 2 and 3.
• Schcmcnt and Forbes. p 21.
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is too expensive to provide. For the S8icustomers that reside in Antelope Valley, it was

estimated to cost Sl.3M to provide landline services compared to tbe ~lOO,OOO spent to

provide wireless. It does not make sen!e to invest in wireline service in such remote areas.

Instead, the Joint Board sbould be looking at ways to provide the incentives for the

deployment of the most cost effective technologies. like wireless infrastructure in these

remote areas.

In closing. let me say that telephone seItvice is a bargain and will remain affordable as local

competition and technology develops, However. states and the FCC must addrc~s the .

implicit support in their rates that will Dot be viable with increasing competitio~. So~

states will not have the resources to solive their own high cost problem. For these states.

and only these states, a small targeted fCderal fund can provide assistance to those states to

ensure that their rates remain affordabl.~. The distribution of these funds within a state and. .
the need for intrastate support programli are more effectively addressed at the state and

local levels. However. the Joint Boardimust continue to monitor these issues as we move

forward to detect if additional policy i~ervention is warranted.
" '

I thank you for this opportunity, and I will be glad to answer your questions at this time,

'. '

s
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PRPSERVING APPORDABLE BASIC SBRV1CB UNDER
TIlE '96 TELECDM

Presentation of Dr. Mark N. Cooper
To The Fedftal Communications Commission

October 29,1998

The Joint Board and the Federal Communications Coauni.ssion face a d.ifficult task in the
months ahead of lowering access charges to cost, expanding participation in the lifeline
program, funding the schook, libraries .md rural health care progr~ and providing high
cost support to rural and insulu areas. All this, whlle keeping rae just, reasonable and
affordable.

The FCC and the Joint boud have forged the conceptual framework for making the task
~Mp~e. .

• They have repea1ed1y reGfirmed the simple and sound economic principle that the loop is
shared by many services and that its costs should be recovered from aU IerViCei that WJe

it

• They have determined that forward-looking economic costs must be the buis for effident
competition in the industry, including the reduction of KCese charges to costs.

• They have accepted the principle, clearly laid down by Congress, that universal service
should; be fultded with contributions from 1Ielecommunications service providers.

~

Unfortunately,.the implementation of these principles has not been as vigorous as it could be
for a number of realODI.

• 'The local exchange companies have stymied the application of the forward looking cost
methoda in the sta.., while they have prevented local competition from taking hold by
refusing to open their markeb.

• The FCC decided to rely on competition to drive down access coets.. which baa not
happened.
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• The FCC could not prevent long distance companies from putting line items on
consumers' bills.

• The FCC has begun to consider line items of its own.

TIle FCC' and the Joint Bo4rd need to get back on track" building on the conceptual
fOundation laid down in 1996. In my remarks today, I want to reitera1e the principles that

.should guide the implementation of universal ssvice policy.

JUST AND RBASONABLE KATES

Telephone companies MY; Access to the network is a separate prodllCt wholle costs must be
recovered separately, while people pay for the right to place long distance calls over the loop.

Consumer Advocates respond: Consumers want actual service such u local and long
distance calls, not just acceH, and long distance companies should pay for using the loop in
Jelling long distance IeI'Vice

• The loop is an input to all services, not an outpu~ and none of theIe &erVices could be
provided without a loop.

• AcceM only service (incoming calls only) could not be sold for very much becauae it
has little value.

• Long distance calls use the network exactly the same way local caDs do.

• Verti.eal services are supported by the network and are strong complements of basic
service - if a provider sells buk lel'Vice to a customer, competi.ton are very unlikely
to 11!11 that customer add-on eervices like call waiting.

• New ~es, like high-speed data (xDSL), utilize 1he loop and other facilities just .like
local calls.

The 1996 Ad recogniZed the shared nature of the network and intended for that sharing. to be
leveraged to make buic service affordable.

• Section 2S45 (It) of the Act forbids subeidization of competitive services and requires
basic service to bear no more than a reasonable share of joint and common costa.

• Buic service is a low mark-up service, but it exceeds incrementll costs, which is
conisistent with the polit)' of promoting universal service and alloc-tins N no more than
a reuonable share" of joint and common costs to it

2



AFIORDABLH RATES

Telephone companies say: Even with dramatic increuesin rates, service would remain
affordable because most people would continue to subscribe.

Conswnei Advocates responds: Affordability involves the burden that 1M cost of a necessity
p14ces on houeholds budgets, not just people's willingness to suffer price increues.

• Lower income and elderly hou.eholds would be hardest hit by rate '"'reblJancinc"
because the services that would be increased in price are a much larger part of their
bills than the services that would be lowered in price.

• Some people will be forced off the telephone network as it result of the substantial
increues proposed by the LEu.

• Falling real prices are not .. justification for raising rates or charging whatever the
market will bear.

• Some household commodities have performed as well as or better than telephone
service m the past 15 y...., some wone.

CUBIENT PRACI1CB AT nm Pee

TELECOMMUNlCATDNS NE1WORIC BCDNOMICS

Since the pauage of the'96 Telecom Act;, the FCC and the states hAve done an admirable job
of recognizing the multiproduct, dynamic nature of the telecommunications network. Above
aD, they have conaittently and repeetedly found that the loop is a common cost to be shared
by aD eervices that uae the f'Kility.

• The FCC began in 1he local competition docket by recognizing that the loop is a
common cost of local, long distance and the other IIeI'Yices that use the loop.

• It affirmed this in the KCeu charge ruJemUins and applied it in jl8 dedlion to
c:onven the Common Carrier Line (eCL) charge into it flat rate charge to cover loop
costs.

• In the leform of the separations process, the FCC has stated the economic reasoning
itn~ analysis which underpiN this treetment.of the loop.

3
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• Administratively, the FCC has declared its intention to compare the cost of local
service on a national average basis to the revenues eamed. per line. The reference price
includes revenues from a numbl!r of sources. The FCC ties the inclusion of revenues
directly to the sharing of costs.

BCONOMlCcosm

The FCC has also established forward looking economic costa as the be_ for rates and
charges, although the implementation of that concept has not been developed as vigorously
as it could be.

• After the FCC prevails at the Supreme Coun, I urge it to revisit the state
methodologies to ensure consistent" forward-looking pricing models are being applied
in the statEs. For example, it wu recently pointed out in a proceeding before the
Commission that in Dallas unbundled loop rates bued on state TELRIC
methodoJoci- ..six times higher than in similar rates in ClUeago. 1Ddeed, they are
60 percent higher in Dallas Texas than in rural Dlinois.

• The unit of analysis .hould be consistent aCl'Ol6 proceedings. If UNEs are offered over
a specific area, e.g. urban areas, then the UniverN1 Service Fund (USF) should be
estimated over the NDle area. Failure to use a consistent unit of analysis will C"Nte
opportuDities for ovenecovery ofc~ and will impede competition.

While we believe that the application of these concepts will go • long way toward ensuring
affordable service for all, there is no doubt that a universal service fuftd will be n«!lIUY.
The fund!ViD be entirely manageable if the Commission follows a few simple principia

• The Coll'lJl\iaaion .hould trHt the network as an integrated, multiproduct entl!rprile.

• All universal service program. should be funded from one source. Low income, high
cost, and' lChoola, Iibrariea and rural health cue, are aU univenal service programs the
Congress embraced. They should all be funded in the same way.

• All univenal service propams should be funded from aD 1eIecouununications
reVerlues. It is folly to burden one sector of the telecommunications market and
exempt othen. Univenalle'l'Yice benefits all daaaes of customers and aD geos:raphic
regions.
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Fin&lly, the FCC has articulatl!d the cone..."'t Approach to collecting univen&l service funds. It
has argued Against line items. We believe that that this is required by the Ad,. prad:icaJJy
necessary and conceptually correct.

Legally, the Act requires that telecommunications service providers make equitable
contribu~ns ~ universal service. Line items on consumers' bills are not provider
contribuijons.

Practically, the FCC has failed to find a way to ensure that rate cuts in the federal jurisdiction
are passed through to residential and small business ratepayers. Imposing line items would
result in net increases in their bills, exactly the opposite of what congreu intended.

Conceptua.lly, we do not believe line items are appropriate. While we finnly believe that
consumers should get useful and coned information in their bills so that they can make
rational economic choices, a universal service line item is neither economically usetu.l nor
economically accuralle.

• When the line item appean on the bilL there is nothing the consumer can do with that
information. Since every carrier would be required to impose itr the cOlWumer could
not use that infonnation to alter his or her consumption decisions.

• When the line item appears on the bill, the consumer baa no way to accurately
measure its value. Univena.l service is a public good.. The indirect value of ubiquity is
an externality that individuals have difficulty evaluating. thOle consumers who ue
the direct beneficiaries of the program should be told what their beMfita'arer but that
is difficult to caJcuJate and report.

• If the PlU'pOllle of putting the information on the bill is to inform the public about the
policy, then an annual notification describing the pu..rpoees, fundioninl and coat of the
prop-am is appropriate.

In summary, we believe that the goala of the Telecommunications Act of 1996 to expand
univenallervice can be-achieved without raising basic service ratl!ll.

• Indeed, we have recommended a reduction in the Subecriber Line CJwrse to the FCC
and the Joint Board on several occasions. This is the only way to ensure that the little
guy will get some of the benefit I commend this to you again as an idea whoee time has
come.

The Act does not creatl! any economic, legal, technological, competitive, 50dal or public
policy reasons to increase buic ntes. We believe that universal service can be funded
without an increue in or putting a line item on consumers' biDs. We look forward to
working with the COD\mission and the Joint Board to accomplish this complex task.

5 1!:i139£l HIE 91:513 85611Lll13T



, .
,~.... '. .

ConsumerFederationofAmerica

DB. MAIUt N. cooPER

Dr. Cooper is Director of Research at the Consumer Federatioo of America and
President of CitizeDs Researcb, an independent consuJtiJlg firm.

At the Consumer Federatioo he has responsibility for energy and
telecommunications policy and analysis, as well as intema1 COILSUlting duties for
smvcy rcscarch and CCODomiC analysis.

As a cpnsultant Dr. Cooper has provided expert testimooy OIl behalf of People's
Counsels aDd citian intervenors before public utility commissioos on
telecommunications and elearic utility matt.en in over three dozen jurisdictions
in the-u.S. and Canada. Dr. Cooper bas also testified 00 regulatory, anti-trust
and public policy issues dealing with the health care. eDeflY and
telecommunications industries before Congress. the federal agencies and in the
courts.

Dr. Cooper holds a Ph.D. from Yale University and is a former Yale University
and FuIbriebt Fellow. He bas published numerous articles in trade and scholarly
journals and is the author of two boots me Transformation of Egpt. Johns
Hopkins. 1982; Equiey and EperU: RWn. RUED Prices IDd the; Uyi.Q&
Stagdards of Lower Income A'OC'icans. W~ew 1983).

"

1424 16th Street. N.W.. Suite 60'1 • Wa'Jhiniton, D.C. 20036 • (202) J87~121

.~.,

(;121 39'.1d ti 1S1219£lH:lE 91:6121 8661/L(;/12I1



DRAFT

PRESERVING AFFORDABLE BASIC SBRVlCB UNDO
THE'96 TELECDM

Presentation of Dr. Mark N. Cooper
To The Fedftal Communications Commission

October 29,1998

The Joint Board and the Federal Communications Coaunission face. difficult task in the
months aheed of lowering access charges to cost, expanding participation in the lifeline
program, funding the schoola, libraries and rural health care progr~ and providing high
cost support to rural and insular areas. All this, while keeping rates just, reasonable and
affordable.

The FCC and the Joint baud have forged the conceptual framework for making the task
manageable.

• They have repeatedly reaffirmed the simple and sound economic principle that the loop is
shued by many services and that its costs should be recovered &om aU Iel'Vices that use
it

• They have determined that forward-looking economic costs must be the buis for efficient
competition in the industry, including the reduction of access charge to costs.

• They have accepted the principle, clearly laid down by Congress, that universal service
should; be hqtded with contributions from telecommunications service providers..

Unfortunatl!ly,.the implementation of these principles has not been as vigorous as it could be
for a number of reasons.

• The local exchange companies have stymied the application of the forward looking cost
methodt in the states, while they have prevented local competition from taking hold by
refusing to open their madcets.

• The FCC decided to rely on competition to drive down access costa, which has not
happened.
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• The FCC could not prevent long distance companies from putting line items on
consumers' bills.

• The FCC has begun to consider I.ine it2ms of its OWl\.

The FCC.· and the Joint Board need to get back on track" building on the conceptual
fOundation laid down in 1996. In my remarks today, I want to reitera1e the principles that

. shouJd guide the implementation of universal SEl'Vice policy.

J(JSf AND UASONAILE RATES

Telephone companies Ny: Access to the network is a separate product wha.e costs must be
.recovered separately, while people pay for the right to place long distance calls over the loop.

Coll5umer Advocates respond: Consumers want actual service such as local and long
distance calls, not just access, and long distance companies should pay for using the loop in
sellinl long dialance MNice

• The loop is an input to all services, not an output, and none of theee services could be
provided without • loop.

• Acc.. only service (incoming calls only) could not be sold for very much because it
has little value.

• Long distance calls use the network exactly the MDle way local caDa do.

• Vertica1 services are supportled by the network and are strong complements of buic
service - if a proVidei' sells beak service to a customer, competiton are very unlikely
to sell that customer add-on aervices like all waiting.

• New se:vKe8, like high-speed data (xDSL), utilize the loop and other facilities just like
local calls.

The 1996 Act recognized the shared nature of the network and intended for that sharing.to be
leveraged to make buic service affordable.

• Section 2545 (It) of the Act forbids subsidization of competitive services and requires
basic service to bear no more than a reasonable share of joint and common costa.

• Buic service is a Jow muk-up service, but it exceeds incremental costs, which is
conlistent with the policy of promoting universal service and alIocatins Uno more than
a reuonable share" of joint and common costs to it.

2
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AFFORDABLR RATES

Telephone mlllpanies say: Even with dramatic increues in rates, service would remain
affordable becauee most people would continue to subscribe.

Conswnei Advocates responds: Aifordability involves the burden that the cost of a l1f!Cesaity
places on hou.eholds budgets, not just people's willingness to suffer price inc:reaaes.

• Lower income and elderly households would be hardest hit by ratle "'rebalancinc"
because the services that would be increased in price are a much larger part of their
bills than the servicee that would be lowered in price.

• Some people will be forced off the telephone network as a result of the substantial
increues proposed by the LECs.

• Falling real prices are not iI justification for raising rates or chargina whaleYer the
market will beu.

• Some houeehold commodities have performed as well as or better than telephone
service m the put 15 yean, lOIfte wane.

l"ELECOMMUNrATDNS NElWORIC ECONOMICS

Since the pa8Mge of the'96 Telecom Act,. the FCC and the states have done an admirable job
of recognimlg the multiproduct, dynamic nature of the telecommunications network. Above
.n, they have conaistently and repeatedly found that the loop is a common cost to be shared
by aD eervicee that use the facility.

• The FCC began in the local competition docket by recognimlg that the loop is a
common cost of locaL long distance and the other IeI'Vicea that use the loop.

• It Ufirmed this in the M:ceu charge rulemalcing and applied it in i18 deds:ion to
convert the Common Carrier Line (eCL) charge into a flat rate charge to cover loop
costs.

• In the reform of the separationa process, the FCC has stated the economic reasoning
an~ analysis which underpiN this trutment of the loop.

3
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• Administratively, the FCC has declared its intention to compare the cost of local
service on a national average basis to the revenues earned per line. The reference price
includes revenues from a number of sources. The FCC ties the inclusion of revenues
directly to the sharing of costs.

HCDNOYICUSIS

The FCC has also established forward looking economic costa as the btai8 for ra_ and
charges, although the implementation of that concept has not been developed as vigorously
as it could be.

• After the FCC prevails at the Supreme Court, I urge it to revisit the state
methodologies to ensure consistent, forward-looking pricing models are being applied
in the statel. For exampl~ it was recently pointld out in a proceeding before the
Commiseion that in Dallas unbundled loop rates baed on state TELRIC
methodolop. ....six times higher than in similar ratles in aueago. Indeed, they are
60 percent higher in Dallas Texas than in rural Dlinois.

• The unit of analysis should be consistent aCl'ON proceedings. H UNEs are offered over
a specific area, e.g. urban areas, then the Universal Service Fund (USF) should be
estimated over the NJRe area. Failure to use a consistent unit of analysis will crate
opporb.mities for overrecovery ofc~ and will impede competition.

While we believe that the application of these concepts will go a long way toward ensuring
affordable service for d, there is no doubt that a universal service fund wiD be nKusuy.
The fund !ViD be entirely lIW\ageable if the Commission follows. few simple principia

• The CollUftiBaion should treAt the network as an integrated, multiproduct enterprise.

• AU universal service programs should be funded from one SOUIW. Low income, high
cost" and' IChoola, libraries and rural health care, are all univenaJ service programs the
Congreea embraced. They should all be funded in the same way.

• All universal service propwms should be funded from aD telecoaununkations
reveftues. It is folly 10 burden one sector of the telecommunicationa DUU'ket and
exempt others. Univenal service benefits all claaaes of customen and aD geosraphic
regions.
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Agenda
En Banc Hearing: Consumer Issues and Education

Purpose: To explore in an open forum the affordability of telecommunications services and
consumer-education issues.

Date: Oct. 29th (l - 5 p.m.). Note: On the morning of Oct. 30th, the Universal Service Joint
Board will meet to discuss the upcoming Recommended Decision.

Schedule:

1:00 Welcome by Chairman Kennard and any opening remarks by Federal Commissioners
and State Joint Board Members

1:15 Testimony from the panelists

Topic: Ensuring Affordability and Consumer Choice. Panelists will discuss: whether
the goal of affordable basic service is being met; whether there are policies that the
Joint Board should consider recommending to meet the goal of affordable service;
whether, to the extent surcharges are imposed, there are policies that the Joint Board
should consider recommending to ensure that rates remain affordable across the
country; whether carriers are passing through to consumers cost reductions (e.g., access
charge reductions).

1:45 Commissioner questioning of panelists

Alternate federal and state questions. Each Commissioner or Consumer Advocate will
be allotted four minutes to ask questions and obtain responses from the panelists.

2:30 Break

2:45 Testimony from the panelists (cont'd)

Topic: Consumer education. Panelists will discuss: whether federal and state
regulators are adequately informing consumers of the issues surrounding the new
competitive marketplace (e.g., slamming and cramming) and the new universal service
mechanisms (e.g., Lifeline); consumers' expectations of the benefits they will see from
the new competitive environment; whether there are policies that the Joint Board
should consider recommending to better educate consumers about the
telecommunications issues facing them today; whether there are policies that the Joint
Board should consider recommending that encourage better communication between
regulators and consumers.

3:30 Commissioner questioning of panelists

Each Commissioner or Consumer Advocate will be allotted four minutes to ask
questions and obtain responses from the panelists. Then, the question and answer
period will be more unstructured, with the moderator ensuring that all Commissioners
and State Consumer Advocates are called on to ask questions.

5:00 Adjourn



Federal Communications Commission
Universal Service Joint Board En8anc Hcaring

October 29, 1998
Consumer Issues and Education

Statement of Billy Jack Gregg
Director, Consumer Advocate Division

Public Service Commission ot'West Virginia

The following are my responses to the question~ posed by t.he Commission:

1. Is the goal of Affordable basic service being met?

Yes. CWTent rates for basic service are affordable and becoming more affordable. Even

before the advent oCthc Telccomrnunicali(ms Act of 1996, the general trend in rates was down.

Why'? Dccause transcending any changes in law or regulation, telecommunicat.ions continues to

be a declining cost indu.o;try. Between 1992 and 1997 local rates held steady. whil~ ltenlK:il
.- .

inflation rose by 15%.1 At the same tinle, toll rates cam~ down by 31%, white use of the network-

increased by 61 %, according to the FCC's most recent study of rcvenues in the

telecommunications industry.~

In approaching the issues of universal service and access charge reform, the Commis~ion

nnd Joint nonnl must keep ill mind that affordable l'ates are assumed by Americans as a given.

Policies adopted to introduce competition into all areas oftelecommunlcatiom; must not..do

damnge to the level of alTordabilit.y which has already been achieved.

lGNP Implicit Price Deflator, 4Q 1991 - 4Q 1997.

21297 Tclecommlmications Industry Reyenue Report. FCC Common Carrier Bureau,
Industry Analysis Division (Oct. 1998), Table 5.

1



2. Arc there policies the Joint Board should consider recommending to meet the ~oal of

affordable service?

The Commission and the Joint Board must remember that the ultimatc goals ofthe

TdccomlllUnicalions Act of 1996 arc lower prices and better telecommunications services for all

Americans. The means we have chosen to achieve those goals is competition. IIo~evc~,. somc

seem willing to sacrifice the ulLimate goals of the Act· and the arrordability we h~e-already

achieved - in an attempt to jump-start local service competition. Citing thc wording Qf SectiOl\

254 which requires that universal service support be explicit and sufficient, they argue that basic

rates must be raised to unaffordable levels and that the federal Universal Service Fund must

swell to $20 billion.

I say 10 you most emphatically that the purpose of including the specific universal service

guarantees of Section 254 in the Telecommunications Act was not to impose $50 a lUontr1 basic

rates on Imal customers, nor to impose 20% universal service surcharges on allc\lSto~crs. On

the cOl1trary, the explicit goal of Section 254 is affordable service for all, and rates in rural areas

that do not vary apprcciably from those available in \.lrban arcas. Furthermore, there is no

language in Section 254, nor in any other part of the Act, which requires that access charges be

reduced and that wUvcrsal 5ervic~ obligations bc raised to pay for such reductions.

What do yOli at the federal level and we in the states hear concerning the Ievcl ohatcs'?

By and large, it is not customers who arc complaining about high ratesfor services; it is the

telecommunications prOViders who are complaining about what they pay to or receive from each

othcr. These companies. both fLEe's and IXC's - have used the advent of the
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Telccommunications Act as an excusc to create a new environment which shifts as many costs

away from them as possible. The ultimate losers are the end users. The main casually is

affordability.

Policies which the Joint Board should consider to meet the goal of affordaoility should

include the following:

A. First. do no haon. Rutes arc affordable now. The Telecommunications Act W<JS

passed to make rates even more arfordable for everyone. Whatever you do, don't make

average consumers in this country worse off as a result ofyour decisions which arc

supposed to maintain and enhance universal service.

B. Let states take the lead in determininG aITordabi1j~. The cost orlivin~ris di~rent in

different states, and it stands to reason that affordability will also di ITer. Each state

should be able to delem,inc aflbrdability according to its own standards and expcricllce.

Some states have already proposed rate benchmarks for thcir own purposes. For

example, Nebraska has proposed an aftordability benchmark of 522, including the

Subscriber Line Charge (SLC) and other surcharges, while Wyomillg has proposed $25,

excluding the SLC and other surcharges. Other states may propose different $(aTldards.

Some slates have rates based on measured rates; others prohibit mcasured rates. Each

state is diITenml. TIle Conunission should ensure that states continue to receive at least

the level of federal universal support they currently receive, and let each state plot ilS own

cour~e in determining when and how it will reorganize internal subsidies in local rates, j r

any. If additional federal support is needed after competition actually begins at the local

level, the issue can addressed at that time with the benctit of actual data. '
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C. AdcHtiooal universal service support should not flow until competition aetgally

dcvcloD~. Competition is supposed to drive out the implicit subsidies in existing rales

within each state. Great. Let competition do it; regulators shouldn't. Regulators arc very

bad at repHcating the market. There is no harm in devising a universal service support

system which can kick in if and when competition actually begins to erode revenues

supporting the existing network to unacceptable levels. However, it would,bo the height

or folly for regulators to attempt to wring out perceived implicit subsidiesbcf~rc..

competition begins. The only result will he insupportably high local rates and/or

insupportably high universal service surcharges.

D: Ayoid mandatory surcharlles. e5;pecially fixed per Hoe surcharccs. Fixed per line

surcharges tend to endure regardless ofchanges in underlying costs.. Witness the

Subscriber Line Charge. In spite of numerous reductions in access charges, over the past

few years, in spitc ofrcductions in the underlying cost oftelccommul1icatlOnS'. and ill

spite of the earnings of the companies which receive the SLC, the SLC has remained

iixcd, immune to changes in the surrounding environment.

F.,; Be aware of the impact of the tQtaliLY ofyQur decisjons, In detcrrnining the

affordability ofbasie service for consumers, it is the totality of rates that is important:

local service plus any surcharges or line item charges. You will have accomplisaed little

by defining affordabHity as an arbitrary dollar figure, if an excessive universal service

surcluugc must be added to the CU!itomer's bill to make the so-called affordable level

achievable.
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3. To the extcnt that surcharges arc imposcd, arc there policics that the Joint Board should

recommend to ensure that rates remain IlffordabJc?

As I have stated above, the real question is whether surcharges should be imposed at all.

I emphasize again, the Commission should not impose mandatory surcharges on cnd-users.

However, jfsurcharges arc imposed, the following policies should be followed to ensure that

rates remain affordable.

A. Federal surchan;:es should apply only to services oyer which tbisComlnission h35

iuri~diction.namely interstate $crvice~. Respecting the well-defined bO\lnd'atks b9twcen 

fcderc.d and statc jurisdictions maintains the existing responsibility for federal universal

service obligations to the extcnt possible. It also recognizes that there are large portions

of the public which make few, if any, toll calls. Imposing federal surcharges on all

telecommunications services - interstate and intrastate· not only violatcs dlC

jurisdictional prerogativcs of the respective states, but also shifts cost rcspo~lSibility for

the network away from heavy users of the network and on to small tiscrs, ~ho o(1~nlimes

are at thc lowest end of the socioeconomic ladder.

B. Syrchilr~cs Oil end-users should not he mAndatoI)'. Section 254(d) of the

Telecommunications Act is vcry clear that '~cvery telecomnltll1ications carrier" - rather

than cVCt)' tclecommunications customer - must contribute to universal servicc support

m~chanisms. So far, the Commission has followed thi!l clear directive of the Act and has

continued to impose universal service obligations on carriers, allowing them to rotovcr 

these costs "in any la'WfUl manner." As a resull, almost all carriers have imposed per line

or percentagc surcharges on customers to recover universal scrvice costs. llowevcr, so
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long as ~uch surcharges arc not mandatory. I believe the market will ultimately eliminate

them and that universal service costs will be recovered through ovcr:J1l rates, just like any

other cost of doing business. However, if surcharges arc made man&tory by this

Commission, they will be immune to market forces.

C. The Suhscriber r,ine CharBc ~hQyJdJ')e reduced or eliminated. lfth~ Commission is

tying together the issues ofuniversaJ service reform and access charge reductions, it must

ensure that the Subscriber T.ine Charge is also reduced. The SLC was instituted in the

mm-1980's as part and parcel of the imposilion of the new access charge regime created

after the break-up of the Bell System. If. as seems likely, the Commission is going to

. ".
reduce interstate access chargcs imposed on carriers as part ofoverall universal service

Tcfonn, in fairness the Commission must also reduce or eliminate the mandatory SLC

currcntly imposed on all end-users.

4.. Are carriers passioK throll~ to consumers reductions io cost, such as access charge

reductions?

"

Whether access charge reductions are being passed through is really irrelevant to.

shopping customers) customers who arc wi1lin~ to change carriers for a·-better deal; Competition.

for these customers has driven rutes sh~adily downward. A recent survey by my ofiicc showed

that since the advent of intraLATA toll competition in West Virginia in 1989. in-state long

distance rates have decreased over 44%.) Moreover. rates have fallen over 13% in the past year

31 have attached a copy of the study fOT the convenience ofthe.Commission~dJoint

Board,
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with the introduction of onc·plus competition. These rate decreases took place in spite of

minimal access charge reductions.

On the other hand, default customers, patient customers, customers who do not shop Dnd

who make a minimal number of long distance calls, arc still being billed at raLes that have

changed little in ten years. These customers tend to be the poor, the elderly, and the less well

educated. Without a verifiable requirement that all access charge reductions be passcd through to

all customers, long distallce companies will continue to do the economicallY' ration"l thi~: keop _

the savings if they can; Cllt rates to competitive customers if they hav~ to; and otherwise so~k.

customers who do not exercise choice.

If the Commission is concerned th~t interstate access rate rcductions are not benefiting all

customers. it should do what severul states have done: require that aU access charge reductions

he llowed through to customcrs on a proportional~ basis. However, as long as the COimnissioll

tal"es a "hands otI" approach on the issue of 11 ow-thrnugh of acccss charge. o:ductions, iu:an. .

expect companies to continue to ilct in thcir own economic self-interest, and can e~pcct

continucd controversy.

I appreciate the opportunity to appear here today. and will be happy to entertain ilny

questions you might have.
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