DR 97-180
Bel | Atlantic
I nvestigation into Rate Reductions

Order NI SI Approving Petition to Introduce Call Around 603 Plus as
a New Optional Intrastate Toll Calling plan and to Restructure
the Existing Call Around 603 Pl an

ORDER NO 22,869

March 16, 1998

| . PROCEDURAL HI STORY

On Cctober 31, 1997, New Engl and Tel ephone and
Tel egraph, d/b/a/ Bell Atlantic (Conpany, filed a notification
detailing a proposal to reduce rates for residence, business and
carrier access custoners, establish expanded |local calling areas
on a "home and contiguous" basis throughout the State and
i mpl enent a plan establishing network and Internet access for
schools and libraries. The proposal is part of a conprehensive
effort by the Conpany, as a result of Staff investigations, to
reduce total intrastate revenues by $26 nmillion. As a part of its
proposal, the Company filed on February 17,1998, a petition to
i ntroduce Call Around 603 Plus and restructure the existing
Cal | Around 603 plan. The total amunt of the reduction related to
this portion of the proposal is $3.5 million

1. PCSITION OF BELL ATLANTI C AND STAFF

A Bell Atlantic

Cal | Around 603 Plus (603 Plus) is a new optiona
intrastate toll calling plan for residence custoners only.
Subscribers to 603 Plus will be assessed no service establishnent
charge, pay $6.00 per nonth for an initial period of 1 hour and 9
cents for each mnute in excess of the initial period. In
addition, subscribers will receive a 25% di scount on cust oner
dialed, in-state calling card calls and an anni versary di scount
wai vi ng the $6.00 nonthly subscriber charge for one nonth after
12 full nmonths on the 603 Plus plan. No restrictions apply to the
anni versary di scount.

The 603 Plus plan applies to all directly dialed
intrastate toll calls. Per second timng of calls is applied. At
the end of the subscriber's billing period, the sum of
accunul ated seconds are rounded to the next highest minute of use
(MU). Al residence custoners currently subscribed to Call Around
603 ("603 Plan") will automatically be subscribed to the 603 Plus
pl an upon approval .

Furthernore, Call Around 603 will be restructured by
changing it froma residence and busi ness custoner plan to a
busi ness only customer plan. Al terns and conditions remain the
sane.

As filed, 603 Plus is limted to New Hanpshire
resi dences; business custoners are prohibited from subscri bing.
Limting optional toll calling plans to a specific custoner class
departs fromthe Commission's decision in DR 89-010, Re NET, 76
NHPUC 150 (1992). |In DR 89-010, Bell Atlantic's last rate design
case, the Commi ssion concluded there is no difference in the
actual cost to provide residential versus non-residential tol
services. As a result, Bell Atlantic has extended optiona
calling plans to both customer classes.

Bell Atlantic argues that this holding in DR 89-010
shoul d not apply to 603 Plus because the Conpany needs additiona




marketing flexibility in the newly conpetitive tel ecomunications
market. Bell Atlantic contends that the same arguments the
Conpany nmade in its Business Link filing apply equally to the 603
Plus plan. See, Order No. 22,794 at 4,5. As Bell Atlantic argued
i n Busi ness Link, the Conpany contends it is at a simlar
conpetitive di sadvantage in the residence toll market because
other major toll conpetitors have the flexibility to "target
mar ket" optional calling plans to New Hanpshire residence
custonmers while Bell Atlantic is forced to provide optiona
calling plans to all custonmers. Because it mnust provide optiona
calling plans to all customers, Bell Atlantic claims it wll
i ncur additional costs and risk greater revenue erosion than
anti ci pat ed.

Pursuant to DE 90-002, Re Generic lInvestigation Into
I ntralLATA Toll Conpetition Toll Rates, 78 NHPUC 365 (1992), Bel
Atlantic has had the authority to adjust the retail rates of
exi sting services and introduce new services provided it can
denonstrate that the average revenue per ninute of use (ARPM
generated from such services is equal to or greater than the
rel evant price floor. Accordingly, Bell Atlantic provided
anal yses in support of its petition.

Bell Atlantic's ARPM cal cul ati ons are based upon
proprietary March 1997 data indicating that the ARPM of the
proposed 603 Plus plan exceeds the relevant MIS A toll service
price floor. Price floor calculations are based upon the
net hodol ogy established in DE 90-002. 78 NHPUC at 402
Adj ustnments to the price floor were nmade to reflect reductions in
access rates since the conclusion of DE 90-002. The Bel
Atl antic anal ysis does not, however, anticipate stimulation in
toll usage by residence custonmers subscribing to 603 Plus. The
ARPM cal cul ations assume the level of toll traffic will not
change after the introduction of 603 Plus. Further, the
cal cul ati ons do not anticipate increases in residence toll demand
as a result of elimnating daytime calling restrictions under the
current 603 plan, nor the migration of residence custoners from
other Bell Atlantic and non-Bell Atlantic toll services.

B. Commi ssion Staff

Based on its review of the petition and supporting
docunent ati on, Staff reconmends approval of the request to
i ntroduce 603 Plus, limt 603 Plus to residence custoners and to
restructure Call Around 603 from a business and resi dence custoner
plan to a business only plan.

In Staff's opinion, Bell Atlantic's analysis
denonstrates that the proposed rate exceeds the increnental cost
of providing 603 Plus and, therefore, the service is not
subsi di zed by non-conpetitive Bell Atlantic services. This
anal ysis al so denonstrates that 603 Plus service rates are set at
| evel s which yield ARPM results above the relevant price floor
pursuant to the Conmi ssion's order in DE 90-002

Staff notes that although Bell Atlantic did not project
any stinulation in toll usage, the proposed rates are structured
in a nmanner that prohibits ARPM from goi ng bel ow t he rel evant
price floor. As stated, 603 Plus is rated at 10 cents per MOU
assum ng the subscriber utilizes the full anpbunt of the initial 1
hour period. For each MOU after the initial period, subscribers
will pay 9 cents per MOU. On average, therefore, higher vol une
subscri bers pay between 9.1 cents per MOU and 10 cents per MOU
dependi ng on toll usage. The relevant MIS A price floor is
currently 7.7 cents per MOU. Conversely, subscribers with tol

usage of less than 1 hour per nmonth will pay in excess of 10
cents per MOU. Thus, any increases or decreases in aggregate
toll usage will not negatively inpact the price floor test of 603
Pl us.

Staff's concern with ascertaining demand | evel s focuses
on anticipated revenue reductions. It is Staff's opinion that
shoul d denmand for 603 Plus increase, then anticipated revenue
reductions will fail to nmaterialize as proposed price reductions




will be offset by increased revenue associated with hi gher MU
Simlarly, if demand for 603 Plus deteriorates, then revenue
reductions will be greater than antici pated.
Because Bell Atlantic could not provide Staff with up-to-date MOU data in a tinely mann
i npact of changes in MOU demand as a result of this filing on BA
revenues. In making these projections, Staff tested its own
concerns regarding toll rate reducti ons, MOU demand and revenue,
by running various scenarios using the nost recent customner
counts (a/k/a Billing Tel ephone Nunbers's or BTN)for the existing
603 Pl an.

The tests indicate that rate reductions do not
necessarily result in revenue reductions. However, because Bel
Atlantic has lost a significant nunber of 603 subscribers, the
demand for toll MOU by the remmai ning subscribers would have to
i ncrease substantially before the anticipated revenue reduction
woul d be elim nated

According to Staff, the conditions related to the
pricing of toll services that were inposed on Bell Atlantic as a
result of the Commission's Order in DE 90-002 have expired.
Nevert hel ess, Staff believes the nethodol ogies relied upon in
t hat docket to establish ARPM and price floor calculations remain
val i d.

Al t hough Bell Atlantic's request to limt 603 Plus to
resi dence custoners and restructure the current 603 plan is a
departure fromthe Conm ssion's past ruling on toll services,
Staff supports the limtation. It is Staff's opinion that the
argunents proffered by the Conpany in its Business Link filing
regardi ng the conditions of the IntralLATA business toll market
apply equally to the residence toll market. As Staff asserted in
the Business Link filing, the intrastate toll narket is beconi ng
i ncreasingly nore conpetitive. Thus, Staff believes approval of
the petition will provide Bell Atlantic the opportunity to
respond to conpetitive pressures and retain custoners by target
mar ket i ng hi gh vol une residence custoners with a nore distinct
and conpetitively priced service.

In Order No. 22,794, Staff also opined that a cost
study in support of pricing a simlar service differentially
across custoner classes was no | onger necessary. In this
particular situation, Staff does not believe that a cost study is
necessary and that this requirenent on Bell Atlantic should be
wai ved. Conducting a cost study woul d cause unnecessary del ay,
prevent Bell Atlantic fromresponding to conpetitive pressures
and postpone rate reductions indefinitely. Mreover, the standard
by which the Conmi ssion now considers the prudence of tariff
revisions is the price floor test. As discussed above, 603 Pl us
rates yield ARPMresults in excess of the relevant price floor
Therefore, it is Staff's opinion that 603 Plus neets the
af orementi oned conditions and introduction of the service is in
the public interest.

Staff notes, however, that departure fromthe principle
of pricing tel ecommuni cation services on the basis of cost should
be used with discretion. The nmovenent away fromthe cost of
service principle in this particular case is nore indicative of
changes in the conpetitive conditions of the intrastate tol
mar ket and should not be construed as a rejection of the
principle of basing rates on costs.
[11. COW SSI ON ANALYSI S

We find the proposed changes to the tariff just,
reasonable and in the public interest. The analysis provided by
Bell Atlantic denmonstrates that 603 Plus service rates are
appropriately set at levels which yield ARPMresults above the
rel evant MIS A price floor. Therefore, the service rates exceed
the increnental cost of providing 603 Plus service and are not
subsi di zed by a non-conpetitive service

Consistent with our decision in Order No. 22,794, we
will not require Bell Atlantic to submt a cost study in support




of pricing toll services differentially across customer cl asses.
Qur decision is based on Bell Atlantic's analysis indicating that
603 Plus rates exceed increnmental cost. Simlarly, we again find
that our prohibition in DR 89-010 against differential tol
pricing anmong custoner classes is not appropriate in this
particul ar situation. Thus, we will depart from our previous
ruling in DR 89-010 pertaining to the requirenment of extending
di scounted calling plans to both residential and non-residentia
custonmers. Qur decision is based on the prenise that granting
additional marketing flexibility will provide Bell Atlantic
adequat e opportunities to respond to changes in the intrastate
toll market. The decision should not be interpreted as a
rejection of cost-based principles used to develop rates for
ot her tel ecommuni cati ons services.

Based upon the foregoing, it is hereby

ORDERED NI SI, that the Bell Atlantic proposed tariff
revi sions to NHPUC No. 77 consisting of:

Part A, Section 1, Revised page 4

Part A, Section 9, third revision of page 10

Part A, Section 10, second revision of page 24

Part A, Section 10, original page 38 and 39

Part M Section 1, second revision of page 33

Part M Section 1, third revision of page 35 and it

i s APPROVED

FURTHER ORDERED, that pursuant to N.H Adnin. Rules,
Puc 1604.03 or Puc 1605.03, the Petitioner shall cause a copy of
this Order Nisi to be published once in a statew de newspaper of
general circulation, such publication to be no later than Mrch
23, 1998 and to be docunented by affidavit filed with this office
on or before March 30, 1998; and it is

FURTHER ORDERED, that all persons interested in
responding to this petition be notified that they may subnit
their coments or file a witten request for a hearing on this
matter before the Commission no |later than April 6, 1998; and it
is

FURTHER ORDERED, that any party interested in
respondi ng to such comments or request for hearing shall do so no
later than April 13, 1998; and it is

FURTHER ORDERED, that this Order Nisi shall be
effective April 16, 1998, unless the Conmi ssion provides
otherwi se in a supplenental order issued prior to the effective
date; and it is

FURTHER ORDERED, that the Petitioner shall file a
conpliance tariff with the Comm ssion on or before April 16,
1998, in accordance with N.H Admin. Rules, Puc 1603.02(b).

By order of the Public Utilities Commi ssion of New
Hanpshire this sixteenth day of March, 1998.

Dougl as L. Patch Bruce B. Ellsworth Susan S. Ceiger
Chai r nan Conmi ssi oner Conmi ssi oner

Attested by:

Thomas B. Getz
Executive Director and Secretary




