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Utilities represent part of the infrastructure for the state of

Florida. In 1988, gross capital facilities (undepreciated) owned by local

telephone companies and investor-owned electric utilities amounted to $13.1

and $17.8 billion respectively, resulting in operating revenues of $4.85

and $7.6 billion for these telephone and electric firms. (FPSC Annual

Report, 1988.) The addition of long distance telephone, cable television,

municipal electric systems, local gas distribution systems, natural gas

pipelines, water and sewer systems and related industries further

underscores the economic and social significance of these infrastructure

industries. The Florida Public Service Commission regulates several of

these industries, encouraging the fair and efficient provision of local

telephone, gas, and electricity services. This chapter describes the scope

of these industries and the nature of the issues facing private and public

decision-makers.

Electric Utilities in Florida

Introduction

The Florida Public Service Commission (FPSC) regulates the prices

and rates of return of the state's six investor-owned electric utilities.

In addition, the commission makes rules controlling utility operations,

including the certification of all new power plants in the state. The FPSC

consists of five members who are appointed by the governor from a list of
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nominees selected by the Public Service Commission Nominating Council.

These appointments then are confirmed by the Florida Senate.

There are 58 electric utilities in the state of Florida which fall

under the categories of : 1) investor-owned, 2) municipal and 3) rural

electric cooperatives. Of this total, 26 generate electricity, while the

remainder only distribute it. Despite the large number of utilities, a

handful provide the bulk of electric power in the state. Specifically,

Florida Power and Light, Florida Power, Tampa Electric, Jacksonville

Electric Authority, and Gulf Power account for 84% of Florida's electrical

sales. With the exception of Jacksonville Electric Authority, all of these

are investor-owned utilities.

The Florida utilities have more than 36,000 MW of generating

capacity. About 46% of the total electricity produced in the state during

1988 was generated using coal, while oil and nuclear each represented 21%,

gas about 12%. This marked a dramatic change from 1980 (Table 1), when

Florida was heavily dependent on oil as a production fuel. The reduced

dependence on oil results from federal and state emphasis on conservation

of this resource.

TABLE 1
FUEL TYPE OF ELECTRICITY GENERATION

STATE OF FLORIDA
(Percent)

1980 1988

Fuel Oil 46.2% 21.3%
Coal 20.6% 45.6%
Nuclear 17.5% 21.1%
Natural Gas 15.5% 11.8%
Hydro 0.2% 0.2%

Source: Florida Public Service Commission, Statistics of the
Florida Electric Utility Industry

Florida's pattern of electricity consumption reflects the service-

based nature of its economy. In 1988, over 82% of the state's electricity
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was used by the residential and commercial sectors. Industrial activity,

on the other hand, consumed only 14%. This differs considerably from the

rest of the country, where residential/commercial usage makes up only 62%

of the total, while manufacturers represent 35% of electricity sales.

Trends in the 1980s

Economic expansion propelled the state's nearly 40% increase in

electricity sales from 1980 - 1988 (see Table 2). The sharp rise in

residential and commercial construction, resulting from household and

employment growth, has been the largest single factor boosting the demand

for electricity. However, gains in family income during this period have

also raised sales by spurring increased appliance purchases.

Another element increasing electrical consumption has been the

recent stability in utility bills. Between 1981 and 1988, the rise in the

price of electricity slowed to around 1% per year due to the relative calm

in world oil markets. When compared to the increased costs of other

products, the "real" or inflation-adjusted cost of electricity actually

declined by 17% over this period. This reduction in the relative price of

electric power has led to expanded customer usage over the past several

years.

Addi tional power plants have been required to accommodate the

state's growing electrical needs. Between 1980 and 1988, Florida added

around 8,000 MW of new generation: a 28% increase in capacity. From the

patterns in the Table 1, it is apparent that these additions have almost

exclusively been in coal and nuclear facilities. Florida utilities in the

1980s have also purchased power from outside the state (over 15% of

consumption) in 1987: power imports projected to decline slightly in the

1990s.

The fastest growing component of electricity sales over the past
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decade has been the- commercial sector, which includes firms involved in

service-related activities. During the 1980s, this group's consumption has

been advancing at a 6% annual rate (Table 2). Given recent economic

patterns, this trend was expected. The majority of new jobs generated both

at the state and national level have come from the service sector,

reflecting the basic change in our economy from manufacturing to non-

manufacturing.

TABLE 2
FLORIDA ELECTRICITY SALES

(Thousands of Gigawatt Hours)

Average Annual
1980 1988 Growth Rate

Residential 44.6 61.2 4.9%
Commercial 26.2 41.8 6.0%
Industrial 16.3 17.7 1.1%
Other --.hZ --lL..l. 3.3%

Total 90.3 124.9 4.1%

Percentage Increase, 1980 - 1988 38.3%

Source: Florida Electric Power Coordinating Group
Forecast Document - FPSC Docket No. 890004-EU

The second-fastest growing class has been residential sales, which

have increased at a 4% annual pace, chiefly because of the state's rapid

population growth over this period. Finally, industrial electricity sales

by utilities have grown slowly in the 1980s, increasing at only 1% per year.

As previously noted, this modest advance can be explained partially by the

economy's shift away from manufacturing. Moreover, the majority of growth

in manufacturing has been in "lighter," less energy-intensive processes.

Another development that has limited industrial electricity

purchases has been the move toward congeneration. In the industrial sector,

congeneration primarily involves the production of electricity using waste

heat from the manufacturing process. This waste heat or steam was formerly

removed through a venting device such as a smokestack. Recently, however,
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improved technology and federal legislation have made it cost-effective for

certain companies to use the residual steam to power turbines, producing

electricity for their needs. This has reduced manufacturers' demand for

power from electric utilities and dampened industrial electricity sales.

The rapid growth posted by the commercial category (shopping

centers, hotels, and the like) during the 1970s has increased its proportion

of total electricity sales. Specifically, the commercial contribution has

risen by more than 4% between 1980-1987 while industrial sales have fallen

by a similar percentage (Tabl~ 3).

TABLE 3
FLORIDA ELECTRICITY CONSUMPTION BY SECTOR

(Percent)

1980 1987

Residential 49.4% 49.3%
Commercial 29.0% 33.1%
Industrial 18.1% 14.3%
Other 3.5% 3.3%

Source: Florida Electric Coordinating Group
Forecast Document - FPSC Docket No. 890004-EU

Slowing the Need for New Power Plants

During the 1970s, Florida experienced rapid, though uneven, growth

which necessitated the construction of numerous power plants. In that time

period, the state's generating capacity more than doubled from 13,500 MW in

1970 to 28,500 MW in 1980. This development, along with the expectation of

continued expansion, concerned both the Florida Legislature and the FPSC as

the state entered the 1980s. Added to this was the state's heavy reliance

on oil, the uncertainty in those markets resulting form the OPEC oil

embargo, and concern over the environmental impacts of fossil and nuclear

fuels.

These considerations led to the passage in 1980 of the Florida

Energy Efficiency Conservation Act (FEECA). The primary purpose of this

5



legislation was to reduce both the state's dependence on oil and the need

for expensive new power plants. To realize those objectives, the FPSC

adopted goals for electric utilities limiting both energy sales and peak

demand growth. This prompted utilities to develop comprehensive

conservation programs aimed at minimizing electricity needs related to the

state's future growth. These programs encompassed two general categories:

conservation and load management. Conservation programs are designed to

reduce both energy consumption and the state's peak demand for electricity.

These programs provide consumers with information and incentives to install

more energy-efficient appliances or to weatherize their homes. Load

management involves controlling appliances to reduce winter and summer peak

electrical requirements. This program allows utilities to install devices

on heating and cooling appliances (as well as water heaters and pool

heaters) to smooth out peak usage periods.

The programs have produced dramatic results. Between 1981 and 1988,

conservation and load management have saved nearly 2,500 GWH or about 8% of

the state's energy sales growth during that period. At the same time, the

state's peak demand has been reduced by 1,455 MW or about 20% of the

incremental growth. When cogeneration is considered, these reductions are

even greater. As a result of these actions, power plant additions (which

include purchases from outside the state) in the 1980s will be about 60% of

the number constructed during the 1970s.

Table 4 highlights the conservation impact. Between 1970 and 1980,

electricity sales and power plant additions grew at a pace well above both

population and employment. During the 1980s, however, these relationships

have changed considerably: the ratios between electricity sales, generating

capacity and the economic measures have declined significantly.
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TABLE 4
CONSERVATION IMPACT

(Average Annual Growth Rate)

1970-1980 1980-1988

Population
Employment
Electricity Sales
Generating Capacity

Ratios**
Elec Sales/Pop
Elec Sales/Emp
Gen Cap/Pop
Gen Cap/Emp

3.7%
5.2%
6.1%
7.8%

1.6
1.2
2.1
1.5

3.1%
4.1%
4.1%
3.4%*

1.3
1.0
1.1
0.8

* Includes purchases from outside the state.
** The ratios are a way of comparing growth rates.

The 1.6 electricity sales/population ratio for
1970-1980 is calculated by dividing sales growth
of 6.1% by population growth of 3.7%.

Outlook for the Coming Decade

For the 1988-1997 period, utilities are projecting Florida

electricity sales to increase at a 3.2% annual rate (Table 5). While this

represents some moderation from the 4.1% pace of the 1980s, it nevertheless

reflects a healthy rate of growth.

TABLE 5
FLORIDA ELECTRICAL SALES GROWTH
(Average Annual Percent Change)

Residential
Commercial
Industrial
Other
Total

1980-1988

4.0%
6.0%
1.1%
3.3%
4.1%

Forecast
1988-1997

3.3%
3.5%
2.6%
2.9%
3.2%

Source: Florida Electric Power Coordinating Group
Forecast Document - FPSC Docket No. 890004-EU

Looking at individual categories, some of the trends of the 1980s

are expected to continue over the next decade. For example, commercial

energy sales are projected to remain the major area of growth, followed by

residential consumption. While the industrial sector's expansion of
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electricity purchases is still expected to lag behind the other categories,

the forecast of 2.6% growth per year is well above the rate experienced in

the 1980s. This stems from the fact that much of the downsizing of heavy

manufacturing, which partially offset the light industrial gains in the

1980s, is now over. Thus, the expansion of high-tech industrial activity

anticipated in the coming years will not be offset by declines in ~he

energy-intensive sector. Also responsible for the growth of industrial

purchases is the moderation of cogeneration additions during the 1990s.

Many of the largest industrial companies already have shifted to this source

of power.

The state's expanding demand for electricity in the 1988-1997 period

requires a coordinated plan to accommodate this growth. As in the 1980s,

the electric utilities intend use conservation, cogeneration, and new power

plants to meet these requirements.

Conservation and load management will continue to play an important

role in limiting the need for future plant additions. Between 1988-1997,

reductions in the state's peak demand from these programs will expand by

two-and-one-half times, from 1,455 MW to 3,610 MW. These savings represent

more than 10% of the state's projected peak demand in 1997. Looked at

another way, this expected future impact is equal to nine 400-MW power

plants, or a saving of over $3 billion in capital outlays.

The relative contributions from these two groups also will be

changing over this period. Presently, 60% of total peak reductions are

provided by conservation programs. But during the next 10 years the

majority of new savings should be in load management. Thus, by 1997, this

category will be responsible for 60% of the 3, 600-plus MW of proj ected

savings.

Cogeneration savings also will rise. As previously noted,

industrial cogeneration has been an important factor in controlling
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electricity demand in the manufacturing sector during the 1980s. Another

form of cogeneration involves burning garbage. These facilities are usually

constructed by municipalities and counties who sell the power to the

electric utilities. Between 1988 and 1997, the majority of new cogeneration

will be from this resource. Together, industrial and governmental

cogeneration will expand by 1,000 MW during this period. Like conservation

and load management, this will reduce the state's need for new power plants.

Even with these impressive savings, however, Florida's peak demand

needs will remain on an upward course. Consumers want reliable electricity,

which requires planning to meet highly weather sensitive demands.

Therefore, the utilities plan to build 4,000 MW of additional capacity and

to continue purchasing electricity from outside the state over the next

decade. However, the planned capacity additions over this period are less

than the new generation built in the 1980s and substantially below the

15,000 MW constructed in the 1970s. Accompanying generating capacity are

the transmission facilities needed for interconnecting the various systems

in the state.

The challenge over the coming decade, therefore, is to develop an

effective plan for meeting the strong electrical demand that will result

from a rapidly growing state. The health (and comfort) of our citizens and

the competitiveness of our industries depend on the availability of

electricity for Florida. From the experience of the 1980s, a mix of

conservation, cogeneration and new production facilities appears to offer

the best approach to meeting our energy needs. Environmental and siting

issues can be expected to be addressed by the Department of Environmental

Regulation. In addition, regulatory authorities will continue to determine

appropriate prices for electricity, to provide incentives for its efficient

production, to resolve territorial and transmission access disputes among

suppliers, and to monitor diversification by holding companies (which own
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both the regulated utilities and unregulated enterprises). Calculating

prices which signal the cost of consumption is not a simple process,

especially when interruptible service and different classes of customers are

involved. As an example of efficiency-enhancing activities, the FPSC

encouraged the introduction of the Florida Energy Broker system (a modified

version of computerized central dispatch), which saved Floridians over half

a billion dollars from 1978 to 1988. Regulators and utility executives will

continue to face tough choices int he 1990s.
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TELECOMMUNICAnONS INFRASTRUCTURE

The Florida telecommunications industry also faces unique challenges

and opportunities as the information age matures and the twenty-first

century nears. New technologies, changes in regulatory philosophies, and

growth in consumer demand all affect the types of decisions needed for

continued improvements in indust~y performance.

Local Exchange Companies

Fourteen local exchange companies (LECs) are certificated by the

Florida Public Service Commission to operate and provide telephone service

to all customers in their mutually exclusive geographic service territories.

Within each service territory, the LEC will designate certain areas as

exchanges. In 1989, there were 285 such exchanges operated by the fourteen

companies. All customers within an exchange are physically connected to

central office switches which route calls to either a local number within

the same exchange or to another exchange.

Within Florida, the four largest LECs, Southern Bell, GTE Florida,

United Telephone Company of Florida, and Central Telephone Company of

Florida, provide over 98% of the available access lines. Southern Bell

serves the densely-populated east coast, plus areas near Gainesville,

Orlando, Panama City, and Pensacola. GTE serves the area around and

including Tampa-St. Petersburg. United serves large rural (and formerly

rural, now urban) areas in the central and southwest part of the state,

while Centel serves Tallahassee, Fort Walton, and surrounding areas. Table

6 presents annual statistics of the LECs including: number of companies,

number of access lines, and total investment for the years 1973 to 1988. 1

1 In 1983, the Florida Telephone Association converted from statistics on number of telephones
(stations) to number of access lines as entrants introduced customer premise equipment.
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TABLE 6

FLORIDA LOCAL EXCHANGE COMPANY STATISTICS

NUMBER OF NUMBER OF NUMBER OF INVESTMENT
YEAR COMPANIES ACCESS LINES STATIONS ($000)

1973 20 5,677,048 4095544
1974 20 5,982,272 4873515
1975 20 6,083,628 5387871
1976 20 6,469,122 5749711
1977 20 6,813,047 6157423
1978 20 7,270,305 6697424
1979 20 7,762,608 7433990
1980 18 8,271,577 8331396
1981 17 8,686,285 9247390
1982 14 8,544,056 10375534
1983 14 7,593,877 9713095
1984 14 5,687,305 10862185
1985 13 5,969,822 11556921
1986 13 6,381,160 11490828
1987 14 6,527,536 12246634
1988 14 6,869,965 13122904

Source: Florida Telephone Association

LECs provide both regulated and unregulated services to their

customers. Technology and consumer demand have caused some new regulated

services to be offered, such as call waiting, and some unregulated services

to be offered, including customer premises equipment (including telephone

sets). LECs are also responsible for providing long distance

telecommunications companies with access to the local loop.

Prices for basic local exchange service have remained fairly stable

in Florida over the past decade. Figure 1 shows the basic service charges

for Fort Myers, Jacksonville, Miami, Orlando, and Tampa for 1981 and 1989. 2

Since these are prices for basic service, they do not reflect different

treatment of equipment charges, taxes, inside wire repair, and optional

services between the time periods. This price stability in the face of

general inflationary pressure suggests that local exchange companies have

2 Source: Florida Public Service Conmission, A Report to the Florida Legislature Status of the
Telecommunications Industry, V2, 1989, 100.
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Figure 1
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When Microwave Communications Inc. (MCI) began offering its Execunet

service in 1975, its entry signalled the coming of a new era of competition

in the switched, long distance telecommunications industry. Although AT&T

brought MCI to court over the issue, in 1978, the u.s. Court of Appeals

finally granted MCI common carrier access to the Bell local exchanges. The

FCC then deregulated customer premise equipment previously provided by the

local exchange companies.

With the signing of the AT&T consent decree in 1982, long distance

telephone service became an even more competitive arena. In 1982, the

Florida legislature enacted laws allowing the Public Service Commission to

certify multiple providers of intrastate inter-exchange telephone service.

As of July, 1989 there were ninety such companies providing long distance

inter - exchange service wi thin Florida. Some of these companies also provide

interstate service, which is regulated by the FCC. Local exchange companies

are allowed to provide inter-exchange service within their certified areas.

Two innovations have contributed to the increase in inter-exchange

service competition in Florida: fiber optics and digital transmission. In

addition, microwave technology provides a quick and relatively inexpensive
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means of entering the telecommunications industry. For companies linking

local exchange networks, new technology has provided cost savings that

ultimately get passed on to the consumer in a competitive environment.

In 1985, AT&T had by far the largest share of total inter-exchange

market revenues -- $582 million of the $723 million total market (80.5%).

The next four largest inter-exchange companies in Florida were MCI,

Microtel/Lasernet, u.s. Sprint, and Telus, which had a combined $58 million

in revenue (8.1%). All remaining inter-exchange companies had combined

revenues of $83 million (11.4%).

By 1988, AT&T's Florida revenues had risen by 3.6% to $603 million,

but the revenues of MCl, Microtel/Lasernet, U. S. Sprint, and Telus increased

by 263% during the same period to over $211 dollars. Thus, AT&T's market

share declined from 80% to 67% over the 3 year period. Since AT&T's

revenues increased slightly during this period but its market share was

eroded, this could indicate that the four leading competitors have captured

additional market expansion at their expense.

In Florida, an important consideration for the telecommunication

industry is the ability to meet future needs. Although Florida's population

growth rate is expected to slow down, the telecommunications industry must

still plan for the telephone service demands of over 15.9 million residents

by the year 2000.

In the inter-exchange market, new demand created by a growing

population will be met by those companies best positioned to provide quality

service. Some of the new entrants in the inter-exchange market have

installed large amounts of capacity, consisting of fiber optic networks.

Companies with this excess capacity stand ready to provide additional

service to an expanding population, and may even benefit from a cost

advantage resulting from efficient new technology. Although AT&T currently

enj oys dominant firm status, increasing competitive forces should put
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additional downward pressure on prices. The Federal Communications

Commission regulation of AT&T has been maintained, but gradually loosened,

so that new entrants would not be immediately forced out by a dominant

AT&T. Once this incubation period of "managed competition" is over,

however, the objective is for some form of market competition to prevail.

Cellular Technology

A recent development within the local exchange areas is the advent

of cellular radio technology. Mobile telephone companies provide service

between the mobile station and the land-based local loop via radio waves.

The mobile telephone company uses a transmitter in a certain area or,

"cell," to provide communications. The FCC allocates radio frequencies

which can be used at low power, which permits the same frequency to be used

in other cells. Currently, cellular companies are not regulated in Florida.

To date, the FCC has granted licenses to cellular companies in 18

metropolitan areas and 11 rural areas within Florida. Within each area, a

degree of competition is provided, because both a local exchange company and

a non-local exchange company can operate competing cellular businesses.

Cable Television

Cable television has emerged as an important player in the

information, entertainment, and communications industries. There are

weighty issues currently facing the industry which will require careful

consideration. A primary issue that confronts the cable industry is the

role of regulation. Proponents of CATV reregulation argue that allowing two

companies requires dual cable systems: the capital and operating costs

would therefore double for the same service, causing basic service prices

to rise. Opponents of regulation argue that monopolies have reduced

incentives to be efficient, and that competition gives the customer better

quality at a lower price. There is no clear answer to the issue; however,
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the U.S. Senate is currently holding hearings on whether to re-regulate the

cable industry, sparked by consumer complaints of increasing prices and low

quality service.

Another issue to resolve is how to maintain s~fficient flexibility

to permit the introduction of new technologies such as High Definition TV

(HDTV). Cable operators currently use high capacity fiber optics for tr~nk

lines, but this service laterals are mainly conventional hardware which may

not be able to handle HDTV. Additionally, cable systems are currently

technically and legally unable to compete with the local exchange companies

for telephone service. There may be a time in the near future, however,

when cable operators must be flexible enough to compete with local exchange

companies, satellite operators, or wireless systems to meet consumers'

communication and information demands.

Social Implications

The infrastructure of a state affects productivity and the quality

of life. Business location decisions are based partly on dependable

service, including availability of advanced capabilities. POTS (plain old

telephone service) must be supplemented by PANS (pretty awesome new

services) if communications capabilities are to meet the needs of commerce.

Furthermore, the simple dial tone is a potential life-line to the outside

world for many citizens. Thus, affordable and efficient telecommunication

has profound social and economic implications.

Telecommunications provides a crucial link for Florida citizens.

Our large state is made much smaller when we are able to communicate with

anyone at anytime. An efficient telecommunications network has an enormous

impact on our daily lives. For Florida's elderly population, for example,

telecommunications means instant access to an array of health care and

public services. Citizens no longer need to rely as much on transportation
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services when telecommunications can substitute for this function. This is

critically important to the elderly since many of them have limited

mobility.

Telecommunications also provides a much lower cost and safer

alternative to physical transportation. The services that the elderly

population needs can be accessed at a fraction of the cost of public or

private transportation. Many elderly people feel unsafe providing their own

transportation needs. As highways become more congested and crowded, a

sophisticated and efficient telecommunications system makes it easier for

the elderly to avoid costly private transportation and inconvenient public

transportation. Other demographic groups also benefit, as they are brought

closer together by the availability of telecommunications systems. The

security of fire and police protection are just two examples of the

important services to which telecommunications can provide access. Also,

new technologies allow work location to be to be more amenity-driven

making Florida more desireable for corporate relocations.

News and information is another important benefit of an advanced

telecommunications industry. The availability of such information allows

us to improve our understanding of the world around us and make better

decisions for our lives. Of course, sports and entertainment channels

provide additional programming for leisure time.

One could argue that Florida's local communities are partly held

together by the telecommunications industry. Local programming provides

information about the nearby community. Neighbors are tied together through

a low cost and efficient telephone network. We tend to take for granted

how telephone service provides a sense of belonging to the state and helps

our many newcomers fit into new communities. The tourists who come to

Florida also illustrate of the role of telecommunications. Decisions about

where to go and what to do are facilitated by an efficient communications
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system.

Finally, long distance telephone service into Florida is important

to residents in several ways. For current residents, it provides access to

information and resources outside the state. For newly transplanted

residents, long distance telephone service provides the added function of

linking them to their previous community. New residents can stay in touch

with friends, family, and business associates. Surely, modern

communications systems are the information highways to the home- -where

technological innovations hold out the promise of a dazzling array of new

services

Business/Commercial Implications

The impact and importance of the telecommunications industry is

perhaps even more dramatic in the business sector. Productivity and

efficiency have improved greatly as telecommunications has become more

advanced. The marketplace, for example, can now be considered truly global.

Today's information networks provide instant access to virtually any

location worldwide. For example, the financial markets around the world

no longer function independently. Businesses have been able to expand their

presence in a variety of geographical markets at relatively low cost.

Customers and suppliers can be pursued anywhere with proper communication

capabilities.

Domestically and internationally, telecommunications has

substantially reduced the need for travel. Businesses can conduct much of

their day-to-day activities via electronic information systems. Video and

audio networks have allowed companies to hold meetings with customers,

suppliers, or other company employees without travelling. Orders can be

placed world wide without having to travel to the vendor. Conversely,

orders can be received from anywhere. Payments are regularly transferred
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electronically by the respective banking institutions. Similarly, the

growth of the publishing industry in Florida has been made possible by new

communications technologies.

These services provide cost savings for firms and customers alike.

With a relatively minor investment in telecommunications systems, companies

are able to significantly improve the productivity of existing labor and

capital. A key question is whether integrated (common carrier) networks or

specialized networks best meet the emerging needs of enterprises and

governments. The telecommunications and information infrastructure is an

essential part of Florida's service oriented economy. A well developed

infrastructure enables businesses to develop the services that will allow

industry to gain a competitive edge.

Policy Issues for Regulators

The policy issues noted here illustrate the types of issues

confronting private decision-makers and governmental groups. Their

thoughtful resolution is critical to enhancing Florida's position as a state

on the cutting edge of technological advancement -- while maintaining the

environmental and social amenities desired by our populace. In addition,

both energy and telephone service are viewed as necessary for the poor. One

of the primary obj ectives of telecommunications policy in Florida and

elsewhere has been to ensure universal basic voice telephone service (POTS).

Similarly, a low price for residential electricity is a goal for regulators.

Other tasks remain for policy makers.

The issue of cost allocation, for example, is a key issue for

capital-intensive industries which serve different customer groups.

Currently, exchange carrier cost categories are separated into intrastate

or interstate jurisdictions. Florida and other states are trying to

convince the FCC that its decisions regarding unbundling of basic service
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may lead to a m:Lsmatch of revenues and costs between interstate and

intrastate jurisdictions. The cost allocations associated with the

provision of basic service is primarily left up to state regulators.

Depending on how the FCC chooses to price interstate basic service elements,

however, local callers may face price hikes to cover allocated costs. A

parallel set of issues arise in electricity--pricing for different gro~ps

of customers, based on time-of-use. Inappropriate cost allocation rules can

yield inefficient price signals, unfairly burdening particular customers.

Another key issue for policy regulators in Florida is the continued

use of rate of return regulation. Traditionally, state regulators have

determined the amount of total revenue a firm needs in order to provide

service. This "revenue requirement" is determined by looking at financial

data submitted by the company and reviewing the company's expenses (which

include operating expenses, depreciation, and taxes). The level of plant

investment is called the rate base. The regulators then determine a "fair"

rate of return on investment to determine the total revenue requirement.

The fundamental goal of the regulatory process has been to ensure

that rate payers receive quality service at reasonable prices, while

permitting the regulated company to earn a reasonable return on its

investment. While there is no absolute guarantee that the company will

recover its entire revenue requirement, on average the company can expect

to be fully compensated and earn its return on investment.

Rate of return regulation, however, becomes much more complicated

as telecommunications and electricity move into more competitive

environments. In some situations, rate of return regulation can reduce

incentives for efficiency and innovation, and results in higher costs than

other regulatory approaches. For example, why should a firm undertake a

risky modernization program if cost savings are immediately passed on to

consumers, but losses from unsuccessful innovations are borne by investors?
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Such asymmetric regulation can result in higher costs to the rate payers,

delay modernization of the country's infrastructure, deny customer's access

to new and innovative services, and potentially compromise the

competitiveness of regulated firms in the marketplace.

An alternative form of regulation is the use of price caps. The FCC

recently issued an order imposing its price cap scheme on the operations of

AT&T and issued a Further Notice of Proposed Rulemaking for application of

the plan to the operations of the Bell operating companies. Their

expectation is that price caps will provide more of an incentive for

regulated companies to lower operating costs in order to maximize their

return on investment. In the quest for potentially higher returns,

companies would also pursue innovative technologies and introduce new

services for customers. This alternative to traditional regulation is also

being"explored in the gas and electric utility industries.

The rapidly changing telecommunications and energy industries

require a continuing evaluation of the regulatory process. Historically,

regulation has been broadly divided into economic and service regulation.

Economic regulation, as discussed above, has been accomplished by

controlling prices and determining revenue requirements. Service regulation

has involved setting service standards and monitoring them to assure

compliance.

Note also that historically, entry regulation accompanied rate of

return regulation. In exchange for giving up the exercise of monopoly

power, utilities had franchises. However, the energy crisis of the 1970s

and new technologies have altered economic opportunities. The information

age has caused a great erosion of protected markets -- first telephones,

attachments, then computer switching capabilities (private branch

exchanges), and now long distance. Satellite communication, private

microwave systems, fiber optics, cellular telephone, and other high

21



technology -alternatives potentially threaten the viability of the local

exchange. Similar problems arise in electricity: cogeneration, access to

transmission facilities, and conservation have altered the energy

industries. Regulators and managers alike are trying to determine the

least-cost mode of delivering services to homes, businesses, and

governments. No one is suggesting a return to the days of administrative

control of entry, prices, and returns -- but we must carefully monitor

developments to ensure that these components of Florida infrastructure

remain dynamic and accessible.

Regulatory policy is likely to be different from the past if

affordability and innovation are to continue. Consequently, the role of the

regulator will continue to adapt to changing conditions. Regulators must

look for ways to encourage competitive forces and remove barriers to

competition where feasible. Concern over a possible Greenhouse Effect,

water quality, and national acid rain legislation will further complicate

the selection of electricity generation mix and sites for facilities and

transmission lines. Regulators will address complex cost allocation issues,

including the pricing of competitive services. Given their critical

positions in the economy, the energy and telecommunications industries

services are likely to become even more important to Florida's performance.
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