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phone services had essentially, remained constant from the 1983 figures. These 

statistics indicate that many households. despite economic .strata or rate changes 

were maintaining their phone semces. However, these same statistics indicate that 

the rate structures currently in place may be prohibitive in nearly 10% of American 

households. This was troubling, since the trend of rates at that time was down and 

there was fear that increasing rates would of necessity cause a decrease from the 

current percentage of subscribership. 

111. Market Penetration 

Market penetration is the percent of the available market a provider of goods 

or services has as its customers. As stated previously the market penetration for 

telephone services was 92% for all income groups on a nationwide basis. 

A study was performed by Mountain States Telephone in 1984 showing thei 

penetration of the market by income group. The results of this study also show the 

impact of rate changes on market penetration by income category. This change is 

referred to as "elasticity." The study is summarized as follows: 



Income 

S3.491 

$8,636 

5 15,152 

$20.76 1 

$25,472 

$30,110 

$44,822 

With in- 

70.28% 

83.42% 

89.87% 

93.77% 

95.66% 

96.87% 

98.29% 

Although the income data used in this study is "stale," the results of the study 

are revealing. As is shown in this table, the existing market penetration for Mountain 

States Bell, by customer income rises sharply to 94.15% as incomes increase to 

$15,152, but is relatively flat from that income level upward. This indicates thar 

telephone service isT5nSider6d-a non-luxury item by most consumers and only as 

incomes approach the poverty level (S3,491 in 1984) do the consumers eliminate 

telephone service from their budgets. The third column is also interesting. It shows 

the elasticity of telephone usage as Mountain States Bell flat monthly charges 

increase only slightly. The impact of a rate increase on market penetration is 

negligible in the higher income brackets, while the same study showed significant 

elasticity at or slightly above the poverty level. The conclusion that may be drawn 

from this study is that the upper income brackets are relatively impervious to slight 



variations in monthly rates, while even a modest increase in the rates for those at or 

near the poverty level would lead to a decrease in market penetration levels. Of 

course, this level was already lower than the total population as a whole. 

FCC Joint Board Recommendation-J J f e k  
. . 

IV. 

The largest regulatory body, charged with the regulation of telephone services, 

is the Federal Communications Commission (FCC). As early as 19781 the FCC 

indicated its desire for some way to implement universal service. The FCC stated 

that it wished to consider requests by local telephone companies for waiver of the 

mandatory monthly flat rate service charges for lower income households that would 

not be able to afford the current rates. However, the proceedings from which this 

recommendation evolved did not contain enough factual information to effectively 

institute these r e d ~ ~ < d < ~ ~ ~ ~ ~ ~ ~ ~ i I ' ~ ~ 7 1 = ~ 0 ~ d - ~ n ' i ~ ~ ~  fcrrmd-JMfdfiq:L%r- 

FCC established a "roiiit' -B'oafi*'t6"rdh'dtlct -further. procedngs- -and-prepare - - ,  

recommendations concerning the institution of "lifeline." 

In October of 1985, the Joint Board issued its recommendation concerning the 

establishment of "lifeline" services. In its order, the FCC stated that it would "match" 

the amount of reduction in the subscriber's flat monthly rates up to the total amount 

charged to the customer through what is known as "subscriber line charge," which is 

currently $3.50 per month for residential customers, stating that it believed that this 

* CC Docket No. 78-72 



"matchingn would be a strong incentive for the states to provide low cost telephone 

services for those individuals who qualify and would promote increased subscribenhip 

among the low income groups. 

The FCC needed assurance that the provisions of this recommendation would 

be directed to those with the greatest need. This assurance would become known as 

"targeting." The FCC then required that the States and local telephone companies 

who wished to receive federal assistance submit relevant information to the FCC of 

their plans, including the targeting mechanism, in order to demonstrate that the 

implementation of "lifeline" would be targeted correctly, i.e. that only the truly needy 

would receive assistance. 

The following is a summary of the Joint Board recommendation which was 

printed in the January 13, 1986 Federal Re-: 

The Joint Board found that telephone subscribership levels have remained 
- - - . - . - . 

stable in recent ye&-and-XhouldreG~n %able= hcre%c in thTfutuie.  his - 

conclusion was base&i6n'CeilsiB'uTe5u '-dSt'a 8 o Z n g  teleplione subscribership ieve~s, Is, 

Department of Labor data concerning the rate of increase in local rates, data on 

pending state rate increase .requests, and previous Commission studies of the effect 

of federal policies on local rate levels, in addition to the information contained in the 

comments. At the same time, the Joint Board recognized that telephone 

subscribership is below average in the lowest income groups. In order to assist low 

income households in affording telephone service during this period of rapid change 

in the telephone industry, the Joint Board recommended that we adopt a federal 



lifeline assistance program to supplement the benefits provided under qunl@ing state 

or local telephone company lifeline service offerings. 

The Joint Board recommended that federal assistance be provided through a 

waiver of the subscriber line charge, up to the amount of the state funded assistance 

provided for participating households under highly targeted lifeline assistance 

programs, for example, those providing benefits to individuals who receive 

Supplemental Security Income (SSI) or Aid to Families with Dependent Children 

(AFDC). The Joint Board also recommended that qualifying state or local telephone 

company programs be required to provide for verification of eligibility. Federal 

assistance would be available for a single telephone Line for the principal residence 

of eligible households. Under the Joint Board proposal, the state contribution subject 

to matching federal assistance would include reduced rates for local telephone 

service, reduced connection charges or customer deposit requirements. State funding 

would be derived fromanyimastate source. State or local telephone company 

lifeline programs which do not meet these criteria would not be eligible for this 

federal assistance. No showing of actual imminent declines in telephone 

subscribership levels would be required as a precondition to receiving federal 

assistance, however. 

The Joint Board also recommended that states and local telephone companies 

seeking to obtain supplemental federal assistance for their subscribers be required 

to submit information to the Commission demonstrating that their plans meet these 

criteria. The Joint Board recommended that the Chief, Common Carrier Bureau, be 



given delegated authority to act on these lifeline plans to facilitate implementation. 

Assistance would be available as soon as the Bureau certifies that the implementation 

plan satisfies the federal guidelines and the necessary tariff revisions become 

effective. In addition, the Joint Board recommended that the Commission require 

participating states to monitor the effectiveness of lifeline programs and provide the 

Joint Board and the Commission with annual reports concerning certain aspects of 

their plans. The Joint Board further recommended that it review the effectiveness 

of the federal lifeline assistance program in conjunction with its review of subscriber 

line charges scheduled to begin in late 1986. To summarize the Joint Board 

Decision: 

1. Universal Service is a reasonable goal; 

2 States and Telephone Companies should strive toward that god; 

3. States should consider reductions in: 

a monthly flat rates; 

b. customer deposits; 

c other local tariffs. 

4. FCC would match efforts of State; 

5. Lacal agencies sbould use standards to locate rnnomic disadvantagd; and 

6. Once instituted, lifeline should b monitored 

V. State Res~onse to FCC O r b  



Numerous states filed their respective cases before the FCC for the 

implementation of lifeline services. While each of the states' filings are different in 

form and substance, each have certain common elements in those filings. 

k Existing Penetration: Most of the state filings we reviewed seem to indicate that 

their Commission had only limited information concerning the current penetration 

of the market by income group. However, most of the filings indicated that the State 

Commissions believed that the lower penetration level into the market by lower 

income groups was significant enough to warrant the implementation of lifeline rates 

on at least an experimental basis. 

B. Eligibility Standards: Most of the state filings we reviewed used the FCC suggested 

Federal AFDC and SSI programs, as at least a part of the eligibility criteria. The 

North Carolina Attorney General suggested that the food stamp program be used in 

conjunction with the W6C and SSI customers. The Attorney General argued that 

since the food stamp program is locally administered as opposed to the MDC and 

SSI programs which are Federally administered, those individuals who might be 

eligible for lifeline services would be more easily recognized. Also the food stamp 

program is available only to those individuals at or below the poverty level. 

Therefore, the administrative costs of searching for eligible households might be 

reduced. 



Eligibility criteria, as shown in the Utah filing were numerous, apparently 

because the State of Utah was seeking the broadest possible base of eligible 

customers. In addition to SSI, AFDC and Food Stamps, Utah included in its 

eligibility criteria such assistance programs as Emergency Work Programs, General 

Assistance (welfare); Home Energy Assistance Target Program; Medical Assistance 

(medicare); and Refugee Assistance. 

At the other extreme is the State of Arkansas which used only one criterion 

for eligibility. If the consumers were eligible in the Food Stamp Program of the 

State, they would automatically be eligible for "lifeline." 

C Certification and Verification: The Utah filing is also significant because it 

carefully delineates both the certification and verification process. The certification 

required in Utah is self-certification. The applicant provides the utility his name, 
_ _  _ _ _ /  --- Az-___._ L -- -2- - - 

address telephone number (if existent) and social security number. In addition, the 
I-.- .. .... . - _ . . _  _._-.-- 

applicant specifically requests the lifeline & ~ i c e  indicating the applicant believes that 

he is qualified. In the application itself is a signed agreement by the consumer that 

if it is determined that the information is falsely provided, the applicant will be 

responsible for the difference between the existing monthly rate and the reduced rate. 

The telephone company provides, at least annually, computer tapes to the 

Department of Social Services listing the individual names and social security 

numbers for cross verification with the Department for confirmation of eligibility. 



D. Reductions: All of the filings we retiewed indicated that the respective state 

wished to participate in the FCC's offer concerning a matching reduction in the FCC 

monthly charge. However, some states went further than that. For instance, the 

State of Maryland reduced the standard phone installation charges by 50% for those 

eligible customers seeking new senices. 

E. Monitoring: The filings before the FCC indicate that the respective State 

Commissions intended to monitor on a annual (or shorter) basis. Such monitoring 

would include the monitoring of the costs to administer "lifeline" and the success if 

the program in increasing existing penetration levels by the eligible customers. 

VI. GovGuam Resolution No. 33 

_ _ _ _ _ _ -  - - _ _  --_-- .- .- - - - .  
On April 3, 1991 the Guam Legislature adopted resolution No. 33. In that 

resolution, the Legislature requested of the PUC to "establish, develop and 

implement lifeline rates for the residential consumers of Guam." While the resolution 

specifically addresses the high costs of the Guam Power Authority, the resolution 

underlined the legislature's concern with the high costs that would unduly burden the 

needy, the elderly. those with fmed retirement incomes, and others less fortunate. 

Since a copy of the resolution was fonvarded to GTA management, as well as GPA 

and PUAG, it is assumed that the resolution intended that the PUC investigate the 



phone rates as well as electric rates. I t  is to this end that the following section of this 

report is prepared. . 

. . VII. UtkhLWQmendations 

Since Guam is currently not under the FCC jurisdiction, the procedures 

leading up to the implementation of lifeline telephone services is currently at the 

PUCs discretion. There will be no matching reduction from the FCC as with the 

other states with implemented plans. However, the efforts already employed by the 

FCC and various state commissions in the establishment of lifeline services are useful 

in the determination of a reasonable process to follow. 

The Commission must decide whether to go forward. It is our 

recommendation that the PUC should decide whether to proceed with - the - .- 

implementation of a lifeline program It should be noted that GTA's monthly flat 

rate charges are among the lowest rates of which we are aware. 

The following are our recommendations concerning a logical schedule of 

events. 

A. The PUC should order that GTA immediately provide to the PUC the amount 

of market penetration of the residence of Guam, by income bracket, if such 

information is easily attainable. This is to insure that there is a significant differena 

in either the market penetration on Guam compared to the mainland and/or a 



significant difference between the market penetration of different income brackets 

on Guam 

B. The PUC should order that GTA also provide the number of participants that 

it estimates would be eligible for lifeline services and the additional costs that GTA 

would bear for the implementation of these services. In addition, GTA should 

propose different options for rate reductions for these participants and quantify the 

lost revenues associated with these options. 

C. The PUC should order that GTA provide a suggested application and 

verification process for eligibility. 

Should the results of the above orders indicate that lifeline rates are 

appropriate, the PUC should conduct abbreviated hearings at which time further 

deliberations can be made concerning the costs versus benefits of the program. It is 

assumed that compliance with the above orders can be completed within sixty days. 

Georgetown will provide assistance to GTA as required. At the completion of the 

sixty day period, hearings should be held at which time items such as application 

forms, notification and monitoring of the success of the program may be discussed. 



BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE TERRITORY OF GUAM 

Investigation on the 
Commission's own motion of 
the issues pertaining to the ) 
implementation of lifeline 
electric and telephone rates ) 
in the Territory of Guam. ) 

Docket No. 92 

ORDER INSTITUTING INVESTIGATION 

The Public Utilities Commission (nPUCn) hereby institutes an 
investigation to consider the propriety of, the issues involved in 
and the potential effects of establishing, developing and 
implementing lifeline electric and telephone rates in the Territory 
of Guam. 

BACKGROUND 

On April 3, 1991, the 21st Guam Legislature adopted Resolution 
NO. 33 which requests that the PUC "establish, develop and 
implement lifeline ratesn for residential customers in Guam. 
Lifeline rates would provide residential customers with an amount 
of electricity and telephone service deemed necessary to meet their 
"essential needsw at a price below the actual cost of providing 
those services. The resolution states that lifeline rates for 
residential services are necessary in order to make essential 
utility services affordable to the needy, the elderly, those with - 
fixed retirement incomes and the less fortunate in light of 
foreseeable increases in utility rates. 

In furtherance of the Legislature's request, the PUC, on May 
9, 1991, directed Georgetown Consulting Group, Inc. ("GCGa) to 
prepare a report which addressed the steps necessary for the FUC to 
study: i] the concept of lifeline utility rates; ii] the procedure 
which should be undertaken to examine relevant policy issues; and 
iii] the PUC's authority under existing enabling legislation to 
implement such rates. GCG has complied with the PUC's directive by 
filing the following reports (the "Reportsn): 

1. A GCG Report dated December, 1991 addressing the 
applicability of lifeline services to the Guam telephone system; 

2. A Report by Revilo Hill Associates dated October, 1991 
entitled "Lifeline Rates For Electric Service and Their Potential 
Application to the Guam Power Authorityn; and 



3.  A legal opinion dated October 21, 1991 by Wirentz, 
Goldman & Spitzer, P.C. regarding the establishment of lifeline 
utility rates by the PUC. 

GCG has recommended that the PUC request Guam Telephone 
Authority ("GTA"), Guam Power Authority ("GPA") and other 
interested parties to comment on the above reports. 

ACCORDINGLY, IT IS THEREFORE ORDERED THAT: 

1. GTA and GPA are made parties to this investigation; 

2 ,  GTA and GPA file with the PUC such data as shall be 
required by the PUC or its staff pursuant to subsequent requests; 

3. The parties to this investigation and all other 
interested persons may file with the Commission at Suite 400, GCIC 
Building, 414 W. Soledad Avenue, Agana, Guam comments on the 
Reports and the following questions on or before Friday, February 
28, 1992: 

a) What should be the primary objective of lifeline 
policy? 

- Should lifeline rates be structured to ensure the 
affordability of essential uses of electricity and telephone 
services for all residential customers; or 

- Should lifeline rates be targeted to assist 
specific sub-groups of the residential customers, such as low 
income or elderly persons? 

n _ L %  
-.?--;t ----- 

b) Assuming the PUC should decide to base lifeline 
rates in whole or in part, on essential use concepts, how should 
essential use requirements be established? 

C) Assuming the PUC should decide to implement a 
targeted lifeline rate program, what basis should be used for 
determining customer qualification for service under lifeline 
rates? 

d) What cost basis, if any, should the PUC require for 
the establishment of lifeline rates? 

e) How should revenue losses that result from lowering 
rates for recipients of lifeline service be offset to ensure that 
GPA and GTA financial requirements are met? 

- Should lower charges for lifeline service be 
offset by increased charges for non-lifeline portions of 
residential services: or 



- Should some or all of the cost of offering 
lifeline service be borne by non-residential customers? 

f) Are there identifiable societal costs (as opposed to 
utility costs) that can be reduced or avoided as a result of 
lifeline rate offerings, and how should those costs be considered 
in the development of lifeline rates for GPA and GTA?; 

4. The Reports and an invitation to comment upon them and 
the above-stated questions shall be distributed to the Governor of 
Guam, the Senators of the 21st Guam Legislature, Guam Power 
Authority, Guam Telephone Authority and the Department of Public 
Health and Social Services; 

5. Notice be made to the public that the Reports, are 
available for review at Suite 400, GCIC Building, 414 W. Soledad 
Avenue, Guam; and 

6. The PUC will conduct a public hearing at 6 : 00 p.m. , March 
11, 1992 at the Cabinet Conference Room, Governor's Office, Adelup, 
Guam at which it will consider and discuss the comments filed 
pursuant to its invitation and receive and invite any further 
testimony from the general public. Inquiries regarding this Order 
and the public hearing may be directed to Joseph A. Calvo, Esq. at 
477-9708. 

Entered this 10th day of January, 1992 pursuant to Commission 
directive. 

HARRY MLJBOERTZEL& u 
Administrative Law Judge 





BEFORE THE 
PUBLIC UTILITIES COHHISBION 
OF T?iE TERRITORY OF G U M  

IWESTXGATXON ON THE 1 
COMn188ION'8 OWN HOTIOM OP 1 
THE ISSUES PERTAINING TO THE ) 
IMPLEMENTATION 08 LIFELINE 1 
ELECTRIC AND TELEPHONE RATES ) 
IN THE TERRITORY OF GOAX. 1 

'A 

~ x E T  NO. 92-002 

BACKGROUND 

Pursuant to the Order Instituting Investigation 8vOrdervv in the 

above captioned docket, Guam Telephone Authority ( IvGTAn) , by its 

General Manager, submits the enclosed contments. The Order invited 

parties and other interested persons to submit their comments on 

the Reports referenced in the Order and to also respond to specific 

questions enumerated within the Order on or before February 28, 

GTA is pleased to submit comments on the Reports relating to 

Lifeline Service and to also respond to the specific Lifeline 

questions presented in the January 10, 1992, Order. GTA would 

emphasize to the Guam Public Utilities Commission (v~Commissionn) 

that its primary goal in providing telephone service to the 

citizens of Guam is to ensure that the residential ratepayers of 

Guam are afforded every opportunity to obtain reasonably priced 

basic local exchange service, which is the public policy goal of 

"Universal Service.* 



COMMENT8 ON GEORGETOWN CONSULTING GROUP, INC. , DECEMBER 9, 1991, 
REPORT 

GTA is in basic agreement with the Georgetown Consulting Group, 

Inc. (GCG) Report on Lifeline Services. In particular, GTA would 

point out GCGts statement on page 12, that GTA residence ratepayers 

already benefit from some of the lowest monthly rates for 

residential local exchange service. The two comments that GTA 

would have with the GCG Report are as follows. First, GCG 

recommends that the Commission order GTA to provide information on 

market penetration levels by income brackets, nif such information 

is easily attainable." GTA does not have such information and it 

is not easily attainable, but would require a costly market study. 

GTA will, of course, provide the Commission with whatever 

information is readily available. Second, GTA does not agree that 

it should be responsible for the suggested application and 

verif ication-pzacess 4%r--e&igibility - f f a Lifeline Program is 

adopted. GTA beli-eves. that .- the , %.- -- legislature , , .  -.-. should , , . . &-.- make . . -- the , . .--. policy - .  

decision as to who should be eligible for a Lifeline Program and 

then should delegate the implementation of that policy. 

CO-B w wrmma. GOLOW L SPITZER,. P.c.. OCTOBER 2a. 1991, 
pIEMORANDm 

The legal memorandum prepared by Wilentz, Goldman & Spitzer 

("Wilentz Memo") reviews the question of whether sufficient 

authority exists for the implementation of a Lifeline Program on 

Guam. The memo concludes that, without specific legislation, "it 

is uncertain whether the PUC, the GTA, and the GPA, as public 



bodies whose powers are prescribed by the legislature, possess the 

legal authority to implement such rates.'' Wilentz Mem~, p.23. In 

view of this conclusion, it seems imperative that a legislative 

solution be adopted. GTA concurs in this conclusion and recommends 

that legislation be prepared, consistent with the Wilentz Memo 

recommendations regarding non-discriminatory treatment and stated 

governmental purpose. While seeking legislation will likely delay 

the implementation of a Lifeline Program, GTA believes it is 

necessary in order to avoid the costly and time-consuming legal 

wrangling which would surely follow if Lifeline were implemented ' 

without authorizing legislation. 

GTA also recommends that, in considering this legislation, the 

Legislature recognize that the circumstances surrounding the 

provision of utility services are not all identical. Specifically, 

GTA provides basic telephone service at very reasonable rates that- 

have not increased in over fifteen (15) years. This must be 

contrasted with the rate increases that have been necessary in the 

provision of energy services. A Lifeline Program designed to 

protect against power rate increases may not be appropriate for 

telephone customers. GTA will work with the legislature to assure 

that whatever programs are designed, they are appropriate for the 

services being provided. 

RESPONSE TO INDIVIDUAL QUESTXONS WITHIN THE JANffARY 10, a992 O R D n  

The following is GTAfs response to the January 10, 1992, questions 



shown in the Commission8s Order. 

a) What should be the primary objective of Lifeline policy? 

- should Lifeline rates be structured to ensure the 

affordability of essential uses of electricity and 

telephone services for all residential customers; or 

- should Lifeline rates be targeted to assist specific 

sub-groups of the residential customers, such as low 

income or elderly persons? 

~f a Lifeliiqe Program is adopted, GTA would recommend that the 

program be targeted to specific groupings of residential customers 

based on specific "needs tests.n But, regardless of which groups 

are determined to be eligible for the Lifeline Program, GTA does 

not believe that a rate structure for residential local exchange 

service can be implemented that would ensure that basic local 

exchange service wou'rd %e' af ftwdabre' f bP"=f 6s"frdentia-I ~~stofners; ' 

As reported by GCG, the current GTA basic residence local exchange 

rates are already below the average rates charged to residence 

customers on the mainland. Since the rate for flat rate basic 

local exchange service has not changed in over fifteen (15) years, 

this service is a bargain for the Guam residential customer when 

compared to the increasing costs consumers are experiencing with 

other essential goods and services. GTA is committed to promoting 

the goal of llUniversal Service,'* and this is evident in the 



stability of the low monthly rates that GTA has charged its 

customers over the years. 

b) Assuming the Commission should decide to base Lifeline rates 

in whole or in part, on essential use concepts, how should 

essential use requirements be established? 

Because GTA rates for basic residence local exchange service are 

flat rated, there is no need to place any essential use 

requirements on the basic local exchange service. Essential use 

requirements for residehtial telephone service should only be a 

consideration if the Lifeline Program is associated with a local 

measured service rate structure, which is not the case with GTA. 

However, there is an important issue that the Commission needs to 

consider, and that is the long distance usage that could accumulate 

on a Lifeline subscriber's bill. Since the Lifeline Program has 

historically been for local service only, the Lifeline subscribers 

are still accountable for all of their long distance charges, which 

in many cases would be higher than the basic local exchange 

charges. Because of this additional financial concern, the 

Commission must at least consider this information in evaluating 

the impact of implementing a Lifeline Program. 

c) Assuming the Commission should decide to implement a targeted 

Lifeline rate pkograrn, what basis should be used for determining 

customer qualification for service under Lifeline rates? 



GTA believes that this determination is best left to the 

legislature to decide the criteria ("needs testm) of who should be 

eligible for Lifeline Programs. Whatever "needs testn the 

legislature decides upon, it should be non-discriminatory , 
reasonable and targeted to residential groups who currently fall 

below the income poverty level, or who are eligible for other 

governmentally supported aid programs. GTA does take a strong 

position that whatever %eeds testw is approved, that it should be 

certifiable by an authorized governmental agency as delegated by 

the legislature, and as part of the certification process, each 

participant in the program must recertify annually to remain in the 

program. It is not appropriate that this task be performed by the 

service provider. 

d) What cost basis, if any, should the Commission require for the 

establishment of Lifeline rates? 
- .  . . .  

GTA would propose that because the rate for basic local exchange 

service is already reasonably priced, instead of developing a 

specific new rate, the legislature, if it supports a Lifeline 

Program for telephone service, also legislate the funding of the 

program through a voucher system, a mechanized credit system, or 

coupon system similar to the food stamp program. GTA would be 

willing to work with the Commission or another designated 

governmental agency to implement an efficient process to implement 

such a program. 



This type of legislated support and funding is a more reasonable 

means to implement a subsidized support program than requiring GTA 

customers to pay higher rates to subsidize the Lifeline Program. 

e) HOW should revenue losses that result from lowering rates for 

recipients of Lifeline Service be offset to ensure that GPA and GTA 

financial requirements are met? 

- should lower charges for Lifeline Service be offset by 

increased charges for non-lifeline portions of 

residential services; or 

- should some or all of the cost of offering Lifeline 

service be borne by non-residential customers? 

AS stated in paragraph (d), GTA supports a legislated program 

whereby the funding is authorized by the legislature and the 

subsidy is in the form of a voucher system, a mechanized credit 

system, or coupon system, However, if 'the legislature approves a 

Lifeline Program and does look-to- t h e ~ C o & i i i s s Z o n ~ a n d ~ - ~ ~  to develop 

a plan to subsidize Lifeline through rate increases, GTA would want 

to ensure that no one class of customer or one service be 

responsible for the entire subsidy. The subsidy should be 

reasonably spread among all customers. 

f )  Are there identifiable societal costs (as opposed to utility 

costs) that can be reduced or avoided as a result of Lifeline rate 

offerings, and how should those costs be considered in the 

development of Lifeline rates for GPA and GTA? 



Based on the fact that GTA basic local exchange rates are already 

low, and if, for example, the residential rate is lowered by 

approximately SO%, the annual cost benefit for the Lifeline 

recipient would only be $72.00. GTA believes that in the case of 

telephone service, this small benefit to the residential user could 

actually cause higher costs to be incurred by other Guam 

governmental agencies and/or GTA as a result of implementing the 

Lifeline Program. 

sUMMARy 

GTA is committed to the public policy goal of gtUniversal Servicem 

and it believes that it is currently providing a reasonably 

affordable service to the vast majority of the residences of Guam. 

GTA is willing to support any legislatively mandated Lifeline 

Program so long as GTA is able to meet its overall revenue 

commitments and that a Lifeline Program does not have any adverse 

impact on any GTA telephone customers. 

GTA looks forward to the March 11, 1992, public hearing and will be 

willing to participate however the Commission feels appropriate. 

Dated this day of February, 1992. 

Respectfully submitted, 

OWAX TELEPHONE AUTHORITY A 

It General ~ a n a ~ e k  1 
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February 27, 1992 

Harry M. Boertzel, Esq. 
Moore, Ching & Boertzel 
Suite 400, GCIC Bldg. 
414 West Soledad Avenue - 
Agana, Guam 96910 

Re: DOCKET NO. 92-002 ORDER INSTITUTING INVESTIGATION 

Dear Mr. Boert-z_eJ t -. - _ _- 
+ -- .. - . - -- -- - -- 

GPA has prepared this response B - t h e  Commission 
inquiries set forth in Item 3 of the January 10, 1992 Order 
Instituting an Investigation of Life Line Rates (Docket 
92-002). GPA's responses are provided below: 

What should be the primary objective of-lifeline policy? 

- Should lifeline rates be structured to ensure the 
affordability of essential uses of electricity and 
telephone services for all residential customers; or 

- Should lifeline rates be targeted to assist specific sub- 
groups of the residential customers, such as low income or 
elderly persons? 

GPA RESPOIISE 

filed testimony with the Committee on Energy, Utilities 
umer Protection that supported a lifeline rate targeted 
ist specific subgroups of residential customers. GPA 
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believes a targeted lifeline rate will ensure affordable 
essential electric service to those residential customers who 
can justify the need* GPA recommends that the program would be 
a subsidy to the customers who qualify for lifeline assistance, 

GPA does not believe that a lifeline rate based on a rate 
reduction for an initial block of usage (e.g. 500 kwh) 
applicable to all residential customers will effectively 
provide affordable essential electric service to the needy. ~t 
is GpAfs belief that the lifeline rate applicable to all 
customers is not effective because low use customers are not 
necessarily low income customers and high-use customers are not 
necessarily high income customers. Mr. Bruce Oliver also 
states this on Page 4, Footnote 1 of his report. ~hus, GPA 
believes the targeted lifeline rate with a direct subsidy 
should be adopted by the Commission. 

Assuming the PUC should decide to base lifeline rates in whole 
or in part, on-essrantial-use concepts, how should essential use 
requirements be established? 

- - -  _ _ _ _ _ - _ -  -- -. - -- . - .&. - -- - 
o ~ R E S P O I S B  . 

The essential use could be developed based on GPA Engineering 
Department preparing a study on essential usage for a 
residential customer. The study should include an independent 
assessment by GPA, a survey of other lifeline programs and 
information contained in the Edison Electric Institute and the 
U.S. Department of Energy studies referenced by Mr. Bruce 
Oliver on Page 11, Footnote 1 of his report. The study should 
also obtain input from the Committee on Energy, Utilities & 
Consumer Protection. 

Assuming the PUC should decide to implement a targeted lifeline 
rate program, what basis should be used in determining customer 
qualification for service under lifeline rates? 

GPA RBSPOMSB 
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GPA would recommend the use of an existing assistance program 
of agencies such as Public Health and Social Services or any 
other appropriate agency. 

What cost basis, if any, should the PUC require for the 
establishment of lifeline rates? 

OPA RBSP01SE 

GPA would prefer an embedded coat approach to determining 
lifeline rates. However, as the Commission is aware, GPA has 
only recently implemented a Load Research Program to obtain 
specific load characteristics. The Load Research Program is 
not designed to capture load information to design lifeline 
rates based on embedded cost. Therefore, GPA would recommend 
short run marginal cost. 

HOW should revenue losses that result from lowering rates for 
recipients of lifeline service be offset to ensure that GPA and 
GTA financial requirements are met? 

- Should lower charges for lifeline service be offset by 
increased charges for nonlifeline portions. of residential 
services; or 

- Should some or all of the cost of offering lifeline 
service be borne by non-residential customers? 

~f the lifeline rate is targeted to a specific subgroup of 
residential customers, GPA would recoyend a subsidy paid by 
GOVGUAM directly to GPA for each qualified residential 
customer . 
If the lifeline rate is a reduction in an initial block of 
usage (500 kwh), GPA would recommend that the revenue loss from 
lower charges be borne by all customers. It is GPAfs position 
that this is a social program and thus, all customers should 
participate in recouping the revenue lost due to the lower 
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lifeline rates. GPA would point out that if-it was a subsidy, 
all taxpayers would participate in funding the lifeline rate 
program and that the majority of GPA8s customers are taxpayers. 

Are there identifiable societal costs (as opposed to utility 
costs) that can be reduced or avoided as 'a result of lifeline 
offeringa, and how should those costs be considered in the 
development of lifeline rates for GPA and GTA? 

GPA RESpO.SB 

GPA has not identified any societal coat at this time. 

D. Isaac s 
cc: John Benavente (via telecopier) 

Greg Tarasar (via telecopier) 
G9202172 
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Harry W .  B o e r t z e l ,  Esq. 
Moore, Ching St B o e r t z e l  . Y ..> 
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SAIPAN Off  KC 
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PUC DOCKET NO. 92-002-LIFELINE 

Dear Harry : 
- -- - - 

A s  b e s t  I c a n  de te rmine ,  t h e  a t t a c h e d  letters t o  
Sena tor  Park inson  d a t e d  March 27, 1991 and October. 17.. 1990 = 

from GPA Chairman David Sablan  c o n s t i t u t e  t h e  t e s t imony  
r e f e r r e d  t o  i n  my letter o f  February 27. 

Very t w y  yours ,  n 

PDI /csnm 
012149-35 
cc: John Benavente ( v i a  t e l e c o p i e r )  
Enclosures  
G9202484 



GUAM POWER AUTHORITY 

March 27, 1991 

Senator Don Parkinson 
Chairman, Committee on Energy, 
Utilities C Consumer Protection 

2lst Guam Legislature 
Agana, Guam 96910 

RE8 RESOLUTION NO, 33 

Dear Senator Parkinson: 

Thank you for the opportunity to Comment once again on resolutions 
pursuant to "lifelinen utility rates. 

Attached is Guam Power Authority's testimony which was submitted on 
October 17, 1990 with respect to Resolution No. 578. Our position , 
remains the same, and we are, therefore, resubmitting our comments 
pursuant to Resolution No. 32. 

AS always, please be assured that GPA will work with the W C  on the 
issue. 

attachment 



GUAM POWER AUTHORITY 
Board of Olrecton 

Senator Don Parkinson 
Chairman, Committee or, Energy, 

utirnies a Consumer Protectron 
Twentieth Guam Legislatwo 
Agana, Guam 96910 

I 

RE: RESOLUTION NO. 570 

Dear Senator Parkinson: 

GPA appreciates the opportunity to appear before your Cornminee on Resolution 578, 
which would ensure 'reasmaMe rates' to every household on Guam by urging the P- 
Utilities Commission to estabiish certain Yactors associated with electricity # ~ l s u m p m  
and adopt and implement LIFELINE rates to ensure that people in need are not deprivd 
of this essential uti1'rty'. 

GPA has found that several other states and jurisdictions have experimented with lifeline 
rates' with differing results, 8.9. Some have found it illegal, m e  offer f i m ' a l  assistance 
to a certain level if rates exceed a cenain amount, some are still testing it. etc. GPA 
would be more than happy to work with the PUC in developing criteria for such rates and 
fully appreciates the needs of its customers. 

We would suggest that if such a prqram is to be undertaken, that it be done more on 
the basis of General Fund Subsidy, rather than a reallocation of any resultant revenue 
shot?fall between and among om or more customer classes. Thb approach would 
minimize the tendency f~ such to be absorbed by customers in the higher K W i  
consumption brackets, and avoid questions regarding discriminatory rates. 

In any event please be assured GPA will work with the PUC on the issue. 

We will answer any questions you may have. 



J o s e p h  T .  D u e n a s  
C t ! . ; ~ i  rmatl 
F t t l a l  i i .  :': i 1 i t  i a j  ~ ' ~ > n t r n i  s s  i i . 1 1  

P.i]. EJ.. 8 6 2  
A q a n s ,  Guam 96910 

Dear Yr. D u z n a s .  

I n  r e s p o n s e  t o  y o u r  r e q u e s t  f o r  c o m m e n t s  r e g a r d i n g  Guam P u b l i c  
U t i l i t i e s  C o m m i s s i o n  I m p l e m e n t a t i o n  o f  L i f e l i n e  Rates f o r  t h e  
U t i l i t i e s ;  D o c k e t  S o ,  92-002, t h e  f o l l o w i n g  a r e  s u b m i t t e d :  

1 .  .Any a d d i t i o n a l  b e n e f i t s  w h i c h  m i g h t  b e  a f f o r d e d  t h e  e l d e r l y .  
e s p e c i a l l y  t h e  n e e d y  e l d e r l y ,  s h o ~ l l d  b e  s u p p o r t e d  b\. t h e  
Depar tmetk t  o f  P u b l i c  Health a n d  S o c i a l  S e r \ . i c e s .  T h i s  wou ld  
b e  i n  h e e p i n g  w i t h  o u t .  p o s i t i o n  a s  t h e  p r i m a r ~  a d v o c a t e  for 
the sen ic r  c i t i z e n s  o f  t h e  t e r r i t o r y .  

n . I n  ! h i s  \ p i n ,  arty e f f o r t s  t o  p r o \ . i d e  e c o n o m i c  r e l i e f  t o  ti,e 

n e e d y  s e n i o r s ,  i f  i n d e e d  t h e y  be t h e  t a rge t  g r o u p ,  i s  t o  b e  
11t.t:necl I c~ i t c l . a to~ .y .  

9 . . 
.> . . A c r . . ~ ~ ' ~ i i r ! g  t o  t tie late,: .  t :- . 5.  Cen  IS 8 ~ ~ r e n t ~  r e p o r t ,  i t  is 

, . > -  . . - - i . c j  t l l k t  t h e r e  3j.e j :. t.., , !..:-* !titi.-:: ; ~ . - p  :$:, I::.-.* 

cur:.elt t  1 y  r e s i d i n g  o n  m t . ' ~ \ f c ~ - : ~ ~ t r a t e i )  , there irre :1;1 

. c ? : . : :  1 t i .; q., y i l a t t !  ,-. f t . . . . . .  - ?I .i,- !,, 1) .  . 
. . 

t l t i t r * i c  r t ~ i  these I .  I . i t  I I :  r I I ~ : : . - + ~ ~ I I ~ - "  , u l i l y  11=+t1. -. . - .  - .  . ' . .  . . - :. . - ! :L i .  111  t.1.i) ;.-. . . . . . . . . . . . .  * .- . . . . . . . .  . . 
I : .  1 I .  1 ...I.. : .  . . . a , . . *  . . : .  1 . : : : .  .-'I. :. I i c i L t . . J  1:. ...... . . .  

. . .  , ~ . ~ r : ; l i n ! ? -  be I 1 i . . . . w - r i n ~ . . -  ..... _ _ . . . . . 1 1.. ? r ; , ~ f - n c i  . '.:I ti: !* 

s u f  f l cicnt. e : - idencc  t h 0 l . c  c zn tl+ r!o rllarsrltee n s  t o  t h e  ttl-lrnilc.:. 
o f  ccnior . s  uho uoulrl b t ! ; e i  i t  f ronr ctny p r e f e r e . r . t  i a l  r::tes. 

: f  the FLU- dce.;. riot ~ Q \ . c  S I I ~ : ' ; .  i z n t  s t a : t ; : o ry  : t t t t l - t o r i t \ . ,  i t  xct111.I 
b t  n e c e s s a r y  f o r  s u c h  rates ;c. L ~ Y  s . - t  b. ! a  l e e 1 ~ 1 ~ t  i c r t .  St i i ! :  
l ~ q i s 1 a t  ion .  i f  ' t a r g e t e d  u 11o! i e s  , c o u l d  K C !  1 ! ~ r  
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Michael J. Reidy 
Senator 
Guam Legislature 

February 24, 1992 

Attorney Harry M. Boertzel 
Public Utilities Commission 
Suite 400, GCIC Building 
414 West Soledad Avenue 
Agana, Guam 96910 

Dear Sirs: 

In response to your request, here are my comments on "Lifeline" utility 
rates and on the consultants' reports on this subject. As indicated by 
my support for adopting Resolution No. 33, I am in favor of 
establishing lifeline utility rates on Guam. My response' to the 
questions asked by the PUC follows. (Letters refer to the question in 
the PUC document.) - -- - -- - -  - --- - .- - - - -- - 

a )  The primary objective of lifeline policy should be as the - - - 

legislative resolution states, to fill the "need for 'lifeline' rates for 
the most needy so they may continue to be served with those 
utility services considered essential for an acceptable standard 
and quality of living at basic and affordable rates". It refers to 
those in need, the elderly, those on fixed retirement incomes, 
those on public financial assistance and other less fortunate. 

The resolution also states that lifeline rates will establish 
incentives to conserve energy and water. The intent is also 
stated to place the burden of the cost of increasing the island's 
capacity and reserve capacity on those most responsible for the 
unprecedented increase in demand. These objectives are likely 
to be a minor consequence of lifeline rates. Major revision of rate 
structures would be required to attain these goals. 

To attain the primary goal, lifeline rates should be targeted to the 
groups mentioned, 

Julslo Shopping Center, S uitr 2 I20 
424 West O'Brlen Orlva 
Agans, Guam 969 10 
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The cost of minimal essential telephone service and electricity is 
low enough on Guam to make it unnecessary to provide lifeline 
rates for all residential customers. 

b) For electric rates, GPA should easily be able to establish 
essential use requirements. For telephone rates, the least costly 
service available from GTA should provide essential service. 

C) Qualification for lifeline rates: 
1. Those on food stamps should qualify for lifeline 

utility rates. 
2. Those on public financial assistance would qualify, 

but they are already receiving assistance for utility 
c:oss. (See discussion of consultants' reports below). 

3. Elderly persons and those on fixed retirement 
incomes present a more complicated picture, since some 
families in these categories may not require assistance. 
Simple administrative procedures ar t  necessary for 
determining eligible households in these categories to 
keep administrative costs from getting larger than the 
rate reduction savings. A gross income level; adjusted 
for household size, could be set for these categories, with 
assistance from the Department of Public Health and 
Social Services. Below these levels (substantiated by 
income tax returns) lifeline rates would be authorized. 
Income tax returns would also demonstrate dependence 
on fixed retirement income, and other documentation 
would be required to establish age greater than that set 
to qualify as elderly. 

d )  It appears unnecessary on the part of the PUC to require a 
cost basis for establishing lifeline rates. The cost basis arguments 
in the consultant's report are more rationalizations than 
rationales, and it would be extremely difficult to determine 
specific costs. Quite simply, the Legislature requested the PUC to 
implement lifeline rates, without concern for embedded costs, 
incremental capacity investment costs, avoided costs, etc. 



e )  The preferred procedure for recovering lost revenue from 
introducing lifeline rates should spread the costs over the whole 
population since the whole society benefits from having essential 
utility service available to all. This can be achieved by uniformly 
increasing rates for all other utility customers. From the 
numbers involved, it appears that increases would be quite small. 
A preferable alternative would be legislative appropriations to 
the utilities to make up for lost revenue. In this case, the cost 
would spread over the whole population. Legislative study 
would show which of these choices would be most efficient and 
economical. 

f )  It is difficult to quantify the reduced or avoided societal 
costs provided by lifl=line rates. Having widespread phone 
service available is advantageous to society since emergencies 
and crimes can be reported more quickly. Electric service makes 
it possible to receive emergency broadcasts and respond 
appropriately, avoiding possible costly consequences. Water, and 
to some extent electricity, are essential for sanitation and health, 
benefitting the whole society. The populace in general feels 
better knowing that-AQ one-_an--the- island-_is suffefing the 
deprivation of these services for lack of money. 

--  . - P A . . &  - .  .------ - 

The Level of Lifeline Rates: 

A reasonable level for telephone service would be half the 
present basic month rate, or $6.00, which is a low cost because 
the basic rate in Guam is already very low. A reduction in the 
installation fee would also be appropriate to make phone service 
more available. For electricity, a rate of 5 cents per kilowatt hour 
would probably provide essential service for fifteen to twenty dollars a 
month, (300 to 400 kilowatt hours per month). The amount saved for 
a household compared to standard rates would then be around twenty 
to thirty dollars a month. This is enough to be helpful to the needy, 
but is probably not enough to encourage less needy families to bother 
with the procedure for applying for lifeline rates, thus holding down 
costs. 



COMMENTS ON CONSULTANTS' REPORTS 

While the reports contain much useful information, they also include a 
lot of extraneous material. Over a quarter of the report on legal issues 
discusses court cases in which Public Utilities Commissions were not 
permitted to implement lifeline rates because legislatures had not 
given them authorization. This has little relevance to Guam since the 
legislature here is requesting the PUC to establish these rates. 

Guam is not under the jurisdiction of the Federal Communications 
Commission, yet half of the report on telephone lifeline rates discusses 
regulations of the Federal Communication Commission concerning 
lifeline services. The example in this report relating fraction of 
households with phones to income in the Mountain States Bell area is of 
little use because it includes insufficient data. 

The report on electric power is overly wordy and uses too much jargon. 
Simple things are explained at great length and complex things are 
described with the language of economics and not explained. The basic 
premise of the study is that if rates are decreased for some rates will 
have to be increased for others. This basic assumption may not even 
be applicable to Guam. Further, GPA should be able to make all the 
calculations necessary to show rate increases required for other 
customers to make up for decreased income from lifeline customers. 

While the legislative resolution also includes water as a utility, there is 
no report on lifeline rates for water and sewer charges, apparently 
since PUAG is not under PUC, who hired the consultants. 

Finally, relevant to all reports, a phone call to the Guam Department of 
Public Health and Social Services would have given the consultants 
some very useful information for all their reports. Food stamps are 
currently issued to about 3500 cases on Guam, or about 11,400 people. 
(Cases are roughly equivalent to families or households.) Of these, 
about 1300 cases, including about 3600 people, are receiving financial 
aid related to dependent children, old age, blindness, or disability. 
Financial aid for these cases includes money for paying their utility 
costs--phone, water and electricity, so lifeline rates are not relevant 



because federal or local funding pays these costs. There remain about 
2200 cases who receive only food stamps, who seem likely candidates 
for lifeline rates. 

In conclusion, it appears that the remaining work to be done in 
establishing lifeline rates can be done by the PUC and the agencies 
involved, without further effort from the consulting firm which 
prepared the reports. 

Sincerely, 



The Legislature further finds that energy conservation 

may be a benefit of imposition of lifeline rates and 

appropriate gradual differentials between rates for 

respective blocks of usage because a greater premium placed 

on higher demand levels would make the rewards of 

conservation more visible to consumers. 

The Legislature further finds that, relative to 

electric power utilities, general lifeline rate schemes can 

be justified on the basis of traditional cost of service 

principles which demonstrate that commercial and high usage 

residential demand are primarily responsible for additional 

generating capacity needed to meet an increasing peak 

demand. 

It is therefore the intent of the Legislature to 

authorize the PUC to implement general lifeline rates and 

appropriate gradual differentials between rates for 

respective blocks of usage for utilities. 

SECI'ION2. A new subparagraph (c) is added to 12GCA 

912000 to read: 

(c) General lifeline rate means a lower than 

average cost per unit charge for a level of utility 

service necessary to fulfill the essential needs of all 

residential customers. 

SECTION 3. 12GCA 12004 is amended to read: 

912004. General Powers and Duties. 

The Commission shall have regulatory oversight 

supervision of rates as set forth in this Chapter over 



each public utility and shall perform the duties and 

exercise the powers imposed or conferred upon it by 

this Chapter. The commission in the discharge of any of 

its duties or the exercise of any of its powers, except 

a final determination affecting a public utility, may 

act through one or more of its Commissioners designated 

by the Commission for this purpose. The Commission 

shall investigate and examine any rates and charges 

charged by any utility, and all records pertinent 

thereto. The Commission may seek advice from an 

independent utility expert, shall approve, disapprove, 

increase or reduce rates for each utility. The 

c om mission shall establish and modify from time to 

time, reasonable rates and charges for services, 

includins General Lifeline Rates, which as far as Guam 

Telephone Authority and Guam Power Authority are 

concerned, when all rates for reswective blocks of 

usase are considered tosether, shall be at least 

adequate to cover the full cost of such service or 

subject to any contractual agreements of the utilities 

to the holders of any bonds and shall increase rates or 

charges from time to time as may be necessary pursuant 

to any contractual obligations, except that General 

Lifeline Rates may only be increased when the t o t a l  

actual o v e r a l l  c o s t  of providins s e r v i c e  t o  a l l  c l a s s e s  

of  customers, increases by no less than twenty ~ercent. 

The utilities shall not, however, enter into any 



contractual agreements or obligations which could 

increase rates and charges [as of the effective date of 

this Act,] prior to the written approval of the 

Commission. No money in any utility sinking fund may be 

released except for the purpose for which it is 

dedicated. 

No rate change may be approved by the Commission 

unless it is affirmatively established, by a 

preponderance of the evidence, that a rate change is 

necessary. The Commission shall conduct such 

investigation and hearings as to any such rate changes 

as it deems necessary. As to the Guam Power Authority, 

the Commission shall ensure that rates will, at all 

times, be sufficient to enable the utility to meet its 

financial obligations, operating expenses, debt service 

and capital improvement needs. Any rate change shall be' 

considered by the Commission using standards and 

financial criteria consistent with generally accepted 

rate-making practices of Public Utilities and in full 

consideration of the requirement to establish and 

maintain General Lifeline Rates. 

The Commission shall have the power to enter into 

contracts and execute all instruments necessary or 

convenient in the exercise of its powers, adopt a seal, 

and sue or to be sued in its own corporate name. 

SECTION 4. l2GCA a12015 is amended to read: 

512015. Regulation of Rates. 



All rates, charges, all assessments, costs made or 

charged by any public utility shall be just and 

reasonable and in conformance with ~ublic law, and 

shall be filed with the Commission, and no rate, 

charge, or assessment cost, shall be established, 

abandoned, or modified, departed from or changed 

without a public hearing and the prior approval of the 

Commission. The Commission, upon notice to the public 

utility, may suspend the operation of any proposed 

rate, charge or assessment cost, or any proposed 

abandonment or modification thereof or departure 

therefrom, and after a public hearing by order 

regulate, fix and change all such rates, charges, 

General Lifeline Rates, or assessment costs so that the 

same shall be just and reasonable, and may prohibit 

rebates and discrimination between localities, or 

between consumers, under substantially similar 

conditions. 

SECTION 5 .  Implementation of General Lifeline Rates. 

Upon the effective date of this act the Public Utilities 

Commission shall begin the process of implementing General 

Lifeline Rates for Guam Power Authority and Guam Telephone 

Authority residential customers. Such rates shall be 

implemented as soon as practicable, but in no case later 

than October 1, 1993. 



SENATOR DON PARKINSON 
20th GUAM LRGISLATURE 

163 CHALAN SANTO PAPA STREET 
ACANA, GUAM 96910 
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mffiro af fbp Bppakpr 
TWENTY-SECOND GUAM LEGISLATURE 

155 Hesler St 
Agana, Guarn U S A 9691 0 

SENATOR JOE T. SAN AGUSTIN (D) 
Tel: (671) 477-8527/9120 Fax: (671) 477-5570 

SPEAKER 

February 1, 1993 

Senator John P. Aguon 
Vice-Speaker & Chairperson 
Committee on Tourism & Transportation 
22nd Guam Legislature 
155 Hesler St. 
Agana, Guam 96910 

Dear Mr. Vice-Speaker: 

Enclosed is a copy of a letter to the Chairperson, Port 

Authority of Guam Board of Directors, regarding the possible 

lost of transshipment business of Guam's port to the CNMI. 

Inasmuch as the recently approved tariff rate 

adjustments at the Port was processed thru your Committee, 

would appreciate your Committee's review of the possible lost 

of Port revenues, not to mention the lost of Guam's role 

being considered as a transshipment port or the possible 

increased shipping cost of goods from New Zealand and 

Australia to Guam (via CNMI). 

Sincerely yours, 

enclosure 

cc: All Senators 
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POSTAL ADDRESS: BOX 3539 G P O  S Y D N N  2001 

Kenneth T. Jones, Jr. 
PRESIDENT 

John Thos Brown 
VICE PRFSlDFNI AUSTRALIA A N D  GENERAL C C U N S E I  

Merlyn Connolly 
SPECIAL ASSISIANT 10 THE PRESIOFNI Januarv 2 9 ,  1 9 9 3  
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0 DEAR PHIL, p 
I would like to deliver a eulogy to the great experiment in 

establishing Guam as the ~icronesian transhipment port. 

Not too long ago there was no transhipment business at POG to 
speak of. Indeed, the US suppliers do not even need such a service 

Y because they find it cheaper and more convenient to ship direct to 
the islands on PM&O. PM&O does not have Jones Act restrictions or 
costs and the consignees using that service can count on regular 
and frequent calls. Consequently, US sourced products can be more 
competitively priced in the islands. 

Japanese shipping companies have long tried to supply the 
islands, but they do not have the products to fill the ships, and 
the history of that trade is one of patchy service as the 
successive ,carriers find the going too costly to continue. I am 
sure you do not have to remember back too far to recall the 
problems we faced from failed or failing shipping companies who had 
been trying to service the islands. 

J & G  has long tried to sell in the islands and was always 
frustrated by the unavailability of a reliable shipping service. 
You know the story of how Zim Lines was induced to service Guam 
from Australia by Ken Jones1 guaranty of adequate tonnage. The Zim 
service not only opened up Australia and New Zealand as a reliable 
source of products for all of Guam, it also created a new burst of 
product flowing to the islands, topping up the Japanese ships, 
assuring sufficient cargo to justify the service. 

When J & G  induced Zim to Guam, we had discussions with the POG 
people about what we were trying to do, and they were ecstatic with 
the new tonnage from Down Under and particularly the extra work and 
revenue from the transhipment potential. It appears the ecstasy 
has turned to greed and that will in due course bury the business. 

The new transhipment rates cannot, in my mind, be justified. 
The twelve dollar increase is not an issue. What I do not 
understand is, what cost basis is there for imposing a TWO HUNDRED 
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SEVENTY DOLLAR increase on the 15th day when there is no such need 
on the 14th day? Neither the timing nor the amount of the increase 
make sense. The increase is not a function of rent as you have 
also brought forward the demurrage charges from 30 days to 15 days. 

The $270 increase, which is a TWO HUNDRED THIRTY-FIVE PERCENT 
increase, is not related to anything that the shipper or consignee 
has any control over, but it is they who will be stuck with the 
cost before they pass it on to the consumer. All you need is for 
one of the feeder ships to have a little engine problem and the 
cost of goods in the container, which have been ordered in 
expectation of a certain cost, is suddenly uncompetitive. We 
recently experienced that when one ship couldn't sail, was put 
back, and when its replacement came, it was so late as to be 
practically full before it got to Guam, so it could not take many 
liftings and we had 3 transhipments sitting at POG through no fault 
of our own timing or control, This wrecked the value of the 
product, the flow of distribution of basic staples to people who 
needed it and our castings; if you tacked the increase PAG costs on 
top, it would be the final straw. 

Our competitors in the islands who source from the US do not 
face these added costs or logistical problems. Indeed they have no 
transhipment headaches at all. Your new rates will diminish our 
ability to compete, perhaps eliminate it. For instance, our main 
bulk commodity is rice, which is big on volume but extremely thin 
on margins. pennies a bag make the difference between a sale and 
no sale. No sale means significant reductions in tonnage; tonnage 
is necessary for Zim to call Guam and for the Japanese feeder ships 
to remain as viable as they are (which is precarious in any event). 

What you must remeinber is that, in the island trade, our 
competitors are POGfs competitors; if their price is cheaper, they 
(PM&O) get the tonnage, plain and simple. When you kill this goose 
and its marvelous golden transhipment eggs, not only will you lose 
the revenues and work that come from the transhipment, you risk 
Having any Australian service at all. As it is, Zim is uncertain 
'if there will be adequate Guam cargo to justify its deviation. If 
Zim discontinues the call, POG loses and the consumers of Guam 
lose. You lose the port activity, you lose the competitive edge 
that alternate sourcing provides, and you diminish the tax base. 

As an example, we have an employee who does not much else than 
service the 'islands, getting sales, seeing to the deliveries and 
following with collections. I would suspect that most of the 
transhipment business is originated on Guam. and that other 
companies have similar set-ups. If we do not have the shipping 
service, we do not need that position. If we do not make island 
sales, our revenues are down. Our revenues and our payroll are tax 
sources for GovGuam. Killing off the transhipment services feeds 
through the port activities and touches the very economic and tax 
base of the comrhunity. 

The Port obviously has the monopoly powers to force through 



whatever price increase it wants; there are not any attractive 
transhipment alternatives that we have identified, even with all of 
our contacts and involvement in the shipping business through 
Australia. But we do caution that this exercise of your monopoly 
power is likely to be self-destructive. 

Your monopoly over our transhipment facilities does not affect 
our competitors; in fact, it plays directly into their hands. 
Rather than enable us to lift tonnage through POG, your actions 
just about guaranty that our tonnage will decline to the point of 
questionable viability. Meanwhile, all of our efforts to get the 
Zim service into Guam and to establish Guam as the shipping hub of 
~icronesia and to establish Guam businessmen and women as the major 
players in the Micronesian distribution business will be laid to 
rest. 

We will not rest in peace. 

PS: This was written in draft yesterday and today the attached 
message from Kyowa was received; the rumor of its death is not 
greatly exaggerated. 
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RE{ TRRHSHlPREHT CRRGO FOR S, PRClFlC RND #IERDNESIA. 

F O R T  RUTHORlfY OF GURH DECIDED TO INCRERSE STEUEDORRGE E T C  AS FRO[( 
FEE. 5> 1993. HOMEUER THE-RRTES ARE EXTREHELY HIGH RNB HE CRN N O T  
HESORB THE NEW COST ON T'RRNSHIP~IENT CARGO. 
THEREFORE biE OHfiNGE TWfi!lSHIPNEMT FOR1 FRO11 GURH T O  Sf l IPRN.FROW THE 
NEXT ERRLIEST S H I P .  FLERSE NOTE. RtSO DlSCEIPE ' T R R N S H I P H E l i T  f l T  
SHIPAN' ON NECESSRRY I@CUHEtiTS, 



Our Ref.AStAt988. 
27th January, 1993, 

General Manager, 
P o r t  ~uthorit of Guam. 
1026 Cabrae H qhway, Su i te  201, f 

RBI PA[I 4 m* W e !  

Wo have received your new T a r i f f  Apreenent etfective 5th 
Febtuar , 1993, which we found 6omewhat different to tho draf t  
we had in our hands prior to the ratitioatlon of the Tariff. 

The aonditions relating to Tranahipment (i. e. minimum 4 0  
oontainkra per feeding ve~s .1  in 15 day.) uannot be mat and ae 
a reault the  incrsase in cost rises by hundreds of! peroents. - - 

~t is ver diffiault to imagine that it can be absorbed either i by the Sh pping L i n e  or by the trade. - 

The eame applies to i? e Demurrage coets, where the same 
aonditione as abovemen toned are resulting in increases in 
c o e t e  whioh are far  more t han  the trade will be able to pay. 

We fsar Chat as a reeult of t h e  above the volume of cargo 
whioh is ehipped to the Islands w i l l  drop. without enough 
Volume We as a Ghipplng Line w i l l  not have t h e  incentive to 

We respeot fu l ly  request YOU t o  reaeeess:  your Transhiplnent 
T a r i f f  to practical tlguree where every one can still breath. 

Re~pectfully yours, 
ZIM SHIPPING AUSTRALASIA PTY. LTD. 

Australasia, 

C.C.  Maritime Agencies of t h e  paci f ic /R,  nahn. 


