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1 BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

2 REB UTI' AL TESTIMONY OF WlLLIAM E. TAYLOR 

3 ON BmALF OF BELLSOtTTH TELECOMMUNICATIONS. INC. 

4 DOCKET NO. 980696-TP 

5 

11 Introduction and Summary 

1 

II Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND CURRENT 

~ POSmON. 

10 

11 A. My twDell Wllllam E. Taylor. lam Senio• v'ice Prnidcnt of Nation..! Economic 

12 Rueardl Associalcs, l:nc. ("HERA"). tad ofit1 Cornmunicatior11 Prktice. and 

13 

15 

had oflta CambricJac office located •' One Main Stn:et. Cambridec. 

M•necb~J~e~ll 02142. 

18 
Q. PLEASE DESCRIBE YOUR EDUCATIONAL, PROfESSIONAL. AND 

11 

111 

1~ 

20 

21 

22 

23 

24 

25 

BUSINESS EXPERlENCE. 

A. I have been an ecooomiJI for about twaUy·five yean. I earned a Bxhclor of Aru 

desrce from Harvin! Collqc in 1968. a Master of Aru dcarte in Sllttlt;Q from 

lhe Ua.lvcnicy of California &I Bcrlcelcy in 197:1. and a Ph.D. from Berkeley In 

1974, spcc:!&llz:1Qa ln Industrial ()rpniwlon and Econometti~ For the put 

l'tll'alty·fivc yean, I have WJaht and published raearch in the area of 

mlcroecooomlca, lbecnlical and applied OMQ!W!Ctrics, whic:b it the lt\ldy of 

swiaical mctbocb applied 10 economic: dal.a. &Dd rclecommunicatloru policy a1 

·2· 



~· 

1 eceAmJc &ad taal'cll i.nstlnnioaJ. SpceiriC&IIy,l b&vc Wl&ht at lhe Economlca 

2 ~ ofComeU Unlvenlty, tile Catholic Uolvcnlty ofLouvain in 

3 Btlalum, &ad tbe ~ Wtii\IIC ofTcclmolOi)'. I b&vc also condue~cd 

4 raearch 11 Bell Laboruoriet and Bell Communicall0111 R.etearcll. In<:. I b&vc 

5 putlc:iplled In t.clec:ommllllkadom rqu1&tory pcoceedlnas before many ~ 

S public IC1Vice c«nmlnicm, iodu&a the Florida Publk ScMtc Comnusslon 

7 ("Commmalon") in Docbt NOt. 120$37-TP (on pranlum lmal..-\'0, aa:eu ch&raesJ, 

8 820400-TP (on marainaJ costs for privale liM services), 810069-11. (on the 

Q Florida Rile St.ab!Uzation Plan). 900633· 11. (on aoss-subsidlzatloo), 92038S-11. 

10 (on dqxecilaioa. inYCStmalliDd inlrulnlcturc de\.~lopment), and 920260-11. (on 

11 price cap tqUI.Uion). all on bcha1f of So.ilhem BeU T dcphoae .t Tclqrapb (oow 

12 dlbla BeiiSouth Tekcommunieatl')Qt). In addition. I have filed ttstimony before 

13 tbe Federal Communic~Uoca COIN!\Isaion iFCCj and the Canadian Radio-

14 television TelccornmunlC*tionJ Commiuloo on marten concemlnalncentlve 

15 rquladon. prioe cap f'CIIIIIllon. productivity, ICCCSS cbaracs,loc:al competition. 

18 lnlcrL•.TA competitioo, ~Du:rax~Dcction and priclna fot ccooomic effic:lcncy. I 

17 bavc tho cadfied oa marlcet pl'v.tt and antill'\ISt lssun in feden.l <:OUrt and on 

18 telccommunlrttl<mJ l%l&llCrl befcxe fedenal and swc leaisllllve bodies. M) vita is 

1Q ~~~aChed II Exhibit WET-I. 

20 

21 Q. WRA T U TBK PURPOSE OF YOUR REB UTI AL TESTIMONY? 

22 

23 A. Tbe purpoee of my rcbuUallellimoay iJIO ~elpOt"l(l. on behalf ofBeiiSolllh 

24 Tdecomm~~Aleatlons \BST"}, 10 tbe ccoaomic issues Rbed in tbe direct 

25 ~flied In thb proc~ d'aa by Rldllrd Oucpe (for AT&n and Joseph 



1 Gill&n (for the florida Competith·e Canim Alsociadon). In panicular. I respond 

2 to two economic el.llms with wbkh I dlsag:Re: 

3 • that the cost of unlvcnal service should be ~ as the cost of all services 

-4 that 1110 the local loop .to that Lbe JUbsldy calcu!Aiion compares bencbmarlc 

5 revenues .ad costs for all tcn'ices that use 1M local loop; and 

6 • that the cost of universal JerViee should be~ ~eally at the 

7 same level of~~Faadoa (wire center, LATA. JlltcWide, c:tc .) that i5 used to 

8 set unbundled ~element r·llNE") prices. 

9 From tbc« f'tJ!te!cs, both Mr. Outpt and GiUan incorrectly conclude that 

10 midaltiAI cuacmen are 1101 cumntly subsid.iz.ed in Florida and that no inlRswe 

11 unlvcnal tel'Viee fund is necessary. In lddltion, I e-xplain wby the HAl S.Oa Cost 

12 Model, lldvaoced by both Mr. Guepe ...nd Mr. Gillan, is not appropriate for 

13 det.mnillina the site oflbc required ltliC unlvm.! ravice fund. Finally, I 

1-4 d~ with Mr. Outpc reprdjna 1M C!C( nomic conseqUCDte1 of~ina c:osu th:u 

15 lncoaedly size a unlvenai servic:e fund in r lorida. 

16 

17 SERVICE AGGREGATION 

18 nte Unlvetul ~ Fund .t.ould make explicit any aubaldy to 

19 ,...,~ bale lot:ai111W,.,. .. rvt~. 

20 

21 Q. MR. GVI!Pit (AT 131 AND MR. GILLAN fAT 7-9) CLAIM THAT THE 

22 C.1>S1S USED IN THE CALCULATION OF THE UNIVERSAL SERVICE 

23 FUND SPOULD BE THE FORW AJID.LOOKING ECONOMIC COSTS 

2<4 ASSOCIATED WITH ALL SERVICES THAT USE THE LOCAL LOOP. 

25 DO YOU AGREE? 



.. 

1 A. No. Fundamentally, thiJ claim inc:orm:tly confUsa subsidlcs to customen. (e.g .. 

2 tesidemial CIJSUmiCrl) with subsidies to serviCC1 (e.fh buic resickntilllloc&l 

3 cvban~ ICI'Viee). While for 10111e public policy put"pOSCS it might be useful to 

<4 know wbelber a plttlcu1ar clau ol eustamcn is receivlna a subsidy, It is far more 

5 Important for •!tina a unlvenal set .;ce fund to know wbc:tber reslcknti.lll basic 

6 local exchloac tctVIce is subtidiUt 

7 

8 Q. WHY SHOULD TH£ REQUIRE!' UNIVERSAL SERVlC£ SUBSIDY BE 

9 MEASURED AT THE SERVICE ' .EVEL (RESIDENTIAL LOCAL 

10 EXCHANGE SERVICE) RATHER THAN AT THE CUSTOMER LEVEL 

11 (FLORIDA RESIDENTIAL CUSTI •MUS)T 

12 

13 A. Meuuri11a ihe univenal service subtid at the service level (rather than at the 

1,. c:usmmer level) Is important becaute flr ru compcle to provide services to 

15 tiiSlOitiCn aod dlJiortions in the prices <>'tbotc services W.~ lead to inefficient 

16 competition. lncfficielll competir.ioll, in urn, leads 10 hiaber-<Ost supply of 

17 servic:ca t.nd hiaher pricc:s or lower servi• " quality for coruUiliCI'I. 

18 To ICC this, c:onslclcr ihe example uxd b) Mr. Gillan (at 8·9): 

19 • ihe fixed ¢OSU of the loc:alloop aod •~ itch are $20 per month 

20 • tho pri~:~~ of mldemillllocll txcban&e ' ervicc iJ SIS per month. aod 

21 • oo avcrap. the i.DNmbent local exclw~e carrier ("ILEC'1 scllsiu customer 

22 SIO won!! o!opdonai~CfVicca that eost 'I per mooth 10 supply. 

23 From lbb f!XM!ple, Mr. OUlaD concluda th. t the customer iJ profil&ble to ~ervc 

z.c IIDd that ~(o}o extemalw~ldy is needed or uppropriatc ainQe the c:onswner is an 

25 IQI'Ietlve C\UComCt in its own riaht." (at 9). Tbc first conclusion is 1n1e but the 



sc«lod u fa!Je. Wbllo lbe ~uq~ midenlial cwtomer is profilablc to serve (in 

2 this hypocbaical cumple). chi canitt !hat supplies loeal ex.chanac Jervi" !S 

3 placed at a eocnpnidvc diadvtnlap ~with~ !hat •upply optional 

<4 services (c.a., coli servlc:a). Wbea nwiccts arc: opened ·o cocnpetition. no earner 

5 would willinaly tupply buk local exdwlJe servi" at a loss (to be oft~ by 

e contribution from opcloaal tervlen sold to that e~momer) because It would be 

7 mon: profitable Q) .eU tbe opclonal servien wilbout lnl:unina the loss on buic 

e loeal ex.clwlp ee:rvice. 

9 To continue Mr. OUlm't example. fuppl'C &USouth LS n:qwrcd to ruppl) 

10 basic: local exchanp aerYice for SIS pet moath wblle incurrlna a cost of $20 pet 

11 month. Competition fof opdon&l Jti'Vi~ atic:al services, toll, dim:toty (in Mr. 

12 Guepe's opinion). etc.-will drive prica of !bose sc:rvi<:c::. towardt their •esc-tive 

13 cc:onomk: COitl, n:duc:ina BcUSoutb' s ability to w.e llOntriblltion from these 

14 acrvi~ 10 filnd die (IA\IIllOd) $~, pet rnolllh JUbsi~'Y to buic toea! exchanae 

15 service. 

18 

17 Q. Btrr,IJ'II MR. GILI.AN'S EXAMPL£, SERVING THE RESIDENTIA.L 

18 CUSTOMER IS mLL PROPITA.BLL SHOULDN'T THE COMMlSSION 

19 DELAY IMPLEMENT AnON OF A UNIVERSAL SERVICE FUND UNTIL 

20 BELLSOUTJlCAN NO LONGER FUND THE 55 SUBSIDY FROM 

21 CONTit&BunON PROM OmONAL SERVICES? 

22 

23 A. Empllatic:ally, no. In Mr. Olllan'11 example, an ean:a•ow subsidy undeniably 

2.- rcmainJ: lbe SS pet mon1h lllbtlcfy to buk local exdiAnae aervic:c. One imponam 

25 publie policy intalt oftbl Telecommurutatlonl Act of 1996 was to n:mo\-e 



rubddlet from the telcoommuniatiolll priee ~ or, acleast, to make such 

2 bnplldt IIUbGcllet cxpllcu (and 40111pedti ~cly nevtral) lhrouJh the unplancnwaoo 

3 o( I un.ivcrsaJIC1'VlCC flUid. The problem is that the amuned sub11dy to buac local 

<4 c:xchanae •r.ioc it DOC c:ompetltivcly ncutn.l. It ctTecu~~ly WICIIIlY c:amcr that 

15 choo!g 10 tupply ruldentiaJ bulc IOG&I cxchlllae snvlce and unavoidably wtcs 

e !be tt.£C thalia required to ~~~pply raidcnti&l basic loa! cxcN.nac: service at the 

1 (wwned) SU prioc. Flnm chat do not bear !his burden have an artificial 

II ldYIOtaa•ln t.hl awlttt for optloBII Krvlcet. BeiiSouth mUJt cam SS contnbuuon 

9 &om optJOCIIl~ervlccs In order to break even an supplyina the bwld!e of buac and 

10 opcJonalectVlca. The lona diJt&nce canim (chat M.sm. Oucpc and Oillan 

11 reptaent) btcU even with SO coolribution 6 • .n opcioBII snvlcet 

12 In ldd.idoa to dlttortlna gompotltlon. delaylna lmplem~ntation o( a Wllvcrul 

13 tervlce f\md will delay and diJcouraac f, .Jitics-bucd (indudJna UNE·s) loa! 

1<4 cxchanic c:ompetltlonln Florida. Why would 111 ahcmacive local cxcbanae tarrier 

15 ("ALEC") volllllllrily Incur 1 SS I'>U to supply bulc loa! cxchlllae service (UJmg 

111 either Ita own CadlltJet or the ILEC'•UNEI) to a ruldenliAI cUJtomer when 11 

11 coull1 earn the c:ootribution tiom optlonal snvlcet without lnc:wrlng the loss on 

18 bale~ cxehlllae ~etvlec? A propcrty·•iud universal tcrvlce fund would aave 

19 alJ c:arrim the proper incentive to supply bulc local excbanae ~Crvicc mthcr than 

20 provld!Da opdoaal KrvlccJ llld requlrina the I LEC 10 lo~ money on buac 

21 exc~ actVIce. 

22 

23 Q. MR. GILLAN OBSERVES IAT UJ TJIAT RAZOR HANDLES AND 

2<4 CELLULAR T&LEPBOI'iES ARE OrrEN PRJCED BELOW ECONOMIC 

25 COST WHIU RAZOR BLADU AND at.LULAR AIRTIME ARE 

·7· 



1 PRICED WELL ABOVE COST. DOES IT MATTER HOW INDM'DUAL 

2 COMPONENTS Of SERVICES THAT AR£ TYPIC ALL V PURCHASED 

3 AS A. fAMILY A.JlE PRICED! 

.. 
5 A.. Yes. ln IODIC IDII'tcu, flmlJ vohmwily price components of services differently 

6 in onief IQ tarae'lbcir rcrvlca 10wanb pllticulat lqnle1lts of lhc: market. For 

7 example, a fiee cellular phone coupled with a bigh calllna price: altniCLS low 

8 volume: users or pocential ~ llllJllr'C of the UJC lhc:y mlaJlt make: of lhc: 

9 pbone. Cbaraina full pri1)e for the phone aod a price neartt C(lonomlc: cost for 

10 usqe 1t1r1e1a blpvolumc uxn. Catrim willi}'Jiic:ally offer a continuum of IUdl 

11 J*lc.a&a 10 cxtrac:t IS mudl profit IS the marlcel permits from C\llt0mn1 who arc 

12 free 10 cboote rcrvlce from olhc:r auppllm. 

13 The impcxtmt diffc:rc:oce in the wift,l.ne loc:al exclwlae rnarnt is thAt 

14 BeUSol!u; Is not 'permilled 10 ctwac mon: than SJ S per month for n:aldential basic 

HI local mocbanauc:tvice (in Mr. Olllan's example:) aod iHcquiled to aupply lhc: 

1e service to IC)' CUIIOIDC'f wbo dtmandJ it. ALECs arc free 10 c:barac: more than S I S 

17 per tnOII1h for l'eSldc:r1tial buic local C:~tthanae xrnce (in combination With tower· 

18 priced opdooaJ lftYicel). Of 10 DOt supply ~Wnr··· buk loc:al C:llthanic: JCTVI« 

19 where the cost of cloina 10 exceeds the price 11 wb.icb they can sell the servtce 

20 The co.t of ruJden1lal baklloc6J exchange HIVIce can be calculated 

21 unutblgvoualy. 

22 

23 Q. MR. GILLAN ASSERTS lA T SJ TRA. T IT IS JMPOSSmLE TO 

24 

25 

DET£RMIN'I111E COST OF BASIC LOCAL SERVICE WITHOUT 

INCLUDING IN TBA.T COST THE FUNCTIONALITY TRA. TIS USED BY 



1 OT1I£R (OmONAL) SERVICES. DO YOU AGR££1 

2 

3 A. No. 1.11 putlculll', it does not lead 10 Mr. Olllan's condu.slon (&18) lh&t ''\hell! is no 

4 economically comet method 10 lllrlbuce ... lhc cost oflhete f~tUilin to mdividual 

5 servica." 1'hll jllllU!CIIioo Is the IIIIDC tired ~ about lhc Mloop belli& a 

II joinl or commoo cost" that the foUowina ccoaomius have thotouahiY d~led: 

7 Alfrod E. Kahn llld WUllam B. Shew, "Current Issues in TeleccltllllunlC&!Jons 

8 ~: Pricl.na," 4 Yale Joumal on Reaulallon 191. 1987; Wil!!:un E. Taylor, 

II "Btllclma Price ofTelccommunlcadona ~ca: Tbc State of lhc Debate." 

10 Reviewoflnclusuial Qraanlzarlot~, Vol. 8, pp. 21·37, 1993, and Steve 0. Panoru, 

11 "Seven van A&t KahD and Sbrw: LIDs .tina M)11u oo Costs anc1 PriciDa 

12 Tdcphca Senice," II Yale Journal on Rgul!tion 149, 1994. 

13 PlJPOOC!!ISOftbe loop-u-a..joil:t-or-common-co.n idea fcl!, or 1111\ae,!O 

14 rccoaniZJc \bat the loop can be a service that a person ma> demand in liS own right, 

15 even without any need 10 make lona ~ calls or 10 use ;all waitlna. 

18 Therefore, by tbe principle of cott-cauation. the COil •J uniquely identified wilh 

17 tbe loop; lhe ICtiOCI that causes tht cost 10 be incurTed rs lhe customcT"s orderina 

11'1 the loop. u~ (or "•ssoellled] tetvices, in contnst, aenerate traffic· 

19 smsltlve costa wilkb, even lf not tarae relative 1.0 the QCst of a loop. may 

20 oevatbeleSI be avoided wballhc customer don not hs\e any u.saac. It foUows 

21 from this &a tha the COil of basic local telccommuruca110ns tcrvicc can be 

22 eaJcul.,....t in &~manner. one component at a lime. It a1Jo followtlllll ocher 

23 • p bale~ .Mea haY~: potiU\e IJICml\mW cotts ova and beyood lhe 

24 comblnod colt of the componcnu ofbuk loc:&lcclccommunlcatlooaacrvice. 

2!1 



1 Q. IS TRUE EVE.R ANY ECONOMIC JUmFICA TION FOR 

2 ALLOCATING THE COST 01' THE LOOP AMONG Dlf'FERUIT 

3 SERVICES THAT THE LOOP CAN CARRY? 

• 
6 A. No. Cost causation, nol usqc Jlllleml or bcne6u re«ived, aho~tld drive cosl 

8 IUributloc IDCI OOfll'tCOVny. Jw lona u • ruldentialloop (or acceu 10 the public 

7 switched networic) u 1 sc.Mce lbal can be dmlanded in ill o~n risl11 . lhe COli of 

8 which QDDOI be IMlidcd by 1101 consumlna IDY of lhe 11Jaie-bued ICTViccs, its 

9 cost lbould not be all~ to !bose sc.Mccs. To rteovcr SUtb costs on a usqe 

10 blsb would be Ulll""'inabk i.o IIWhU opeoed 10 con:.."Ctitioo because hlah-

11 voliiiDC \lle!'l \WUid prefer to PlY the full COS1 of their loops i.o cxc!:.anse for a 

12 more cost·buld price for 11M& 

13 I '* my loop to make lona clillmce .&lis IDd to order pizza. Ne1lbcr of \hose 

1-4 ec;dvir.U ~ a11ccu tho Q0$1 of my loop, and wre is no economic buis to seek 

15 recovery of my loop COSIS from looa ch.. ~ camm or pizza parlon or from me. 

18 baed on my usaac of loq ell~ sc.M11ea or anchov!et. 

17 

18 Tlte RevMue a.nchntM1c ~h to alzlng lfte Unlvetul SetVI~ Fund 

19 Ia lncot'I'K't 

20 

21 Q. ALTHOUGH TBAT ISSUE GOES BEYOND TH£ SCOPE OF THIS 

22 PR.OCUDJNG, MR. GUEPE PROPOSES [AT 14)1lfE USE OF A 

23 REVENUE BENCHMARK BASED ON ALL REVENUES THAT A 

24 CARRIER WOULD R.!CUVE POR DETERMINING WBETH£R 

25 UNTVERSAL SIRVICE SUPPORT IS NEEDED. DO YOU AGREE? 

·10.. 



1 A. AbloiiiiC.Iy DOt From an ccononuc: aandpo!nt. suc:b a benclunark would only 

2 .. ~ ll pc:rpetuuina lbt now of sublidy from optional IC1Viecs to rnidcnual 

3 buic local cvlwnp ter'fiee. A llllivma! IC1Vitc fuDd bexd on this concept 

4 would provide lmuffic:imt iDc:CIItives for ALECs (and rLEC•> 10 provHic 

6 residential be.sic: loc:al cxc:banae aervic;c in biah cost lll'US. 

8 

1 Q. MR.GUErECLAIMSIAT 141 THATTUE FCC HAS US£0 

8 ESSENllAU.Y HIS MITHOD OF CALCULATING THE R!.VENUE 

8 BENCBMARX FOR 111£ PURPOSE OF DETE.RMINlNG TRE SI.Z.£ OF 

10 THE fJ't-rDSTATE UNIVERSAL SERVICE FUND. DO YOU AGREE! 

11 

12 A. No. It iJ t:Ue that in iu Univcnal Scrvlc.:c 0 ..otr (ln the Malter ofFcckrai.Statc 

13 Joint 8olrd on Uolvmal Service, CC Docket 96-45. Order released May 8, 1991). 

1<4 lbe fCC (IIOflO'Cd a revmuc bcnc:IUU~>rk as • mcms for dctc:nnlnina the level of 

15 suppon for wblch e.ch IiLio la'Yed by • uni venal IC1Vicc pnvlder should be 

18 cliaible. AJ proposed by the FCC (Unlvenal Servitc Order., 263·267),the 

17 ~ue "'m<:hmad< (to be Jet ll SJ I per IIDe per lllOCUh) is the 1\cr.ac revenue per 

18 liDc &om a besbs of IUViccs toOUinlDa both supported (basic local cxchanac> and 

19 supportina (diJctetJooary) aavica. H~. the FCC's proposed m.'Ctlue 

20 "'m<:hmadc, UD1Ikc Mr. Oucpc'a, doa DOl include revenue !'tom yellow peaes. IS 

21 claimed by Mr. Ouepe (at ll. and in Table Ill 18). Yellow peaca provide a 

22 f'C\o'C.OUC IUeiiD !billa aepll'I10 tiom the revenues gcncratecl by direct purchiSC1 of 

23 ustp JCr\liQa by liS IL£C'a c:ust.omc:n. AVft'llina in yellow paaes revenue Into 

24 an csti!!l8!o of a ,...!dmtjel ~10mc:r· 11\'Cft&C monthly bill is simply an 

215 ICCO\IIIIiQa &fmmk:lt to rabe the revenue bcodlmad: IS mucb IS pouiblc. Evm 

·11· 



1M Inclusion of intnLA T A toll reven~~e~ in that benchmark i1 II'Oubling. Unlike 

2 the olhct aeMcal currently Included in lbc proposed bcnchma:k. intral.A T A toll 

3 ~be purclwed from wrim other lban lhc ILEC (c.ll·• by dial-around means 

4 or, wbae poalllle, through prcsubscripdon to other providers of inual.A T A to Ill. 

5 'Tberef~, 4111)' usc of intn.LA TA toll by a c:111t0m:er should not automllic:ally be 

8 lied blc:k to * n:venun camed by !be ILEC from that cwtolllC't. 

1 Thr. ~CC'rproposed revenue benchmarlc is itself deficient from an economic 

8 paapective (or n:asoos discussed in~ prevl.ous answer, and repeanng that error 

e wben tho Florida Cocnmlssion effectively dctcnnines the: total sin! of the fund 

10 wouldbea~enor. 

11 

12 Q. SHOULD AM' 'BENCHMARK BE USW TO SJ.Z.£ TK£ UNIVERSAL 

13 SERVICE FOND? 

1" 
16 A. Yes, but lhe only bcnchmal'k that should be u5Cd is lbe c:on.bi~ pric:e of the 

16 

17 

18 

supported services. For obviout reasons, a better ~pc:ioo of this fonnulation 

would be the 1ertt1 prlct IHnchmarlc. 

19 Q. W'RAT IS YOUll ASSESSMENT OF MR. GUEPE'S PROPOSED 

20 REVEN'UE BENCHMARK FOR FLORIDA? 

21 

22 A. 8uo6 oo hb ~t!f!lons, Mr. Guepc propo11C1 [Table 2, at 18) lhat !he revenue 

23 bcnc:hm.uk pet llDe for 8ST in Florida abould be OtM S27 per month. 

2.. FW'Ihcrmote. ~ Mr. Oucpo ~ tJUrtga:u revenue &om all so~cs with 

2a tbc"UJ'tgalt ~ ofprovldlna u.niveraal servic:c. the: $27 per line per month 

·12· 



1 •befxtunm: .. auurn. in effect. tballbcrt till be little or oo case for establllhlna a 

2 IIDiwn&lsa•icetuadiaflorida. ATAT'sstral.eiYbm: is clear: bycomblnlna 

3 uuda c 4im"od COlli &om die HAJ Model wilh a arossiY overwimatcd ~uc 

<4 bmchmadt. it i.J able 10 •dttnooscralcM tbal aaare&IIC !'eYeD~ CX«cd aaareaatc 

5 cosu for mideadal CUAOCDCT'IIn Florida (Guepe, at 20) &Dd, bmof, no universal 

6 tcnicc fimd Ia l)eCeSfV)'. Mr. Oucpc's estimate (at 12) of a $1 5.11 avcrase 

7 mottthly cost~ savo a m ldcntlal llne, relative to a $27 revenue benchmo.rlc. 

8 ~'OU.ld seem 10 lmply pc-cebely that. 

9 1lxre ia additioaal COIIfirmalloo of Ibis S1r'aiC8Y from the tcatimony or :lflr. Don 

10 Wood(oc bebaltotMCI llld AT.t1). ExluDit DIW-5 ofhi11atimooy reports 

11 fW ~l"taiCI'aled "awnac moolhly COSIM c:phnatcs for 193 ofBST'a wire 

12 ccn~m In Florida. Taklna Mr. <Jucope't ~ ~uc benchmatlc for 

13 BST. IS2 or those 193 wire ccnkra (i.e., nca:1y 79 percent) have avcrqc monthly 

1<4 COSlll below the be:ocb.m&rk &Del, bc:ncc, wuuld ~not to qualify for univcnal 

115 service support ia Florida. ThUI, even wilh Wllvenal service auppon n«ds 

18 .,,..,aod at the proper point. I.e., 11 the wire center I~. !he HAl Model·bascd 

17 AT.tT cost"'~ would dowoplay lhc oced for Ullivenal Jei'Vice fundma 10 

18 Florida. The Commbaino should att.Kb oo aedeocc wtwsocvcr to lhu strategy 

18 and instead foc:w more closely 00 INC costs, lhc priu beoclunark. and pricc<asl 

20 complriJoos at die Individual residential line level In C\'CIY wire ...mtcr. 

Z1 

22 Q. WHAT ELSE IS PROBLEMATIC ABOUT MR. GUE1'E'S PROPOSED 

23 REVENUE BENCHMARK? 

2<4 

25 
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1 A. Mr. Oucpe'e cl.ix1wioo llld e&lcul&uon ofi!K revenue bmchmark do not 

2 IC.Ialowledp IlK ovuall c:c • .tcxt in v.hith llx Stale uruversal KrVicc: support 

3 lbou1d be ckta:m.iDed. For example, he lano~ the llnl: bei!Ween the siu of the 

4 Florida ewe~ service fund and the amount of 1uppon that would be 

5 fonbc:omina &om a federal universal eetYicc fund. Mr. Ouepe accc:pts unaitically 

8 tbc definition oftbe revt:~~uc benchmatlt thll tbc FCC llld lhc Fcdc1tl·Stak Joint 

7 Bolnl have propoted as a device: for ddmnicin& !be: federal subsidy. The FCC lw 

8 ltJelf flebowledatlllbat 1 majority o( JtiiC members on the Federal State Joint 

11 Board pmmed QOSI-bucd 10 revenue-based beocllmarU. and recojpl!z..:d that 

10 usiDc a revt:~~uc-bued bax:bm.ri may be difficull (Universal Service Order,, 

11 266). Unfommaaely, Mr. Oucpe paae.s up tbc opportunity 10 apply proper 

12 ~c pria.dplcs for eelectlni . ath a benchmalt. I explained above why :his 

13 averqe revenue flaure doesn't make eenee r;,r Jekrminina, the level of support 

14 requited. Convtnlcnliy, cvet)' dollv b) which Mr. Oucpc c1111 increase the 

15 beodllnatk allo reducea tbc Florida awe \Ind. 

HI 

17 Q. PLEASE EXPLAIN HOW MR. CUEPE'S TR.EA TM£I'IT Of THE 

18 REVENUE BENCHMARK IGNORES THE OVERALL CONTEXT IN 

111 WHICH THE FLORIDA UNIV\.RSAL SERVICE FUND SIIOULD BE 

20 DETERMINED. 

21 

22 A. E•reo within tbc lssuea fnmcv.'Oft. M&blilhed for thiJ proceed.ula, il is appropriak 

23 10 eoc&tlliM how buina a ltiiSe unh"Cnnll\md tolcly on • lfllfNpccili<: revenue: 

24 benchmartc lfPIOIU tbc Unk bctwun !hal 1\md and lbc size of lhc /tdfra/ universal 

25 service fund 1bc idea behind a univcnal acrvkc fUnd is 10 provide tq>llcll 



1 support (talber dwl implicit pri~based subsidies) for prices that are set below 

2 cosz. putkularty ill high-cost areas, for the components of residential local 

3 e:xt:banv tenice that mlk uo tbe universal service prosram-

• Orx:e lbe total lmplklt support ualioowide bas been detetmioed. lhe provision 

5 of that aupport liocn explkit toU~Ca could reasonably be managed by a 

8 comb!Mtioo of a ledeml and various state funds. How would such a aoal be 

7 affect.cd by usiliJ oao revecue bcoc:bmark to set lhe fedml fund .nd another to 

8 de!crminc the state fund? Unfonunately, /lJfY revenue bcncllma.tX-"'nelher ntlhc 

9 federal or thc state lewl-dlat is not the same as the proper price benc:tu:na.!: will 

10 ~. la\llt iD fimda of the WIOG8 size. Ideally, every ILEC should be able to 

11 Mly ~ver its lqitimatc universal service support ncedJ from a com.bibation of 

12 fedodl.nd ~ suppon paymems. So, wbi:! it is possible for 1hc federal o.nd 

13 stJtc'unlversal service funds to be bu~ on different bencllma.tXs, only 

14 beocbnwb !Ofn!Cd &om the combine--! pricea of supported services would "nsure 

15 the establishment ofefficic:ntly..med funds. Mr. Guepe'$ p.oposab do not 

18 ~mpllsh~ 

17 

18 Q. HOW DOES MR. GUEPE JUmPY IDS REVENUE BENCHMARK? 

19 

20 A. Mr. Ouepe'a jU$ti&alioo for the revenue benc:brnark 1$ twofold. Finn. he claims 

21 {Ill-i-tS] that bocaoso ac:mief that sella local excbanae service to a customer wiU 

22 alao likely ld1 odiCI; IIM'ices m that custoDia', the full revenue "potential" of that 

23 ~ ouaht to be in the revcmac beocbmark. AccordlnaJy, be araues that lhe 

24 revenue bench'mutc lbould be the~ f'CVCiue from all terVic:a "a local 

25 telcc:ommiiXIicltlonsccrlercao expect to I'Cicelve" (at 14]. 
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1 Q. IN YOUR VIEW, DOES THAT Jl.JSTIF1CATION REFL!CT SOUND 

2 ECONOMIC ANAL VSl8' 

3 

4 A. No, thiJ rusonillg contuses a subsidy 10 a service with a subsidy 10 a customer. 

5 and wbeo applied to otber citcWIISiallccS. the argument lw obvious absurd 

e lmpi.i~ Suppose a penon buya wale!'. mow mnoval. wl ttuh ~cling 

7 servicet ti9m the wne source, say, his town's municipal authority. Suppose allo 

e lhat, for whatever reiiOilS, WliiCf is available from the to-..0111 a subsld!z.cd rate 

9 (price below cost). DoeJ that mean that the amount of subsldy received by that 

10 penon for Wlkr c:anoot. or should not be, calculated without taking account of his 

11 purcbues or soow removal an.. truh rccyeUr>g as wdl? ln that event. is it ever 

12 possible to establish !hat IllY &i ven serv i« out of the tbru thai he purchase ls 

13 subsidlz.od't 

1• In econotnlc theory, a ctOP-tUbsidi ia defined •ad mea.Uftd on a set"\lice-by-

15 service buis. Wbeu ddcnnlnina wbethcr the componcnt.J of universal KMcc an 

18 receivina a subsidy, it is 1101 apptopriate to involve otber services thai ue not 

17 connetted to Wlivcnalservice even though the aame canicr may provide both 5CI.J 

1J of~etVIcet. Ullder competition. a c:uatomcr lillY certainly opt to pureha$e local, 

19 Jona dlPmce,llld mbenced services from different service providers. eva~ though 

20 the wne t.elepbooe line will SCtVe u a conduit for all those services. For example. 

21 even now I CAD U$e the same telephone line that I purcha.sc from my local tarrier to 

22 Jeedve leMees &om other carriers of intcrnc1 and aatellhc services. Mr. Oucpe 'a 

23 metmee [atl5) to the "one-s&op-sboppina cnvilonm.:nt" iJ. red berrini that 

24 co~ au11 oftlv.lloop with cost causation, t.he only proper ba.sis fOt' priclna. 

25 Finally, the .. avc:rqe rovcnuc from all aources" makcJ even less sense wbcn 
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one COIISiden that customers do oot all purchase the same services beyond the 

2 comJ'O""uts orunivenat servtcc. While all custOmers m.1y be ~a~d to purclwc the 

3 componr!!IS Of un.ivmal xMcc, they do DOt all purchase the other sc:rvice3 

" available. for rxample, it iJ well known to telephone demand illlalysts that the 

5 ITUijority of consumcn do notU.M lnna dl.unce services, and thataubscribership to 

8 most vertieaJIUVices (barr.na the two ot three mast popu. II &mona them) is 

7 aenetai.Jy quite low. In statlna (II 15) that M ••• consumcn do IIOt subscribe 10 

a phone~ limply to make and .--lvo local c.\lla," Mr. Ouq~e o• crlooks this 

e empirical reality. Therefore. witlun • Slalt, eKh C\IS!Omef" avuaac revenue from 

10 !!! sa vices may be quite dltrcma cvm tbouah thc average rcvmuc liom thc 

11 IIIIi vmal sc:rvlee comporoe:uu ITIIIY oot. 

12 

13 Q. WHAT lS MR. GU!P£'8 SECOND JUS11FICATION, AND IS THAT 

14 BASED ON SOUND ICONOMJC ANAL YSIS7 

15 

15 A. Mr. Oucpe:'a teCODdjiiStificadoo(ecboed by Mr. Gut.o at 7-1) is that the faclliue1 

17 115011 to provide local rxcbanae Jmlicc can a1ao be used to provide other sc:rviccs. 

111 "Thrteforc, w:cordil!t to Mr. Gucpc. tf the cost of ~bote facilltie1 can be UlCiuded 1n 

111 the: COli ofuniveraiiCfYicc, thc rcvmucs UIOCWed with ICtViccs ranied over 

20 those facUitlea abould be Included in thc revenue benchnwlt as well. Thla 

21 n:ucmina iJ cuc:tly thc ldnd of j ustification lhatl¥b a finn eeonomic 

22 .llldcrpiDnina b 1 1 u• It Nil• eoiely on the pmni.se that thc loop it • J()tltlle nf 

23 joint or common 0011, 111ldea widely dlscm!ltcd by econom!Jts. There Ia simply 

24 no ccooomic IIOiioDilo ror counuq ~-mues from aiiiOIInlft &Imply beQwc thc 

25 loop tbat ranielllldWtaiiCIVIcc compoomtJ caD a1ao be tbe chlllnel for 

· 17· 



1 rte~h1111 odler IICIVic:a. 

2 

3 Q. WHAT WOVLD 8£ 11IE PRACTICAL IMPACT OF 1\IR. GUEPE'S 

4 PROPOSID REVENUE 8£/I'CRMARK OF Sl7 FOR BST? 

e 
e " · Mr. Oucpe'a ulculadon oflbo revmue balcbmark I• palpably an tiTort 10 "SC11he 

7 bU" ao b•~ dlllallrte number oflica (or ~ire ccn~) othcl'wiJf diaible for 

a uniYCf111 tcrvkc IUp90I1 would (aJI IO qualify for thai support. Even aoin1 by Mr 

11 Oucpo'• oalcul.atlons (at II), removal of all but 1be univmal service oX)IJ!poncniS 

10 fhHn hlabenchmart v.oould VCfY IJ.kdy produce a fii\R mote like $19 U. I' lorida. 

11 lflht tJ'\11 price beftchnwk It at or below lh1l flaure. h iJ clear 10 '")llil how 

12 mll(lb llltOrt oh lw Mr. Ouepo propoaes IC'ItiJI& for qualif)'IJI& for uruversal tc:rVi<:c 

13 ii\IJfP:IW>. For eumplc, .wn wllh lie downwwd-biaxd wire ccntcr-tpeciflc 

14 avcraao monthly COlt pet Uno utimalel procluood by !he HAl Model. thf nwnbct 

1 & of wite CCII !en that would faliiO qual if} for univmal acrvt« support with a S 19 

10 "'"enue bcnchowk dtopllO 123 (about Col pcreetll). Clearly. with c:oru and pcic:e 

17 bcodunllkl aet at the proper le¥Cia, the ~taae ofl%ire c..:~~en quaJify•na for 

1a ualm'SAI..mcc .uppott In Florida could be aiiJlifu:anlly hiaher. Uruortuna~ely, 

1 g 11 lona., A TAT INilta tbat ooly aumaate revcnuu and c:oru mancr for 

20 clc~Ct~DI.al.oa the netd for a lfltC un. •'Cfllillmlicc fund. the bw tn dctcmunina the 

21 unl~ .-vice 1\md ala would almply be cuccrbatcd 

22 

23 Q. CO YOU ACCEPT MR. GUD'E'S REASONING IAT 16) THAT FAILING 

TO INCLUDE OTHI.R UVENUIS IN THE COMPARISON COULD BIAS 

Till UNIVU.SALSIRVICE FUND IN THE DIRECTION OF BEING 

·1&-



-TOO LARGE!" 

2 

3 A. Noc tl aJJ. I bave explained wby proper economic principles reqwrc t1w lbc pnce· 

.c c:otl COCI:Iplrbca 10 dllermine suppo11 ncecla be done exclusively for wU\cnal 

5 setviee-., In C.Ct, lbc opposite t buac applies 10 Mr. Gllq)e' s approech: DOl t1w 

6 tOmperina ooly the revenues of local c:xdlanae KTVice (at the ~i&IC level) 

7 with costs would IUUit Ill a 1\&nd thallt too laric. but that failwc to -do it riiht'' 

6 would lead 10 al'u.od that I. too small. Mr. Oucpc's approteh would inevitably 

g ddrqant the fundlmcmaJ link bct'W~ federal and swe suppon sbam and lead 10 

1 o too IDI&ll a swe l'uDd (ill the pretcnt instance. DO fund 111 all). 

11 

12 ~of .nlmp~ a/ad U,.lverul SMVk:e Fund. 

13 Q. MR. Gt1EP£SVGGESTS IAT 16-1"1 THAT A UNIVERSAL SERVICE 

14 FUND THAT WAS "TOO LARGE" WOVLD HMM CONSUMERS 

15 BECAUSE PRICES FOR TELECOMMVNlCATIONS SERVICES WOULD 

16 8£ TOO HIGH AND WOULD NEVER BE COMPETED AWAY. DO YOU 

17 AGREE! 

18 

1 g A. No. I diJaaree, WbiJo toc:lal welfare would be areatest if the total size nf lbc 

20 unlverul tc:rvice fund (intenllle aa well as 1nuuta1c:) wm: uactly co~-l.e . 

21 IUftldcmiO provide co~ recovery of !be Implicit subsidy for unlvcrul 

22 letYice fiom 111 explicit ~M<~han!Jm-~ d&mases from a fund that wu too larae 

23 would be ~ away. If the t\md were too ~&ric 11 tbe ouext. A.LECs t1w 

2.C were lae emclc:allbao the lL£C ~ masdl the lLEC's priCfJ, collect their 

25 unlvenal JC\'Vkle l'uod payment~ a.od .Uil make profit~. 
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' 
2 

3 

Considr.r Mr. Gillan's ~c (It 1). Suppose an ALEC Md hiahcr cosu than 

Bd!Soulh (ay S2l per month) The~ per-line 1uppor1 from a uruvnsal 

ICMce fimd in tb.iJ example WOIIId be SS per ll.ne pa month (S20 cost less SIS 

4 price). SIIPP* by mist•ke the fund wa-c set It S8 pa line pa month. Then the 

5 lncf,icicnt ALEC could price b&sic local cx.cban&e service 11 SIS. collect S8 from 

6 lbc universal sc:rvicc fund and mil make A profit. despite the fact that il!l coJta arc 

7 (u assumed) S22 per month. 

8 Of courx. with a ponab.lc UNven:al lCTVic:c fund of $8 pcr ""'~.lh. BST (and 

8 otbcr efficient compttl1011) coW4 compc1.e by reduclna their price to mel usc:n 

10 BSrt pcotliS wouJd be hialxr If it capcured the reail CIISlOmoef (and the IIDI'cn&J 

11 SCfYiee 1\md paymaU) It any~ price equal to $12 or~: ala rcu.il price of 

12 S 12 per month, BST would jUJt break e~ Ill thiJ example. havlna ~venues of 

13 s 12 •• universal service fund payment of $8 and economic costs of no. 

14 

15 Q. WOULD A UNJVERSAL SERVICE FUND 11IA TWAS TOO LARGE 

18 HA. VE NO NEGATIVE CONSEQUENCES! 

17 

18 A. No. A ftmd tbllwu too LltJc would UICfficicotly diston COCISUIIICt1' dlOtces 

18 between (subsidized) univenal IC1Vices and all other (sublidizinal 

20 t.elecommunic:atloN sc:rvlcea. Conswnen wbo valued basic local cxchanae sc:rvicc 

21 I• than the ec:ooomio cost of suppl)'ina the service would be Induced to subscribe 

22 10 the Jet'Vicc, and customen would inefficiently ~uce their purchase• of all non· 

23 uni-.1 t.elecommunlc:atloot eemca. Thus, It il imponant to 1ize the fund 

24 oomcdy; bowe\.w It II nolll\IC thai a fund dill was too lvae would cause: 

25 c:\II\OIIIeTJ 10 .-Y more In IOCIJ fllf t.elecommunlcations IICI'Vices or that the amounts 

1 
1 



that ~en pay for local exchanae service would be somehow quarantined 

2 trom the ·Cocus ot competition. 

3 

4 Q. WP..AT WOULD B.E 11IE CONSEQUENCES OF AN INSUFFICIENT 

5 lTNlVtRSAL SERVICE F~'D? 

8 

7 A.. An insufficient univc:rsal service fund would bavc the effect of pre•.enting efl1cient 

8 competition &l:ld lwmlna economic efficiency. Without su.flicicnt universal 

9 ICI'Vict •upporl. a competitor' a (i.e., ALEC's) Incentive 10 provide local service to 

10 blah COJIIIQS would be dlm!Dlsbed. If, as a consequence, an ALEC that could 

11 provide service It • loMr coat llwl the Inc ..mbent should cboote not 10 do ao, 
-

12 lbe1e WQU!d be lltrifiocs of both allocative and technical efficiency. To be 

13 ilxlu=t 10 provide sueh scrvice,lb: ALEC must be 1101 only more efficient than 

14 the ,u.EC but aufficlcmtly IIIDI'CI so in order ror il to ovete"me the dujncentlve to 

15 terve c:rec\lcd by an blsuJ!Icicnt unlveral service fimd. 

16 

17 Q. PLEASE PROVIDE AN EXAMPLE OF HOW THIS COULD HAPPEN. 

18 

111 A. A.aaumc,ln lbe eumple I provided above, that 1M per· line 1Uppon available Is 

20 only S4 per IJ.ne, 1101 $5 (perhaps beceusc tbc federal fund iJ insufficient. or 

21 because tbo 1t1te fuod does not fully recover tbe diffe~ (per line) between the 

22 total impllcltiUblidy for lllliven&l service and the amount of federal support 

23 avall&blc, or both), Jn this ~CIIIIrio, despite beina more efficient than the ILEC, 

24 lbe ALEC coUld well be dlwaldtd from providlna W\lvcrul service. With • S4 

25 aumn per liM Mila $15 price. the ALEC would voluntarily enter only if itt 



1 incmDentaJ COSt ~'a't S 19 l'llha !han S20. In other words. 11 would have 10 be not 

2 mmty more efficient !han t'le ILEC but sufficiently more so (approximately w. 
3 morc than in lbe example above). 

"' 
8 Q. COULD THERE 8£ 0Tll£R ADVERSE EFFECTS OF AN 

6 INSUmClENT FUND1 

7 

8 A. Yes. Continulna whb lhla eumple. because of its CAI"rier oflast resort ot>llaallons. 

9 lbe 1LEC would have 10 eontin:uc providina unhomal SCMcc despite maluna a lou 

10 ofS I per line. While in lbe par.lhll JbortWI would likely have been made up 

11 from other rewaue IIOW'Ca, sud! I'CCOIIt1l' w,U no lonaer be available 10 the same 

1.2 dqree for two reasoas. Flrat. implm .cntedon of a unhomal eervice fund even 

13 one tha.l is buufficient-would approp.'iately be KCOmpanled by mandatory and 

14 commensurate! reductions in the ILEC's revenues from other services. Second. as 

15 the lL£C r.ccs aeneraJ competition, the cJeam: 10 which it could rely O'l revt'nU~ 

16 from those otber services 10 mldpte iiJ univenal eervicc losses would also be 

17 reduced. 

18 

19 Q. PLEASE SUMMAJUZE THE CONSEQUENCES OF HA VJNG 

20 INSumCIENT UNIVERSAL SERVICE SUPPORT. 

21 

22 A. AA lnsuftkleut univcnal eervlee fund would have two serious corucqu'!fiCcs for 

23 ccollOIUic welflte and public policym&kina first. by reduclna the lnecntlve of 

24 morc aftkicnt compcdton 10 provide univeraal eervice, the cast 10 SOCiety of 

25 provldJ.na unlvenal terVIce would not be mlnlmized and ccooumlc efficiency and 

·22· 



1 ~lflre could suffu. The dc&ree 10 which such Incentives are reduced would be a 

2 lbDctioo oflhe IUIIOIIDt by whieb !he per-line suppon IJCIIJQ/~v available falls shon 

3 of the per·li.Do suppon that would be available from aruf!/cltnt universal service 

4 fund. Such a disincentive 10 COmpell: would be espec;wly IICUle ln bighet cost Md 

5 ruralceu wbele competina carrim would bave 10 exceed the efficiency of 

8 incumbent canjen by even wider IIIIJ'Iins. 

7 Second,~ insufficient universal t.:rvice fund could inflict (espec;ially in high 

8 cost atUS) un.ivmal JerVice·rtlJkd loues thatiLECs .,.,"'uld find increuingly 

9 difficult U> offiet witb m"CCIUCS liom olher services. As a consequence, tbose 

10 Clllrim could then be seriously impaired in their ability to undcnakc gn:ater 

11 network iDVC'IUIICIIl, Improve service quality, a.od actively sea out a.nd promote 

12 tecbnolosicalldvancemcnts, pani..ularly in high-cost areu. Apin. coonomi; 

13 efticieqq llld v.-elfare would be the big l01a . 

14 

15 nr.t. ,. • nHd for • Floma Untverut Service Fund 

18 Q. MR. GUEPE CONCLUDES (AT lOJ THAT THERE IS NO NEED fOR A 

17 STATE UNlVERSALSERVICE FUND. IS A STATE UNIVERSAL fUND 

18 NEEDED lN FLORIDA? 

19 

20 A. Yes. Converting the implicit lllbsidics c:wmnly coruaincd in various supponing 

21 servicea i.qlO aplioit aupport for tbe supponed services requires the collective 

22 efwu of botb federal a.od .we nauJaiOr.. In proposing Nles for &izing the federal 

23 unlwnal ~filod. the FCC has aJrady indic&ICd the rr.ct.ioo of the c:urm~t 

24 implicit subsidies !hat would likely be rteovc:rcd in tbe federal jurudictlon. By 

25 desil!ll,lhe federal alwe will be Insufficient U> fully rteovcr those Implicit 



1 subsidies The FCC's aaratt proposal iJ to pC"Ovidc federal Jupport c:altulawl u 

2 lS paCClll of the cxm1110 wbkh tbc cost per line cxc:ttds a ~uc bctJchmarlc of 

3 S31 PCII' line per molll.h. Even if llhe ~vmuc bcnc:hmarlt IJ cboSI:II corm:dy (and 

4 my tesdrnor1y mows why it is not). h is clar that tbc federal share wiU be a 

5 rtWivdy small fnlction of tbc rcquirtd Jupport that should COli)( from federal 

8 to&a'""- It b. tbcrtfore. imperative that tbc size of tbc .we lUnd be dcltnnined on 

7 the bull of property es~"n••ed wile ccnlcr-specifte universal wvicc costs and 1M 

8 combined prioe of all supported !SerVices. Otbcrwise. 1M state fund would be of 

9 the wrQDJ tlzc, and tltbef Ovtr• or underfundina (with attendant f'ff.clcncy losses} 

10 could result 

11 

12 Q. WUAT WOULD BE THE CONSEQUENCES OF NOT ESTABLISHING A 

13 FLORIDA UNIVERSAL SERVICE Ftr.•D? 

14 

15 A. Not cstabU.-hlna a Florida fund could have: KrioU5 advene c:onsequcoc;es for 

18 ~ lftCI COftiUIIIIm alike in the stale. Federal and ltl1.: law• and subsequent 

17 Ktions by rqulason (i.Deludi.oa Uiis Commission) have laid the foundations for 

18 ldecommunlcalions competition at all levels in Florida. Tbls procw is 

19 i:mvmiblc, and all carrim art roina Wad with their bU5iliCJJ plans to adjllSIIO 

20 and pu'llclpetc iD tbc new open mark.tt reality. ILECs art seeking 10 enter into the 

21 poridoo of loot distance service. and carrim that hltbcno speGialiud in long 

22 dl•ance aa riel- • z e tina ovt opport\INtics as pC"Oviden of loc:al c~c:banJc 

23 MMca. Thete It treqiXtlt talk of tbe inevitability ofMconvcracrg·· or Mwvicc 

24 l*'keair.a" 10 aa to be able 10 utiJfy wall-distance" tclecommunlc:ations nccd.s of 

28 eocuumcn. ln thla eavironmcnt, as enll')' batrlers art lowered or ~moved by 



1 network unbuDdllna. raa.le, and illta"eOnDeetioo ~La. c:ompe1itive entty 

2 will most likely lll'ltt JerVices and COIUWilCn from whom the hiahcst nwalns arc 

3 currently earaed. Ulllllly, tlus means consumers (mainly bu.slllt$ses) with hiah 

4 WIUI'I'Iet or d.emlnd or thole for \rbom the cost to JerVe is re:.ulvely small 

5 compared ro the prices they pay (mainly urblln consumers). Thu.s, the two 

8 trlditioOfli lUblldy ltrWII.I tlw bad stmained unlvmalservlcc ln the put will be 

7 undet pea~ prasure u competil0!1 lab lim at 1M servi~s that acncrate those 

8 IUbsidla. Wilbout recoune to al•emalh-e sourcea of suppon. providen of 

0 Wlivcnal tat lee wiU be(~ to choose bet'"'een bccomina uncompc:lu\'C or 

10 rencp11 oo lhdr unlvmal service obliptiOOJ. As dlrc u this may amn for 

11 carricn. the couequa~CtS for Florida COilSWilm could be worse. The ftnt 

12 CIIU&II)· would be unlvcnal service ltsclf, u conswncn ln hiah-coJt areas would 

13 DO 1Qnacr be llblc to receive ICI"Vice on demazlti bxause c:anim would be unable 10 

1.o1 ~Yet' tho hiah<:r COllA -la1ed with tt.o.., con.tumera. Florid• could vory 

15 poulbly be divided betweeo telecommunlutions bavet and have-nou. For 

18 precbely th.IJ reuon, the 11atus quo Is not Qll option. Llkc all o.hu sillies, Florida 

17 telccommunlcalioot polk)' must adapc to the new com~titive world In ot*r 10 

18 protKt die trldilioa of IIDivaal JerViec. it must misratc to an external source or 

10 1\mds !of unlvmal eervK:., and tift a' l carriers from the burden of rccovmna thelf 

20 llllivcnal tcrYiec COlli 111 lhdr r.~es e'Yal u !bey fxe intense compet~uon. Stated 

21 IDOI!xfwsy, the dayaofimplleitsubsidies for unlvcnal service in Flor·da are 

22 numbered. 

23 

24 Q. WOULD YOU PLL\SISUMMAJUZ£ YOUR VlEW OF MR. GUEP£'S 

26 SUBSIDY CALCliLA.TION' 



1 A. Yes. A scmcc is subsldi.zcd ID economiC$. (ot II firm that llleut blu.ks even. If 

2 lhc KrVice's IDCI.IIC!VIcc tntrcmenta.l cost exceeds the KfVice 's incmncnta.l 

3 ~. If tbe finn cams u much. or more. in 101&1 revenue u u incun in total 

4 cost (the "bbuk evm" condition), then the only way it can price one of its services 

5 below cost II by lnaeuina prices for one or more ofiu other services. Therefore. 

II nm if Mr. Ouepe's Cll.lmates of q&rc&IIC costs and rcom~ucs were :!!:ccptable 

7 (which they an DOt), hiJ fiawes ll'C, in Cia. consistent with the presence of 11 

8 1\Jbsldy to raiN ciaJiocal exdwlae service. To de!crmine 111hcthcr rcsidmtial 

i local n• ha"'"ICMce as a wltal' iJ JUbfidizlcd. it iJ nec:esury 10 corn~ the cost 

10 of tllot ICMce wilh only lbe rn'alue lllribulable 10 iL Unfortuuatcly, Mr. Gucpc:'s 

11 "'kiu:hcn sialt~ appoecb le.ds him 10 i.Dclude re-."'"!!IICt ftom other JcrVices u well 

12 in hiJ ~ re\'CIIUC ~. ThiJ iJ fWnlY and simply incorrect Without 

13 brcaldna down costs and rc:vmues by their causal sourc1s, it is impossible 10 tell 

14 from tbe qpepk fi;urw wbether or not a 1ubaldy exitu and to what ..:rvice or 

15 8J'OUP ofaetVIcn. More: 1\indamenta.lly,lhe loaic of Mr. Ouepc's approach is 

111 completely cin:llllr. Havin& already included the implicit subsidies on the revenue 

17 aHSc oflbe c:ocoplriloo (and, thus, bavlll& in1lalcd rcvcnua rc:lauvc 10 costs), he 

18 coodudes lhlllberc boo sublidy. Fl'lllkly. I ""'OU!d be vuy swprued tfhc fOWld 

1 g olhcrwlae. 

20 Sccood. lbe Ctllirc tbn.tst of Wlivusal service reform iJ 10 move from provision 

21 of l.ippOft to aJJ raldc:ntial and~ cUSiomcn to only thote for whom the 

22 cost 10 eave C!Xceodl the price of supported services. The Unlvcrtal Service Order 

23 roabs clear Ill IDtcmllln only supportiaa cUSiomcr~ in blah -<:ott arc:u or those 

24 below a cer1aln atrordability tluuhold. TblJ ltllldArd clearly rcqulrct knowina 

25 Wbelher aiUbsidy II needed on an fJtdlvlduol 1/111 bull. That 11. a subsidy would 



.,.. 

1 be required oaly if the COSt 10 ICM I fiWJtlinc \lo'a'e 10 exceed the pncc pax! to 

2 obcaln tblt Iiiii. Only such an approech could properly st«r lho univtnal service 

3 profpan In tbl dlrecllon or supportlna only customm In hip-cost area.s or those 

4 unable to aft'onl tervice. Accordlnaly, Mr. Guepe's approach of comparing 

5 lllfople moaucs and cosu to delermiDt the aced for support is flmclamentaUy 

6 iocomct. 

7 Third, Mf, Ouepe's appcoeeh is cSctiped 10 mask gmuinc inslaoca or subsidy 

8 where they exist. Suppotc, for txample, there ~n three: customers. one of whom 

Q lives In a hip.cost area. Dimprdina other services for the mommt, USUIIlt tbc 

10 price lbey all pay for uttlvmal tcrVIce IJ S20 per month. Now, suppose that the 

11 cost eo ..-ve lWO of tbe nmomen is S I S aid! and the corrapoodina COSt for tbc 

12 cuatomer In tbl hi&JKost ~tt~ls S28. Properly applyin& ecooomic principles for 

13 ~tina subtidy. the third CUIIOCDCt would ~learty be ldentiflcd u bcin& in need 

14 of' lllf'POTi. However, a oompariJon of :..nrcaato rc:vcnuu (S60) and co1ts ($58) 

15 will &ilto show lhb; in faa, such a COCIIplriJoo ~ indicalc DO need for 

16 support. 

17 To sum•••• i.:e, Mr.-Ciuepe • • ~pp~oeeh ccc1\.ltes tbc real situatioa with respect 

18 to support ncedlal two Ievell. Firat. u the example above demonstrates, hiJ 

19 approeeh caD easily IMSit tbe oeed for support In hlah-cost ll'tU or for customm 

20 below a cerubl atrordabllhy threabolcl. Second, by addin11 ~venuea from othcT 

21 !ICJf'icel Lot.o dleQ+njciloo, that ma•klna dfec1 would oaly be~ Ieavins 

22 • syllan of Implicit $Upp0n flows amana ICI'Vices instead of lll.lkina allsuppon 

23 flowl npllelt. 

2-' 

25 



1 GEOGRAPHIC AGGREGATlON 

2 

3 Q. MR. GUUE (AT Ill AND MJ'. GILLAN (AT lOJ BOTH ASSERT THAT 

4 COSTS SHOULD BE AGGRI GATED FOR A UNIVERSAL SERVICE 

5 fUND TO THE SAME CEOGMPWC BASts ON WHICH UNEs ARE 

8 PRJCED. DO YOU AGRE£1 

7 

8 A. No. ln principle, all ~e n:lcvanl costs and pri~l pric•s. wholesale prices 

; and Ullivmal arvice cosu-thouJ be mcuun:d and dclmnined at a consasunt 

10 p>pphlo level of IQJ'Ciation whtch is u 1maJI u pouible. ' oJUistc:nl whh the 

11 neod to COGIJ'OIIniiSICiioos cosu. hua., all ~I and wbolesalo-cbould 

12 be pcrmlttcd 10 differ over any acoa aphic unll Cor wbl~ com or demand 

13 oondldona differ sufficlcntly to wan ..at differences in marU1 prices. If wholesale 

14 llld rcraJI pried wor. ut In this fuluon. lhcn calculadna tM n~qulred universal 

15 terVice fimd aiu 11 thiJ level of '>COS aphic ~&~Jqation would make sense because 

18 the UNE pricet thll AJ.ECa miiJl Qa) in a aiven win: cc:nter-&nd the ILEC n:tail 

17 prices api mt which lhcy c:ompcle-\ ou!d be b&sed <»I cosu calculated 

18 cooslmntly wilh tho universal anvlce payment !hey would rec:ei vc (or serving 

111 CUIIOOlm In thll wire ocntr:r. NOlO lha. incoosimncy in this respect is not 

20 neceuarily 111d<Olllpetltivc. Bcc:sux the Universal Service Fund Is ponablc rand 

21 wbktle'IU" ALEC or ILEC serves lhc a 110mer rec:Cves !be same payment ftom 

22 !be 1\iod), ll doao't matter for competitive equity whethtr the fund Is too bia or 

2.3 too tmallln • plltlcular region. 

24 However, It maka no SCilMto mc&Sl rc the subsidy to uni••orsal service Ill a 

28 ~ ~I of JCOPPhic aapqatio • 8a:ause rewl prices are actll 



1 carriers 10 eetVe ~ cxdulnaes and would oven:ompcnsate carrim for 

2 acrviDc low-eost exdlanaes. Such a plan would be a WUldfall for carrim tlw 

3 ialeod to tCrW primarily low<OSt metropoliWl areas and would c:orrapondiJialy 

4 be a diAslet foe c:arrien tlw ch..>se or ~ requ.imlto serve hiah<ost rural areas 

5 

6 Q. MR. GD.LAN DISCUSSES [AT lOJ AN EXAMPLE THAT PURPORTS TO 

7 ILLVSTRATE "WHY T1IE SAME GEOGRAPWC ZONES SHOULD BE 

8 USED FOR NETWORK ELEMENT PRICES AND UNIVERSAL SERVICE 

9 SUPPORT." DO YOU ACREE WITH HIS INTERPRETATION JF THIS 

10 EXAMPL!t 

11 

12 A. No. 14 Mr. OIJlan 's example, dire arc rwo wire c:cnten: a hiah<OSt wire center 

13 with a c:osl of $30 per moalh and. a low-eost " .re c:cnter wi lh CON of S 1 0. Mr 

14 OWo.n IIUU.IDet that UNB prlOCJ arc lht same ~eross lhc 1m1 wiro ~cnlen (II $20). 

15 and I "'"lM that reWJ prices arc ickntkll ICIOIIIhe rwo wire centm (at $15). 

18 This ~pdon b justified because. In Florida, mail prices ue 1vcnaed across 

17 tbe state md prices foc UNE.a arc K.llltlk·widc avaqes. If !hey were not. 

18 ALEC. would be uoable 10 cocnpdC efficiently in biab<ost rural areas (whcft 

19 daveragcd UNE eos11 would t-e tr ab but retail pnces would be 1 venae) and 

20 would be ll1ificia1ly l.odUC*I to compete in low<Ost urbM areas ( wbtre 

21 delvmlpd tJNE COliS would be low but retail price~ woufd be 1vcnae). 

22 .Oivm Mr. Olllan'slllld my usumcd flaures. a unlvcnal service fund baxd on 

23 a~Y averqed wire center C01U and prices would pay SS per line In both 

24 wire cenrm. while 1 deavenpd unlvcnal service fund would pay SIS in lhe hiab· 

25 cost wire c:cnter and ooUUna In the low-cost wire c:cnter. 



1 While Mr. Oil!ln' a snferrcd solution of avcraaina the subsidy u!culation 

2 ICI'OIII wire CClll.m docs pmnitlht ALEC 10 break evm Ill bod! the blah-costllld 

3 low-eoa wlft center In th1J ~'XIIllple, It docs not work u well for the !LEC. Under 

4 these assumptloal. the 1L£C c.bar;cs aS 1 S n:Wl price and recci\'ea aSS univenal 

5 ICn'icc fuDd pt)'ltiCil1 in both the hlp-cost and l.ow<Oit wire cmtera, which leaves 

8 It S lO abort i.n the hlah-cost wlrecentu Md $10 ahead in the low-cosr wire cenrer. 

7 Alloaa u the lLEC's cosu vary ICtoU wire cemcr &lid rcuilllld wholnalc pncn 

8 do 1101. there Is no reuoo necessarily 10 aw: the univenal servict (Wid at the same 

9 levd of I&PIIlion u UN& are priced. 

10 

11 The HAl Hodel Is the Wnng Choice for Eatlmatfng Costa 

12 Q. BOW WOULD TOE COSTS PRODtlC£0 BY TOE lW MODEL AFFECT 

13 111£ CALCULATION OF THE VLORJDA UNIVERSAL SERVICE FUND? 

14 

15 A. The JW Model. R.eleue S.O.. (a dlrect IlK t 1 or 10 the Hadicld Modell 

18 uodtl• 4i•••"et the forwani-looldna iotmllCtllal eosz o' DCfwork faci I Illes, often 

11 aerioualy. Mr. Ouepe'slnslJUna chat the same eosz IDC'thodoiQiY be employed for 

18 wn"ttina bodl- coat of network facUlties and forlizina the unlvcrsaiiCrVI" 

19 fuDd mcRiy contl.rms my belief !hat h11 (and A Tetra) intmt is 10 make the 

20 Ullivmal tcrVIce ftmd u amall u poalble and 10 ml.nlmize the conlributlon 

21 obliptioaJ of iDiercxdlazlac carriers like AT otT. The combination of a seriously 

22 ov~ ~uc benc:bmuk and ICTioiUly Ulld<:rullmared eoars could ao o 

23 looa way 10 coouivc precl.aely that rauiL The Commiuioo shoul.d therefore. 

24 ~er;c lbc m&Cbocloloa:Y proposed by Mr. Ouepe in &VOC" of sizina the JWc 

25 llllivma!ICI'Vice fund in IICCOI'd.w:c with COfTCd economic: princ:lplu. 



1 Q. BOW SHOULD THE COST OF UNIVERSAL SERVICE BE 

2 DETERMINID FOR THE PURPOSE OF ESTABLISHING A STATE 

3 FUND IN FLORIDA? 

" 
5 A. The cost of universal savice sbowld be oklmnloed Stpltlltely for ach _.; rc center. 

6 The cost esrlm'kd for !hat purpose should be this of an dlicient service provider 

7 usina Corwatd-lookina l«hnoloaies and operating pnKtt~. The specific cost 

8 wroth} lldopced for that J'III"IIC*, bowe~. should rcOect ~ scrvina c:or.Jitioru 

9 in each wite caattr, use realiJtlc: network detlan and lin&DClial plllllleten.. and 

10 recopla thlt the primary COtnpOIICilU of WliVCTUI service arc retail (rather than 

11 wbolcale) ICI'\'ic.es. The HAl Mo..:lls WU\dtable on lllllheiC c:ountJ. h Is my 

12 ur.deistandina that the BCPM Model (Rclca~ ~. I) is far bcltcr suited for thr 

13 purpose ofestimArina univcrul service ooStJ. 

14l 

15 Q, WHAT WOULD B£ THE CONSEQUENCE OF F AIL!ll :c TO PRO PERL V 

16 ESTIMATE UNIVERSAL SERVICE COSTS? 

17 

18 A. The roost imponaot ~ of tbal failure wowd be o universal servi« fund 

19 of the wrona aim. Underestimated cosu are just the m.lrror imAae of overcstina!A:d 

20 revenue be:al:blulb: boUJ leld 110 iMfficient Wlderfllndina of univenal~ervice. 

21 OMD dllt HAl Model's tendency to underestimate c:osts. my fev is that any UIC of 

22 dill model will ruult in fiDdina that univcnal JCI'Vice Is rn>t presently subsidized in 

23 tome wire casun wbm, in fact, it Is. With au inlufficicnt fuod, competitive entry 

24 in hlaJt.-eost arc:as even by more efficient c:arricn wiU be discounged. Morea~. 

25 incumbent cmlen that have universal JCI'Vice obUptlons ~y wowd not 
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rec:dw 'IIOI•&h support and \IIOWd sustain losses lha.t, in the (au of increasing 

2 c:omJ'dltloo and lhiMlna maraiDS for their ocher JerViecs, would become 

3 ~ difticult to olflct. Thole canien would, over dme, find il 

4 IDa• inaly difficult to IIDCiaute oew nctwOCt invntmtnu, impro"-e IJUVice 

5 quality, or pomoc.e new la'Yica llld toahnolo&ies. 

e 
7 Summary and Conclualona 

8 Q. PLEASI SUMMARIZE YOUR CONCLUSIONS AND 

g RECOMMENDAnONS. 

10 

11 A. Mr. Oucpl'• pi~ to use a .._:ioully o-uznattd revmue benchmart (bued 

12 on a "k11ddaa sink" approecb to KCOUIIIir.a for the anenues aaociated with 

13 univenal M\ice) and die laiously UDXmtimatcd eos11 produced by the HAl 

1-4 Model wiU undoubced.ly result in too SI!Wia ~ univtrlll JerVicc fund in 

15 F1orida. ln ldditioa. aay adberm:e to Mr. Outpe's suaaestion for delmninina 
16 wbetbcr I tubsicty exisa by conlplt\lli aurepte m'eRIICI with l~ga.te COilS 

17 will Uktly have die alllurd c:oacllllioc chat ffO liSLe univtrlll service lUnd is 

18 nee E '""' i.o Florida. NotMna could be more dctrimaltal for telcc:ommunicauons 
19 aaSUXDen In Florida lhiD tbtd oonclusion. 

20 1be sbiDa of die tate 1'\md CCIDOI be dooc: outside the ovcnll contc:XI in which 

21 tbe foderall\md playa Ill Important pan. That wlc will cauinly be made even 

22 birder by lilY flllure to 111e the proper eoouo•'llie b&siJ to c:alculatt the subsidy 

23 r"''deted wi1b lift!~ aervicc. One I\ICb fiil~ WO\dd be to ldopl Mr. Ouqle'• 

24 view tblt tile CIOtt of the Loop b cwnmoo to bod! componcniS of un!vtrlll la'Yicc 

25 IIIII other~ 
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My recommendation to the Conuniuion is to reject the HAl Model u the basis 

for etlculadna the COJIUSI>Ciatc4 with unlvcnal service. If a cost proxy model is 

tci be._ the BCPM represMts a better source for forward-lookin& incremental 

C:OSU. aod abould be UJed IIIS1Qd of the HAl Model. At the same time. u the 

proc:ess of KUina up a universal service f\md In FloridA sets under way. It would 

be nert'SSU)' to be mlndflll of thc foUow\ntl rwo lldditional issues: 

I. The Implicit subtldy at the 11ate level abould be dctermlncd as the difference 

between the cost usoc:lated with the FloridA le&islarure-defmed c ... mronenl! of 

univenal service IUld the combined price ortboso services. Revenues from 

other terVices abould not be included for makina this compariJon. 

2. The oaly level or~ tgreption dw Is relevant for e&tabllshlna and 

slzilla alllle unlvcnal Jel'Vice f\md Is th!ll of the wire center. The cost of 

providlna unlvena1 service and tht need for any univmal service suppon 

should both be determined at that level. 

Q. DOES THIS CONCLUDE YOUR TESTIMON'¥1 

A. Yes. 
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