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• 
Q. PLEAS£ STATE YOUR NAME, BUSINESS ADDRESS AND TITU. 

2 A. My IW!Ic Is Ridwd Gutpe and my busineu addrcu Is 1200 Puc:h~~ee S~~eet. N.E.. 

3 Atlanta. Georgia 30309. I am employed by AT&T u a District Manager in the lAw 

4 &. Govcmmcru AlTai" otpnitalion. 

s 
6 Q. BRIEFLY OtiTlJJ'I£ YOUR EDUCATIONAL BACkGROUND AND 

7 BUSINESS EXPER.D:NC£ IN TH£ TEL£COMMUNICA TIONS INDUSTRY. 

8 A. I ~elvcd a Bachelor of Science Ocaru in Metallurgical Engineering tn 1968 from 

9 tbc Unlvmity ofNO!R Dame in Soulll Bend, lndl&na. I recd\'Cd a Muten of 

10 Business Admlnisllltlon Degree in 1973 from the University ofTennessee in 

11 Knoxville, TennesKe. My telecommunications e.vttr began in 1973 with Sooth 

12 Caunl Bell Telephone Company in Maryville, Tennesoee, u an outside plant 

13 engineer. During my tenure with South Central Bell. I held various assignments in 

14 ouuidc plant engineerlna, buildings and real cmte. Investment SCj>lllltions and 

IS divillon of revenues. At divcstltvrc (111/84), ltransfemd to AT&T where I have 

16 bcld numctOUJ nwuoacmcnt positions in Atlanta. OcO<Jla. and &Jlcing Ridie, New 

17 Jersey, willl ruponsibilitlcs for inve>tment Kponuions, analysis of ac:ecss eharg<' 

18 and wHra, training development. financill analysis and budgetlns. sttategic 

19 pla.nnioa. regulalory wuea management, product implementation, Jlralcgic pri<ina. 

20 and docket mllJlaicnnenl. 

21 

2.2 Q. RAVE YOU PREVlOUSLY T£STlFlED B£FOR£ ANY STAT£ PUBLIC 

23 SERVICE COMMlSSJONSf 

2 
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A. 

2 

3 

4 

5 Q. 

6 A. 

7 

8 

9 

10 

II 

12 

13 Q. 

Yes, I have~ettifiCd on behalf of AT.tT on Alabama. Georai£. Miuiuippi. Nonh 

C1111llna. Soulh C1/111ina, and Tmnct- on product implemenl.ltlon iuun. pncina 

luuu, and policy iuues. 

WRA T 1S TllE PURPOSE OF YOUR TESTll>tONY! 

Tbc pulliOIC of my latimony, and lho te:t~imoftyofochet AT.tT wimesses. is to 

~ 10 tbe Florida Commluion lhe adopcion of lhe HAl s.Oa Model as the 

forward looldna oost proxy model (Otlhe detenninallon or C:OSIJ fOt . pcnnanenl 

lllllvcnaiiCtVlcc metlwtlstn. 10 pmtnl rcsulu oflhe HAl S.O Model, and to 

..-IIIClld ap«ifk policln conccmlna lhe impkmcnwion of • pennwnl universal 

service medwlism. 

HOW WILL ATAT ADDRESS Till: ISSUES lDENTIFIF.D BY T UE 

14 COMMISSION' 

IS A. IJI iu July 2. 1991 Order, lhe Commiulon set fonh a list of issun to be llddrcued by 

16 !be putln in lhls doctct. These issues are; 

17 For uolwnal servlcc purposes. ,.hat Is the ddinition or buic lucal 

18 tclccommun~dons seNice? 

19 Wbatls the appropriate cost p<o~y model to detennine the toUI forwanJ. 

20 loeldn& COli of provldin& bask localtelecornmllllkatio<u servicle? 

2 1 Should lhe 1IDUI forv.-.nllookln& COA of boule localtcl«.ommunocauons 

22 servlcc be dclcrmined by • c:ost proxy model on • basis ~tn.tllct lhan a wire 

23 center? 

24 Wbat IIC lho appropriate input ••lues 10 lhe cost proxy model? 

3 



• 

What local Cllthangc eompan~s muJI usc the COSI proxy model? 

2 What arc the multi of the cost proxy model for thtsc companies? 

3 Wbalappr001eh should be employed to cklcrminc the CO$t of bask local 

4 tcltcommunlcations acrv~ (Of LECa thatacl"c ftwtt than 100.000 lines? 

s 
6 AT&:T is prc1t11tlna the direct testimony of four witneucs in this procttding to 

1 adciRss tbac lssun idcmif'ocd by the Commission. I will adclrns policy is~s 

8 coocemina the acleclion of !he COSI model, the deOnition or suppo11ed scl"iut, and 

9 the e:.ublbhment or a permanent universal sel"iee mtchanism. AT&T witness Don 

10 Wood addm~tt the clevelopmcnt of the HAl Model. iu inputs and the rauhlng com 

II 10 prcwic1e local ltn'ioc. AT&: T wnnas John Hinhleiftt addru~t~ cost of capital 

12 Inputs. and AT&:T witness Mike Mojoros addrcU« deptttia•ion lnputJ. 

13 

14 Q. A REASON FOR 1111S DOCKET IS TO EXAMINE COSTS OF LOCAL 

15 T£LECOMMUN1CA110NS S£RVlCI: FOR nu; PURPOSES OF 

16 ESTABUSBIJIIC A PERMANENT UNIVERSAL S£RVlCE lltECifANISM. 

17 WHAT lS MEANT BY A UNIVERSAL SERVICE M£CIIANISII11 

18 A. 

19 

20 

A unlvcnalacrvice mechanism is the pnx:eu 0< system set up to maint.oin the 

objectives or unl,cn<alacrvice after the local mV.Ces becomes C4ftlpc1111\e The -an 

objccrivc of unlvttAI aervice is 10 provide IICCUI 10 qu.lity teleeommunlca11ons 

21 scl"iCCS atafl'onlable rates to all comumcrs In other words, to promote conntctlvity 

22 10 the tclcphoftt ncrworit. Consumers In all areu, includlna low· Income consumers 

23 and those In Nt&l and b 1)1 cost arc.u. sh®ld ha~t the accus and rates lllat arc 

24 rcason&bly compu-ablt 10 those available fa< similar sen~i:cs in urt..n ueu. If 
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universal setVlcc aubsidies are required, the Tcl..:ommunications Act requires !bat 

2 they be ~xpllcll: mOt'CIOvcr, !hey sb..uld be no srcatcr than nccc:sury to cover the 

3 forwatd lookins economic c~ of !he supported aervkct, and should be funded and 

4 

s 

6 Q. 

7 A. 

8 

available on a competitively ~uual bails. 

BOW WOULD A UNJV£RSAL SERVICE MECHANISM WORK? 

The implementation of a universal service mechanism requires lhe determination or 

sevcnl fae10r1. These Include the idcntilication or: (I) wv!ces to be tupponed by 

9 the unlvenal Krvicc fund; (2) who lhould receive universal service su.pport; (3) what 

10 constitutes an •affordable• rate for supponod tervices: (4) wmt revenues and cosu 

II are~ in cktcrminins whothcr subsidies are required; and (5) tho fundirg 

12 mechanism. 

13 

14 The process to determine universal service subsidy requiromonts has rwo principle 

IS components- ,.'bAt are lbe coils to ~ervc eustomcn and what are the revenues from 

16 =•tomen. l.n gcnct11l. lhe cost i.s compared 10 revenues to dctcrmi~ tubJidy 

17 requirements. An integral part of this ptOCcss iJ to determine the cost or providln1 

18 unlvcnal service in Jeosraphlc areas throughout the state. The HAl Model. which Is 

19 reviewed in detail by AT&:Twllness Don Wood, determines the forward looking 

20 economie cost for lhe proviJion of univcnol scn•kc for ca.ch wire center. 

21 

22 Q. 

23 

IN TilE CONTEXT OF TilE EST ABUSII~f£NT Of' A P£R..'IofANENT 

UNlVERBALS£RV1C£ MECHANISM IN FLORIDA, WHAT IS MEANT BY 

24 BASIC LOCAL TEUCOMMUNICA TIONS SERVICE' 

s 



2 

3 

4 

s 
6 

7 

8 

9 

10 

11 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

23 

24 

A. Florid. statute Section 364.02S(4)(b) statu "To 1.ssill the Legislature in establishing 

a permanent univcnal Krviee mechanism, the commission, by Ftbnlary IS, 1999, 

ahall clmrmlne ancS tql01110 1M l'mldcnt of the Senate and the Speaker of the 

HoiiSC or Rcprescntativct tho total forward looking cost, based upon the most ~ent 

commcrc:lally available kehnoJosy and equipment and acnerally aeeepted design and 

pl.eement prlnc>iplu, of pl')vidlnglxuic localt•ltcomnumlcatlons urvlc• on a ba.sis 

no gruter than a wire ccn1<r basil us ina a cost proxy model to be Klccted by the 

commlulon after notice and opportunity for hearing." Florid. Slatule Stc~ion 364.02 

(2) lUtes "Buk local ~lceommunications Krvke means voice· arade. Ott·ratc 

rcsickntlal and flat·ratc alnalc·llnc buslnut local exchange tcrvlecs which provide 

dial tone, local uJigc neee$$1ry to place unlimited ulls within a local exchange 11...:.. 

dutl tone multi·frcqucnc:y dialing. and ac:ccn to the following: tmergency Krvic·cs 

au~h u "911." all locally availablc intcrcxthangc companiCJ, directory usisW>«. 

operator wvica, relay wvica, and an alphabctiul di~tory listing. For a local 

exchangctclccommunicationa company, aueh term aha II includ• any '"<tended areca 

Krvkc roulcs, aod CXW~clcd calling wvicc in existence or ordtrcd by the 

commiuion on or before July I, 199S." 

Section 364.02 defines buie local telecommunications Krvicc in the context of 

altcmadve rcplatloo for local exchange canicn and it specifics the obligations of 

Incumbent local exchange CIITiers that choose alternative regulation. 

In thit cont•xt, buk local ldccommunlcttlons Ktvi<c is defined as that minimal 

s.ervi.cc which Cllriers aelcctina alternative rcgulllion mull mike available to 

conswncn in the ttatc of Florid~. However, for the purpom of detcrminina the aiz.c 

6 



I of a universal service subsidy, it i.t appropriate to Include all forward-looking costS 

2 incumd to provide this functionality (the loop and the switch) to consumers. In 

3 other wordJ. the full cost of the loop and switch to provide all service<~ that can be 

4 furnished toooasumenshould be included, which is the cost ina proc.ess Included in 

S the HAl Model. Including all these eosts fwthcr provides consistency when 

6 comp.uina cost$ to revenues to detennlne subsidy needs u I discuu further later in 

7 my testimony. 

8 

9 Q. SROVLl> A PERMANENT UNIVERSAL SERVICE MECHANISM INCLUDE 

10 SUPPORT FOR BUSU.'tSS SERVICES OR ADDmONAL (SOM£TlM:tS 

II 

12 A. 

13 

LABELED SECOND) RESIDENTIAL UN£S1 

No. The suppon for univenalscrvitc thould not Include suppo<t for any business 

line fCfVicc and should be limited only to the lim residential line. G<ncflllly, 

14 buslntU services arc priced above costs and, In the intrrcm of economic effickncy 

IS and the burden such a busincu subsidy would place on other users, should not be 

16 subsidized. Busincssc:s bavc a muns or recovering their telecommunications costS 

17 through the prices they dwgc in the market Multiple residential lines ao beyoad the 

18 &011 or Wlivcnalsuvlce or ensuring that cuotomcrs vc connected to the network. 

19 Households with Incomes eapablc of •ustaining multiple lines into \he hou~e or 

20 tubscribin&to advanced tA:Chnolo&ical services should not receive subtidies for 

21 additional IA:Icpbonc lines. In some coset, there are econon1ic tubstirutes for second 

22 141ephoncllnes, sudJ as eable TV·bued IOIA:met access, or mobile phones. 

23 Subsidizin& mulrlple telephone lines could cause custorncn to make uneconomic 

24 JX!rthase cleclsions llld Inhibit powth of addltlonaltcehnolo&ics. Subsldizin& 

1 



multiple residenti&l lines and businas liou inc:~ues the siu or the fund 

2 un11CCC$sarily; It mus.t be remembered that ror every dollar or subsidy provided. a 

3 dollar must be taken from a Florida consumer. 

4 A Florid.t univenal IC/Vke lUnd should have u Its objective to provide wisWICe to 

S those f lorida consumers who require assi~ to stay coonected to the 

6 tclceommunkations network. 

7 

8 Q. W1lA T COSTS AR£ APPROPIUA TE IN DETERMINING TH£ EXISTENCE 

9 OF ANY SUBSIDY AND NEED FOR FUTIJR£ SUBSIDY SUPPORT FROM 

10 tJNJVERSAL SERVICE! 

II A. 

12 

On the c:ost side of the equation, both ror purpotes oHcderal and state universal 

serYicc supporl mechanisms, com used In any universal servi~ mechanism should 

13 be coos!Sicnt with the pricina of Unbundled Network Elemenu ("UNEs") · · both the 

14 methodology and the level or •IW"IJition should be consistent. The FCC 

IS tlli:OUrajcd Slates to use consistent methocloloaies for seuing unbundled network 

16 clcmcnl prices and ror decerminina unlven.l scrviu suppon level._ (FCC Repon and 

17 OrdcrCC Docket No. 96-45, Par. 2SI). 

18 

19 Q. 

20 

21 A. 

WHY SHOULD UNIVERSAL SERVICE CO~I STUt:JES BE CONSISTENT 

\VJTll COST STUDIES FOR PERMANENT UN£ PRJCES! 

The. cost basis of the nC1WOI1c facilities used 10 serve the cunomer should be the ume 

22 whether Ills the ineumbent local exchanac carrier serving the customer directly or It 

23 is the competitive loc&l cxchansc canicr leuina those ~oamc facilities (u network 

2.4 elements). In either Instance, the rclcvantsundard should be lhc forward·lookina. 

8 



el'f"'cic.nt cost or the f~~tllitJes used to provi<k service. UNE .,me. and univmo~l 

2 sctYice ecl$U mun be based on forward·lookina, !cut cost technology. The cff«t of 

3 calculttlna univcn&l sel"'icle subsidies and Mtworic clement prices from different 

4 COlt studies would be a com~tltlvely distorted univcrsai!MVke fund. In order for a 

S fund to be 'Otllp<dtlvcly Mutnl, both the UNE-based cnlt'lllt and the loc:umbe.nt 

6 dlould rcecivc the Am<' effccri~-c subsidy. Ho,.~er. if com~titivc providers pay 

7 UN£ plica based on one cost analysis, and subsidies to suppon universal ..:rvk:c are 

8 calculated from a diffm11t eel$! study. then there will be Instances in which the 

9 subsidy available to the com~tltlve provider would be either too small or 1o0 larae. 

10 Both networic clement pri<a and univnsal ..:rvice C46U mould he calculated from a 

II c:ostlludy that cstlmatea the forward· lookina. efficient cost of a local network -· 

12 which b precisely an output of the HAl Modd. In its determination of any subsid)' 

13 rcquinmcnts. the ~rmanent universal :service m«hanism should use costs 

14 •~~SRaated 11 the same level that UNE costs are offered. If unbundled network 

IS elemenu are priced on a Jlllewide b&s!J, then st:atewi<k costs are appropriate 10 use 

16 for universal SCfYice purpo:scs. 

17 

18 Q. 

19 

20 A. 

21 

22 

23 

24 

AR£ CURR£NT UNBUM>LED NETWORX ELEMENT PRJCES BASED ON 

FORWARD LOOKJNG LEAST COST TECHNOLOGY? 

No. While the elllbllshment of UNE rates b ncx the sllbjeet of this proceed ina. it 

Jhould be noccd that the cxistlna UNE rates were not a.:t pursuant to any model be ins 

proposed In this procccdlna. For ellllllple, the maJority of UNE rates set In the 

BciiSouthiATAT Alilllratlon ~ 5CI based on BciiSouth's proposed cost model, 

The rates for the remainder of UNEs were ..:1 earlier thiJ yur based on a 

9 



slanif~C&Dtly cliffcrml BciiSoulh model. Morco\'tt,!Mrt art subitanti.al difftttnccs 

2 in cuuin sianirlcantlnputs uud 10 ld tht rates Ibis )til as compared 10 lht rates set 

3 in lht initialltbilnlion pcocccdjnaln Docket No. 960133·1 P. The mocki!Nt GTE 

4 is anliciPitcd to file In this proc:tedina. !he lntcaratcd Cost Model, appears to be 

S subswltially difftm~l from !he mock I uud by !he Com minion to .. I the UNE riles 

6 i.n lht AT&:TIOTE ltbi1tation pnlC«dina in Docket No. 960&41· TP. The divert&!) 

7 In lht m&MU in '"'hich twrcnt UNE priecs "'etC set underscom lht Mcd for lht 

8 Commwioo 10 ~dope 1 comptthtnsiw consilient cost mock I indq>cndcnt of lht 

9 I LEes lhal can be uud as lht bas&J for bach unheruiiCI'V~e and nct"-or\: clement 

10 costs .• 

II 

12 Q. 

13 

ON WHAT GEOGRAPHIC BASts SUOULD TilE TOTAL FORWARD· 

WOKJNG Cosr OF UNTYERSAL SERVICE DE DETERMTNEDt E.G. 

14 GRIDS, CBGS, WIRE CEI\'TERS, ETC.! 

Tht total fotwatd-lookina ~of un&venal snviet sho<lld be dotmniMd on a "'"• 

I 6 ccnlet buts. Tht HAl Model already p<oVIdts tOil estimates for unl\ crul kt' occ 

17 and lJM£s atlhc wise tetlin lnd Th1s 11 coosistc111 wnh lht FCC "hkh r<'qutrcs 

18 lhlt any USF cost study or model uied to aleula~ !he fDf"lld·lookina cconornoc 

19 costs of p<oVidlnJ univcnal unicc 1n rural, insul&r and high co>tiiUs mull 

10 dcaveraac suppon calculi! Ions 11 lcutto !he "ire center le\ cl. (FCC Report and 

21 Order CC Doc~t No. 96-4$, Par. 2S0). 

22 

10 

J 



2 

3 

Q. 

4 A. 

s 

SHOULD Tat CEOCRAPRIC BASIS FOR D£Tt:RMJNINr: nfE 

FORWARJ)..LOOKINC COST OF' UNTV£RSAL SERVICE B£ n rt SAM£ 

BASIS ON WIDCB THE NEED fOR A SUBSIDY IS DE r ERMJNED' 

Not ne«~sarily, u pm~io<nly indicated. in the proccu to determine subsidy 

rcqvimncnu, the pcrmancot univcrul KtVicc mcdlanism sllould tuc costs 

6 IJIRPied at thc same kvel that UNE costs arc ofTen<!. The buls to d~ermme 

7 cosu is a iCpU&Ic and dlstiDCt iuuc from thc basis to dclcnnlnc any sub1idy ncccb. 

8 If unbundled netwotlc clements arc priced on a swcwide buis. thtn statewide costs 

9 arc appropri.tttc to usc for universal s.trvice purposes; if unbundled netwOrk clemmts 

I 0 arc cltavmpl by density ZoOM, then denstl)' zone costs arc appr1)pri&tc to u<e f01 

II univm.l service plllpOIC:I. ~critical relationship is bc~Votcn the aooarap:nc a:u 

12 usa! todctcnnine the n«d for a '"'b1idy and the acovaphic area at which UNE cosu 

13 are avcraacd. These must be the same. There is M such required relationship 

14 bclVo«n thc Jcoanpbic buis for dclerminin& the (OfWatd looluna COli of service and 

IS the acoaraphk a:u used lo determine !he need for a sub1idy. 

16 

17 Q. 

18 A. 

SHOULD ALL IU:CS BE REQUIRED TO USE THE SAllt£ COST MODEL! 

Not at this time. AU non-rural LECs. that is, BciiSoiM. GTE. Unhed. and Ccntcl, 

19 should be required lo usc the same cost methodoloar. II may not be appropriate at 

20 Ibis time for amall nnl LECs to uu the same COli model u !he non·runtl CO<Opanics. 

21 The FCC hu dctcnnincd, for intcntate hi&h cost filnd purposes. Nral LECs,.lll not 

22 be requtr.d lo UJC a forwvd-loollnJ COli mcthodolol)' at l<lfl until January I, 2001. 

23 Florida Nlllle Section 36-C.Ol•<•Xc) permits the Commiuion to determine small 

24 LECa cotta b&Md either on a c:oot pro•y model or an embedded coJI baolo, 

II 



Q. 

2 

3 A. 

SHOULD UNIVERSAL SERVICE COST STUDU:S BE COMPANY 

SPECIPJC OR GENERIC? 

The cost JI'Udics should be tq)resenlltive of an efficient firm providing service in 

4 spcelfac gcosraphic atUS. The cost $1udy model should be generic in orduto be 

S appropriately independent of the incumbent L£Cs embedded ne"'m and 

6 operations. However, the input factors should be relevant to the geographic arcu 

7 be ina aerved. 

8 

9 Q. 

10 A. 

II 

WBA T IS mE COST TO PROVIDE UNrYERSAL SERVICE IN FLORIDA 1 

The total fOfWird looking cost to provide universal service for arcu served by 

BciiSouth In Florida Is S610.6M. this oquatcs to an avenge of S I S. ll per residence 

12 line per month in the BciiSouth ler\'inaliU. The total cost to provide un iversal 

13 service for &IUS served by GTE in Flodda Is S2SS. I M. this equates to S I S.07 per 

14 residence line per month. The total cOS! to provide univeru.l serv~" for anu ''"'·ed 

IS by United in Florida is Sl09.2M, this eQ"-'Ies to S 17.16 per rcoidcncc line per 

16 month. The total cost to provide univerulservice for areu served by Cenacl in 

17 Florida is $61. 7, whkh equates to S 26.2J per rcsidcnu line per month. The 

18 undcrlyi11g data for these COJts is prewtted in the te<timony of AT&T witnC1s Don 

19 Wood. 

20 

21 Q. 

22 

PL£ASE DlSCtJSS YOUR RATIONALE FOR WHAT REVENUES AND 

COSTS SHOULD BE INCLUDED IN TilE ANALYSIS OP BASIC LOCAL 

23 RESIDENTIAL EXCJIANGE SERVICE FOR TilE PURPOSE 01' 

2.4 ESTABJ...lSBJNG A PERMANENT UNIVERSAL SERVICE MECHANISM! 

12 



2 

3 
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6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

2: 

23 

24 

A. Th: cosu used in the p10vision of local n:sidential set\' icc should be the forward 

looking cconomie eosts usoclated with all services that utilize the IN:alloop. which 

are the dial tone n:lated cl<mcnu, state and inttrsaate aeecss scrviceJ,IIICI 

discrctioaaly service ~~r&~~gcments. The costs should be clW11ined at the wh~ ccntcr 

level. The ~venues that lhould be included In the an2lysis of local residential 

service are the aame cltmcniJ for which cott data iJ developed. These rtYeniiCJ. u 

recommended b) the Fcdctai·State Joint Board on Universal Service, should include 

local, disaction&ry, tc«U SUYiees and other appropriate revenues, such as, ~llow 

pages I. These are the revenues any company SCNing an individual residential 

customer would anticipate to n:ccivc to offw:t the tOSt of scrvina that custOmer. FO< 

pwposcs of federal universal scrv~ blah cost suppon. the benchmarlc revenue per· 

line will be a nationwide average of revenues derived frO<n loeal services (including 

revenues frO<n dlscntlonary services), and interstate and inuutatc acuss. Thi> 

would equate to the per-Hoc revenue that is paid to the local exchange carrier by the 

end·uset for scrvlca included In the local uchangc matket and by the intcruchange 

carricn for services included in the loc:al exchange accus market. The determination 

of a S1lbsldy is based oo tbcsc revenues and the cost of serving customers. h is nOt 

mcn:ly the revenues ass«UUtcd with basic local service, but all the revenues 

associated with customers that both the incumbent and new entrant um:n evaluate 

when analyzina thc claitablllty uf scrvinaa particulAr marllrt area. The revenue 

bend\n:wk basically w:IS the standard of a re&JOnablc revenue levclthlla c.rricr 

should expect to n:ccivc fiom iu customers beJore it is able to dntw from a subsidy 

flrnd. Sul»idy requirements abould be determined by the elementary rule that 

sul»ldy is only needed when: the rcvenucs cxpceted to be received from c• tomcrs 

13 



are irwlequatc to cover costs. The amou.nt of subsidy required in each ILEC's ar .. 

2 would thai be de~incd by comparing !he gcopphic sp«itic costs lD lhc 

3 associated ~nnues. In goographic &RU where com exceed revenuu a subsidy 

4 would be pn~vlded. 

s 
6 Q. BOW SHOULD THE REVENUE DENCRMARK 8£ DETERMINED? 

7 A. The revenue bendurwk lhoold include all revenue• !Mt a local telecommunications 

8 carrier can ~p«t lD receive, in addition lD local service, from lhc diJCredonary 

9 servkcs and lnll'altate and Interstate switched access suvices that are biSOCiated with 

10 the provisioo of local exchange service. This Is the wne method to calculate the 

II ~venue benchmark that the FCC used (and the FedcraVSl4tc Joint Board 

12 recornmcodcd) In determining the intersu.tc bcndtmark. 

J 3 The FCC explained the malte·up of its revenue benchmark: • As the Joint Board 

14 recommended, !be revenue benchmark should !alte account not only of the retail 

IS price cumntly clwJcd for local Ktviu, but also of olhcr revenues the canicr 

16 receives as a result of providing Krviee, including ven leal service revenue and 

17 inlU11.1tc and iotrasla~t aeccu ~nucs. Failure lD include all revenues received b) 

18 the UtTicr could result in substantial overp.tymcnt to the carrier," (FCC Rcpun and 

19 Order CC Docket No. 96-4S, Par. 200) 

20 

21 Q . 

22 

23 A .• 

2.4 

WUY SHOULD THIS APPROACH TO CALCULATING TII.E REVENUE 

BENCJIM.AlU( BE ADOPTED? 

This mcthodolol)' Ia the only approath which really maku acnJO. ll>c revenue 

potential of a cwtom"*'ll DOC determined solely by revenue from buic local 

14 
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3 
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s 
6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

23 

exchange service. c.rricn will expect to rttcivc revenues from Olbcr services they 

provide their ~en. u well u revenues from access eharaes imposed on otMr 

canien when customm make toll calls. Mo=ver, customers do not subscribe to 

telephone service simply to make and receive local ails. Telecommuni<:•tions 

service pc-ovidcn do 1101 sedc customcn baed solely on expected revenues from 

basic local exchanac JUYicc. 11 II the ent.irc basket of scrvices usoclatcd with each 

customu 'sllne in each wire center (i.e~ the loop and the switch) that II imporuntto 

detcnnloc profitability and the nee.! for a universal service subsidy. This iJ 

puticululy l1IIC In the :ontnl of the •onc-•top shoppina• cnvironmcntcxpectcd in 

the future. Carrion which conuol the loop and switch will endeavor to become the 

provider of all services made pouiblc by these ftcilltics and will compete to attract 

customers with a variety of priclna stnteaics. Competition will determine how 

canim recover the c:os1 of the loop and switch acrou the basket of retail services 

made possible by the loop and switch. 

Additionally, the facilities which provide local exchange service do not provide just 

local cacbanac scrvic.c. The facilities that provide basic local service also provide 

vertical services, switched access service, and other intraLA T A ~ices. Thus, a 

cu51omer e&nnot ~C~Iocai1C1Vicc frul'l une provider and vcnical services f1om 

another. Likewise, a customer cannot order basic local cxchanac service without 

o.lJo rceclvlns the capability ofrcc:eivina vcnlcalscrviccs and access. Discrctiorwy 

servkcs, - u well u basic local uchanac scrvkc arc all Inherent, inseparable 

cap.bllities of the loops and switches which scrvc customers in Florida. Because the 

IS 



2 

3 

4 Q. 

s 
6 A. 

full cent of the loop and swildl ~ included in th~ cost of univet$11 Krvic~. all or the 

~venues associated with wsc faeililics lhould be included in th~ benchnw1c 

WBAT AR£ Tlf£ CONSEQUENCES IF TilE REVENUES FROM THESE 

ASSOC IATED SERVICES WERE ICNOR£D1 

lr a lithe rev~nucs usoc:iated with w provision or local ~xchangc &etvi« (and thc 

7 local loop and 1witeh Cacilill«) \Oo"ttenol included in the revenue benchmaric, wn lhc 

8 univen:alscrvicc fund would be siud too large bc«usc it would provide subsidks 

9 wbcrc pro.fits al~ady provide inunllvuto st~'<~. An inOatcd univenal fund harms 

10 consumcn. 

II For example, an inOated univernl service fund wou ld mean that consumrn "'ould 

12 face price& for t<l~ommuni<:alion> services that an: too high. Comumen. through 

13 the prices paid for all tele.:ommuniutions S<f'•iccs, ultimately fund univ<rsal krvke. 

14 An inOated unive,.,..l Jervicc fund unnecusarily lAkes too much frorn some to give it 

IS to Olh<n. Af\u all, univenal Jerviee funding is a form of taXation and, like all 

16 taxation, ill administraton should bt as judicious u possible In dctumining need 

17 before lmposina w tu. 

18 

19 Funhcnnorc, the entire point oflll< federal Tclecommunitatlons Act of 1996 is lo 

20 provide consumm choice with lhc intention that com pet ilion will driYe overall 

21 1elCClCI1\lll.unicatlons prices dawn. The universal service fund it an cxccpdon to lhi• 

22 proccu bc«use unlvenaltcrvicc subsidies arc a prot~ted revenue SOUl« not 

23 1ubjCIClto competitive forcu. lkcauu competitive fore .. can never "compete 

16 



I down• the size or a unlvcnalr.cNite fund made too tarac. Care mll$t be 14ken in the 

2 orlainal formulation or . fund. 

3 

4 Q. 

s 

6 A. 

llAVE YOU ESTIMATED A PER L1J'(£ "REVENUE BENCHMARK" FOR 

THE LARGE tLEC'S R£SID£NT1AL CUSTOMERS IN FLORIDA? 

I have calculated an estimate or the •KVcnue be~hmarit• for rcsidcntiollines In 

7 BeiiSoulh, GTE. United and Ccntcl Kl'\'ina areas In Florid•: however, the doto to 

8 calculate a preclie Rvcn~ benc:hrnarit Is controlled by the ILECs llld is not publicly 

9 available. In response to an FCC data request, the ILECa provided data which •hQws 

10 that the average rcsidcntlal revenue for the basket oflocal Kl'\'ic«!s (no( including 

II in!ral.A TA toll or Kec:Js revenues) in ;uno, 1996. To complete the eakulation of the 

12 residential revenue benchmarit requires adding to these amount~ avcnage rec•idcntial 

13 intcmate access revenue and lntrutatc acccu revenue. 

14 

IS Q. DO YOU HA V£ THE DATA NECF.SSARV TO CALCVLA TE TKE 

16 A VERACE ACCESS REVENUES SPEClElC TO £ACU lLEC'S 

17 R£SID£NTIAL CUSTO!IU:RS1 

18 A. No. I am r101awarc of any publidy available aeC«!SS revenue informatloo that I• 

19 specific 10 rcsldentlal custom en. The benchmark I havo utlmatcd relics on the 

20 ltltewidc (I.e.., business and residential) average acce<s revenue. The benchmarl. 

21 calculation lswmmart= In Table I below. 

22 

17 
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2 
3 
4 
s 

6 

Table I : Tbc Florida RaldutW .U. rue Buclu.,.rk prr Uu 

A••raae Rrsidcntial Revenue prr 

BciiSowb GTE Unittd!Ccnttl 
Loc&1 Sctvice Revenue ("'hll SLC) $ 11.90 S II.S6 $ 24.91 

lnlnl.ATA Toll Revenue s 1.07 s 4.92 $ 2.06 

lnttnl&~ Acccu Rcvonuo (not SLC) • $6.99 s 8.09 $6.19 

lntiUtlle Aec6s Rcvrnuc J $2.11 $6.34 s 8.09 

OiiUUlry s 0.34 s 4 S6 s 2.14 

Total $30.12 SlS.47 $4) .47 

7 The above anal)'lis providn a reasonably l<liable estimate of tilt mlckntial m enuc 

8 bcnclunatk. However, tilt data for the precise revenue benchmark Is controlled by 

9 the lLECs. In addilion, tilt caprclcd tntrUWe accns rc-cnucs W.Uid be 

10 ru:omputed to reO<et tilt implementation of toSI hued accru cfwau. Table 2 

11 estimatca the revenue benchmark with cost bucd intraSiate acceu cfwacs. 

12 
13 Table 1 : Tbr Florid& Raldratlal Rrnaae Bcacbmarlo: prr Uae 

14 wltb Couii&Md latrastatr Accua 
IS 

Unitod/Ccntcl 
S JS.64 

16 

17 Q. BOW WOULD AX AXAU'SIS TO DETERJ11J:N£ Wll£TII£R 

18 R£SIDEHI1A.L CUSTOMERS IN FLORIDA RLQUUU: AX E.XTl:RNAL 

19 SUBSIDYB£001'1£' 

20 " · Tilerc are two ways to analyze whether residential customus in Florida are 

21 subsldizod overall. One method It to compare the cost prt line with the rc>cnuc 

22 bctlcbnwk (with occcu prlecd at cost) fot ruldcncc lines in each wire center. Tile 

23 toW rewmoe shorllall (COIIU ~ ~ucs) or rcvcnuc 5urplus (revenues cl<eeod 

24 -> for cach wire ccntcr it determined by multlplyina the diiTucnce bct ... -cen the 

II 
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2 

3 

4 

s 
6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 
20 
21 
22 
23 

24 
25 

needs, state and lntcntate, for the company. It ls appropriate to sum nol merely the 

subsidies for each wire center, but both the rewnuc shonfalls (wire centcn where 

costs exceed revenues) and the revenue swpiUU:~ (wire centers wbcre revenues 

exceed costs) ICt'OSS all wire centers to &tcnninc the ovenll subsidy requirement. 

Until ccmpctition cltivcs priccJ toward costs in these exchanges where a surplus 

exlsts and cost b&$cd unbundled nctworic clements arc noc only dcavengcd but euily 

available for use, It IJ appropriate to determine the total1ubsldy by nettlna the 

revcn~~e and co5t differmccs across all wire centers. It is not appropriate to look only 

at the wire centers that have a negative contribution (coru exceed revenues) and 

Ignore the revenues fnom those wire centers that have a poshl,•e contribution. All 

nelovant revenues with each ILEC$ serving areas should be taken into J(C:OUnt. 

The nettl.ng proecss Is equivalent to the second analysis method wh_ich Is to comparc 

the ILEC's total residential revenues (with intrastate access priud ot cost) to the 

aggregate nesldcnti.d coSt calculated by the HAl Model. This c.ompariS<>n of 

residential rewnucs and aggregate rcsidcntU.I cosu is svmmarlzcd In Table 3 below. 

The aggregate residential revenua were calculated bucd on the number of 

residential lines in Florida from the HAl model and the revrnue benchmark per lone. 

Tobit 3: Comporlsoo orR.c:stdutlal Rtvoouu llDd Cotll 
(S mlllloulyu r) 

BeiiSoutll GTE United 
Ccntcl 
Estlmatocl Rnldcntial Rc\oenues S 1,22J. 7 S 497.1 S 417.S 
E.tlm !csldcatlal Costs n...., . 

HAl Model s 680.6 S lSS. I s 209..1 

19 

$ 93.4 

$ 68.7 



Table 3 shows th.>t the ~venues ouci~"ed from rnidcntial custom en far exceed the 

2 cost to SC~Ve these cUSiomen. 

3 

4 Q. 

s 
6 A. 

WHAT SHOULD BE TB£ AMOUNT OF SUPPORT IN A FLORIDA 

UNIVERSAL SERVICE SUPPORT SYSTEM? 

Current n:vcnues for Bell South, GTE, United and Cent<! local ~sldcnttal and 

7 &$$0clatcd services exceed the costs of p10viding those services. Consequently, 

8 Florida does not now requ~ an intrutate universal service fund. 

9 

10 Q. 

II 

12 A. 

13 

IS TBJS RESULT CONSISTENT WJTII THE TELECOMMUNICATIONS 

ACTOF 1996? 

Yes It is. The Telewmmunications Act of 1996 directs the Fcd:rol Communieotlons 

Commission 10 set up procedures for a federal unive<Jal sc!'Vice fund and II allows 

14 Slates to set up a fUnd if the statu detennine it is necessary. 

IS 

16 Q. 

17 

18 A. 

WHAT ACTIONS DO YOU R£C0Mfot£ND TO TilE FLORIDA 

COMMISSION? 

I ~commend that the Commission 1) adopc the HAl Model to determine the forward 

19 looklna economic cost to provide universal service and repon these costs to the 

20 lcablaturc, 2) m:ommcnd to the lcaislatun: that the universal service mcchantsm 

21 process analyze the potential need for any explicit subsidy by comp~~rlna the 

22 incumbent I..EC's swtwide midcntial revenues to the llatcwidc cost to serve 

23 residential CUJto<ncn (o &~atewidc cokulatioa is the most opprop<latc basi• to 

24 lklmn inc whether 111 intras~atc universal service fUnd is nccesoary because 

20 
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2 

3 

4 

s 
6 

7 

8 

9 

10 

II Q. 

12 A. 

residential cuSlomcrs (a rwewide calculation is the most appropriate basis to 

determine Whether an intrastate universal service fund is necessary because 

competitive conditions for residential customers are reasonably uniform acrou the 

rtate today, and In an environment of statewide average network clement prices -· 

and OSS rystema which arc Incapable ofaupponing mass-market residential 

competitioo even if network clement prices were deaveragtd - there is no reason to 

analyze lhe need for subsidy at a more panuw level until competition develops and 

unbundled nctwOtlt clements are deavengcd), and 3) recommend to the legialature 

tbal only slnaJc line reslckntialliMS be eligible for luppon. 

D.O£S TIDS CONCLUDE YOUR n:srtMONY? 

Yes. 

Hlslorically, Yellow P1ges have provided support for universal service, and, in fact. 
Judse Orccn dee.ided lhlt these would remain with the Bell Operating Companies at 
divestiture bec&lise the revenue from this t.OUrcc was used to ruppon unlvenal 
service. 

2 Sou=: 1996 ARMIS Rt:ports 43-01 and 4341. 

) ILEC ARMIS data reponr lOIII inlriSilltc ~ ro\'enue without separattly ldentirying 
the rwitcbed and ~ialiiCCCSS categories. To remove an est~ of intn.siAIC special 
ICCCSS. the lntruttte totalacccu revenue was reduced by the same proponion that 
inturwe rp«WICCCSS is to intcn~A~c tolalocc:eu. Bcc.wse moa spcc:ial access i• 
intetState, lbis atljustmcnt Is likely to rcoult In an understAted eJtimate ofinlt'IStatc 
switched ecccu per line and lbus produus o revenue b..nehmatlt ,.-hid1 is too low. 

21 
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