
593 

1 BE~~RB THE FLORIDA PUBLIC SERVICE COMMISSI ON 

2 

3 rn the Matter of 
DOCKET NO. 980696 -7? 

4 Det ermination of the cost of 
baaio local te ~.eccmmunicationa 

S serv~.ce£, pursuant to 
Section 364.025, Florida 

6 Statutes. 

7 

8 

!I 

10 VOLUME 5 

ll Pages 593 through 736 

12 PROCEEDINGS , 11£ARING 

13 BEFORE: 

14 

l S 

CHAIRMAN JULIA L. JOHNSON 
COI.o!ISSIONER J. TERRY DEASON 
CO/o!MISSIONER SUSAN F. CLARK 
COMMISSIONER E. LEON JACOBS, JR. 
COMMISSIONER JOE GARCIA 

l~ DATE: 

17 TIME: 

PLACI!: 

2Ci l 
2~! REPORTED BY t 

2 2 

2 3 APPBARANCBS t 

Monday, OCtober 12, 1998 

Commenced at 1:00 p.m. 

Betty Easley Conference Ce~ter 
Room 148 
4 075 Esplanade Way 
Ta llahaooee, Florida 

NANCY S. MBTZKE, RPR, CCR 

24 

2 5 

(Aa heretofore noted.) 

BUREAU OF REPORTING 

RECEIVED 10 -1$ ·96 

... < 0 
Cl 

"' •• 

C ' N RSPO!tTERS TALI..AHASSEE, I"LORIDI\ (e5o) 69? - 8314 

"' .r 
;:: ... 
0 .. ... 

.. 
• 



1 
I N 0 £ X 

2 
WITNESSEf' 

3 
NAME 

5 JOSEPH GILLAN 

6 

7 

6 

9 

10 

11 

12 

13 

14 

15 

17 

18 

19 

20 

21 

2? 

23 

24 

25 

Direct 6Xa~nation by Mr. McGlothlin . 
l?refil ed Direct Testimony Inserted . 
Prefiled Rebut tal Testimony Inserted. 
Cross Examination by Mr. Powell 
Cross Er.amination by Mr. Cox .. 
Redirect Examination by Mr. McGlothlin. 

RICHARD T. GUBPE 

Direct El<amination by Mr. Hatch 
l?refiled Direct Testimony Inserted 
Cro3a Examination by M&. Keyer 
Cross Examination by Mr. Rehwinkel 

PAGE NO. 

598 
600 
626 
647 
659 
674 

6'17 
679 
704 
726 

~94 

----~c~~ N Ri·~I?O~~RTERS~~--~T•ALLAHAS~~~~S~E~E'.~P~LOnnR'r"D~A---· b50J697·8J14 



l 

2 

INO&X OF £XHIB11'S 

3 »42 Centel Wire Centers 

10 

73 5 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

C r. N RBPOI\:t-ERS TALLAHASSEE, FLORIDA 

595 

EVO 

( 850) 697- 8314 



596 

l PR<JCEEDINGS 

2 (Transcript follows in sequence from Volume 4 ) 

3 CHAIRMAN JOHNSON: We are going to go back on the 

4 record. We're going to go back on the record. One 

5 preliminary aMOuncemeot. Tomorrow we had scheduled to 

6 take the aft~rr~n for a special agenda. That special 

7 agenda is going to bo deferred so that we will iwve 

a tomorrow a f te:c-noou to cake wicnessee. You all may want to 

9 get together and determine who can go when and make sure 

10 there are no conflicts and let us know at the appropriate 

!l time . 

12 Staff. 

l3 MR. COX: During the break the partieo have 

H brought up a preliminary matter that they would like to 

15 bring up before we begin tho procession of wiLnesses 

16 involving the order of questioning by th~ parties on crous 

17 examination. 

10 MR. PONS: Chairman Johnson. John Fono. The 

19 parties have agreed that for purposes of croon examination 

20 the parties that have put on the witness wi 11 go f i ret •d t:h 

21 any croea examination, and then the opposing partieu will 

22 then have cross examination afcer the parcies who put on 

23 the witness. For example, Don Wood, when h~ io o n, all o( 

24 che IXSs will do their cross, and th~n the LECo will do 

25 their cross; and tben eceff, obviously, will com~ lase. 

C ' tl REPORTERS TALLAHASSEE, FLORIDA (851!) <.97·831<1 
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OIAIRMAN JOIINSON: Okay. l 

2 

3 

4 

MR. PONS: If that • s okay with ~he Couunisoion. 

CHAIRMAN JOHNSON: That .,ill work. 

MS. CASWELL: Chairman Johnson. 

5 COMMISSIONE.R CLI\RK: I just have a question . Whv 

6 sponsored Mr . Word? 

7 MR. PONS: AT'T and MCI, but he is speaking on 

8 behalf of the I XE industry. 

9 COMMISSIONER CLARK: So 1\Ti.T and MCl wo uld no~ 

10 cross ~xamine. 

11 MR. PONS: I understand that , but I menn the 

12 other IXE. 

COMMISSIONER CLARK: Okay. 

CHAIRMAN JOHNSON: Ms. Caswell . 

13 

l4 

15 MS. CASWELL: Yeah. I just have one other 

16 preltminary matter. I have t wo additional appearances to 

17 make for my outside couneel. They were not h" re t hio 

18 morning. But their name• are John Williams and Tom 

19 Mitchell. 

20 CHAIRMAN JOIINSON 1 And Tom who? 

21 MS . CAS'o'IBLL: Tom l'i t c hell. 

22 CHAIRMAN JOIINSON: Mitc ht!ll. 

23 MS. CASWELL: They are both from Coll ier, 

2 4 Shanno n, Rill ' Scott in Washington, DC. They are nu~mbors 

25 of DC bar. They've practiced bef ore numerous state 

C • II REPORTERS TkLl..I..HJ.SSI:. t., Fl.ORIOA leso) 6 97 · 8314 
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1 commissions aa well aa state and federal courts. 

2 CHAIRM~ JOHNSON: Thank you, Ms. Caswell. 

HS. CASWELL 1 Thank you . 

4 CHAIRMAN JOHNSON: Any other preliminary matters, 

5 Staff? 

6 

7 

MR. COX: Staff isn' t aware o! any . 

CHAIRMAN JOHNSON: Okay . 

8 ClOMMISSIONER GARCIA: The FCC calls ,Toaeph 

9 Glllan. 

10 CHAIRMAN JOHNSON: I'l l go ahead and swtuu· all o f 

11 the wi tnesses in at this time. All of t he witnesses that 

11 are here to testify, if ou could raise your right hand . 

13 (WHEREUPON, THE WITNESSES PRESENT WERE OULV SWORN 

14 BY CHAIRMAN JOHNSON) 

15 MR . McGLOTHLIN : While Mr . Oilhn is getti ng 

16 ready, I want to remind t he commiosionor s that it was 

17 agreed that he would present both direct and rebuttal 

18 testimony in this appearance. 

19 Whereupon, 

20 JOSEPH GILLAN 

2 1 was called as a witnes•• on behalf of FCC'/\ and, having ~en 

22 duly .worn. testified as !ollowe: 

2 3 DIRECT EXAMINAT.ON 

2 4 BY MR. McOLOTHJ,IN 1 

25 0 Pl ease state your name and busineso address. 

C " N REPORTERS TALLAHASSeE, FLORID/\ (BS0)69'1 · 8ll4 
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1 A 

2 32854. 

3 0 

Joseph Gillan, P.O. Box 5 41038 . Orlando. Florida. 

And for whom do you appear today, sir? 

4 A The Florida Competitor Carr1ero Assoc1ation. 

5 0 Have you prepared direct testimony and submitted 

6 it in thi~ docket? 

7 A Yea. 

8 0 Do you have any changes or additions t~ that 

9 direct testimony? 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

No. }\ 

0 Do you adopt it as your testimony today? 

A Yes. 

HR. McGLOTHLIN: Chairman Johnnon, l request that 

the direct testimony be inserted as though read at this 

point. 

CHAIRMAN JOHNSON: a wlll be uo lnuert:ed. 

C • N R.EPORTB.RS TALLAHASSEE, FLORIDA (850)697-8314 
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3 A. My name It SOICJ)b Oilltn. My buslncst lddrcu Is P.O. Box S41038, Orlando, Florida 

4 321S4. I am an coonocnlll with a contUltlna pn::tlcc sp«Wizina In telecommunications. 

5 

6 Q. PltaN bridly outUae your educatloaal baekvoud aDd Rlated npcricact . 

7 

I A. I am a~ or lhe Uaiw:rsity or Wyomin&. wbae I rec:eivcd B.A. and M.A. ~ 

9 In o 1 mtn From 1910 to 191S, I wu oo the ll&ff or lhe llllnoiJ Commcn:c 

I 0 C.,mlelm where I bad I'CIIIIOnslbillry for lhe poli~y analy.U of issuea created by the 

II emcramce of compeddon In reautatcd marltcu, In putlculu the tclcwmmunlcatioru 

ll lndu.suy. While 111he Commission, I xrvcd on the l1aff' subcommi!ICC for the NARUC 

IJ Communk•dons Commiu.oe and wu 11pp0lntcd to the Rexarth Advbory CoWICII 

14 ov=-!Jla NARUC't ~b 11111, lhe National R.caulatory R.c3earch Institute. 
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I In 191S, l id\ tbc Commlss1on 10 join U.S. Swlu:h. a vcnrure finn orpnizcd 10 develop 

2 in~ aa:m 11t worb an pr.rtncnhip with independent local telephone 

3 companica. AI the cod of 1986, I mipled my position of VIce President· 

4 MarketinafStratejic Plannlna 10 begin a coosultlna pnctice. Over the past decide, I 

5 have provl~ leltimooy before more than 2S swe commilsions, four swe lcaiJiarurcs. 

6 the Federal-Sw.e Jolnl 8olrd oo Separations Reform, and the Clmmm:c Commlnce of 

7 the Uni1od State~ ~. I c:urrcotly serve oo the AdviJory Council 10 New Mexico 

8 Sw.e Uolversily't Cmtet (01' Regulation. 

9 

10 Q. Oo wll- btbalf an yoa tentfytaJ? 

II 

ll A. I am testlfyina oo behalf of the Florida Competitive Carriers ~iation (FCCA). The 

13 FCCA aeptctalts a brOid rw.nac of telecommunicatloos carrlen rtrhing 10 provide 

14 competitive local 8lld loog diJwlce tef'Viocs tbrouabout the Siate of Flo.rida. FCCA · s 

15 members an: commit!Cd to the cootiaucd realization of thai goal commonly known a.s 

16 "universal service"- a aoeJ "''hlch. qul!C caodldly, cqua!eS to the laram pouible base 

17 of po!CD!ial customers (01' their scrvlcea. II is FCCA's b&sic view thai standard 

18 cCiiiiiDCic:UIIDCellllves (I.e., proftl) are the principal motivator for "aaivcnal service" and 

19 additiooal subsidy abould be the exception and no! the Nit . 

10 

2 
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Q. What IJ the p~ of yoar talfmoDy? 

l 

l A. 

• 
5 

6 

1 

• 
' ,. 

II 

u 

IJ .. 
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" 
11 

II 

" 
a 

11 
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,, . 
• &arYl~• ~t~ 

2 a f ull eta~ al~ara4 ltve pelb bet~•~ lbDae awlt·a•a 

~ Jt •a at la .. t 100 • S~l~ ... tbare•a .ora t~a 10,, 

1 ~aduo4Aacy t o r tbat ~•pabll Ly 

5 Ano~er lhlLg t~t · • un1que aDo~t tl ia 

6 .ode\ ia that lt ezpll~ltty c~•t • •tga a llng 

1 facil1ti•• · lo the old 3ay a tk~ algaallai that v.nt 

a oa waa carried v itb the c a ll on :he ea .. t~cil itiea 

9 aov ve·~• goa• to wb a t' & c a lled out · o f · band a igaa llag . 

10 -ate~ ia • ••p,ra~• eet o f traaaaiaaion taclltt;aa 

11 tkat co~ect t~ av1 ~~u~• • nd a lao aoaa ct • nd •a lune 

12 ~o.putera that both ~o~t~~l t raff ic an~ h~v• la~ge 

1 ) 

1& pro¥14ed . 

15 Tbie .odel a g a in 1• ua1que in that 1t 

1• thoae algoallng loca tion& fro• the LoCa l lxcbange 

ll Routing Cu1da , aizea tho&e appropriately , a nd connect• 

19 thoae with faci lities . Thio l o not an add•on !rom a 

20 different model. This model does it. 

21 And again wi th signaling , i t's engineered 

22 to provide at least lOOt r edundancy , so i f there's o 

2 3 fiber cut or an outage of facil ities , there's always 

24 an al t ernative path, and service ia not discontinued. 

25 Inputs to the model, there ore several 

FLORIDA PUBLI C SERVICE COMMISSION 
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1 c ategories . Again , as I d escr ibed, the re are tens of 

2 thousands you can c hange , about 1.600 that you 

3 probably ~igbt want to look at poPsible changes to . 

4 Those are the ones tha t are i n the pulldown menus . 

5 They are highly specific to the geogcaphic 

6 c haracteri stics and the demographic characterist i cs o f 

7 Flor ida , down to withi n each -- theoe ccnsuo block 

8 levels and tbe census block group level, the ooil 

9 typeo and tbe like , all that information that you need 

10 at that level of dioaggrogation, all the deo ,graphic 

1 1 information in o rder to accurate ly predict whether 

12 people have a telephone at al l Qr whether they 

I 3 

14 

oubocrlbo to two linea or ton. You need i nformation 

about those customers aga in at that very dioaggregatod 

15 l evel . All of that inf ormation is here. 

16 we look specifically a lot o f 

17 investments you see put into coat atudie a on what's 

1e r eferred to as an BP~l baaia , engineering, furn ished , 

19 and installed . Wha t that meana is. what•a being 

2 0 capit,li zed ia not juat the coat o ! bu y ing the 

21 equi~aant . lt'a the coat o f dea tgntng a place t o r lt 

22 !n the network a~ puttlog tt 1r• ~·•c• ~ . :--- ~ 

:J ~ •• ~=- ~-·a capttali&ed a nd d eprecl a t od o ve r the 

24 lite of the aaaet 

1~ Ve loo- a t Plorlda - ap•~ •'•c ! a bot coata 
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U. Tile IIDporta.Dct or Comprtbt.Wvtly Dtfllllaa ''Bulc Local Strvlet " 

l to laclede All Rdr¥ut SuYka ud Co.ta 

3 

• Q. 

5 

6 A. In Section F.S. 364.02S(4)(b), tbe Florida LcaisJature directed tbe Commission: 

7 

8 To usiJtlbe LcaisJature in c:Nbi!Jbina a pmnaDCill •mlvmal service 
9 mecbanlwn, lbe commission ... sball delmnine ... tbe total forwanl-

1 0 looldni c;ost, based upon tbe most n:cent co1111DCTcially a...uable 
I I leehnoloa:y IIICI oqulpment and amcnlly IICCC'p(Cd desian llld placcmcat 
l l principia. of providina basic local telocommunlcatlona service ... 
13 
14 

IS lmplic:it in lhiJ wian-"' iJ tbc rcspon.t!blllty to dtf111e an ocooomically valid cost 

16 methodoiOJD' IIICI to report tbe results of iiS CMt·study to tbe Legislelure in a format that 

17 would allow informed deblle on lbe neod for an cxtcmal, aovemmentally-mandatcd 

18 subsidy 1\md. 

19 

20 Q. lJ It ~le for tiM Comlllluloa to eoadact a cod study Ualltcd to "dial toat" 

21 loc:alw •Ia wltltnt latpllcalialll: otbtr suvka? 

ll 

13 A. No. A larp portloa of the cost of fec:Uities which p-ovidt local excbanae suvice 

24 (principally lbe loop IIICI swilcb) do DOl provide }lUI local excbanae service. These samt 

25 f.: lUiie~ &110 provldt swit.cbed a4:celll savice, vertical suv!ces and other intral.A T A 

7 

L 
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services as WI:U. Thb cngineerina fact carries an important economic implication and 

l Wlderlletlll equally Important business reality. 

J 

4 (J. PI- nplala tile HODOmlc lmplk:atloa of thi.J obKrntloa. 

5 

6 A. The ecoaomie implic:atioo Is that it IJ impossible 10 detmnine the cost of basic •dial· 

7 tone" local eervico - 1 COJt which would inclu6e the cost of the loop 111\d fixed colt of 

8 the switch - w'lhout also inchldlna In lh.a1 cost the IUnc:tlooalhy which underlies olhtr 

9 services u well. Even lhouah these ta.:llitics are wed 10 provide olhtr services, 

10 however. lbcre IJ no cconomJcally c:errcc:t mclbod 10 aaributc (allocate or usip1. ~ 

11 lilY tam) tbc cost of Ibex fiCiUties 10 individual services. 

11 

13 This simple fll:t =e~CS a rather larae dilemma. If the full cost of the loop and local 

I 4 swiu:h IJ inc hided In tbe cost of dial·IOne local service - 111\d this coSt is IMn com pam:! 

15 10lcly to the price of basic dial·IODC local tcTVicc- h is possible to incorrectly conclude 

16 that a subsidy Is n«ded even tboug.h the customer IJ highly profitable 10 serve. 

17 

18 For Ia._,.,, nsnmc the followlna Rt of facu: (l) the fJXCd cost of the loop and local 

19 swiJdiiiDtal $20.00 per moath. (2) tbe LLEC charJcs S I S.OO/month for local service. and 

10 typlcaJiy ICi1J tbc avcnao ew101ner SlO.OO of opdooal JerVica l.ba1 cost SI.OO (given 

11 tbe cxlmnce of tbe loop IIDd switch). What cooclusions can be drawn from this set of 

ll fiCIS? 

8 
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1be first toadusion Is lhal \be customer is prolluble to serve. The customer spends 

2 $2S.OO per month for a family of services tlw cost $21.00 per month to produce. No 

J extemal subsidy IJ needed or appropriate sinee the COIIJ\U1Ier Is an anraetive customer 

4 in Ita own riaht 

5 

6 Unfoi1Wllldy, lhll same tel of facts. can abo be used to miJtaltcnly &SSeft that this same 

7 cuatomcr needs to be subsic!lzcd. This iocorrec:t conchllion is reached If the comparison 

8 conslden only the loe&l dial·tooe semce (and price) paid by customer, yet i:x:ludcs the 

9 full cas~ of the uoderlyina loop end loc:al switchina facilities. Un&r this comparison, 

10 the revenuo (SIS.OO) b less than the "cost• ($20.00), implyina that a SS.OO subsidy Is 

11 now needed to acrve a customer which, in fact, prodU<lCI a $4.00 profit. 

12 

13 Q. How caa tbe Comm1adoo usure tbat tbe uplatun b provided tbe loformatloo 

14 to cooduet tbe appropriate comparison? 

15 

16 A. 1be way to avoid JUC.b a result is to understand at the bcainnina of the cost exercise the 

17 impori&Dt linkaae bctM:en the colt of Wldcrlyins facilities and the family of services 

18 they tupport. This linkaae can be addressed in IWD possible ways, only one of w!uch 

19 I to: """""""" 

10 

21 First, the Commission c:an conclude thet these facilities arc joint-we f..:ilitles and 

21 attempc to allocm a portion or the cost of these faellities to each reven~·producing 

9 
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serviee (such as vatlaJ services). For eumple. with the set of facts :usumed above. 

1 the (Ammlw!on c:&Da.sslan the S20.00 loop/switch cost to dial·tone and vertical services 

3 in pcoportion to the revenue reccl vcd. I am not recommcndina tbiJ approach. however. 

4 because of the inhemltly arbitrary n'IIUTC of the alloc:ation involved. Fonwwcly. IMrc 

5 is a bcncr way. 

6 

7 Q. What II tile Co• mllaloa 'l HCODcl oplioa? 

8 

9 A. The .ecood approld!IJ colllistmt with JOund coonomlca and COJtina princlplu. This 

10 approlcll aJJO bcains by recoanizina that by includina the cosr of the loop IIDd local 

I I switch, the costltudy Is unavoidably inc:luding facilities whlc.h provide other profitable 

l l leTVices. Howner, ins1ad of a11a11;plina to alloc:atc the COSI of these (acUities, the study 

13 .,.'OU!d silnply inc:ludc the rtlfW2111111g cosu of the ~ family of services. That is, l.he 

14 Commialon would estinwe the total COSI of the family ofkTVices made pofiSiblc by the 

15 loop aod le<:al JWitd!. By !.akin& tbiJ holistic approac.h. IMrc Is no need for an arbitrary 

16 aJioc:alion of these COliS. Wbal is llliOTC, tbiJ &pprl)8Cb SCIS the 5aiC for the Lcgislanuc 

17 to make a valid dc!mnination ., 101 whctbc:r any cxu:rnaJ subsidy is needed because it 

18 would allow the LcaiJ1ature to compare the total eos1 aod revenue (and thus profit) to 

19 pro"'* .moe to tbe typical residential C\1! .omcr. 

lO 

10 

L 
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l 

3 

4 A. 

OOG l O 
b ~ ncoaaadatloo abo COD.Jlsttat wltb tbe "bu•lam reality" tbat you 

rtltrll c.,O ut!Nr7 

Yu The revcnucs from optional callina and vertic:aiiCMces (and, if continued to be 

5 priced above cost. swiu:hcd access tcrVicc u \W:ll) are only prxtically available 1.0 the 

6 c:USIOmcr'a IOQJ telephone tomp~~~y. Whether RtVCd by the entn.nt or incumbent, the 

7 reve~~ue polenlial of a eus10mcr is not d~ sol•ly by the rcvcnuc rcc:eivcd from 

8 the end·Uief ftlr bc.lic loc:al aebange tetVic:c. ,_ c:urlen will aiJo expect 1.0 rcc:civc 

9 revenues from olhcr tetVice~ they provide the custOmer and from the access c:haracs that 

10 are im~ on Olbcr carricn. 

II 

12 In lbcle early (I.e., they have DOl yet SIU1cd) yean of 1cK:aJ ~pedlion. there is linle 

13 reuoD 1.0 oooc:ludc that c:ornpedlion will c:ballcnac the traditional pric:lng of exc:hanae 

14 rervlces which rcc:ovuJ exebaoic eos11 in both the bule ICfVicc me lUid in the prices 

15 of the olhcr tetViccs \bat the typical CUSIOmer will purclwe. After all. the fim aoal 

16 of a competltlve entn.nl iJ 1.0 win c:u.slOIDCn. Entrants must con~ local custOmcn 

17 tbcy should cb&Dae carrien and will likely offer tcrVices that 11n1 priced similarly to the 

18 inc:llmbaJt LEC. 

19 

10 The lltodammtol calc:uh11 dciCtm1nlna a c:USIOmcr's p.11fiLiblllty iJ the Ml cost of the 

ll facillliea that serve hand the IDCal reva~uc from the family of rervlces that it purclwcs. 

II 
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1 Because chis buic equation dcfii!C3 JXOfiiAbility. the same variableJ should liaur• 

l prom1octu.ly in o.ny c:alwlation in~ed to determine the ~ for subsidy. 

3 

4 Q. Ia II aa DIIU11al coaaaacrdal practice to prlct 14111t HnrlealprodactJ blab, and 

5 otlltn low, wlltD tllcy an typlc:all)' pu,..,ltawd •• a family of wnrlcalprodotctJ? 

6 

7 A. No. For lnstloce. It is aenaally recoaniz.cd that mor·handles are Ulldc:prlccd (indee-d. 

8 fftquenlly distributed in promotions) with the expccwioo conswncn will later purclwc 

9 more profilablc razor blades. Cellular pbonea arc abo priced relatively low. with profiiJ 

10 carocd u cellular uscra pwclwc more expensive air-time. b win:-llne phone aervicc 

II JO diffcrau? 

11 

13 Q. Ran you ualyud tiM apeadJaa patt•n1 of &USoatll'a raidtollal euaromen lA 

14 Florida1 

15 

16 A. 

17 

v~ BeUSouUifiled with the FCC a distribulion of ill rcsidcntialloc:al rcvrnua for the 

month of OclobcJ. 1994. (Univmal Service flUid Om Requc~~t CC Dodet 80·286, 

18 Order rch red Deccalber I, 1994). Loealaervicc revcnuca wore defined to include Oat 

19 moadll:y ~ Cft1endcd area terVicc chatics. loc:al usaae cbargcs. loc:al mlleaae and 

10 zooo cbarp:s. 1oc:aJ iAI'DnDIIion call cl\aracs. taXCJ. Fcdctal and Slate subscriber line 

21 chlriCJ. other mandatoty IIU'CIIarll<' and optional ICI'Vi..u such u touch tone, call 

ll waldo&. caiJ forwanl.l.na. cte ... 

12 
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To deramiDc the percallage of BdiSoutb's residential customers who obwncd :.crvkes 

2 other tblll diai·IOlle IOClll exchange service, I c:omp&Rd thiJ revenue disuibution to a 

3 l)'pical monthly price for wal-tone service ($10.65) plus the FCC"s subsc:nber line 

4 cJwie (Sl.SO). Comparina thiJ monthly cost to BciiSoulh's residential revenue 

5 cfutributioo iDd.ica1es t1111 roughly 91% of its residential CUSIOmen pwdwe more than 

6 simple dial·toDC local c:xebMge service. 

1 

8 ThiJ JWistic is Ill the more rc:marlcable considering that it Wlderst.a!a tbe revenue 

9 potential of tbe l)'pical residential CUSIOmcr for three reasons. First. the revenue 

10 diSiribution did not consider the IICCeSS revenues received from the interLATA loog 

I I dilllnce calls the everaae customer eitber makes or receives In a ryplcal month. Sec:ood, 

l l lhe revenue: dlsuiburlon did not consider intraLATA toll revenues (or, alternatively, 

13 acceu revenues if tbe lLEC does not provide lhc intraLATA toll service). Third, the 

14 revenue: dimiiMi,,n included customers with only a partial month's service, further 

15 understal.ing tbe jplcal spalding pattern. 

16 

11 Q. 

18 

19 

20 A. 

21 

Do you opeet !Ut w ....-maca from other Hrvlca wUJ b«ome c-na more 

lmportaaJ bl tJae flltwft1 

Yes. For '"'"'"''l, IOClll Cl.l3toiJlCI'S ate aiJo now po!mtial customen for faster access to 

ln~eme~ JCrViccs usina ~ technoloaies such as ADSL. ADSL allows the 

ll customer'• IOClllloop to svppon very rapid data speeds. in lddltion to tbeir basic local 

ll 
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• 
J 

4 

5 

6 

7 
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service. BciiSolllh is currently nwketina lh.s service for SS9.9S per mon1h. or S49.9S 

per IDOCI1h it the customer subscribes 10 its Complctt Choice Plan (a S18.00 per month 

option). The 1-~int here is the obvious fallacy of condudina thAt a subsidy would be 

needed for such a customer - a customer which would provide auaranlffil monti-Jy 

revenues of mote \ban $70.00 per mo01th- simply because BeiiSouth's "dlal·tone• nue 

may be less than the Ml monthly coJt of :he local loop. 

8 1u explained above, the "dlal·tone" Bte is only one component of a customer's revenue 

9 potential. And it is reuonable 10 expect tJw both the incumbent and the eotBDt will 

10 offer relalively low dial-tone rates 10 anrxt (or relain) subscribers. This pricina 

II Jtrale8Y, boWCWT, should oot provide an excuse for a aovmunenta.l subsidy to serve 

11 profitable customcn. 

13 

14 Q. la there blrtorical tupport for you r cbaruterizatloo that lradllloaal dlaJ-Ioor 

16 

17 A. Y cs. Altbouah now portrayed as a •social" rC5ponsibillty, the term •unJvenal service" 

18 was 6rat c:mbrKed a a c:otMNrc:ial ao-J - to establish the Bell System as • monopoly 

19 provlda' of plloDe tenice 10 as many cu.stomen as possible. As rec:oWJted by Theodore 

10 Vail, the pm=mincnt Cbainnan of the BcU System: 

11 Tho Bell Compeay, from the oommcnc:cmcut of the business. intended to 
ll control the businc1s. The intent i1 not cnly clai.mocl by all who were 
23 past!cs 10 the manac-t at the time, but it is shown in every =otd of 

14 
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1 every tnnsactlon in the course of bu.lines.s. Ont system. ont policy. 
2 lllllvuSQ/ suvlet is tnndcd on the business In the most dlstincl tmoJJ. 

J 
4 Notes of Theodore Vail, as cited in Ihc 
5 IclcsommunicatjoN lodumy. by Oerald 
6 Brock, paac 102. Emph&sb In the orialnAI. 
1 
8 
9 

10 Althouah Bd1Sou1h fttqucntly cbanlclt'riza iu ;:.rica as the n:sull or reaulalion. this 

11 pe1~ve ~pres its own role. As long aao as 1877, lona before iq\llators enteml 

ll the scene, the prioc for I set Of teJcphoncJ WU $.40.00 per year for I busJneu CustOmer 

13 and $10.00 per yw for a resid=. (See Broek,lbe Iclecomml!!!jqtions Iodumy, paae 

14 92). II i11ICSialllellllO the Slmlgtb of the &II monopoly that 100 )'W'S Iller a similar 

15 diffemuial c:oadnues 1.0 cbanlcterize Its loc:al cxehaoae prices. The &II System's 

16 commercial edf-lnll:rest eslabliJbed lu pattern oflocal cxclwJie prielna- a pa1Um that 

17 resuJAlOf5 mAY have c:onlioued, but they did not invent. 

18 

19 Q. W111t do yoa ~matad? 

20 

21 A. I recommend thai the Commi.qion adopt In lhil prncceding 1 cost JIUdy that estimates 

22 the fOI'Wad·looldna cost for the l)'pical family of locaiiJCl">'iees. The cost of this family 

2J of Nwicet would lnclude the COSI of c.onvcntloJnal dial-lone local cxehaoae service (i.e., 

24 the fl:ud OOil of tbe loop and local switch), plus tbe additional c.ost1 associated with a 

25 typical spending pattern of optional calllng, occcss SC' vice and vertical scrviCCJ. The 

26 10tal cost of this typical arnnaemml can then be used 1.0 compare to the average price 
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for this Wnlly of letViees to detennine whether IUIY external subsidy is uppropnBte in 

l FlorldL 

3 

4 Q. Doa the Comlllluloa have tbc Oulblllty to provide lbt Lqii!Ailln with tbe 

5 taronutloa recoauaud? 

6 

7 A. 

8 

Ye& The Cornmis:sioo hu been d.ireded 10 repon 10 the lealJ!ature the COSl of 

providlna "baae local u:lecomm~ons service" (F.S. Chapcet 364.02S(4Xb)). One 

9 of tho issuea in this proc:=dilljj ia the eppropri41e deftnitioo of "w.c local 

10 telccoaununicatloOJ service". Altbouah I am not a lawyer, I believe !hat !here is 

II ambiJuity in the SWUJc cooccmlna the definition of the "basic localtclccommunicalioiU 

12 service" !hat Ia 10 be the object of this univcnal service coSt·study. 

13 

14 This ambiauJty arises because !he Florida Statute fiiSI defUla "basic lou! 

15 tclecommunicatloouervicc" quite specifically in Section 364.02(2). However, the stated 

16 purpo~e of the COJI·study requited by Section 364.025 Ia "[t)o assist the Lcaislluure In 

17 csublWUna a pcn!1111C11t Wlivcnal service mcdlanlsm". Presumably, therefore, !he 

18 inteDt of Sccdoo 364.02S b 10 detmninc: the COSl of "univenal service". a term tt.e 

19 Lqi.Uiurc dcf'IDCI quile openly u • ... lUI evolvina level of access 10 tclccommunicatlons 

20 services. .. • (Chapter F.S. 364.02S(I). 

ll 

16 
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T1lU ~y C&ll be read to provide the Commission discretion over deflnina the 

2 precbe object of the cost study bCf1C - d.~ on which I recommend lbe Commission 

3 115e 10 conduct 111 ec:ooomically valid oost analysis 10 C11abllsb lbc oost of lbc typical 

4 family of servicea lba.t oomprise "ba.flc local telecommunications service" as thai term 

5 is U5ed In Chapter 364.02S{4Xb). 

6 

7 Altemllively, if the Colllnliaion does not dceldo to report this "family c:oSI" "' lbc 

8 slng/t OOSI measure in its report to the ~aWalllre, I m:ommend that the Commission 

9 report btxh the "buic local family cost", aloaa with wb&levcr more limited basic service 

10 defulltlon It ~dopa. With this Information, lbc lciiJiaturc can then judje ooth the 

II relative pricina of basic dial-tone local service and the relative rrofll&bility of the 

12 averqc local rcsjdcnlill CUSIOalCt. tbaeby makina a more informed clceision "' 10 

13 wbc1hcr any cxtemal subsidy is .-led 

14 

15 m. Uatnnal ~rvb ud N~nrork Element Prtclna 

16 

17 Q. 

18 

19 

20 A. 

Hu tba Florida t.eplahlre provided plducc ~DCfflllna tbe type of ~t 

111edltdalall' lbt allollld be liNd to nllmate tbe " uatverulaerviC't" cott? 

21 /oold/16, tcoi'IOmll: con of cxchllnac fecilitie~. Spec:if•cally, Chapter 364.02S(4l(bl 

22 requites tbal the Commiulon detennlne the forwud·loolr.ing coSt, based upon the 

17 



00 617 

most recen1 coiiii!ICt'Qally evailable tcchnoloaY and equipment IUid acnenJiy accepted 

1 dcsip ml plecemcnt principles. Similarly. forwvd·lookina costs should abo be 

l UJCd 10 Clllblisb lhe price that an ILEC would c.lllrae to provide theJe same facilities 

4 to a competitor u a netwOrk element. As I elCplain below, it is imporunt that these 

5 standards be applied consistently. ThAt is. lhe same cost anal)'1is should ultimately 

6 be used 10 determine universal service subsidy and 10 esteblish nerwork element 

7 prices. most imponanlly as part of a ptOil'llll 10 dcaVCf'IIIC DelWOrk clement prices. 

8 

9 Q. 

10 

11 

1l A. 

13 

Wllat woald be tilt tft'ed of :alcllladq lllllvtnal Hrvkt aubJldlt. ud attwortt. 

tlt•nt prica fl'llm ditrtftllt eNt mclla? 

The priDcip.t effect would be a compditivdy dJAOrUd universal JCrVice mechan.lsm. 

Compditivc neunlity rcqulrca that both lhe UNE·bucd entrant aod the incumbent 

14 receive lbo ame effoctlvc subsidy (usumJna that one is availab.le). If cntnntJ pay 

15 netwOrk element prieea baed on one coSt analys!11. yet subsidjCJ are calculated from 

16 a dilfcmn OOSI study, then there would be lnstanccs where the subsidy available 10 

17 the entrant would be either 100 larae or too small. 

18 

19 Q. 

20 

ll A. 

ll 

Cu 1ft P"'vldt a •illlplt eumple to Wu.atralt tllU polat? 

YCJ, for ~,nsta,.,.,, coOJidcr • ~ cattcr whcrc tbe universal JCrVicc COli b 

estimat.cd 10 be ~.00. If tho price of tho Ddworit elcm:nts used by the entrant 

II 



nn 61R 

1 were SSO.OO (because !My ~re es~inwed from a difT~rcnt cost mcthodoloay or 

2 averqed ov~ a dlfTerent area), however, lhcn lhc subsidy oct1111lly neeckd by an 

J cnlrlllll would be $10.00 per monlh more than lhc level implied by lhc USF cost· 

4 study. Convmely, if the network clement pric:a IOI.Illed only SlO.OO, lhcn lhc USF· 

5 cost study would lndlc:.t~e a hiJhcr subsidy than would aaually be needed. 

6 

7 Q. Do. tile FCC b Ye aa apte~atloa tllal ltltll wiD cak1llace aDIYenal Rrvlc.e 

8 aapport aad •-ortt dcata l prkft coubtally from tilt II lilt COlli a:Wyab? 

9 

10 A. 

I I wu IIIII this proccs1 would penni! coordination between lhc alcula!Jon of univcnal 

12 sc::rvice suppon llld DCIWOrk clement pridna: 

13 

14 
15 
16 
17 
18 
19 
20 
21 
ll 
lJ 
24 
25 
26 

We (the FCC] alao &ITLml lhal Sllte-conducted cost studies bavc the 
advan~qe of pamlulna swcs to coordJnate lhc bulJ for pricing 
Wlbwldlecl netWOrk elemcntallld detaminina univcral tcfVice 
~UppC>n. ThiJ COOI'dlnatlon Clll improve rqulalocy consistency and 
avoid JUdi marketplace dlslortlons as unbundled nc(work el=ent cost 
calcuWions unequal to univcnal tcfViee cost calculations for 1M 
clcmeots dill provide suppoc1tlCI teMCCJ. 

F edcral Communications Commission, 
Rqlort and Order. Docket 96-4S, Adopted 
~)' 8, 1997, panaraph 247. 

19 
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3 

Q. 

4 A. 

5 

6 

1 

8 Q. 
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It II IJIIpcu-tut I bat tbt ceo&npblc Will uud to dtt~rmlae subsidy be tbe ume 

ICOI"!Phk UlliiiiJCCI tO dtfillt D~fWOrW tltiDtDI prica! 

Yes. There must be a consistent policy rea&rdlna geographic averugina for botb 

netwodc element priclna and universal service support. That is. whatever geographic 

unit i.s used for one should also be used for the other. 

Plta.H provide aD cumpt. that IUuuratu wby tbe umc ceosnpble l.ODet should 

9 bt lUCCI for Dttwork tltmtat pri«< aad ualvtrul urvie~ 1uppor1. 

10 

II A. 

12 

A33ume t1w Florida ha. ooly two exdw!aestwl~-«nten: a "hiaJI..:ost• exchaaie 

(witb a monthly cost of SJO.OO) and o "low-east" exchange (witb a monthly cost of 

13 SIO.OO). For purpose~ of Illustration. IWwne that a single network ekment price is 

14 establi.sbed for lhesc two Florida exchaaies. The ~levant question Is tbcn how 

I 5 should tbe univcnal ten'ice cost be ~? 

16 

17 In Ibis example. the avmac cost for lhesc two excbanaes is S20.00/montb. If tbesc: 

18 exclwaies an: •vaaacd for network clement pricina. tben tbey should also be 

19 &YCfticd ID deletmiiiC universal service support. To do otbetwise would provide the 

20 cntrllll with coo Uulc JUppon in the low-cost cxchanac (that is. the cntnlllt's cost in 

21 thllt exchange would be $20.00/month, not $10.00), and too much suppon in the 

:t2 hlah-cost cxdw!ae (wtlefe the entrant's cost Is $20.00 and not S30.00). 

20 
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J 

Q. 

4 A. 

5 

6 
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Doa tllla .... tllat tlae Comaaluloo should establish otw artwork tltmtot 

prka dcaven1ed for tatb wire ttDttr lo florida' 

No. not n«cJSIIrily. In a perfect world. the moll efficient outcome mlaht be to 

e:subliJb ICpiiiUC IK1WO!k el~l prices for each exchanac or wire center. In the 

real world, ~. prw:tial c:oasida'allons- such u the administrauve dafliculty 

7 from bavizla aepua1.c rates for eKb and every wire unter in Florid&, even if they 

8 have similar cost ch&racaemaies - ]UIIIfy ID!tlc avcraaina of like exchanaes. 

9 Whalevcr the level of acoataphic averagioa Is adopted. however, h should be used 

10 for both univCTSII.I service a.od octwork clement pricing. 

II 

ll Q. How slaoll)d tlab ofed to coubtatly dd!Jae uolvtnal urvltt coets aod network 

13 dtllltDt pr!tts affed th Coaaaalasioo'a report to tile Lqblature btre? 

14 

IS A. 

16 

The Leaislarure hu di.ru:ted the Commission estimate the octworlt cost usina a buls 

DO ~ than the wire center u the unit of estimation. This means lhat the Sllltlng 

17 point for the IJI&lylliJ &bould be a unique csumate of the cost of the octwork facilities 

18 used 10 provide univCTSII.I service in each wire center in Florida. 

19 

20 This Slq), ~. iJ only the beainnJna. I a1Jo recommend lhat lbe Commiuion 

21 establish a prtlimlnary poupiAa of •vlre centers 11110 zones to deaveraac nctv.'Ork 

U clement prices &Dd rep«t lhc •vcraae cost for each of these zoocs. 

21 
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Finally, becawe DdWOrk element prices are currently established on m statewide 

2 avmae basiJ, I recommend that 1M Commission also repon to lhe Legislature the 

J statewide cost of univenal service. 

4 

s Q. Hu tile Commluloa prtvloualy upreued any rucrntloa eoD«1"111aauaiDa a 

6 eouutcat mctllodolov to ealcu!Ate adwork dcmCDt prioa aad ualvenal urvl« 

7 napJ)Qrt1 

8 

9 A. Yes. On April 22, 1997, Cbainnan Julia Johnson wrote Reed Hundt (Chairman of 

10 the Fcdenl CommunicatioiiJ Co!llllliuion) cxpressina the view !hat different cost 

I I stUdies should be used to establlsb ottwork element prices than should be used for 

12 univenal servlc:e support. The basic rationale in lhe letter wu !hat universal service 

13 cost should reflect the cost of a "hypothetical" network. while ottwork elemcot prices 

14 should be based on the cost of lhc incumbcot's "existina" network .. 

15 

16 Althouab lh1l may have seemed a reasoMble distinction at lhc time lhc letter wu 

17 dra&d, I believe tba1 the distinction it drawt - that is, lhc dlstinclion betwco:n the 

18 forward-looldna cost of the Cllistlng aod hypothetical network - is ovcnuted. The 

19 most lmpotunt criteria of an economic cost anal)'1is are thai II be forward-looking 

20 and ltast-eoJt. Tbcsc criteria •• IUld lhe sencratly ac:ceotcd swtins point that cost 

21 proxy modelJ should ICGept the ILEC's wire-center locations as fixed - effectively 

22 eliminate the modeling distinction refe=cd in Chainnan Johnson"s letter. 

22 



The criterion that tbc cost-StUdy be forward-looking subSIJIDtially reduces the 

2 signiflc:aDCC of lhc c:clstina network crchitectun:. It is only appropriate to estimate 

3 the .forward-looking costS of the uiJtlng network configuntion if the exist ina 

4 network confJiUTUion would be used in the future. In an Industry with rapidly 

S chanaina tec:hnology. bo~er. the existing netWOrk is 110t likely 10 be the cost-object 

6 modeled to delennine forward-looking costS. As a rault, any forward-looking study 

7 will model a "hypoth.:ticaJ" network simply bccau~e, by definition If IIOihing else. the 

8 funn has 1101 yet oecumd. 

9 

10 On the olbtr hand -and indcpcndenl of any lheo.rctlcal propriety •• in practice 

I I unlvct"W service cost proxy models do not consider p~ly "hYJXithetical" nnworlcs. 

12 The cost-proxy modcll with which I am familiar with (the HAl model sponsored by 

13 competitive enlriDIS and the INDETEC model typically sponsored by incumbent.s) 

14 begin with the assumption that the location of switche:s (i.e., the wire center) is fix:<!. 

15 This "fixed wire ccntcf" assumption means that the COSI beina r '<limatcd is the 

16 forward-lookina invutment cost ,.,/nan~ too n.twork with tlrtse wlrt ctnttrs. There 

17 is nothina bypothcdcal about SIUdiu which be-gin with the basic wirc-ceni.Cr footprint 

18 of the incumbent 

19 

20 Tc>&ctbcr, thae faclora diminish the concern exprnxd in Chairman Joluuon's letter 

ll that univct'W st:Mee and network elemCDI prices abould be derived from diffc:rent 

2l cost studies. The fotwltd· loolcing criterion mcanJ thai an approprim ndWOrlc· 

23 
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elemcru INdy would evalwue more than the ILEC's existina network: while the 

2 fixed-wire CetiiCI' assw~pllon constrains a cOst-proxy model to estinunina the ILEC's 

3 forwud·looldoa COst and not some h)'llOthctic:al network. 

4 

5 Q. 

6 

7 A. 

8 

9 

10 

II 

Wlllt d.o you rteOmDlod! 

I r«ommend thallho Commission Slrive 10 consistenlly apply lhe same cOst 

methodololl)' - includl'li its aeoV&Phlc awllcation - to determine tho cost of 

network &cilitics used 10 provide univenal service and 10 $&blish network element 

prius. The end-point of tbetc proccnes lhould be a consbtaldy defliiCd universal 

service lllbsldy ay11em and deavenaed prices for netWork element.t. Only the 

12 consistent applkalion of lhe same methodoiOll)' wHI assure the creuion of a 

13 compc:tilively neutral univenal service mecbanism. 

14 

15 The Comminion sbould establish prdi.min&ry zones for network clement prices and 

16 repon unlvenal service cosu 10 lhe Leaislature for each z:orv:. This informarion 

11 could then be used by lho Lc&Waturc to evaluate lhe need for a permanent universal 

18 service ay.acm, and by lhe Commission 10 dcavcnae network element prices on a 

19 aoin&-forww.rd bub. Thls eppro~Cb is c:leuly preferable 10 the allml&tive of waitlna 

20 for the LeaiJ1atute to CllabliJh a universal service system without this iroponant 

21 auidance. and then havina to III&ICh network elnnent prices 10 whatever aCIOif&Phlc 

22 S)'llcm the Leaisi.ntre lldopta. 

24 
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Q. Doa tblt <'ODclude your testimony? 

2 

3 A. Ye3. 

2S 



625 

1 BY HR. McGLOTHLIN (Continuing) : 

2 Q And Mr. Gillan. did you also prepare rebutt&l 

J testimony? 

4 A Yes. 

S Q Do you have any changes or additiono to that 

6 test i mony? 

7 A No. 

8 0 And do you adopt that as your rebuttal today? 

9 A Yea . 

10 HR . McGLOTK!.IN: I ask thnt t:he r"buttal 

11 testimony of Hr. Gillan, be inocrted at t:hio point. 

12 OIAIRMAN JOHNSON: II: will be 90 i naen:ed . 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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BEFORE THE FLORIDA PUBUC SERVICE COMMJ.SSJON 

I• m o.m.Judo• of die Coet of ) 
Bade LoaJ Tlleeeaallllkatlou ) 
5cTvke. hnuat to Sedto• 364.CW, ) 
Floricla Stahl&& ) Filed 1 Septtmb.r l, 1998 ____________________ ) 

REBIJTTAL TESTIMONY OF 
JOSEPH GILLAN 
ON BEHALF OF 

THE FLORIDA COMP£TITIVJ: CARRIE.RS ASSOCIAnON 

Q. PI- 1tate yov •••• aDd bulatll addrea 

0062 h 

3 A. Joseph OUlan. My buslneta aoddress Is PO Box Y '038. Orlando. F:oricb. 3285-4. 

4 

s 

6 

I PfCVi011.11y filocl direct ceslimooy in chis pco.ec una on behalf of the Florida 

Competiclve Catrlen Anocillion. 

7 Q. WUt II tiM pa~ or yoar ~altediaoay? 

8 

10 

II 

12 

13 

14 

bJ !be l.or:llmbeutlocal cxdJanac c:arricn (ILEC.) rdnforca the most impotUDl 

polllts Ill my direct testi~ 

• rust, !be ILEC caamoay confirmed my coocan lhaa the tl£C. 

-w:IICC!t a potmti•lly lll&llive Unlwral tcrVk:c subsidy flllld co 
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3 

4 

s 

6 

7 

8 

9 

10 

II 
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shield lbeir rnmue1 from competition and 10 £".lArllllee lhclr 

pnlfill. 

Sccood, !be ILEC tesdmony unckncoru lhc lrnpo11anec of 

calculetini tbc o ooomic cost of !be •family" of local exclwlae 

Jehica (i.e.. tbc baskel of JerVIca l)'pically provided by a local 

aoy exiCmal lllbsidy iJ r.pproprlllc or nc«ssary. 

1bltd. tbc lLEC lestlmooy provldct edditional support for !be 

IS Q. Did tile ll.IC t..U.OIIJ eoaJlra you ~cuu tlut Ill., would 11M lb.la 

16 pralll''•l taiMk a ....tYe ••bsldy tudt 

17 

18 A. Ya. Tbo OTB tadiDOOy _provida putleular iliJiil!t iD this rcprd. OTE taka tbc 

19 

20 

21 

22 

-able politioo tbat e'YCD Ill OWII cost snldy - a cost JIUdy wblcb il is 

ochcrwUe ~ as liOCiiHie and reliable - sbould DOl be uaed WI",. it 

does DOl j~ a euffidmt subeldy. GTE' a poaitioo "that a unlvenaiiJCI'vlcc 

fuod abould l\llfiiiiCC tbc aeea revcnuea tbat it receive~ IOday, and llw ir.acmt 

2 
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study should be "lldjiiSICd" to prod~ this end result (Seaman, paae 20, emplwis 

added): 

... OTE believes thai any explicit univenal service fund or 
mechanism must be sufficient to repla.:c all of today's implicit 
subsidies, and tM nndt.r of any COJt modi/ should bt ad;usttd to 
QCCOINit()(/all IIW goal. 

OTE's tesl.imooy cxcmpll.llca the corruptilla inlliiCDCe of 1111jlllll.6ed IUbsidlzation. 

An llllC&IIIcd lllhsidy, once implc:mcntcd, becomes a pc¥'JICill&l entitlcmcllt in the 

eyes of i!J ~plcut. Even lbouah the BCPM cost model (IICCOfdina to OTE) 

iodle&leS a subsidy of "only" S366 million, OTE clainu thai it should actually be 

provided a tublidy of $487 mlWoo per year. or courae, every dollu or subsidy 

provided OTE must lint be collected from 1 consumer - a conswne:r entitled to 

I 10lid cxplanalioo fOf i!J CODlributioo. 

Wllac "losk" d- GTE ue to jDJtlfy lu c.laiJa that It II eotlu.ct co aa auaal 

nbady of aearty lJl bJJJkHI dollan pu year1 

OTE'1 core arpmeot is thai bccauJc it cwr~N/y overpriccsJOmC of ita services 

by $417 millloo dollul per year, it is entitled ID thcle revenues in fNI7HIIIIty 

(Smnm, pqe 6). Tho point of a univenal service ftmd, bo~cr. is not 10 

ptOlOCI OTE'a ovcr·priclna (or pn~flll), but rather ID pi'Ovidc cxtema1 wppon lo 

~ limited lnm!!M! wbae necwon COltS are so hlah as 10 jcopadiUl netWork 

3 
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~Ubeipdon. OTE nom CllpiJW. however, wby such a awsive subsidy is 

~to proc;ec:t uniwnal service in one of the more dcmc and pc~·~us pans 

of tho lillie. (As an ulde, if GTE really rec;uired $487 million In external subsidy 

just 10 ~the Tampii'St. Pelmburi area, ooc wonders wby Bell Allmde would 

IIJ"'C 10 iu IJlUier 01 bow OTE could have xriously considered pwcbasina MCI ). 

7 Q. Cu 1011 prcwlcle u y Jtacbdcl WI place GTE'• sablldy daia Ia p«npedtve! 

8 

9 A. Yes. Even befote coasidcrlna OTE's $121 million "adjustmcru" to iu COil 

I 0 lll&lylia, lulhmho1d claim that It needa a "eost-justlflod" external subsidy of SJ66 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

milli.on is exlnOI'di.lllry in iu OWII riaht. In 1997, OTE's!OW intruWe ~cuua 

were IO\IihiY $950 million per y- (OTE Exhibit SAO-I). Thua. accordina 10 

OTE. It requlra an c:x1cmal subsidy rouahJy equal10 40% 10 SO% of iu inttutar:e 

lmqino tho cllstoned inocmivcs that would develop if occly half the nwk:et' S 

revcnua~ WCI'ID c:ootroUod by a IUnd-administraiOt, instead of the individual 

decill- of 8CIUU COIIIUIDa'S. From a maD&&eman paspoc:dve, the uniwnal 

ICI'rice l'uad would become the makb-it~r·bmak·it "cu.storncr" - with OTE 's (and 

every ocher cmricr'a) ~de-voted to fund.quallficallon. 1\md-analysis. lUnd· 

Utiplioo md {lei' a be bonc3l) fuod-manipulal:ioo.. The fund OTE I'CCOIIIIDC'tiC 

4 
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haw - a Car cry ftom the position S\lfiU1III.rizl in the CommiJsion · s 1996 

'esl•1"M rcpon (paae 73): 

OTB bcUeva th&1 !be primary tool for enswin& reaaonable raJeS In 
a compclitlvc mntet Is the compclidve martel itxlf. A Wlivmal 
terVice policy - In COilji!IICiioo will! olbcr policies and actiona 
rcprdiDc local ""banae ldC'pbooc compelitlon - s.'Jould not 
cliJIOrt tho e:fTcc:Uve opmlioa of the martel any more than Is 
oecmny 10 carry out lbc public policy or maln!ainina univcnal 
service Ill affordable raJeS in Florida. 

of eM ILEC potltioa? 

Yes. One -of tho n:uonablcDm of the lLEC testimony is the ex1a1t 10 

which tbcir policies IDrpl unlveraal service ll!ppol1- Carefully waetina us! stance 

b.u been a by objective ofunlvenal service reform. u ootec! in the (;;)mm.i.ssion's 

I 996 R.rport (peae 31): 

ParUa ceoaally bdicve llw suppoc1 should be taraetcd 10 low 
Income bomcboldl and 10 b.iab COli llQL 

Wo [lbe CnmmiJSloa) ape th&llaftNCI fllndloa is ID lfilliopt il!lC 
- of providina llJPPOff. .. 

The OTB and BeiiSoulh testimony provido data which c:aa radily be u.IOd 10 

ddcrmitle tho 'tlt&d efficlcocy" oftbcir proposals (Sprint/United's data docl no! 

easily pmnlt thiJ compltia(.n). R.em.ulcabJy, BeiiSouth and OTE claim llw a 
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subcidy i ' needed for I 00 ~Nr«lfl of their residallial liDcs (~ Exhibtt MCS-

2, piP 5; MlrtiD Exhibit PFM·I). ThiJ subsidy claim stands in IWic coniJ'Ut to 

lhe UIAIYJII IJ'Ovidcd by ATclT wilDeSt~ (paaet 17-20) that sbowt thallhe 

4 raiclcotial mutd iJ f'I'Ofitablt for btMh of lbese ILECs. 

s 

6 Q. Hew aa .._ ll..ECI cW. ~aNd a .. IIddy to lti'Ye proftlable nutomtn? 

7 

8 A. The ILECI claim IIIey delervc a subsidy If lhe local ::tc (IDcludlq lhe SLC) does 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

001 l'ully oovcr all local IICtWOftt COlli. without reprd 10 lhe other ICfVicc:a a 

o·- pun:bucs in COCllleCtioa with ill local ICfViee. M I noted in my direc:l 

tC"irnony ~ 1 3), bo-. JUCh a "dl.o.l IOCie-«<ly" ~ina penau i.J rare. 

The c:ommcrcia1 mracd- ol' a C""omet' i.J d«idcd by ill total I'C'Value 

poccotial, llld 001 just lhe momuet ooliCICicd in the basic local rate. 

The only vaJld CCttnperiloo 10 dctcnoiDc ~ alqilinwc subcldy need emu 

i.J 10 OOCDpGe the t.oeal COli 10 IJ'Ovlde lhe rypical peeker, of local terVic:es 

pUI' • ~ by ao II'Uip C'!!lCC!'ft' 10 t.bc rcvmuet from lhJ.t pecbac. So thai lhe 

'eai•lcn CID r oY'bly cval~ wbctbcf 111 CliiCI"'&& fund i.J t.pploprialC. I 

,_,..,., thlllhe CommlniQQ calculale and lqiOf' lhl.t family cost. CWO If it 

lbo repon. a "COil'" of lhe "dl.o.l·tone only" option as well. 

6 
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Ia yoer oplaloe, do tltt IL£Ca actull)' btlltvt lilac cba tDtlre rnldeDtial 

No. Apln. eonsickr OTE'a shiftir.a positlo111 oc r.hiJ Issue. On the one hand. 

OTE arpes tbat !be 1Nirw RSidentW mP<t.d in its cmitory rcqulrc:s support. Yet. 

OTE bu rcquatcd conllclcotW ln'*!menl concemina !be dcWIJ of ill analysis. 

UJU!na: 

1'bc::le ckuiled, specific dam would be UJCt\11 for compctltora in 
diJc:emlna !be liz& md compolicioo of OrE's l1lNUt on a 
acopapblcally cllJiareplod buiJ. The support infomwlon would 
revea110 compctlcon OTE'a cosu or terVina p&nicular ateaa md 
which arcu would be most luaaliWI. 

This 1'C1Q11C't for confldcnlial tn:armmt cxpota the absolute fai!Ky of OTE's 

IIJUDICilt.l. Aecordina 10 OTE, there are no lucrative area (II least residential 

area) In lts cadte ~ - .wry ruldcotW llDe requires a lllbsidy. F~. i! 

GTE'• proJIOtll were lmpiCIIIalted, then !be "lucrallvenaos" or each area would be 

defined by lbe availlblo sublldy, ao IIDOUDl (one would .. ,.._) lbat would ne-ver 

be propictllay 10 OTE. OTE't cooficlcorially rcquat contirnu tbat OTE's 

aw4p '• 14 llbdaiiUDdllhat iu residcotW cuslomcn are profli&ble. even if its 

7 
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Q. 11 tlltn '* auppon for your rttO-tlldatloa that Dttwork tltmtDI prnua 

2 u4 ulnnalMrvke suppon (If uy) slaould be denloped eoalllttatly? 

3 

4 

s 

6 

7 

8 

9 

10 

Yes. Altboua;b I dlJapc with the bulk of Mr. Setman's~.estimony, we do aarce 

on ooe point: nctworit clement pri.:es and univenal service costs sbouldl be 

developed consistently (Scem•n,piic 9). In addition. S['rint'stestlmony supporu 

the pos{don lD my dlm:t testimony (Gillan. plies 22·24) thai ibe "filled wire 

CCOia" UIWDpUOO mJdcn irrelevant any theoretical clistlnctlon \;~~ I 

univenal·servlcc and networlt-clemcnt cost nudy. 

II Q, Wlay It llaa "(lied win eqtar" UIUIDplloll lmpo11t111 10 tbt qucttloD o( 

12 eoula1eat uJnnal-tervlc:e aad adWorlt.,.ltJDUt eott madltllt 

13 

14 A. Tbc Comm.iJ&Ion (in a letter from Cbainnan Joluuoo to the FCC) had expcessed 

IS a view tb8l a dlft'ercnt c:011 stUdy t:OU!d be WICd 10 estimate lbt cost of univcnal 

16 

17 

18 

19 

20 

21 

22 

service thaa lhlt used 10 cJiabliJh network clement prica. Tbc buiJ for thiJ 

opinion -lhe viewlhl:t 1 1111twna/.snvf" cost stUdy sbould look 11 the cost of 

a ~ CUinnl (I.e., an entrant with no flcllltics), while 1 .utwtNt-41•-rtJ 

cot~ IIUdy lboWd COIIIIdcr the costs lbl:t would be incurred by the incumbent 

(opcr1dhla e • .- '"" y). Altbouab thiJ di;rinct!oo may be theoretically eccurue. it 

iJ Important 10 lpPI'OCiaLC tlw both cost models spon10rcd in thiJ procecd1ns are 

COIIIII'aiDcd (b)' 8dopdDa the inalrnbcnt's wile c:cni.Cf localion) in a tniDIICf lhll 

8 
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e!imlnlles aoy me&ninaful difference. AJ a result. there Is oo valid theoretical 

reuoo ID UJe ~cost modeiJ 10 detmnlne universal acrvice suppon and 

compcllina ecooomlc, policy and pnamatlc reaJOns wby the same analysis should 

be used. 

7 Q. a- laponaat Ia die "tb:cd win cater' auampdoa Ill tile eon modd aed 

8 

9 

10 

II 

12 

13 

14 
IS 
16 
17 
18 
19 
20 
21 
22 
23 
24 
2S 
26 

27 

A. Tho "fixed wire center• assumption iJ critical. Consider the baJic loaic explained 

in the ccstimooy of Sprint wilne$1, Dr. Steihr (Siaihr, peae I 0, empbasiJ in the 

oriJbW): 

The cost of baic tclcpbone acrvic.c iJ primarily, and in nnJ areu. 
a.lmoll complddy, cletcrmlned by the cost of the loop. 

••• 
Tho COSI of tbe loop II dctcrmlnc:d primarily by two facton: 
dlst- attd dfns#ty. 

••• 
Both of the-. dJstaiJC• aNI /UNity, in tum depend on where tbe 
model tii'I!!!H ~JS!omen are locau:d in reil'ioo 10 the central 
office, and locau:d In relallon 10 cadi otber. 

9 
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Much or t'le dcblle in this proccedina cona:ms tbc rU'Jl b&lf of this buic 

rclllionablp (arim.,ina tbc location of tbe customcn). But equally impo«ttnn in 

tbllllllyii.IIJ tbe I#WIIpc.ion dcflnlnat~ other end of the loop: the location of 

tbe eenlrll office. 

By eclopd'll a mclbodolol)' which Nnpll tbe lftl:lllriMN ·~ cmnl office u tbc 

t.crmilllll point of all loops. tbcae "uoovcral·.uvicc" COlt mockiJ arc IINCI\ftd to 

calculale tbe - ~-object u a "IICtW'Ort clement" ~ l'llld~: tbe forward­

looltiQa QOII or ao cfficimt incwnbmt. (The obtuvadoo that cad! model bu tbc 

same IOQJ, ~. does not diminiab tbe imponmce of the Jaracr Issue - i.e., 

wbJcb mockl atimata tbc QOIIIDOI( IICQDidy). 

The bale cooc:lusion of my dinlct testimony rcmalnJ. The cost of nctwOrlc 

l'ac!Utlet UIOd to ddamine univcnal~~crVIc:c IIUJ!POit (I f 11ny) should be tbc same 

u tho llOII·buod ocrwon clemctll prices lpplicable to the fadhtlcs. The 

CommlaiM llboWd nhNiab ICOIJepblc ZDDCS for cad! IDd report tbe e011 results 

~y. I - bl !be Commitsjoa bu a1rc.dy c:abliJbedf~ 

.,.....epblc - for Sprint/Unltccl in tbc context of tbc MCI/Spriot 

r + •Jm AlP, ... , w:nt Thll framewort ceo be UIOd u tbe IWtina poinl for 

~ llllivcral teMc:e COSii for cad! of tbe sa.mc arcu.. 

10 



0063 6 

Q. Doa tllla coaclacle your nbutul talimouy? 

2 

3 YfS. 

II 
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l BY MR. McGLOTHLIN (Continuing) : 

2 0 Hr . Gillan, have you prepared a summary of your 

3 ceetimony? 

4 A Ye•, J have. 

5 0 Please proceed. 

6 11 Thank you. 

7 Good afternoon. c:ommlooioners. At rhe opening of 

8 Mr. Wood'a •ummary this morning, he pointed ouL that over 

9 the next week you'll hear all the technical detoilo o f cwo 

10 c:o•c model• thac you c:an stand. You'll be glad to knew 

11 cbat at lea•t for my testimony that proc:ees should not 

12 begin thio afternoon . My rPAtlmony does nol addrouo tho 

13 specific:• of either BCPM or Hatfield. Instead, it looks co 

H what is the con object chat these models should be 

15 modeling tor the Commission co tulfill ito oblloation 1n 

16 this proceeding? 

17 Ba•icslly, this i• on unusual proceeding. The 

18 Commission ie not asked co be a judge of a pOlicy Issue. 

19 It is being ••ked co engage in fact !inding and reporc 

20 those re•ult• to the legiulature. Part of chat fact 

21 finding •• or che principal goal o! Lhis fac:t finding 1• to 

22 arrive •t che c:o•t of ba•lc local S('rvtce. Tnat Ia the 

23 co•t object. 

24 My testimony looks at that coat object and makes 

25 a recommendstion to you that really. whlchPver of the most 

C ' N IUIPORTBRB TALLAHASSEE, PLOR:DA (eso) 697-8314 
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1 models you ultimately adopt, that that coot model oa~io!ied 

2 two characteriatico in order for the legisla ture to be able 

3 co take the t·eaulta from chia proceeding and moke o valid 

4 determination •• to whether o r not a universal fund !o 

5 neceaaary. The first charac teriacic io chat the model 

6 should l ook at the cotal coat o f providing the entire 

7 family o f local exchange services, not just dial tone 

8 service but also the othe r things tha t a typical 

9 residential cuatomer purchaaea in conjunction with that 

10 dial tone arrangement . That would include acceao, vert1cal 

1 1 service• and expanded local calling . If che Commiaalon 

12 looks at that total to calculate the total coat o ( tha t 

13 arrangement, then it will avoid the need co eicher allocate 

14 the coat of the loop in the aw!tch among a variety oorvicea 

15 an exerciaa which really can't be done in any economically 

16 racional way1 or aecondly, lt will avoid che legialat~re 

17 having to pretend chat people buy this facility and that's 

18 all they uac it for. What makco o cuotomer p1ofltoble 

19 isn't juot wha t they pay for dial tone service, it ' o what 

20 they pay in total Cor all the things they buy, and that•o 

21 the c~riaon that the legialature ahou\d be looking at 

22 when it decidaa whether or not to provide a subaidy or 

23 noc. Ic makaa no acnae !or them to deaign a aubaldy ayotem 

24 chat provide• aubaidiea for cuatomoru tha~ are already 

25 profitable to oorve. 

C &. N RJ!PORTBRS TALLAIIASSKB, PLORIDA ( 850) (i 97-8314 
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1 The second charac~cria~ic that my testimony 

2 addresaes io the need at the end of the day for the cost 

3 model and the network element priceo to be derived from the 

4 same model and in using the same geographic epplication. 

5 If we have a system where universal service subsidies are 

6 calculated on a wire center by wire center basio, the 

7 network element priceo should also be calculated o n a wire 

8 center by wire center baois so that the suboidy and the 

9 coat that an entrant pays accurately match up. To do it in 

10 any other way, to have some other form of averaging woul~ 

11 mean that entranto who buy n"twot·k elemento would either be 

12 ql.utlifying tor too much S'!"aidy or too little subsidy. and 

13 that has to be taken into consideration ~a we : l. 

14 Either one of the coot modele can be made to 

15 comply with these two criteria. They either can be run t o 

16 include the coat o! all the relevant services. They all 

17 can produce results in a way ~~~"" makes the geographic 

18 comparison valid. Hatfield, or the HAl model in this 

19 proceeding has been run to produce t he correct result for 

20 the entire family. If the Commission adopto the Hatfield 

21 model, it has the correct resul~s in (ron~ of ! t. If it 

22 chooses BCPM, an outcome that I'm nor. recommending, then 

23 that model would have to h•· adjusted. Thank you. 

24 MR. McGLOTHLIN: Mr. Gillan io available for 

25 croao s ub. 
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1 COMMISSIONER CI.ARK: May 1 auk one queot.ion? l·lr. 

2 Gillan, how do you respond to: By looking at the family o f 

3 s e rvices. you are continuing the ouboidy from the vertical 

4 services? 

5 WITNESS GI LLAN : r wouldn't characterize that as 

6 a subsidy, because you are collecting it trom the person 

7 the only person that can sell me vertical services as a 

8 consumer is the carrier that I've chosen as my local 

9 telephone company. I can 't go choooe BellSouth for my 

10 local t elephone company and get vertical services [ rom MCI , 

11 oo I don't think it'D proper to consider that as a oubaidy 

12 aa long ao I'm t he consumer purchasing it. 

1 3 It seems to me you've got t wo c hoices here . You 

14 can look a t this as a problem f~ the perspective of what 

15 service subsidizes another service, and if ynu go d~n that 

lG path, then I think you're goi ng to ultimately run into the 

17 problem of having to allocate the loop and the port coot 

18 among theoe different services. 

19 COMMISSIONER CLARK: Well, what is Lhe •· 

20 WITN2SS GILLAN: Alternativnly. you just look at 

21 it by the customer. What does the cuotomer pay? I ' m 

22 sorry. 

23 COMMISSIONER CLARK: But what ia the universal 

24 service fund des igned to do? Is it designed to subsidize 

25 people who can't pay or subsidize high coot a~eao? 

C " N REPORTERS TALLAHASSEE, FLORIDA (850)697·8314 
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l WITNESS GILLAH: I think that the -- well --

2 COMMISSIONER CLARK: And doesn 't the anower to 

3 that drive whether or not you should look a t family of 

~ services? 

5 WITNESS GI LLAN : Let me take the questiono in the 

6 order you asked them. 

7 COMMISSIONER CLARK: Okay. 

8 WITN&SS GILLAN : I 'm not sure about the second 

9 part of the queation about ss to whether it drives which 

lO one you sel ect. I think t hat universal services as being 

11 d iscussed here is really driven to provide support to high 

12 ccac ere89 . 

13 COMMISSIONER CLARK: Okay. 

14 WITNESS OlLLl\N: Not individuals who need 

15 assistance. You have other mechanisms being developed for 

16 individualo that need help, like Lifeline se~vice. 

17 However, even when you decide to look at a high cost area, 

18 I think you have to look to the coot of those facilities 

19 against the total range of oervices they provide. Por 

20 instance, if you adopt the methodology that the local 

21 telephone companies are advocat ing here, which really lon•t 

22 a methodology that you adopt, i! the legislature were to 

23 adopt this idea that you compare the rotal coot against the 

24 revenue that t:hey rec,ive just from basic local service, 

25 then for at l east OTE and BellSOuth, and I don · t know if 

C " N REPORTERS TALLAHASSEE, PUORIOA (850)697-8314 
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1 the answer is true for Sprint because they didn't provide 

2 the data in this format, but for GTE and BellSouth, then 

3 every single residential line in Florida iE high coot, 

4 every single one, every customer i n Tampa, every customer 

5 in St . Pete, every customer in Orlando , every customer in 

6 Miami, every eingle reeidential customer in the State of 

7 Florida is high COPt. Now how can that posoibly be? 

8 COMMISSIONER CLI'.RK: Are you saying that 

9 according to OTE? 

10 WITNESS GILLAN : According to the comparison 

11 their met hod •• the comparison that they would have you 

12 p<>rform of looki ng just at th<> local rate and compari ng it 

13 to the cost, the result is every single customer io h igh 

14 cost. 

15 COMMlSSIONER CLI'.RK: GTE' s cO<nparioon? 

16 WITNESS GILLAN: GTE ' S customers and BellSouth's 

17 cuetomer s. And it may also be true of Sprint , but they 

18 just didn't file their evidence in thio proceeding in a way 

1 9 that made the calculation eaoy to do1 but cex:-t.ainly for 

20 BellSouth and for OTE that would be the result. 

21 COMMISSIONER CLARK: So why If you're looking 

22 a t where the high cost ares is . io it approprinLe to look 

23 at revenues from vertical services? 

24 WITNESS GILLAN: Secauae those will be Lhe 

25 revenues that decide whether or not you need to c•·eatc o 

C " N REPORTBRS TALLAHASSEE, FLORIDA (850)697·8314 
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1 subsidy to attract entry to those customers. I think l now 

2 understand your question. 

3 COMKISSIONER CLARK: Is universal service 

4 designed to attract entry? 

5 WITNESS GILLAN: I think it's designed to be 

6 competitively neutral. You have a cost out there t hat 

7 should be the same whether the incumbent sells it Lo Lhe 

8 customer or an entrant buys the network elements from the 

9 incumbent to supply the cuotomer. So the cost should ~. 

10 if everything ie done correctly, the same for e ntrant 

11 versus the incumbent . If y~u make it an attractive 

12 proposition -- if you m&ke it compensaLory to Lhe 

13 incumbent, then it should become attrac tive for an 

14 entrant. 

15 The reveres is also true. If it ' s already 

16 attractive, i f somebody could ac tually find a way tv 

17 compete, or if it's already compensatory to the inc.Jmbent, 

18 then it wouldn't seem to me to have a need for an external 

19 suboidy, and that's really the ca lculat ion we are ask ing 

20 you to make and provide the legislature . oo that they can 

21 look at the information and say, there are customer s and 

22 there are areas that a re already pro{ltable and we don't 

23 need to create subsidies there, even • · wholly aoide from 

24 what is the current rate structure used to collect t he 

25 revenuea that !IIAike it proflt11ble, 11nd perhapu t:ho t-c are 
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1 areas that are not profitable where a subsidy would be 

2 appropriate. 

3 COMMISSIONER CLARK: Sounds like you are saying 

4 we look at if it's a high cost area and then we determine 

5 whether even if it is a high cost area, if it's likely 

6 that people that are going to be living there are able to 

7 pay it and are going to be buying vertical oervices. there 

8 is no reason to subsidize. 

9 

10 

WITNESS GIL!..AN: That'o ·· Yeo. 

COMMISSIONER CLARK: Okay. 

11 WITNESS GIL!..AN: But you don't need to c reate at 

12 thio point a subsidy where something io profitable. Tho,•s 

13 that - - that's really what it boils down to. Now over 

14 time, as this, you know, ahakea out , you may need to corne 

15 back and revisit it; but for right now 'here doesn't ~ppear 

16 to uo to be a reason to go further into the analysis than 

17 that. 

18 ~~ISSIONER CLARK: Do you know lf Vista - United 

19 gets any high cost funds from the (ederal model or the 

20 federal fund now? I know they -- I'm pretty sure that 

21 they --

22 WITNESS OIL!..AN: I know cnany yenro ago I looked 

23 at that question, and the answer io yeo, but it's been a 

24 decade, eo I don't know today. 

25 COMMISSIONER CLARK: Okay . 
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1 COMMISSIONER JACOBS: How would you respond to 

2 t he ponition that i t was asserted that new entrants are 

3 only going t o come i nto an area such as you just described 

-4 t.o cher-ry pick c h c beot cuotamero? 

5 WITNESS GI LLAN : Well , as a theory, that · o 

6 probably true . In reality, what we find is that there io 

7 no way to get into t he residential market today. If, in 

8 fact , ent rant s had a way to buy -· in an efficient manner 

9 buy the ne twork e lements they need from the ILEC to provide 

10 service and compe t e in the residential market, t hen we 

11 would have -· then we would have a real -world experience to 

12 an?wer t ha t question. lf, in fact You know, there are 

13 t wo ways this i s going to work out. It's going to be a lot 

14 like t he long distance industry where . yes. there are some 

15 customers t hat are very good, ond there are some customers 

16 that are not so good, and there are even some cuutomero 

17 t hat bad, but when you compete in ll moos- market 

18 arrangement, you run advertioements, you toke the good with 

19 the bad; and, you know, over a very extended period o! time 

20 maybe you s tart playing with your rates to attract more of 

21 the very good and discourage some of the bad. But that 

22 takes a very extended period of time, and we don't te~lly 

23 know how many o f those customers exist today; and more 

24 importantly, we don't know how many o( those c uDlomaro 

25 wou~d exist in a competitive environment. I meun you'll 
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1 have a l ot of sta tist ics today about 40\ of the people 

2 don't buy any vertical services . We ll, when they are 

646 

3 priced at $8 a vertical service , that may be true. But in 

4 a competitive market, as peopl •! try to win ~uatomers , then 

S I would expect to see more people bu:· more vert leal 

6 services and maybe even spend more on telephone service in 

7 total once they have a broader array of cho1ceo . 

8 1 can 't sit here and guarantee you that once you 

9 s ee competition you won 't see people go only to thn best 

10 and leave the worst behind. On the other hand. I don't 

11 thinlt any of the ILECa can t ell you in truth that that ' s 

12 " hat will happen. The only way we ' ll know io 1f the marke t 

13 is opened1 and, quite frankly . once t he market is open and 

14 if you have enough competition, then a lot of the iosue of 

15 ho• .. this price issue should work should be le!t up to the 

16 marke t and not decided in this room. 

:7 COMM ISSIONER JACOBS: Thnnk you. 

18 CHAIRMAN J OIDISON : I guess, no other question 

1 9 from the commiss i oners? Then . Mr . Gillan is - docs he 

20 r epresent e verybody o n this side. 

21 MR. McGLOTIILIN• No , he is only here for the FCC/\ 

22 today. 

23 CHAIRMAN JOHNSON: Okay. Any ques~lono, 

2 4 Mr. Melson? 

25 MR. MEI..SON: No . 
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1 

2 

) 

4 

5 would 

6 

7 

8 

9 

10 

CHAlRMAN JOHNSON: Mr. Hatch? 

MR. HATCH : No qucationo. 

MR. WAHLEN: No queociono. 

MR. POWELL: I have a ftw areas , Madam Chair, 

like to ask the witness about. 

CHAIRMAN JOHNSOII: Okay. I£ your mike on? 

MR. POWELL: Pardon? 

CHAIRMAN JOHNSON: Io it · -

~~. POWELL: I chink it'S on. 

CHAIRMAN JOHNSON: Okay. 

I 

11 MR. POWELL: I' 11 move a little clooer. Io that 

12 better? 

l3 CHAIRMAN JOHNSON: Uh-huh . 

14 CROSS EXAMIN~TTON 

15 BY MR. POWELL: 

16 0 Mr. Gillan, good afternoon. My name io Lewis 

17 Powell. Forgive me , I can't r emember whether you and I 

18 have bumped into each ocher before in the laue couple of 

19 years, buc if we have, it's nice to sec you again. 

20 I ' ve got - · I t·epresent GTE , and I hove a couple 

21 of maccers I would like to a sk you about. You D~~ an 

22 economist? 

Yeo. 23 

2 4 

~ 

0 I t ake ic from your direcc testimony that you've 

25 spent more or less che better part of che laoc decade 
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6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

consulting and ceoti!ying as an expert witness on t he 

subject of economics wi th respect to this industry? 

A Yes. 

648 

0 Would it be fair chen for ••s t o conclude chac you 

value the science of economics o r the discipline of 

economics as a cool !or commissioners ouch as che Florida 

Commission in doal.ng with the issues presented by Lhe 

Telecommunicatio ns Act? 

A Generally , yes. 

0 Io there anything about the science o f economi co 

that you would not recommend to the Florida Commission as 

it deals with these issues? 

A Not that I can think of . 

0 Let me ask you to focus your atte ntion , pleaoe , 

on existing retail prices for vertical features . access and 

toll. Would you agree that those pr1ces today are 

substantially in excess of t he underlying cost of those 

servicoo? 

A 

0 

The incromental cost. yes. 

Would you also agreo t hat a CLEC contemplating 

21 entry into the local exchange has at least two c hoices: It 

22 can enter through resale, or it can enter chrough l easing 

23 u.nbundled network elemento? 

24 A In theory. yes. 

25 0 And if the CLEC wore to choose un bundled necwork 
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1 elemento as the route of entry, it would be leasing Lhooe 

2 elements at cost-based rates? 

3 A That is the theory, yeo. 

4 0 It's correct, is it not, t.hat this Commiooion has 

S est&blished permanent ONE races in Florida? 

6 A Well, permanent for the life of a contract , yes . 

7 0 Understood. And it's true, is it not, that those 

B are cost-based rates? 

9 A I '11 accept that. 

10 0 Assume for me, if you will, the ex loLence of 10 

11 ILEC buoineos customers which are targeted by a competit i ve 

12 local exchange carrier enter i ng the marker: ;tnd chat c hnt. 

13 entering CLEC decides that it wants t o lure those 10 

1 4 business customers away from the ILEC us1ng the Ul'lE method 

lS of entry. Will you aPsume that wlth me? 

16 A Yee. 

17 0 If the CLEC ie successful i n doing chat and lures 

18 all 10 of these bueinens cust omer o away ft·om Lhe ILEC, aL 

19 the end of the day the ILEC's wholesale revenue (rom 

20 leasing UNEs t o the CLEC wi ll be oubocanLlally lese Lhan 

21 the ILEC'6 aggregate retail revenue was bcfor~. would it 

22 not? 

23 A 

24 Q 

25 

Yeo, for those 10 cuatomere. 

Yes, eir. 

Do you have your rebuttal teotimony handy? 
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1 

2 

3 

4 

s 

A 

Q 

/;. 

Q 

Yes. 

could you turn, please , to Page 3? 

(Witness Complied) 

Yes. 

Thank you. 

ESO 

6 Just a couple of c larifying questions here, 

? Mr. Gillan. You discuss GTE's testimony in particular wi th 

8 reference to size of the !und that GTE belie:es would be 

9 appropriate in Florida, do you not? 

10 A Yes. 

ll 

12 

13 

14 

15 

16 

17 

18 

1 9 

20 

21 

22 

23 

24 

25 

0 And, obviously, it goes without soylr.g, you tllke 

isoue with GTE on tha t s core? 

A Yes . 

0 You refer towards t he bottom of thaL page to 

overpri cing by GTE and profits by GTE. Oo I understand 

your testimony to mean that in your opinion GTE io earning 

an excessive rate of return 1n Florida? 

A I didn 't look at GTE' s rate of return. 

0 So then --

A The answer is no, not necessar\ly. 

0 So you have not undertu~en any empiricRl otudi os 

in Florida? 

A No, you are not rate-of -return regulated , oo 

there was no reason to. 

0 Have you undertaken La examine GTE'S 
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1 profitability in Flo r i da? 

2 A Broad scale in terms of looking at whether or not 

3 residential customers i n total are receiving " ouboidy from 

4 buainee• cue tomoro. 

5 

6 

7 

8 

9 

10 

0 

A 

And what is your conclusion with respect to that? 

Tha t they are not . 

0 In the aggregate , t hough, residential and 

business in Florida, have you undertaken an analysis o! 

GTE'o profitabil ity? 

A No, you are not rate-of-re turn regula t ed oo r had 

11 no reason to. 

12 0 Let me direct your attent ion to the subject of 

13 loop coat . In your direct teetimony you have dincuoo1on of 

14 loop coat , and would it be fair to say t ha t the iooue of 

15 loop coat all ocation is important t o the Commission ns !L 

16 undertakes to answer Isaue Number l with respect to Lhe 

17 coat o f basic local service? 

18 A Yes. 1 mean there arc part1es •·ecommending that 

19 they allocate the loop coat among different services. I'm 

20 not one of those parties, but there are people In Lhu 

21 proceeding that are recommending thnt , I bel . eve·. 

22 0 Do l correctly understand your direct testimony 

23 to be, and I think consistent with your summary earlier, 

24 j uat a few minuteo ago, that you urge t he Commiooion 

25 inotead to look a t, l think you call it the fami ly o! 
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1 services ~ha~ are supported by the full functlonn lity o C 

2 the loop a,nd the switch and to ldent ify the coot o ( that 

3 family of services; io that correct? 

4 A Yes, ~cause at that level, there io a coot that 

5 is actually defined . You know what the cost of t he loop 

6 is. you know what the coot of the switch io . and you know 

7 what the oervices that they provide are; oo ot that level 

8 of aggregation, you have a problem with actual definition 

9 to it. When you get below that, then you start looing that 

10 clarity and definition. 

ll 0 And is that where, i! I understood your teotimony 

12 correctly. that you would consider it a •fool's errand,• t o 

13 use your language, to try to actually allocate th~ cost of 

14 the loop among the various services? 

15 A Yes, that was one •fool' s errand,• ar.d then the 

16 alternative •fool's errand• is th~ one recoiM1ended by the 

17 ILECo, that you pretend that it doesn't do anything except 

18 provide local service or, you ~now, the dial tone component 

1 9 of it. 

20 0 And I understand your testimony also t o be, 

21 correct me if I'm wrong about thia, that Y'>U see an 

22 ambiguity in the Florida statute wit.h respect ~o exactly 

23 what basic local service iG? 

24 

2 5 

A In tho context o! t he universal oervlcc uecdon, 

yea, I tbink there ia a tens1on between the way the 
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5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

19 

19 

20 

21 

22 

23 

24 

25 

universal service section is writt en, which ref ers to 

uni versal service as being this evolvi:.g level of 

telecommunication• which would aopear to indicate that 

there is Commission discretion, and then in a different 

section of the statute a definition o( the term. 

0 And that separate section would be 364. 02(2) . 

would it not? 

J\ Yes. 

653 

0 Assume with me tor the sake of my next several 

questions that the Commission, or the legislature for that 

mat:t:er , were to determine that section 364. 02(2), already 

defines basic local service to be what you've considered 

or what: you've characteri~ed as dial tone service. Wil l 

you make that assumption for me? 

J\ lf you would like , yes. 

0 If that threshold decision is made, then it would 

be necessary, would it not, for the Commission or the 

legislature to decide how to allocate the cost of the 

loop? In other words, to engage i n what you call the 

•fool'o errand, • that you would ra.thcr they not do, but 

with this assumption they would have Lo do? 

A I'm only hesitating because l"m not oure who 

would have to engage in that process. 

0 And I don't mean to be asking you whether !L 

would be the Commiaaion on the one hond or the legiolature 
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1 on the other, but some decision maker in Florida would have 

2 to engage in that allocation, would it not? 

3 A Yeo, if it were to then be used in a formula like 

4 that advocated by the ILECs. There mi3ht be some way to 

5 use that information and not reach a perverse result, buL 

6 if you -- at leaet if you start with that defbition and 

'1 then calculate a coat that includes the full coot of t11e 

8 loop and the local switch and then use it to compare only 

9 to dial tone rates, then somebody -- then you would hove to 

10 allocate in uome way, yes, to avoid the equally perverse 

11 result of concluding that you needed a massive universal 

12 oervice fund to serve a class of customers thnt is al 1·eady 

13 profitable to serve. 

14 0 Staying within the confines of the assumption 

15 that we have been making here, that this inquiry takes on 

16 special signi~ · 1ce because the cost of the loop ~o so 

11 great comparea o other costu. It ' s a big-ticket item? 

18 A Yes. 

19 0 Have you read the rebuttal testimony submitted on 

20 behalf of OTE by Doctor Carl Danner? 

21 A No. 

2:l 0 Were you here fer Doctor Oanner•u presentation 

23 last week in the workshops? 

24 A No. 

25 0 Will you accept .. 
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At least if I was, he wasn't very memorable. 1 

2 

A 

0 Will you accept for th'! &4ke of my nex t couple of 

3 que s t ions , subject to check, that Doctor Danner takes a 

4 r a t her d i ffere nt view than you do abou~ the '"'isdom of 

5 alloca ting t he f ull coot of the loop cc the coot o f basic 

6 local se rvice? 

7 A I wi'l accept that. I'm not sure -- I'm worried 

8 tha t you may not be correctly characterizing my position on 

9 t he allocation , but I will accept that. yes. 

10 MR. McGLOTHLIN: I'm going to object to any line 

11 of questions that requires Mr. Gillan to answer questions 

12 about testimony that he has alreaay D~id he nas noc read, 

13 that he is not aware. G1'E h"o got the witnooo; t:hat 

14 witness can make his own case. 

15 CHAI RMAN JOHNSON: Mr. Pow<!ll . 

16 MR. POWELL: All I was asking is for the witness 

17 to accept subject to check my characterization o f Doctor 

18 Danner's testimony. The test1mony io what it io. 

19 CHAIRMAN JOHNSON: I'll allow it. 

20 BY MR. POWELL (Continuing): 

21 0 What doea the s cience ot economl ~s teach us about 

22 how co allocate the coat of the l oop? 

23 A It teaches you t:t:at: you can't . Thal' o why you 

2 4 shouldn ' t define the problem in such a way tl.at you feel 

25 the need to. There is no reason to define the problem that 
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1 way here. It would be wrong to define the problem that way 

2 here, a nd that's why I haven't reco~ended that we proceed 

3 i n that way . 

~ 

s 

6 

7 

8 

9 

10 

11 

12 

l3 

14 

15 

16 

17 

18 

19 

20 

Q If, however, the Commission determines that it 

needs to allocate the cost of the loop, wh't does the 

science of economics teach on that eubjccc? 

A That you have complete elasticity in the c hoices 

you mnl<e because all of them will be equally arbitrary. so 

the Commission could allocate it in any way they want after 

they've decided that that's the path they want to go 

down. 

0 Can you cite to the commission any learned 

treatise or article in th~ aubject -- i n the (ield o( 

economics that supports your testimony in this regard? 

A Almost any economics text you would pick up would 

tell you that you cannot correctly allocate this in an 

economic fashion across different services that use It in 

the way that the loop is used. 

Q Can you identify a s1n '' such source? 

A l wish I had read j!Our economiot 'o teotlmony 

21 because , unless I'm mista~en, I bel1eve •hat he wou ld be 

22 one such source. Certainly the testimony of Doctor Tayior 

23 in thia proceeding . I am not reco.mmending that the 

24 Commission allocate the loop. I am recommending that they 

25 look at the problem at the level of the total coot o ! the 
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loop and tho revenues of all the o~rvices that it prov i des 

so that you don ' t have to engnge in il debate that io 

inherent ly uneconomic. 

0 Mr. Gillan, ocher than your te3timony here and 

elsewhere, have you written on chis subject? 

MR. Mt.GL01'RLIN: Wo·,ld you be specific ao ~o the 

subject. you are inquiring about? 

0 The aubject of what the science of economics 

teaches about proper a llocation of the cost of tho l oop. 

A Yea. 

ll 0 Whore have you >lritten on chat? 

12 A Teotimony o ver the paot 15 years. 

13 0 Other chan testimony •• 

14 A Early articl es that I wrote when I wao much 

15 younger. 

16 0 Could you cit:e a couple of those art !cleo for our 

17 benefit? 

18 A I believe there is an article that appeared in a 

19 

20 

21 

?.2 

23 

24 

25 

magazin.e called Telematics . lt wau the nat. iona I journa 1 o ( 

law and economics for the telecommunicati!.no induotry . It 

would have been probably ten yeuro ago. 

0 And it'D your testimony thot in chat arLicle you 

discuss the economics of loop coot allocation? 

A At least co tho extent Lhnt I discussed Lhat you 

shouldn't allocsto it, yeo. 
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1 0 And I'm sorry , the n~me of that journal again? 

2 A Teletnatico, T-e-1 -e-m·a·t·i·c-s. 

3 0 Can you recall any othc. publication& by you on 

4 thio oubjcct? 

5 

6 

A 

0 

Not e1tting here off the top of my head, no. 

Mr. Gillan, would you recognize Doctor Al!red 

7 Ka hn ao an authoritative expert in Lhc field o( regulntory 

8 economic&? 

9 A Yea. 

10 0 Are you familiar with hio recent book entitled 

11 "Letting Go, Deregulating the Proceao of Deregulot· ior. • ? 

12 A No. 

l3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 You've not oeen thio book? 

A Correct. 

0 I'm going to read to you a passage from Docto-

Kahn's book. It'a at Page 71, and my question iu very 

simple do you agree or disagree , and the passage io 

follows: Quote, consumer& impooo the coot of the loop o n 6 

telephone company and on oociecy by Lhe act o! uubocriblng 

to celephone aervice. The cauoDtion principle. therefore, 

requires the cost of providing the loop be fully 

incorporated in the coot of that baoic oervicc, c looe 

quote. Do you agree or disagree with that? 

A 

0 

I agree in part and dieagree in purL . 

In whAt reupect do you agree and i n wha t respect 
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l do you disagree? 

2 A I agree that when you subscribe thnt•s when you 

3 cause the cost to be incurred. ; believe that the best 

4 pro~ess to decide how chat cost is then recovered is by 

S different providers offering customers different packages 

6 of fixed and variable rates and free optional services and 

7 other things to try and win customers because, for the tiame 

8 reason chat I testified that there is no correct way to 

9 recover that in an economic faohion, there is also no 

10 preordained way that 1 or anyone else in this room can tell 

11 you is the best way conaumera want to pay for it. And once 

12 you turn this process into a process of companies trying to 

13 win conoumers instead of ILEC monopolies trying to juot lfy 

14 particular rate atructurco. Lhe betLe~ off we will be. 

15 0 

16 Gillan. 

17 

18 

19 

20 

:n 

22 

23 

BY HR. 

0 

That's all the questions I have for you Mr. 

MR. POWBW. : Thank you . 

HR. PONS: No questions. 

MR. CARVER: No questions. 

MR. COX: Just a couple o f quick • ,tiona . 

CROSS EXAMINATl0N 

COX: 

Good afternoon. to you, Mr. Cillan . I'm Will Cox 

24 on behalf ol the Commission otaff. 

25 You talked with GTE ' s counuel about thia, the 
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1 def~nition of basic local telecommunication service that 

2 the Commission should use for this proceeding; am I 

3 correct? 

4 

5 

A 

0 

Yes. 

And you advocated a tamily of services approach 

C o ver wha t you characterize au a dial rene approach; in that 

7 correct? 

8 A Yes, where the queotion is determining whether or 

9 not there should be a government subsidy created. collected 

10 and distribut ed, that's the comparison 1 .)u should look, at 

ll that level. 

12 

13 

H 

15 

16 

17 

18 

19 

:ao 

Q Okay. Have you t:est:ified in any or-her At;tr:~ 

univer sal sarvice px·oceedingo? 

A Yes. 

0 Did you testify on the uamc subject? 

A Yes. 

0 A.re you aware in any of those ·ate proceedings 

that chey adopted an approach where they uoed a family ot 

service a a pproach? 

A Yeo, the FCC d1d, the jnint board dld, the 

21 Tennessee commission did. I can't recall •• 

22 COMMISSIONER GARCIA: I'm sorry, one uecond. 

23 What were you asking? What was the question? 

2 4 MR. COX: The question wao were they discussing 

25 the dial tone approach definition, or universal services 
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1 proceeding versus a family of oerviceo approach. 

2 A Typically this issue is keyed up in tho following 

3 way: What costs should I compare to determine whether 

4 oubsidy is needed or not? So I' m interpreting your 

5 question t o be, have 1 testified in other proceedings that 

6 tile relevant co111parison should include the revenues from 

7 this total family. And the answer io, that's what the F'CC 

8 decided, that's what the joint board decided , that'o what 

9 t he Tennessee commission decided. 1 believe that that's 

10 wha t the Kentucky commisoion decided, but my memory is --

11 you know, the.re is an order out , and I guess 1 shoo.~ld oay 

12 i t will speak for itself. I 'm not aware of ·- those, I 

13 believe , are the only states where the commission has taken 

14 action on this issue afterwards. It's still an open 

15 

16 

17 

18 

19 

20 

2l 

22 

question, my understanding, in North Ca rolina, still an 

open question in Alabama. 

BY MR. COX (Continuing) : 

Q And this --

A Those are the only -- those would be the states . 

And tho New York commission did the oame t'ling . although I 

was not in that proceeding. 

Q In those states where Lhey did side wlth your 

23 approach, were those commissions engaged in the process o! 

2~ selecting a cost proxy model? 

25 A l'm sorry, I'm -- did you say in those stnteo 
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where they did adopt this approach , were they engaged in 

the coot proxy model debate? 

0 Yes. 

II Yes, I believe that ' s the caoc Jn each o ne of 

those proceedings. With the -- Tennessee l ooked fi rs t at 

~hat services they would consider and then looked at the 

cost proxy model , but it was in an overall -· it was in an 

overall, you know, an overall proceeding, juot broken down 

into a sequence like that. 

New York, r don • t know '"'hether or not New York 

was e ngaged in selecting a cost model or if they were just 

looking at what services they should look at to determine 

whether or not subsidy was needed . 

0 Earlier today in Mr. Wood's presentation he 

discussed some additional coot factors chat were placeJ in 

the HAl model. I think he mentioned intrat..ATA toll 

services and access. Would t hose be services t hat you 

woul d consider in the family of services that should be 

considered? 

A Yea, those aerviceo were added to bring the cooL 

model result consistent with thls definition. 

0 Okay . So io it your opinion that we. the 

Commission, the Florida Public Servico Commlsoion would 

have a sufficient record. an adequate record to addresn the 

family of services baa"d on what has been filed ln thio 
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1 proceeding? 

2 A Yea. 

3 MR. COX: Staff has no further questiono. 

4 CHAIRMAN JOHNSON, Any queot.ions from t.he 

5 commissioners? 

6 COMMISSIONER DEASON: 1 have II queot.ion. 

1 Mr. Gillan, 1 underst.ond t.hat you believe that 

8 competition would be the beot method of detf!rmining prices 

9 for oervices, correct? 

WITNESS GILLAN: Yea . 10 

11 

12 yet. 

13 

COMMISSIONER OEIISON : 0! courne we are n c r there 

You else agree wit.h t.hat? 

WITNESS GILLAN: That's correct . 

14 COMMISSIONER DEASON: So i-::' s Incumbent upon at 

15 least for the time being, for oomeone to take a look at the 

16 pricing struct.ure t.o see if it•o an impediment to the 

17 development of cotnpetition. Do you agree with that? 

18 WITNESS GILLAN: Yes . 

19 COMMISSIONER OEIISON : Okay . And I aloe underst.and 

20 it.'s your poait.ion that it's rea lly a futile exerc1sc t o 

21 try to allocate costa when t.hooe costs provide an array o! 

22 oervicee? 

2 3 WITNESS GILLAN: Yes . 

24 COMMISSIONER DEASON: And it'o al so you r position 

25 t.hat when you conaider that whole family o f oerv!ceo. 
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1 residential service io not being ouboldized, it otando on 

2 its own? 

J WITNESS GILLAN: You can make that determination, 

4 yeo. 

5 COMMISSIONER DEASON: But you would also agree 

6 t:hou.gh that there are specific cust omers wi~h~n that whole 

7 group of customers that perhaps are not paying their way? 

8 WITNESS GILLAN: Yeo. 

9 COMMISSIONER DEASON: All right. Then the 

10 question comes, how do you pri ce those services ouch that 

11 it does not give perveroe signals to competitors uhen they 

12 come into the market? And what I mean by that, it appears 

13 to me -- I understand that a competitor io going to 

] 4 attempt: t:o provide service to those cuatomero with the 

15 least coat and provide the greater amoun t o f revenue ard 

16 that: that is acceptable. That ' s fine. But the quest:1on 

17 is, there are cuutomero out ~here who perhaps do not 

18 s ubscribe to a lot of high price serv1ceo 11nd that there 10 

19 the tesponsibility of incumb~nt compnnlea to provide that: 

20 service as the carrier of laot reoort. l'o you understand 

21 where I' m -- what I'm asking? 

22 WITNBSS GILI.J\N: Yeo . 

23 COM!1ISSIONER DEASON: Okay. 

24 !fiTNESS CILI.J\N: Sec4Uile 1 think th<H'" or" l wo 

2 5 quescions. One is oort of what is the process we use , and 
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1 then what ie the end reeult. 1L could turn out that once 

2 the market is really open to competition ao1d there 1o a lot 

3 of competitive activity that people who don't buy a lot of 

4 things start fall ing off into a wayside ~nd start facing 

5 increases that you would feel would be inappropriace. 

6 okay? I'm not -- l'm not buying into the hypothe&is that 

7 thio is a necessarily result or and inevitable result, but 

a i( that is the result that we otart moving towards and you 

9 don't want that to happen, then 1 think at that point it 

10 makes sense to look at creating a stripped -d~wn oervice 

ll that is subsidized/ but the minute a cuntomer wanto to move 

12 away from that stripped-down ba11ic arrangement. then he 

13 falls out of the potentially oub11idized clauo of 

14 cu11tomero. 

15 Now this io my own opin1on to you, Commisoioner. 

16 It io not something that any of my clients are oponooring. 

17 It io not something that has be"n batted throughout th" 

18 industry because right now everybody is oo focuoed Into 

19 this coat revenue comparison way o{ looking at it . 

20 What you don't want to have happen is the CTE 

21 example, o kay? The GTE example ~a patently absurd. We ar~ 

22 sitting down there, Tampii/SL. Pelct·oburg t.hlu In not. n 

23 high-cost area to begin with -- and they arc here before 

2~ you saying that they need somewhere between 370. ~nd what 

25 ie it, 500 hundred million dollars a year 1n uuboidy t o 

C & N REPORTERS TALLAHASSEE. YLORIOA (850) 697 - 8314 



666 

1 serve a residential customer clasa that is already 

2 profitable to aerve becauae they are looking at the total 

3 cost against tbie one rate element. 

4 Over time I expect consum~ro wi ll buy mor~ and 

5 more thingo over that loop and that there will be acLuolly 

6 more and more revenue streams coming on. ADSL. 1o the 

7 pe~fect example . JellSouth is today out thete sclttng 

8 at leaat advertising ADSL. I have no idea it you could 

9 actually buy it. but advert!a!ng ADSL service In a package 

10 with local service that come• out to about 70 bucko a 

11 month. So here is somebody who would be stttlng thete juot 

12 paying for the AOSL •ervice and their bauic • · and then 

13 t heir basic rate $70, pluo whatever eloe they 01" npcndln'J 

14 in toll and everything else. ond yet under th1o (ormulauon 

15 or tho problem that they are trying to inoiot that you us~ 

16 and you reP'·•·:. to tho J -/talAtu • ~. they •o~ould quallfy for a 

• · • .... boidy. That i. at.aur( 

18 Jf at th. end 01 th~ day lt turno out that Lh~te 

19 ia a service that you need to oubatdlze or a claoa of 

20 cuotomera you want t O aubaldlze. then I would recomm('no.l 

21 I would think at that point you oro go1ng to want to make 

22 sure that what they buy makoo it g~ncrally unattz·act!ve oo 

23 that only those people Lh'\t really don• t h4vc a uet•d fot 

24 vertical services or don ' t want to buy AOSL or don't want 

25 to make a lot -·or don't make o lot of toll colla, aiqn up 
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1 for t h is, and chis io t he only thing that you auboidize. 

2 But i t sure isn't a reason co go into the marketplace and 

3 subsid i z e e very singl e customer out there . even once that 

4 a re, you know, this quote at t ract i ve market that the I~ECs 

5 are cla iming people arc about to j ump on and take. It 

6 make s no sens e to design a fund like that. 

7 COKMleSIONER DEASON: Do you enviaion that would 

8 be part of unive rsa l service? 

9 WITNESS GILLAN: You mean chat type of oervice7 

10 COMMISSIONER DEASON: lt would be, the universa l 

11 service fund would be used to pro vide that suboidy? 

12 

1 3 fucure? 

14 

15 

WITNESS GILLAN: Of th" narrow oervlce i n t he 

COMM ISSIONER DEASON : Yeo. 

WITNESS GILLAN: Yeo, I think at nome point in 

16 the future that would make sense. but at this point I think 

17 it would be premature to develop that or to eotablish 

18 And chat isn ' t what the leg1 nlature is asked to do i n thlD 

19 go around anyway, but you asked me a question, oo 1 have 

20 offered you my opinion on it. I don• t think .1nyone wants 

21 to see those customers that have a very narrow need 

22 disappear or even have those customers not be attract ive to 

23 ocher usero. But right n~w. thnt•o not the type o( oyotem 

24 that: t.he local telephone companies are talking about. 

25 COMMISS IONER DEJ\SON: Do you A!)ree that: thlo 
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1 Commission no longer sees the prices? lt'o ~question of 

2 whether there should be flexibility given to companies to 

3 c hange their pricing otruccure , or how do you view that? 

4 WITNESS GILLAN: Well, let. me answer it. t.his 

5 way: You couldn't implement. what I juor. recommended to you 

6 under the currenc statutory framework : but on the other 

7 hand, you couldn't implement. any of thio stuff under the 

8 current statutory framework. No matter how you look at it 

9 t here is going to be some new otatutory framework to 

10 address this problem . 

11 COMMISSIONER DEASON: And I ' m calking t n the 

12 broader sense. In other words , even if we were the final 

13 decision maker and everyone realizes we are not becauoe we 

14 are making recommendations co the legiolature, but under 

15 current law, even if we wanted to change Lhe priceu, we no 

16 longer have the authority to do that, cot·rect? 

17 WITNESS GILLAN: That's correct. 

18 COMMISSIONER DEASON: Okay. 

19 COMMISSIONER GARCIA: Let'G just e xpound on wha t 

20 you thought -- Your suggesr.ion io oornethlng that piqued my 

21 curiosity, and I don't want co get you in trouble with your 

22 cliento; but cell me again what your ouggeotion wao nnd how 

23 you would etrucr.ure that becaull<! iL'o oomoLhlng tnot hos 

2 4 occurTed t o me, a nd I juot want to hear it from somoon<! 

25 else. 
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1 WITNESS GILLAN: Okay. As long as chat. caveat:, 

2 that none of my clients are recommending this overhangs q,he 

3 conversation. 

4 COMMISSIONER GARCIA: And there Is no evideftce, 

5 and you haven't written any economic journals under th1s 

6 topic. 

7 WI~~ss OILLAN: Yeah, but: it's all o n chis 

8 littl e transcript over here . 

9 COMMISSIONER GARCIA: Exactly. You can deny l t 

10 once we finish. 

11 WITNESS GILLAN: It seems to me that part. of the 

12 problem here is that you are overlapping a con~ern for a 

13 certain , relatively small group of customers with the 

14 desire by the ILECo to effectively rebalance all o f Lheir 

15 rates. 

16 One way of breaking that 1 Ln k 10 to establish o1 

17 service that would qualify for a subsidy that only a, that 

18 would be -- I want to use the word inferior service, but I 

19 don't really mean it that way, but mean It would be a 

20 basic service that you could not add other things to. 

21 COMMIS'>IONER GARCIA: A POTS uerv1ce? 

22 WITJ>IESS GILLAN: Yeah , your basic POTS oervice. 

23 that you couldn't add •hese other t.hingu to. So Lhe minute 

24 that you oa a conoumer vote to have a betl!'r local uxclwng<-

25 service, you would vote yourael( out of the oubaidy pool, 
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1 okay? In effect, you would put yourael f where you arc ,, l. 

2 today. You know, you would be spending the money that 

3 you've already demonstrated to everyone in this room that 

4 you are willing to spend each month, 50, 60 bucks a monl.h. 

5 ~ISSIONER GARCIA: What P" ' centage do you 

6 think of the cuPc~r claos do you th ! rk would opt to get 

7 thac basic POTS service? 

8 WITNESS GILLAN: Oueeeing, I would oay it would 

9 be half of whac get it today just because consumers don't, 

10 you know, normally select the moat efficient, you know, 

11 ~boice i n something like thio. so if you look nl. the - - if 

12 you looked ac it and you oaid, all right, what percentage 

13 of the population actually obtains this today in a defacto 

14 sense, they don't subscribe t o other things , then probably 

15 some smaller subset would vote in co that auboidi zed 

16 arrangement. 

17 Tho re i o a caveat h" re becauoe one of the revenue 

18 stream& that you cannot deny the cuotomer, becouue you a L'C 

19 going to have to give them the ab1liLy l O Make long 

20 distance phone calla, so one o f the revenue s t reams that 1 

21 don't think-- one o f the revenue alreamo th~t wou ld hav~ 

22 to be priced at coat for thia to work would be access , ao 

23 that whether !the person actually made more calls or dirln't 

24 make more cal.la, they weren• t creating revenueo ~hot woro0 

25 not conaidorod in this calculotion. But I think we are 
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l going to get t.here anyway, hopefully, and oo that shouldn't 

2 be a complicacing faccor1 bur. I do think that that ia 

3 probably a criteria. 

4 AnY'-'ay , that wao what l woo thinking, in lt would 

5 give you e cha.nce to break this linkage botwcon whiH the 

6 IL&Cs are really trying to do io rebalance nll their ra teo 

7 but wash the money through a universal oct~ice fund oo that 

a not only are t hey rebalancing their rates, but eomehow they 

9 are getting all their compet itors to help contribute to t.he 

10 revenues to rebAlance them. And, you know, in fact • · and 

11 having something out there for this other group of people 

l2 who really do just want. a very simple arrangement. 

13 COMMlSSIONER DEASON: Under the current. 

14 situation, the incumbent LECo do not have the ability 

15 themselvea co rebalance, that's what we are here tor 1s t.o 

16 look at this, and it's because the current · • the way the 

17 current law is written. You agree with that? 

18 WITNESS OILLI\N: That'D correct , yeo. 

19 COHHISSJONE!R DEMON: So o lot of thill rca 11 y 

20 boils down t.o how much tlexibillty ohould the incumbent 

21 LECs have t.o price their services. 

22 WITNESS GILLAN: That' o pllrt of 1L, lind on that 

23 queotion. I como down with, first, you create the 

24 conditione tor competition. If the competition o•. edo, 

25 then flexibility io the way they rebalance rates. If 
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1 competition doesn't succeed. then we ha ve another problem 

2 tha t we need to go back and addrers. 

3 COMM ISSIONER DEJ\.SON: Okay. That 1s my next 

4 ques t ion . Should the degree o! flexibil ity given to the 

5 incumbent LEC s~ehow be tied to the amounL of competition 

6 which develops in the local market? 

7 WITNESS GILLAN: Yea. 

8 COMM ISSIONER OEJ\.SON: Do you have a 

9 recO!Miendation as to how that should be structured? 

10 WITNESS GILLAN: It's easier ~o give you like thl." 

11 perfect-world example than talk about all the gradationo 

12 between here to thero. If. for inot•ncc, an tL£C -· let me 

l3 back up. 

l4 LCI made a propoaal. It was in the context of 

15 271, but forgetting the 271 aupect to 1~. ot having ILECo 

16 separate themselves into retail entities and network 

17 entities so that the retail ent1ty would have to buy the 

18 things that it needs to provide service to c ustomers using 

19 the e xact same operational systems, everything, e xactly the 

20 same as all the competitors, not suporn~e. but oqua l. bu~ 

21 the same. If you created that kind of env1ronment, then 

22 that retail entity of the ILEC would ~ -- wouldn't ne~m to 

23 me qualified for about •• !or basically tho same degree of 

24 regul ation, great flexibil ity, as any compet1tor, because 

25 it would be participating in the morkeLplac" In .,x .. ct ly the 
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1 same way as all the other competitors. 

2 So at that end of t he extreme, the anower io, if 

3 you get them to the point where they participate in the 

4 market like any other competitor, Lhen you can give them 

s total flexibili ty; and I thlnk you can get there very 

6 rapidly, but it would take a otructural solution. If they 

7 stay, kind of minvleci up together like they are today where 

8 there is sort of some operational syotemo that competitors 

9 can use, others don't work ~o well, certainly there ls 

10 questions of parity, then you have to start mi x and match 

11 this; and quits frankly . I don't -- I wouldn't e ven 

12 encourage you to go down that path. 1 think you award co 

13 an ILEC for full f or creating a truly compet • tive should 

l4 be full flexibility, and that if they don• t go LO that 

1S length, I'm not sure they deserve any tlexibi!lty. I don't 

16 know how else you'd get them to a state where they actually 

17 implement the systems you need (or a fully competitive 

18 environment. 

19 COMMISSIONER DEASON: In Lhe IXE market, AT&T is 

20 the dominant carrier, was continued to ~e regulated , and 

21 that regulation wao diminished and more flexibility wao 

:t2 givan t.o AT(.T au the markat davalopcd. You don't uee" 

23 oimilar situation hera? 

24 WI 'l'NBSS GILLAN: Not really. I Lhink the 

25 fundamental difference ie that AT&T waon•t - - AT&T's 
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1 cooperat.ion in making the market competit.ivc waon't 

2 required after divestiture. We solved that problem when we 

3 divested the local telephone companieo. and from that point 

4 forward, we didn't need AT~T's cooperation any more for the 

5 market to become competitive, so 1 wouldn't • · AT&T 

6 didn't need the •• you didn't need to hold the flexibllity 

7 out to AT&T as a carrot. 

8 In addition, the changes that I'm suggesting hece 

9 I think would bring about competit ion pretty rapidly, so 

10 trying to match it up, I don't think would be appropriate 

11 either because you would in a sense almost be Cl asn cut . 

12 OnP- day there is very little compet.ition. and t.hen in a 

13 very ohort. window as these systems get up and running and 

1 4 they are participating in the market exactly like e verybody 

15 e lse, you should move to a pretty competitive markeL very 

16 rapidly. So I don• t see the reason for a t.nmoit ion, and 

17 there certainly wasn' t the carrot re~oon in the d~yB of 

18 AT&T. 

19 CHAIJUo\AN JOKNSON: Redirect . 

20 MR. McGLOTHLIN: Briefly, yes. 

21 PJtDIRECT EXAMINATION 

22 BY MR. McGLOTHLIN: 

23 0 Mr. Gillan , Mr. Powell re(erred yo u t o Paqo 3 o ( 

24 your rebuttal toecirnony where you make the r,oint chat GTE' a 

25 core argument i s that it currently over prlceo oome of ito 
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1 services and, therefore, it's entitled to revenues 

2 inperpetuity. You told h im that you weren't tal k ing in 

3 terms of having reviewed GTE's rate of r eLurn . If you d1d 

4 not speak in terms of a rate o f ret'H'Tl or prof ltabiliLy , in 

5 wha t sense were you using the terms •overpricing• and 

6 •revenue ent:itlement" at that point i n your teotimony? 

7 A I was only point1ng out that CTE' a own position 

8 wao this is how muc h extra money gets from these se1~ices , 

9 and rather than proving that they need it for anything . 

10 they j ust simpl y made the assertion thnt becauoe we cnught 

'1 this today we should be guaranteed it inperpetuity, you 

12 should put it in your universal service fund and allow us 

13 to charge our competitors; and so 1 was r eally poi nt1ng out 

14 the absurdity of ' l<ing into a number like that, 

15 particularly -- 11>ean I know you all get numbers thrown 

16 at you all the time. Five hundred million is a lot or 

17 money. even in crre dollars, it's a lot of money . The 

18 Tampa market has only got about 950 million retail 

19 revenues, so they were talking about asking for a universal 

20 service fund that would be larger than Lhe reL.t11 revenues 

21 t hey would colleoc directly from customers. 

22 0 Mr. Powell also pooed to you a hypothetical 

23 involving GTE losing 10 buoineso customers and with the 

24 result that ito wholesale r evenue through the leasing or 

25 UNEs was lese than the r e tail revenue that it lout. lu 
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l there anything in that example, that hypothetical example, 

2 in your mind thal justifies either the methodology GTE 

3 proposes or the subsidy that it wants? 

A No, it's actually the reverse becauoc what the 

5 numbers did show is that r esidential customers arc 

6 profitable. Well, if residential are already -- are 

7 profitable to serve, then if they lost these 10 bus!nens 

8 customers, it is true that GTE would have less money, or I 

9 guess ultimately Bell ~tlantic would get leso money; but it 

10 doesn't mean residential rates should go up ~.cause the 

11 other side of the equation that he implied, but never 

12 addressed. is that residential customers were already 

13 profitable to serve. They were covering their cost so. 

14 therefore, the extra money he woo colleotin~ from bus1ness 

15 customers waa juot extra money; i t didn·~ oupport 

16 reoidential customers. 

17 Q L.aot que11tion. Mr . Powell aoked you to •Hioume 

18 that the Commisoion or the legiolature adopted the 

19 definition of basic local service that yuu oppooe ln this 

20 p1·oceeding. and your reoponse was you 11houldn' t dcf inc the 

21 problem in a way that requires allocation. Would you 

22 eloborate on what you meant when you on ld y<)U ohou I <.In· t 

23 define the problem o certain way? 

24 A You •houldn 't try and look just ~L one nervice 

25 and yet all the coats when those coot o IH'e t.here making a 
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1 whole family of eervicea possible. 

2 MR. McOLOTllLIN: That's all the redirect:. 

3 CHPJRMAN JOHNSON: Thank you, Mr. Gillan. 

4 MR. HATCHt AT&T calls Ri~hard Guepe. 

5 Whereupon, 

6 RICHAAD T. GUEPE 

7 was called aa a wJt:neea on behalf o( AT&T and. having been 

8 duly sworn, t:eat:ified aa follower 

9 DIRECT EXAMINATION 

10 BY MR. HATCH: 

11 0 Could you otate your name and addrcos for the 

12 record? 

13 A My name is R1chard Cuepe. My address 1200 

14 Peachtree Street, Atlanta, Georgia. 

15 Q By whom are you employed and in what capacity? 

16 A I am employed by AT&T ao a district manager •" 

17 their law and govsrnment affaire organization. 

18 0 Did you prepare and cause to be filed in this 

19 proceeding direct testimony conolotlng of 2l png~a? 

20 A Yeo, I did. 

21 0 Do you have any changes or corrections ~o your 

22 direct teotimony? 

No, I do not. 23 

24 

A 

0 r f 1 ask ad you l hr· onm<· ( UOIIt I o nn llll n r ~ In Y"'" 

25 direct testimony, would you> a 11 owero be ~he same loday? 
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A Yes, they would. 

MR. HATCH: Just to be clear, Madam Cha.rman, 

before I proceed, make oure that everybody 1-ooo got. the 

revised version that was filed October the 6th, before we 

get any furthe r and cause any confusion. 

Madam Chairman, could I have Mr. Guepe•e 

testimony inserted in the record as though read? 

CHAIRMAN JOHNSON: It will be eo inoerted. 

C £. N REPORT" 3 TALLAHASSEE, FLORIDA (850) 697-8314 



0067 9 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

DIRECT TESTIMONY OF 

RICHARD T. GUEPE 

ON BEHALF OF 

AT&T COMMUNICATIONS OF THE SOUTHERN STATES, INC. 

Docket No. 980696-TP 

REVISED OCTOBER 6, 1998 

OOCUHI II 7 ~· ""lr R ·OAT £ 

I I 0 14 6 OCT -7 :l 
r r sC R'.~Ch0'. P.E f ORTIHG 



00680 

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 1TJ"LE. 

2 A. 

3 

6 Q. 

7 

8 A. 

My name Ia Rlcllanl Guepo and my bulincu eddtcss it 1200 Pcac:l!trcc Street, N.E.. 

Atllnla, Gooltla 30309. IIIII employed by AT&T u a Dlsltlct M1111g<t in tbc Law 

BRIEFLY OUTLINE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPERIENCE IN THE TELECOl\1MUN1CA TION~ INDUSTRY. 

I RCCivcd a Badoclo- ofSciaw: Dcpe i1l Metalluralcal Engiocering in 1968 from 

9 the University ofNOIR Domo in South Bend, Indiana. I received a Mutcrs of 

10 BualnciS Administration Dogrce In 191'3 from tho Univtnhy ofTonnesJCo in 

II KnoltvUio, Tennea""'. My td..x.mmunleadons car= began in 1973 with Sooth 

12 CeniTII Bell Tclcpllcnc Coml*')' in Maryville. Tt~~~~CSS<e. u an ovuidc pl.tnt 

13 enaJ.aoer. Durina my tmuro wit:h Sooth Centn1l Bell. I bcld various usignmenu in 

14 ouuldo pl.tnt enginecrins. buildinga and rut emtc,lnvcsltncnt5eJ1418dona and 

IS division ofrcvenuca. At dlvcstituno (l/l/14). 1111lntfcrrod to AT&T whcno I have 

16 held numCI'OIII mat~~atmcnt ~itlonJ in Atlanta. o-s1.. and Bultlng Ridge, New 

17 Jency. wit:h responsibilities for invcstrncnt scpara~ions, anal)'lis of ace-en •bars•• 
18 and wilb,ltllnina developmmt, nnanclal analyals and budaetina. stnltcglc 

19 planning, rcaulatory lasucs man.agcment, product implementation, lltl~gic pricina. 

20 IIlii ~ manapcnt 

21 

22 Q. 

23 

HAVE YOU PREVIOUSLY 'JI'ESTIFJED BEFORE ANY S1 \ TE PUDUC 

SERVICE COMMISSIONS? 

2 



I A. 

2 

3 

4 

s Q. 

6 A. 

00 681 

Yes, I have lailllcd oo bdlalf of AT&T in A.l&bamo. o-pa, Mluissippi, North 

C..OIIna, Soulh C..Oiina. and Tenncssco 011 produc:t implementation i-. pricing 

issuer, and policy Issues. 

WD.A TIS Ttl£ PURPOSE O F YOUR ~1'1MONY? 

The purpose of my testimony, and lhc testimony of olhcr AT&T witnesses, is 10 

7 recommend to the Florida Cootmiuion tho adoption orthc HAl S.Oa Modelu lbc 

8 focward looldna COJ1 proxy model foe the cldennlnation of CMIJ for a petmanet~l 

9 universal service meclwlism,IO preoer>l rnuh> oflhc HAl S.O Model, and 10 

10 .-mend lp<Cific policies concerning the implemet~Wion of a pcnruncnl univenal 

II ocrvicc mocllanism. 

12 

13 Q. 

14 

HOW WILL ATirT ADDRESS THE ISStJES IDENTIFTED BY TliE 

COMM1SSJON7 

lS A. In Ia July2. 1998 Order. the Cootmiuion ''" forlh alis1 of issues 10 be eddresscd by 

16 tho paniea ln 11\4 doekel. Thc$c issues are: 

17 For uni•'Ct'la! ~purposes. wh.at iJ lbc definition of buic local 

18 telecommunications ocrvicc? 

19 What b the appropriate cost proxy model to dctcnnlnc the total forward· 

20 look Ina coli of providing buic localtcle<:Qmmunlcatlcms mvice? 

21 Should lhe toeal forward lookina cmt ofba>ic local .olecommunications 

22 actVIce be dclmniBOCI by a cost proxy model on • t-<sls small« than 1 wi"' 

23 c:cnta? 

24 Wbat arc tho approptialc input values 10 11\e cmt proxy model? 

3 
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I Wbatlocal ClltChlllSC compa.nicl must LliC tho cost pro>ey mock I? 

2 Wbat..,.. tho results ofthc cost proxy modol for lbe$4l eom~nier? 

3 Wba!IIJ!PII*h should be employed to lktermine the cost of buK: loeal 

4 tclecommunications savice for LEC.slhat s;rve fewer lll411 I 00,000 lines? 

j 

6 AT&T Is preseatloa tho direct testimony of four witneues In this prooeeding to 

7 ocldreu thctc i.uuct identified by the Commissioa. I will address poliey Issues 

8 concemina tho "lcction of tho LOSt mockl,thc definilloo of suppoiUld .. rvi.ccs, and 

9 the establilhment of a permanentunivc:rul .. rvlcc mechanism. AT&T whncs• Don 

I 0 Wood llddressea tho development oflhc HAl Mock I. its inpou IJld tho resulting COSio 

II to provide local savlcc. AT&T witne.s John Hinhloifcr addruses cost of capiLli 

12 iopoiS. and AT&T witness Mike Majoros addresxs ckpreciation inputs. 

13 

14 Q. 

IS 

A R.EASON FOR 1liiS DOCKET IS TO EXAMINE COSTS OF LOCAL 

TELECOMMUNICATIONS S£RVlCE FOR TilE PURPOS.ES OF 

16 ESTABLISHING A PERMANENT UNIVERSAL SERVlC£ M£CHANISM. 

17 WllATISMEANTBY AUNIVERSALSI:RVlCE MECHANISM? 

18 A. 

19 

A universal .. rvice mechanism is the proccu or l)'llcm oct up to mainLtln the 

objectives of univcrsalsavlee aftct tho local marlcet becomes oompetitlvc. The m•in 

20 objeWvc of unl..,...lllaVice Is ID provide access l.:l quality tolccommunicatlons 

21 se:vicea Ill atrordablo ratca to all cocuumctS. In other words,ID promote oonn«tivity 

22 10 tho tclepbone neiWOit. CoMwnctS in allarus, including low· Income c:.onsumers 

23 IJld !bote In rural and high eott ucu, should hive the acccn and rates WI arc 

24 I'<UOillbly comparable to tbosc avall&ble for almilar ocrvlocs in urb.ln areas. If 

4 
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univeruliiCtVIce tubtidle..,., rcquittd,lho Telecommunications Act ~uirco lh4t 

2 they be explicit; moreover, they abould be no HJUkr than necessary to oovcr the 

3 fcwwanlfooltina economic CGCt of the supported SC<Viccs, and should be fu.odcd and 

4 avait.ble on a competitively neutral buiJ. 

s 

6 Q. BOW WOULD A UNIVERSAL SERVICE lltECUANISM WORJ<t 

7 A. 

8 

The implcmen~adon ofaunlvcna] 5C'tvlu meehaniJm ~uires the determination of 

several ftcton. 1beto IMIIIdc tho ldontlficatloo of: (I) Kt\'icu to be IUpponcd by 

9 tho univcml aervlcc limd; ('2) wbo lbould r..:civc unlvcnal JaVIcc suppon; (l) what 

10 ooostituta an "all'onlable" rate for supported r.crvica; (4) whAt rcvcnii<J and cosu 

II .,., appropriate in detenninins wbclhcr subsidies arc ~uircd; and (S) the funding 

12 medwlilm. 

13 

14 Titc proccu to d41crminc univcnaiiiCtVIce •ubtldy rcquircmcnu has two principle 

IS componcnu-wbalarclhc- to JaVc customen and what arc !he rcvcnut$ from 

16 cuttomcn. In aen-1. the CGCt is compottd to rcvenlle$10 dclcrminc: wbticly 

17 ~uircmenu. An Integral pout of this procen is to determine the COJI of providing 

18 unlvcnaiiiCtVioc in ...,.,.pbie arus thtouaJioutlhc JUte. The HAl Model. which it 

19 reviewed In dclall by AT.tT wl1ncss Don Wood, dclcrmincs the fcwwanllookina 

20 coonomlc COJI for tho proviJion of unlvcnal~erviee for each wlro eentcr. 

21 

22 Q. IN TBE CONTVCT OF THE £81' ABLISHME.NT OF A PERMANENT 

23 UNIVERSAL SERVICE M.ECBANISM IN FLORIDA, WIIAT IS MEANT DV 

24 DAS.JC LOCAL TEIZCOMMUN'TCA TIONS SI:RVICEt 

s 
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Florida W!Ute S«doo 364.02S(~)(b) IUtta ''To assist tho IA&iolarun: in e.ubli$hing 

1 pcnnlllelll univmalurvice mechanlsm,lhc commission. by Ptbnwy IS, 1999, 

&b.IJI determiDe ond rq101t to the l'laidcnt of the Senate ond the Spelkcr of the 

House orRqwaenwivc:s tho !CUI fOiward looking cost, bucd upoa the most re«nt 

commercially available tcchnoloay and equipment and gcncnlly -eptcd design and 

p'-tftcnl princlpiH, of providl:ng baJ/c /ocaft•ftCOt:JmJJ/1/cQJ/ON 1•rvfu on I buls 

no~ than a wire cmlct buiJ UJina 1 coA proxy model to bo oclect<:d by the 

comm!Won &1\er nod.., ond oppo<1UIIity for baring." Florida IUtute S«don 364.02 

(l) IUies "B.uic locoltolecommuniclllOnsurvlcc mCllllJ voieo-srlldc, Oat-rate 

reaidcntill ond fl&l-nto ait>glc-line bwineu local exebanso ocrvices which provide 

dial tone, loc:ll IIIIJ" occcssuy to place unlimited calls within a loc:ll oxcbange aru. 

dual tone multi· f""'uency diallna. and 1cteaa to the followins: cm~rscncy scrvh:cs 

aueb u "911," aU IOCIIIy available intcrcxcbango companies, diroctory usisunce, 

opontor IOtY!ces, relay ocrvic:es, and an alphabetical directory listina. For a IOCII 

oxchanp tclccommlllllcatlons company, aucb term shall indudt any extended area 

scrvloc routes, ond olCtendcd calling urvicc in existence or orden:d by tho 

commiuionex~orboforoJuly I. i99S." 

Scctlon 364.02 dcflnet buie loc:al telecommunications KfVicc in the oontext of 

allcm&livc "i~il&lilln for l~ll'll~bli!&Q ~lm 111d it ~1!1" th~ Qb!igalions or 

lnc:urnbentloc:ll oxdlanae c:arricn that cbooiC alternative rcaulatlon 

In this oonlCXI, bule local telccanmunicallonl acrvicc Is defined .. that minimal 

acrvloc whieb carri.,. telecting alternative regulation muat make available to 

oonaumeraln tho •toto or Florida. lfowcvcr. for thCJl"rpoSCa or dctcomining the siu 

6 
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ora uniwnal JCtVicc subsidy, it is appropriate 10 ~Jude all fOfWIId·lool<ina cosu 

2 lncumd 10 provide t.bis functionality (t.bc loop and t.bc swiiCh) 10 consumm. In 

3 Olhcr wotdJ, t.bc full cost of the loop and awilch to provide all services lhat can be 

4 furnished 10 OOCIJ\Imen should be lncludod, which Is the costing proces~ included in 

S t.bc 1-W Model lncludina all t.bctc cosu fwthet prov~ consiJtetKy whal 

6 oomparina costs to rcvenuet to cktermine subsidy needs u I dlJcuss further later in 

7 my testimony. 

8 

9 Q. 

10 

SHOULD A P£RMAN'ENT UNTVERSAJ..S£RVICE M ECHANISM lNCLUDE 

SUPPORT FOR BUSJNtSS SERVICES OR ADDITIONAL (SOMETIMES 

II LABELED SECOND) RESIDENTIAL UN £51 

12 A. 

13 

No. Tbe auppon for univcnal IC<Vi.c should noc include suppon for any business 

line IC<Vice and should be limhed only 10 the r~n~ rcaldent:lalllnc. Generally, 

14 business ION ices arc priced above co>ts and. In the lntcrcru of economic cfficlom<:y 

IS and the burden such a buslDC$s aubsldy would place on other uscn, should not be 

16 aubskliud. Busmes- bave a mcanJ of ...wv<rina their tolccommunicatiocu cosu 

17 throu&h the prlcca they cbarae In the market. Multiple rcsidcnt!.lllnu go beyond the 

18 goal of univenaiiCfVlcc of ensuring that customers arc connected to the network. 

19 Howcholds wit.b ~ cap&blc of wstalnlna multiple line-s into the house or 

20 sllbactibinato advanced teehaoloalcal JCtVIc:cs should noc receive subsidies for 

21 addltlonaltelephono lines. In some CIJC#, there .,.. economic aul>stilutu for Jc<:Ond 

22 telephone lines, such u cable lV·baod intmlet~~CCCU. or mobile phones. 

23 SubsldWna mulllple telephone lines could e&lltc cUJtomc11 to make uneconomic 

24 purcbaac dcclalofts and Inhibit tp'Owth of addltl0111l tcchnoloaies. Subsldi'Zina 

7 
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I multiple resldattit' lin« and business lines incnucs the alz.e of lhc fund 

2 UtlliCCCIIII'ily; It must be rtmembcred that for every dollar of subsidy provided, • 

3 dollat mUll be liken (rom • Floorido COIIIW1Ier. 

4 A Florida unlvcnalacrvlce fund should have u ILl objccdvo10 provide usimncc 10 

5 lbosc floridA consumm who mquiro wisllnec to stay connected to tllc 

6 to!eeommunicatiaas IICiwork. 

7 

8 Q. 

9 

10 

II A. 

WBA T COSTS ARE APPROPJUA TE IN DETERMINING nn: tx.IST£NCE 

OF ANY SUBSIDY AND NEED FOR FUTUR£ SUBSIDY SUPPORT mOM 

UNIVERSAL SERVICE? 

011 the cost aide of the equation. bolh for purposes of federal and state universal 

12 acrvioo auppon mcchanlsma., eosu used In any univenol aervlce mechanl1m lhould 

13 be COIIllstont with tho pricing or Unbundled Network ElcmenLI ("UNI!s") -· both the 

14 medlodolosY and the level ofqsn:plion should be eonsimnL The FCC 

1.5 encou,.gcd atatos 10 uso consistent mcthodolosi .. for setting unbundled network 

16 clement pric:a and for dctonnlning unlvcnal SC1Viec ouppon le-.•cls. (FCC Report and 

17 Order CC Ooclr.<t No. 96-45, Pu. 2S I). 

18 

19 Q. 

20 

WHY SHOULD UNIVERSAL SERVICE COST STUDIES BE CONSISTENT 

WITH COST STUDI'£8 FOR PERMANENT IJN& PRI~' 

21 A. 

22 

1'be cost brasla of tho netWOitt faclllt!eJ uacd 10 aervclhc customer should be tho same 

wbclher his lbe lnc:umbeatlocaJ cxdwlae canicr sctVina the custome-r dlm:tly Ot it 

23 Is tho compctltlvc local cxchansc carrier leu ina 01ot0 aa.mc facllltlo• (u network 

24 clcmctll.l). ln either lnNoce. the rclcvantltlndard should be the forward·lookina. 

8 
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sianif~Untly dilrcrc:nt DciiSoulh nlOdcl. Moreover, theft .,.. wbsuncial diiTcrcoea 

2 in ccrcaln s!Jlllficanllnpuu utedco JC1 the ratetlhls year u compared to the ratca act 

3 in the initial orbilrlliaa po c ecdina in Doclcct No. 960133·TP. The modellhll GTI! 

4 is anticipated co file in lhia piocwl4 the ~<All Model, appcan to be 

$ subswuially diiTcrcnt from the model used by the Commluion to act the UNE ra1e1 

6 in theAT&TIGTliaztlhratlon proc:eedlnJ in Doclct1 No. 960147-TP. Tilt divasity 

1 in the rn&lliiCf in which current UNE prices ~" act und~• the need for lhc 

8 c-mluion co odopla comprehensive cooililcnt COSt moclel lnd~ndent of the 

9 [LECI chat uo be UJeCI u the bull for both Wllvcnal aavloe and network element 

10 COlli. 

II 

12 Q. 

13 

14 

ON WHAT G£0CRAPIUC BASIS S.IIOULD Til£ TOTAL FORWARD­

LOOKING COST OP ~RSAL S'ERVlCE B£ DI:TERMIN'£0; £.C. 

GRIDS. CBGS, WIRE CEHT£RS, ETC.? 

1$ A. The IOU I fo<Qrd.lookbla eM of1111iwnal aavloe lhollld be detrnninod on a wire 

16 center bub. The HAl Model.uc..ly provl6es _, c:stimlllc:l for wdvcnals.crvlee 

I 1 and UNI!a aclhe wire center k!Ycl. Thla is cooslstcnt with the FCC ,.iflch roqulra 

18 thai any USF costlllldy or model used to calculate the fo<Qrd.kdina ccooomie 

19 coou of provldina unlvcnal aavloo in tw'll, Insular and high c:cJflllUJ muse 

2CJ dea...-.,c support eakullliona at least CO the wlzc center level. (fCC Repon and 

21 0n1cr CC Doeun~o. 96-•U, Pw. 2$0) 

22 

10 



2 

3 

Q. 

4 A. 

s 

SHOULD 11lE GEOGRAPWC BASIS FOR DETERMlNTNG THT. 

FORWARJ).LOOKING COST OF UJIIlVl:RSAL SERVICE B£ lliE SAME 

BASIS ON WBJCH 11lE NEED FOR A S1JBSIDY IS DETERM.lN£D? 

Not ncceswily; as ~iously indicated, in the proccu to determine sub1idy 

rtqllimnmll. ~~~~ ~nn10011 unh'Cilll KIViQQ m~M.!!ism IIK>vklt"H WN 

6 agrt8.1led at tho JAmclcvd tba;t UNE casu an: offered. The buu to detcnninc 

7 costa is a .. parate a.nd di.tlnet lssuo from the buu to determine a.ny subsidy needs. 

8 If unbundled ru:twotk elemeoiS arc priced on a staJewide buis, !ben statewide coru 

9 ""'appropriate 10 use for unlvcnallei'Viee purposes; If unbundled network elemeniS 

10 aro dcavotaj~ed by clensil)' r.ono, then density r.one costs arc approprl.ato to UjC for 

II universal oervlco purposes. The critical h:latlonthlp [J between the gcogrophle Ah:a 

12 used 10 detcnnino tho need fot ~ subtidy Md the geoanphie area II W:aleh UNE coru 

13 ano avetaJcd. These mutt be !be same. ThehO uno such Rqulred n:lalionshlp 

J4 be~ tho 8C08flphic buiJ fof dctcnninina thc forward looking COli Of service and 

IS the geoanpbie area used 10 detcnnlno the need for a 1\lbtidy. 

16 

17 Q. 

18 A. 

SHOULD AU.ILECS DE REQUIRED TO US£ lliE SAME COST MODEL1 

Nol at thu time. AIII\OII-runl LEes, thot is. llciiSouth, GTE. United, Md Ccntcl, 

19 lhould be required 10 UJC tho aune cost methodology. It may DO( be appropriate at 

20 thiJ time for Jlllall n1111l LllCa to use the same COS1 model u the non-runal cornpa.nics. 

21 Tho fCC hu detcnnlnod, for lnt~tale high coli fund purpo•••· rural LUCs will not 

22 be RqUired 10 use a forward-loe>kin& cost mctbodotosY atle&JI until Januazy I, 201!1 . 

23 florida stalllte Sectlon 364.0Z4( 4)(e) pcrmiu the Commission to cletcrmine ~mall 

24 LECa -u bued either on a coat proxy model or an embedded cost buls. 

II 



I Q. 

2 

3 A. 

4 

s 

SDOUIJ) UNIVERSAL SE'I.VICI: COST ST1JDIES 8£ COMPANY 

SPECIFIC OR GEN'ERJC? 
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'Tho COSII!Udlts d!ould be represcnl&tivc of an cffi<:iet~tlinn providing ocrvicc in 

.lpCCinc gCOSJ'lPbic arcu. The cost Sludy model &hould be generic in order 10 be 

lppi'OPI'iately ind<pcndcnt of !be incumbcoti..EC.s embedded network ILIId 

6 ~ratioou. li~. lho Input fac1011 &bould be "'levant to lhc geographic areas 

7 lll<ina acrvcd. 

8 

9 Q. 

10 A. 

II 

12 

WHAT IS ntE COST TO PROVIDE UNIV£RSAL SERVICE IN FLORID AT 

The lOCal fonnrd looldna COli to provide univenal savicc for areas 5CI'Ved by 

Bell South In F~ is $69<4.9M, lhiJ oquaw to an avc.-gc of S I S.4) per ,.,.idcnco 

line pet month i.o !be BeiiSoulh ocrvina uu. 'Tho toUI cost to provide unlvcnal 

13 service for areas servod by OTS in Florida Is $260.1 M, lhiJ equatCJ to S I S.n per 

14 ,.,.idcncc line pet mood!. 'Tho tOI&I COSIIO provide univcnalocrvicc for arcu 5CI'Vcd 

IS by Unltod In Florida Is S12).SM. th!J equato•to S 19.08 per rOlldcn<:<: line per 

16 month. The IOI.al COSIIO prov;dc univcnal ~~:rvic:.> for areas Rrved by Ccntcl in 

17 Florida iJ S70.4, which equates 10 S 26.87 per rc&ldcncc line per month. TI1o 

18 undcrlyina dal& for lbe&c tofU is presa~tod in thetestlmooyof AT&T witness Don 

19 Wood. 

20 

21 Q. PLEASE DISCUSS YOUR RATIONALE FOR WHAT RI!V£NUES AND 

22 COSTS SHOULD BJt INCLUDED IN TJI£ ANAL VSIS OF BASIC LOCAL 

23 RESID!N11AL EXCHANGE SERVICI: FOR THE PURPOSE OP 

24 ESTABLISHING A Pl::RMANENT UNIVER.SAL SERVICE MEOiANISM! 

12 
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The cosu ~ In the provision or local residential service should be the fOfWilrd 

look Ina ~ie cos~ auocilu<t with all acrvica thai utilize the loc.lloop. whkh 

""'the dial lOne rc.laled clemmls, 1ta1e and in~er~~a~e tc«U acrvioa, and 

diM:retionuy ~ervlc.o arrangemcnta. The eosu lhould be examined lithe wire center 

lc~l. The I'C'YC11UCS thai should be included In the analysis or local residential 

oervleo ItO cbc Allie ckmenu for which COli cbta iJ devolopcd. These I'C'Yonucs. 11 

recommended by the Fcdctai·Stalc Joint Board on Univenal S.,rvicc, ahould Include 

local, Jbctc:io..saty, a«cs~ aavius and other a~tc revenues. Judi u, yellow 

~I. TileteltC the m ·muea &DY company acrving an individual midcntial 

cut1orncr would antlcipalcto receive to offJCt the COJt or acrvlng that cuatomcr. For 

I"Jl'PC*I offcdcraluaivcnalactVIcc blah c:o61 auppon.the bcndunult revenue per· 

line will be a nationwide avmge of rcvcnuca derived from local services (including 

rcvcnuea from dltcrttlonary scrviocs}, and lntcntate and intrutatc •cccu. This 

would ~ 10 the per-line rc~ue that is paid to the local exchange carrier by the 

cnd·uscr for JCtViccs included in the local exchange multet 1nd by tho lntcrextbanse 

earrim for aervicea Included in cbc local cxdlange II«CCI multet. The detennillllion 

of a wbaldy is biJcd on dlcsc I'C'YCI\UCI and the cost of aavlng eUJIOmen. II is DOl 

morcly the rcvmuca uaoclatcd with basic local service, but all tho revenue• 

uaoc:latcd with ew10mm thai boch cbc lncumbmt and new cnlrlnl carricn cv1lua1e 

when -lyzin& t.bc dCJitability of aetYina a particular multel .,.., The revenue 

bCftehmult bJSicaJiy lCIJ !laelllndord Of a ICISOfolble I'CVCDUolcvcl lhDI a tattler 

should expect to IC<lCIYe from lu CWIOmm befOR! ills able to dnw from a •ubJidy 

flmd. Subsidy roqulrcmt~~U o.hould be dc:lennlnod by the clcmcnwy rule that 

aubtldy IJ only needed wlaerclhc rcvcnuea expected 10 be rocoivod from cUJtomcra 

13 
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I ate lnadcquato lO covet c.ostJ. The amount or subsidy n:qui"'d in each II.EC's an:a 

2 would then bo dcwrmiM<I by comparlna tho parophic spccilic c:osu to the 

3 uaociltcd revenues. l.n gooaraphk mu ~COliS ex~ revenues a IUbsldy 

4 WO<Ild bo provldod . 

.s 

6 Q. BOW SHOULD 'Ill£ REVF..NUE BENCHJitAJUC BE DETE.RMINED1 

7 A. 

8 

Tbc rcveouc bcnchmlllil should Include all rcvcnuu that 1 locallelccommunlc:ationa 

catrlet can expect to receive, In addition 10 local ~ervlcc, from the diJcretionory 

9 scrvicct and intrutAte and ln~ermto switched oe«u tervlces that arc u.oc:iatcd with 

10 the provlaloo ofloc:al excbangc service. This is the wno method to ulculatc the 

II revenue bcnchmarlc that the FCC u.s«! (and the Federal/State Joint Boord 

12 rooommeodod) in dclcnninina the intcmo~C bcnchmatlc. 

13 Tbc FCC explalocd the mab-up or ltJ revenue benchmark: "/1.1 the Joint Boord 

14 rocommeodod, lbo revenue boodtmllk should takoOCOCNnt not only or tho retail 

IS price cuJTCIIlly chaticd for local ~ervicc. but also or othn revenues tho carrier 

16 roccivos as 1 result or providing servicc, lnciudina vcnkal ~ervicc revenue and 

17 lntenteto and lnll"Utlle- revonu<s. Failure to include all revenues received by 

18 the carrier CO<Ikl mull in IUbountlal OVOfJ>Oymcnt lO the carrier," (FCC IUport and 

19 OrdcrCC DoctctNo. 96-45, P11. 200) 

20 

21 Q. 

22 

2.3 A. 

24 

WRY SHOULD nos APPROACH TO CALCULATING TilE REVVIUE 

BENCHMAllK Bit ADOI"TED' 

This mcthodoiOS)' Is lbo only •wtoadl which really makes tense. The revenue 

potential of 1 CWIOmct Is ftOI dc:lamlncd aolely by revenue from buk local 

14 
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exdllllp acrvioo. C. rim will e'qiCCt 10 ~ivo nMnues from odlcr rervica they 

2 provide <Mit CUIIOmCrl, u wdl u revenuer from ~CCUS charges Imposed on od>or 

3 catriers w1Jca CWIOmen mab 1011 caJIJ. Moreover, ciWO!ncn do not rubsctibe 10 

4 telephone ICnlicc rim ply 10 m.alu and reecivc local caJIJ. Tclccommunlcationr 

5 SCtVIGC providcn do noc-" NS~omcn bucd 10lcly on cx~1cd revenuer from 

6 bulc local cxolwlgc JCrYiec. II It 1M entire buke1 of rervicct usoc:iatcd with coeh 

7 c:usromer'r Uno In e~eh wire center (i.e-., tho loop and the swilch) thrllt imporUIIIIO 

8 dctmni.oc ptofllabUity and the nl>cd for a unlvmrl rcrvicc rubsidy. 1 ' 

9 pe.rdeulariy tn1e ill the COOiexl of the •ono-Siop shopping• cnvironmcnl expected in 

10 the future. Canien whic;b coolt'OI tho loop and rwitch will endeavor to become 1hc 

I I pro• odcr of all rerviees made pooiblc by t11ese Cacllitiu and will compete to anrac1 

12 cua10mm with • vviccy of pric•ins $trateaies. ~pe~itioo will determine how 

13 canim m:ovcttho eostofthe loop and swi1ch ocrou the bulcct ofi'Cialloervi«t 

14 made poolblc by the loop and rwiu:h. 

IS 

16 Additionally, the facilities which provide local cxc:hanac ..,,.Icc do no1 provide .iust 

17 local cxchonac ICI'Vicc. The foc:llitles that provide bule local oervice aiJo provide 

18 vcnical scrvica, Jwhchcd IC:CCU terVicc, and od>or intrai..ATA KtVIces. Titoa, 1 

19 CWIOmer cannot gel local rcrvice from ono providct and vcttic:al KNicet from 

20 1110100. l.ikcwi.K, 1 GllltOmU QIM9I onkr l.>uk k!c;tl ~~lw!p Krvicc willxx!l 

21 alto ....,.lving the upablllty of receiving vo.nlui services and occcu. Oiscmlorwy 

22 scrviccl,- u well u buk local exchange eervlcc are allonh<m>l, in>epanblc 

23 capebfllllos of the locpo and awitchel wblch rcrvc eullomcn In Florida. 8ccaUH the 

IS 
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I full COil oflbc loop llld .-..i~<:h are incl~ in tho cost ofunlwrul savicc, all oflhc 

2 rcvcnues u-iated wllh lhesc facilities obould be included in lhc bcndmw1<. 

3 

4 Q. 

s 
<5 A. 

WliA T .UU: m£ CONSEQUENCES IF '18E JU:VENUES FROM THESE 

ASSOCIATED S£RVJCES WER£ IGNORED? 

lfalllho rcvctluca uaocbtbd wl:th lhe provision oriOC41 uclwlac Ktvic.o (and lhe 

7 local loop and lwl.dl f*"litics) "'-ere not included In tho revenue benc:hmarlc, lhen the 

8 unlvcnaliCtVicc fUnd would be siz.ed too wac bccau.se It would provide subsidies 

9 wbcrc prolil» alre.dy provide inocentivcs 10 ICtVC, An lnnat.d univcnal fund lu.nns 

I 0 consumcn. 

I I For example, an inflatbd universal Strvlcc fund would mean that consumen "'""'ld 

12 r- priceJ (or tclecommunlcati(lnJ oetvl<es that arc too hi&h. Consumers, lhrough 

13 tho price• paid fO< alltcltcornmiUJlicationJ tcrvlceJ, ultimately fund universal setvico. 

14 An Inflated unlveraaiiCtVicc fUnd unncccswlly lake~ too much frcrn tome to give it 

15 to othcn. Alttt all, univusal service fundina is a fonn ofwatlon and. lilte all 

16 lalUI!lon, ill adminillnton abou:ld be as judicious as pouiblc in determining need 

17 be(OR imposina thew.. 

18 

19 FurthetmOR, lhc cntlro point or lhc fcdetal Telecommunications Act of 1996 ioiO 

20 provlclo conaumcrs choico .,.ith lho Intention that compc:dtion will drive overall 

21 tolocommunlcatloos pricca cloWII. The unlvcrul .. rvkc 1\Jn<lls an ex.ccptlon to thiJ 

22 prooc:u because unlverul sa'Vioo subsidies ...., a proteCted revenue IOUICC n<ll 

23 •ubJ«t 10 compodtlvo fcwca. Bcea...., competitive fon:cs can never "compete 

16 
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down" the &izc of 1 universal serviee fund mode 100 large, Care must be liken in the 

2 original formulation of a fund. 

3 

4 Q. 

s 
6 A. 

RAVE YOU E.STIM.ATED A 'P£R 1.IN£ "REVENUE BENCIIMARK" FOR 

THE LARGE ILEC'S RESIDENTIAL CUSTOMERS IN FLORIDA f 

I have ealc:ubud an cstimat< of' the •revenue benchmark" for midrnliallin<s in 

7 BciiSoutb, GTE, United and Centel KrVing arer ; In Florida: hoW<!Vtr, the data to 

8 ealculato 1 prec:i&e revenue benclunarit is controlled by the ILECs and is not publicly 

9 available. In response to an FCC data request, the U .. ECs provided data which shows 

10 lha.t the averasc n:si<'.entlll rcvenue for the basket of local services {not including 

11 intral..ATA toll or access revenues) in June, 1996. To complete the calculation of the 

12 residential rev<nuc bcnchmllllc ~uircs adding to thciCI 1moun1J average midontlol 

13 interstate acecss revenue llld intrutatc acccu revenue. 

14 

15 Q. 

16 

17 

18 A. 

DO YOU RAVE THE DATA :NECESSARY TO CALCULATE THE 

AVERAGE ACCESS REVENUES SPECIFIC TO EACH IL£C'S 

RESIDENllAL CUSTOMERST 

No. I am notaWlii'C of any publicly available access revenue information thatiJ 

19 sp«:Uic to reoidentW c1111Dmcn1. The bcnchmllllc I have estimated no lies on the 

ZQ statewide (I.e., buaincss and ncsidential) average acccu revenue. The bcncbmllllc 

21 calculatiO<IIa summatlz.od in Table I below: 

22 

17 
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18 

19 
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Tablet: The Florida RH!d .. olal Reveaue B<atbiWirk per U11e 

Revenue Cate10')' A vcraae Resldalti&l Revenue per 
Line 

&II South GTE United/Ccnt<l 
Local Service 
lnlnll.ATA Toll 
lntaml! Acew Re 
lnuutlle Access 
0 1 
TOClll 

11.90 
s 1.07 
$6.99 
s 2.11 
$ 0.34 
$30.12 

$ 11.56 
$4.92 
s 8.09 
$6.34 
S4.S6 
SJS.4 7 

s 24.91 
$ 2.06 
$6.19 
s 8.09 
s 2.14 
$43.47 

The above analysis provides a rusoo.obly reliable estimate or the rcsidtntid revenue 

bcnclunatk. However, !be da,. for lloo prec:iao revenue benchmark I• oonltOIIcd by 

lbo li.EC•. ln add' 

rec:omputcd 10 rclleet !be lmpltrnC11latlon or cost based a=ss chugcs. Table 2 

cstionaiCS the rcvmuc benchmark wilb cost based intnsta«> a«css charges. 

Toblel: The Flo rida Ralclutlal Renaae a. ... ,..rk per Uae 
wllb Cc.t Bued latru,.le A<<<U 

I UnitcdiCcnt<l 
I Average Re.idcntial s 3S.64 

HOW WOULD AN ANALYSIS TO DETER.MJ.N£ WIIETHI:R 

RESIDENTIAL CU STOMERS IN FLORIDA REQUIRE AN EXTERNAL 

T SUBSIDY BE DONE 

Thcro ate two WI }'Ito ltl&lyze whether rcsidcnllal oustom<n In Fiorldo arc 

subtidized overall. One method b 10 compare !be cost per line with the revenue 

benebm.lrlc (wlllo aocen prlcc<ill ooso) for ruldtnce lines in cao:1t wire anter. 11•• 

lotal nMmue ahonfall (costs cxacd rcvmun) or revenue surplus (revenues e-xceed 

«>m) f« CKII wlro ceatcr Is dtWmi....S by multiplyina the differ.....,., bct_..,n !be 

18 
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I C05II per n:sideftco line ODd lbc n:sidentlalrcvcnuc benchmark by lhc number of 

2 midenc:c lines In lhe wire c:eotn. The...., of &honCallJ (subsidies) ODd lutplutcs fOt 

3 CKh wire center ocrvcd by the local exdwli• company equals lho tOial subsidy 

4 ncedl, 1ta1c and intcnutc, for lhc com,..,y. It is appropriate ll' •um not m<Riy lhc 

S wbsldics fot each wire ca>kr. but bolh lhc revenue 'llloftfalb (wire cmLcn whcrn 

6 eosU exceed ~cnucs} and lhc ,...,.,nuc surpluses (wire ccnkrt wl1C1C revmucs 

7 exceed COSII} IICtOlS all wire CCtlkrt to determine lhc ovcnllsubsidy rcquln:mcnt. 

8 Until competillon drive.; pricc1toward cosu in lhcsc cxcbanae~ ~ a surplus 

9 cxlsu ODd cost bued Wlbwlcl.lcd nctV~'Oftc ckmcnu an: not only dcavcraaed but «JIIy 

10 available for usc, It ls appropriate to determine lhc totalrubsidy by ncnins the 

11 revenue ODd CCII difft.renccs- all wire ccntera. It is not appropriate 1<1 look only 

12 atlhc wire ccnlcrs thai have a nciltivc contribution (cosiJ exceed revenues) and 

13 ignono lhc RVatucs &om tbotc wire ccntnslhal have • positive contribution. All 

14 rclevanl revenues with each ILECJ iCrving an:DJ ihould be uolcm into account. 

1 S The ncning proccu Is oquivalcn11o !he kCOilCI analysis method wllich is to compare 

16 the lLEC'aiOI&I residential rcvcnuu (wllh intruUlte access priced 11 coJI) to the 

17 •aareilte residential cost calculated by !he IIA.I Model. This compubon of 

18 residential revenues ODd &&PSJie rcsidcmtlAl cosiJ lJ ountmari:r.ed In Table 3 below. 

19 The •aan:ilte rcslclcntial revenues "''CR e~k:ulatcd bued on lhc number of 

20 mldentlal lines in florida from the HAl modcl and lhc revenue benchmark per line. 

21 

22 

23 

24 

_ ___ :_j 
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Table 3: Co•pariJoa of Raldt.atlal Rnoaaa a ad Coo II 
(S mlllloulyoar) 

1 
2 
3 
4 
s Bell South 

s l.ll3.7 
GTE 

$497.1 
Unil.:d 

s 41 7.5 
Centel 

$ 9).4 

6 
7 

Cosll 
HAl Model $ 694.9 $ 260.1 s 223.5 S 70.4 

8 Table 3 Jbows tlw tho n.wtnuea received from residential eultomen far •~eeed the 

9 cost to serve t~ cullomcts. 

10 

11 Q. WIIA T SHOULD BE TBJ: AMOUNT OF SUYPORT IN A FLORIDA 

12 UNIVERSAL SERVICE SUPPORT SYSTI:IIU 

13 A. Current n.wmues for BeiiSouth, (IT£, United and Ctntelloeal residential and 

14 euocU.ted ....tea U«ed the COlli of pnwldina !hose: services. ConJcqucntly, 

IS Florida doa DOl now roquw an mtnsUI<I Wlivcnal service fund. 

16 

17 Q. IS nDS RESULT CONSlSTE.NT wmt no: TEL£COMMUN1CATIONII 

18 ACT OF 1996T 

19 A. Yn It Is. Tho Tcloeommunic:atiOfiJ Act of 1996 directs the Federal Communications 

20 Commiaaion to set up procodui'CJ for o federal universal service fund and it all oWl 

2 1 states 10 set up a (Wid if tho lllltl dettnninc it Is ncccuary. 

22 

23 Q. WHAT AcnONS DO YOU R.ECOMMENO TO nn: f"LOR1DA 

24 COMMISSIONT 

2S A. I recommend llull tho Commls&laa I) IWiopc tho HAl Model to dt-tcnnine tile fO<WVd 

20 
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legiJiaturc, 2) reeomm~ 10 the kgiJiature that the unlvcnai~CtVicc mcch111l$111 

2 proeeu lll&lyu the polcntial n«d for any explicit subsidy by com patina the 

3 lneumbcntl.EC's Jl&lcWide ruklc:ntlal n:vcnun 10 the rutowide eostiO sen·c 

4 midentlal eus1001us (1 sl&lcWide calculation iJ the 11\0$1 appropri&IC buisiO 

3 determine wMther an lnliUiale univenal oo-vlcc fund is ncceuuy bccaiiSCI 

6 competitive CONihloN for residential customers an: ruJCU&bly uniform IC:tOU tbc 

7 lUte todJoy, and In an environment ofstatcwidc •vcn&c ~clement prie.< •• 

8 and OSS l)'lltcms w!litb are incapable or supportlna mus·marl<et rcsidentU.I 

9 competition even If netwottc clement prius""""' dtavci'IKcd - tbcn: b no n:&JOn to 

10 anal)'ZII the n«d for subsidy at 1 more llfii1UW level until comFetltion dcvdops and 

I I untNndlcd net"''Oiit clcment.t are deavenoacd), Md J) recommend to the lc!lblature 

12 thai only slnaJc line roaidentiallincs be cliaiblc for suppon. 

13 

14 Q, 

IS A. 

DOES TlDB CONCLUDE YOUR TESTTMONYT 

Yes. 

Historically, Yellow Pap have provided suppot~ for universal ><rvkc, and. In fatL 
Judae Orccu decided thai lbcac "'OIIId ,...,.In with the Bell Open~ tina Companict at 
dlvadture bccauoe the revenue fn>m this sowce wu u>cd to Jupport unlvcrul 
JCIVicc. 

2 Source: BclJSoulh, OTI!. Sprint 1997 ARMIS Reporu 43.0' ; and BeiiSoutb 1997 
ARMIS 43.()4, OTI! 1996 ARMIS H..Q4, Sprint 199S ARMIS U-o4. 

3 lt.£C ARMlS datA rcpon.IOI&I inlnlswAo OC«SS revcnuo without scpuouly idenlf'ylns 
tbc •wiltbcd llld IJICIC'lal_, cat•aorics. To I'CtiiOVC an csd!l\ll.e of lnlrutatc special 
-.tho 1mra1a1e toeal-n:vcnLM> wu reduec>d by the same proponion that 
n-ciJICICial - b 10 lntcmatc 101&1 ecca~. &c:ausc ..-t IJICClalacccn is 
In-.lhis acUusun«~~la l!kcly 10 rcoult in an unclcnwcd estimate ollntnulltc 
switd>cd ICCCSl per line and tb11.1 produca a revenue bcndunarl< w!lltb is too low, 

21 
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1 BY MR. HATCH (Continuing): 

2 0 Mr. Guepe, do you have a summary of your 

3 testimony? 

Vee, I do. 

Could you please give that? 

~ 

5 

6 

0 

A All right . Good afternoon, Commissioners. In my 

7 direct testimony, I :ecommend the adoption o( the HAI model 

8 to determine universal service costa, and I addreoo the 

9 policy issues surrounding the Sblection o( the cost proxy 

10 model which is required by the Florida legislature to 

11 assiot: i.n its establishment of a permanent universal 

12 service mechanism. 

13 Other AT'T witnesses will address the coot proxy 

1•1 model and the appropriate inputs that should be uoed to 

15 determine universal service cost. Speciiically, Mr. Don 

16 Wood addresses t he development of the HAl model and iLs 

17 outputs . AT'T witnesses John Hirochleifer and Mike Majoros, 

18 whose teotimonieo were stipulated, addreooed the cost 

19 capital and depreciation inputs respectively. 

20 Shortcomings for the BCPM are addressed by 

21 Mr. Brian Pitkin, and Mr. Wood, Mr. Art ~erma and 

22 Mo . catherine Pet:atinger. As you conoider Lhe appropriate 

23 coot model to use, it i s important to remain aware of major 

24 factors that influence the proceoo to determine and 

25 implement, if needed, a permanent universal mechanism 

C &. N REPORTERS TALLAHASSEE, F~RIOA (850)697 · 8314 



1 universal service mechanism. Examples of these are the 

2 relationship o f unbundled network e l ement cost:s and 

701 

3 universal service coat, the granularity o f t he coot study, 

4 which compani es should use t:he cost: proxy model, what 

5 revenues as well as costa are appropriate in 1etermining 

6 any subsidy requirements, and the actual funding 

7 mechanism. All of these i asuea oro relevan t to the 

6 establishment o f a permanent universal service mechanism. 

9 The actual proceos to determine universal service subsidy 

10 requirements really has two princ ipal components: Wha t are 

11 the costa to serve customers; and what are the revenues 

12 from customers? 

13 In general, the coat is compared t o revenues to 

H determine subsidy requi remento. The cost port ion of this 

lS process ia an import.ant part of this hearing. How do yo u 

16 determine the coot of providing universal service in 

17 geographic areas throughout this state? t.T&T •·ecommondo 

18 the cost model develop univeroal service cost on a wire 

19 center basis. AT~T has performed its coat studies using 

20 the HAl model on such a baoio. Thio is consistent: with 

21 both Florida and FCC requirements; however, this Commission 

22 whe n reporting the results of ito investigatio n of 

23 univcraal service costa to the legislature, should note 

24 that when a determinat ion of unlvernal oervlce support is 

25 made, given existing 11\AI'ket conditions, t:heoe cost:o ohould 

C & •• lll!PORTBRS TALLAHASSEE, FLORlDA t8SOl 697 · 8314 
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1 be aggregated to company-wide coats for reoident.ial linee 

2 served. 

3 Theoe costs would then be compared to a 

4 company-wide average revenue per residential line. I 

5 recommend this for the following reasons: F1rst, this 1s 

6 consistent with the level of deaveraging of unbundled local 

7 loops that this Commission has approved; and second due to 

8 the lack o f a competitive local exchange marketplace in 

9 Florida, there is no need to look further than the 

10 company-wide data for the determination of need. 

11 It is important to recognize, as the FCC 

12 enco11raged the staten, that costs used in a universal 

13 oervice mechanism should be cons1stent with the pricing or 

14 unbundled network elements. Both the methodology and the 

15 level of aggregation should be consistent. 

16 Now why should this be a requiremen:? It is 

17 necessary because the cost basis of the network !ac!litieo 

18 used to oerve the ouotomer ohould be the same whether it Ia 

19 the incumbent local exchange carrier serving the customer 

20 directly or it is a competitive local exchange carrier 

21 leasing those same facilities. The coot of a loop ohould 

22 be the same in Pither case. 'r · e effect o{ calcul ,. ing 

23 univeto&l oervice aubaidioa end network element prices from 

24 different coat Gt\ldies or geographic areas would be a 

25 competitively distorted universal service fund . 

C & N REPORTERS Tl\LLAHI\SSEE, f'Wk1DA (aso)697-8ll4 
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1 In order for a fund to be competitively neutral, 

2 both the unbundled network element based ent rant and the 

3 incumbent should receive the same effective subsidy. 

4 However, if compet itive providers pay UNE prices baaed on 

S one cost analysis and geographic aggregation and subsidies 

6 to support universal service are created in a different 

7 manner , then there would be inotances in which the oubsidy 

8 available to the competitive provider is different from 

9 that provided to the ILEC. 

10 I recommend the coot proxy model, the HAI model 

U opecificolly be used to determine costs in geographic ar<~ao 

12 served by the non-rural local exchange companies. These 

13 are BellSouth, OTE, United and Centel. Based on the HAI 

14 model, the total forward-looking cost to provide universal 

15 service for areas served by BellSouth in Florida is 

16 approximately 695 million. This equateo to an average of 

17 14 -- of $15.43 for primary residential line per montha. 

18 The total cost to provide universal service for areas 

19 served by OTE in Florida is approximate 260 million. This 

20 equates to $15.37 for primary reoident ial line pee month. 

21 The coat for areas served by United in florida io 

22 approximately 224 million, or Sl9.08 for primary 

23 residential line per month. The coot for areao oerved by 

24 Centel ia approxi~tely 70 million dollora or $26.87 per 

25 primary residence line per month. 

C 6. N REPORTeRS TALlJillASSEE, FLORIDA leso)G97-BJl4 



1 This Commission should adopt the HAI model to 

2 determine the forward - l ooking economic cost to provide 

3 univer~al service and provide these coots to the 
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4 legislature. These costa should be aggregated consistent 

5 with unbundled network element. currently statewide average 

6 costs, and this comp: eto8 my summary. 

7 MR. HATCH: Madam Chairman, the witnesa io 

8 available for croaa. 

9 CHAIRMAN JOHNSON: Okay. Any questions? 

10 MR. MELSON: No questions. 

11 

12 

MR. WAHLEN : No quest ions. 

l'ffi . POWELL: Madam Chair. with your indulynnce. 

13 we go in reverse order? 

CHAIRMAN JOHNSON: That's fine . 

15 CROSS EXAMINATION 

16 BY MS. KEYER : 

17 0 Mr. Guepe, I'm Mary Ke yer with BcllSouth . and I 

18 do have some questions for you this ilfternoon. 

19 A Okay , could you speak up a little bit? r 

20 

21 

n 
23 

24 

25 

c an 't --

0 Ia that beteer? Can you hear n.e now? 

A Now it ' s !ina. 

0 On Pages 3 and 4 of your direct tnotlmony, you 

have outlined the issues which are to be addressed in thla 

docke t1 is that correct? 

C & N REPORTERS TALLAHASSEE. FLORIDA 1850)697-8314 
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1 A That's correc~. 

2 0 And ~bose issues are ~hose ~hac were oe~ forth by 

3 this Commission to be addreosed by the part ies in t his 

4 docket; is that right? 

5 A Okay, ~:,hose are t:he issues from the · • yeo, !ron. 

6 the staff. 

7 

8 

9 

10 

11 

12 

l3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 Now when you look at that lise ur !nsues, !un't 

it true, Mr. Ouepe, that a l o t: of your testimony addresoeo 

issues that are not listed on that issue list , that are 

actually outside the issue list? 

A No, I believe they are relevant to lt becouse 

they all touch on the queotion of a universal service 

subsidy, and once you develop ·· ln the development of the 

costs, you have to know how thooe coot:s are used as well as 

the costa themselves. ln order to, I believe, to make a 

recommendation to the legislature. the Commission should 

furnish that information. 

0 But the -- nowhere 011 this issue llst is the 

basi s ~o determine subsidy needo listed, io it? 

A It's not on this par ticular io3ue liut, no , but 

it is relevant 

0 Thank you. 

A -· to t he idea of if you're going tO make a 

recommendation ao costs used in the determination o( a 

permanent univor•al service mechonJom. 

c N RePORTERB Thl.!.»V.SSEE, PLORIDA (850)697·83 14 
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You answered my question, Mr. Cuepe. Thank you. 

Nor is revenue benchmarking included on that list 

3 either, is it? 

4 A No. it is now; however, it is still rcluvant to 

5 the issues at hand. 

6 0 Now on Pag« 6 of your direct testimony, Lines 8 

7 to 17, you have cited to Florida Statute, Section 

8 364 .02(2) that defines basic local service; io that 

9 correct? 

10 

11 

12 

1) 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

That's correct. A 

0 And you agree, don't you, that essentially basic 

local service is what ia included in the definition of 

universal service? 

A For universal service for It's cloue. yeo. 

but for universal service purposes, you have to understand, 

as Mr. Gillan had explained, when you are looking at 

universal service and the costs that you are going to be 

reporting for univereal service, all the coats ot the loop 

and the switch and all the services associated should be 

included in that. 

0 But essentially basic local service io what Is 

included in the definition of universal service, 1an't it? 

A Okay, repeat that, please. 

0 Essentially basic local service io wha t in 

includ.ed in the definition of univeroal oervice7 

C !. N REPO tERS TALLAHASSEE, PLORIDA (850)69'1-831 4 
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2 

3 

A 

0 

A 

Yes, I mean universal service is •• 

Okay. 

707 

As the statute hao oaid, it ' s an evolving level 

4 of services, so it's something that this Commission can 

5 looK at i t in chis hearing and actually make a 

6 recommendlttion, I belir.ve, to the legislature as to what: it 

7 believes should be supported. 

8 Q Okay. The definition of universal service does 

9 not include vertical services, does it, Mr. Ouepe? 

10 A The definicion of Repeat that. 

ll 

l2 

l3 

H 

15 

16 

17 

18 

19 

'0 
21 

22 

23 

2 4 

25 

0 The definition o f universal service does not 

include vertical services, does it? 

A I think the definition o f universal service, 

what's in the statute calla it an evolving level of 

services, so you have to look at, t his Commission can 

determine what that io. 

Q Mr. Ouepe, can you give mo a yes or no answer? 

A Well, I would say .. I can't answer that yeo or 

no because it's not a yes or no queot:ion. Jo lt included 

i n universal service? And the definition of un\vero4l 

se.rvice is thac it's kind of an evolving level. lt'o 

something that is co be do~ermit.ed, and I don't know if 

that has been determined here. 

Q Do you recall answering that exact oamc question 

when you testified before the North carollna Util>cieo 
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1 Commission in June o f 1998 when you were asked: Now the 

2 definition of universal service does n~c include vertical 

3 services, does it7 You responded no? 

l\ Okay, I do not recall, bue if chat's what tho 

s tra.nscript shows, I accept that. 

6 0 Would you also agree, Mr. Ouepe , that the 

'1 definition of universal service does nor include toll 

8 services either, d.oea it? 

9 A Once again, we are back to in Florida the 

10 definition ia open I believe that ' s an open question ao 

11 far as how that --

12 0 Pardon? 

l3 A In Florida. Florida statute defines it ao being 

14 an evolving level. It does not say exactly what universal 

15 service is . 

16 

l'1 

18 

19 

20 

21 

22 

23 

24 

25 

0 Okay. In North Carolina, does the definition of 

universal service include toll services? 

A If I recall, in North Carolina the definition had 

been stated, and it did not include toll aervicea, that ' s 

con·ect. 

Q Mr. Ouepe, on Page 56 your direct testimony, you 

state that if universal service oubsidieo 4rc requ1red, 

then the Telecommunications Act requires they be expliciL; 

is that correct? 

A That'D correct. 
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l 0 And, in fact, the Act , section 25~£ stateo thot. 

2 quote, such support should be explici l and suf(icienL to 

3 achieve the purposes of this section, doesn't it? 

4 A That soundo correct , yes. 

5 0 Now, again, going back to your North Carolina 

6 t estimony, you testified that you had no opi~ion as to 

7 whether that language prohibits implicit subsidies. Is 

8 that still your t estimony? 

9 A I think that goes i nto because I'm not sure what, 

10 quote, an implicit subsidy io. I t means it ' s not defined. 

11 We don't know what i t is, so it really doesn ' t 

12 0 So do you stil l have no · • Oh, excuae me. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A So the Act really doesn't address implicit 

subsidies. 

0 So you st.ill have no opin ion ao to whether the 

language prohibits implicit subsid i«>s? 

A The language o f the Act requires that subsidies 

be explicit, that'D correc t . 

0 Okay. Now does AT&T believe that all carriers 

must. provide universal service? 

A Explain that. 

0 Well, does AT&T believe that an eligible 

23 telecornmunicationu carrier s hould have obligations to b"' a 

24 carrier of laet reeort? 

25 HR . HATCH: Madam Chairman, I'm going to object 
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1 at thio point. If we are going to talk about carrier o( 

2 last resort obligations, there is a separate statutory 

3 provision dealing wi th that, ard it'o not before the 

r, Commission under the guioe o! universal service. It'D 

5 beyond the scope of hie testimony. 

6 MS. KEYER: Well, 1 think that Mr. Ouepe ::.ao 

7 testified as to what he thinks should be included in termo 

8 of subsidies, in terms of revenues, and Mr. Gillan 

9 testified as to what customers ohould be served, et cetera, 

10 and this line of questioning will be relevant to those. 

11 CHAlRMAN JOHNSON: What was your question aga~n7 

12 MS. KSYERr Doeo !IT&T believe that all carriers 

13 have to provide univers!ll service . or ~hat they ll.tve 

1~ obligations to be a carrier o! last resort. 

15 MR . HJITCHr If she io asking the question "'ho 

16 should be an eligible carrier to r~ceive univeroal oervicc 

17 funding, that is well beyond the scope of this proceeding 

18 and beyond the scope of Mr . Ouepe ' s teotimony. She is 

19 aoking for carr ier of obligatlon responsibillties. Jlgain, 

20 it's beyond the scope of his testimony and wel l beyond the 

21 scope of thio proceeding. 

22 CHAIRMAN JOHNSON: You need to repeat your 

23 question tor me one more time because it appeared like 

24 there were two queot1ons in there. 

25 MS. K2YER: Well, th~re were. One io doeo AT'T 
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1 bel!evo all carriers mu~t provide universal service? 

2 CHAIRMAN JOHNSON: Okay. 

3 MS. KEYER: And t.hen J hnd 11 follow-up question 

4 on that, do they believe -- doen AT'T believe an elig ible 

5 t~lecommunicatione carrier should have obligations to be a 

6 carrier of last resort.? 

7 CHAIRMAN JOHNSON: I' m going ~o allow both 

8 quesr.iono, and to the extent that you know the answer, you 

9 can answer. If you don't, you don ' t have to. 

10 

ll 

12 

13 

14 

15 

16 

17 

1 8 

19 

20 

21 

22 

23 

2 4 

25 

A Okay, repeat the first one. We ' ll go one at a 

time . 

BY MS. YEYP.R (Continui ng) 1 

0 Does AT~T believe thnt all carr1cro mus~ provide 

univeraal service? 

A Well, as I understand all carriers, that would 

be cellular carriers, it could be any carriers. so that 

means -- t mean unless you are an eligible 

telecommunicationo c a rrier, you are not even maybe 

providing looDl oervice. 

0 So io your answer no? 

A So for all l.nt.erexchange carriers to say you have 

to provide local service, no. 

0 Can you anewor my second queetion: Ooeo AT•T 

bel ieve an eligible telecommunications carrier should have 

obligations t o be a carrier o! l ast reoon? 
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A Section 214 of tho Act defines the obligations of 

eligi.ble telecC~~M~unications carriers. rt doesn't use the 

term • carrier of last resort.• It doeo have conditions 

unde r which, if you are an eligible telecommunications 

carrier, you can ent er or get cut ot the market. so there 

are safeguards in there. So when you are using •carrier of 

laat resor t, • l'm not sure exactly what you arc saying; eo, 

no, I would not agree with that. I would oay what section 

214 o r the Act should apply. 

u Now Mr. Guepe, as I understand your testimony, 

AT&T believes that the coot of universal service should bu 

determined on a wire center bauis; is that corr ect? 

A That's correct. It' s the logiciH place. The 

wire center is the one it's the fixed point uf both 

model's analysis. You are otarting with a fixed wire 

center. 

0 Do you believe that 1\Tii<T or any new entrant 

ohould have to aerve everyone in that wire center who wanto 

service? 

A You're getting back to an eligible 

21 telecommunicationa carrier, r believe. I mean I'm look1ng 

22 for understanding becauoe, if a carrier io not: 11 11 eligible 

23 telecomm~nications carrier. then they are not going to have 

24 that obligation. tf they ore an eligible 

25 teleCOC1U11Unications Cllrrier, they are goinn to have the 
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1 obligation to serve the area that is really determined by 

2 the Commission . I believe the commission has decided that 

3 when a new entrant comes into the mat·ket what that serving 

i area should bo would be decided at that point in time. 

5 0 Mr . Guepe , isn't it AT~T·s position that it or 

S any new entrant con pick and choose wtuch customers it 

7 wants to serve? That if it wan t s to go after the 

8 profitable customers, it can do that? Isn't that your 

9 position, and hasn't that been your testimony? 

10 A If a carrier comes int o the market, I mean if --

11 and t:hey don't have to be an eligible t elecommunications 

12 carrier. Someone could come in the market and oerve 10 

13 people, and that's all. They would never get any universal 

l'l service support for that. 

15 0 Would they need universal service support if they 

16 are coming in serving all the low cost high pro(it 

17 customers? 

18 A Well, I'm not sure about your characterization 

19 because, if they are coming in under unbundled neLwork 

20 elements , there is no low cost. It's the same coot 

21 wherever they serve in the ocate. 

22 0 So your answer is that AT&T does, in fact, 

23 believe that a new entrant or AT'T could come in and serve 

24 whichever customers it wanted to oervc1 ian'L Lhal 1ighl? 

25 A I think that's just a otat~men~ of reali~y. 1 
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1 don't believe anybody could say otherwise , it a carrier 

2 comes into the marke~. Now if they want to be eligible for 

3 universal service .. they are going to have to meet the 

4 conditione that are eet forth -- if ~ fund io established 

5 here. as set forth by the Commission. 

6 CHAIRMAN JOHNSON: What wao you made a comment 

7 about the unbundled network elements but 1 didn't hear your 

8 response to one of her questions. 

9 MR. GUEPE: With statewide average of unbundled 

10 network elements, if a competitor comes into the market 

11 right nc·.,., wherever they are serving in 1.he otal:a, they pay 

12 one r~te . There is no high cost and low cost for a carrier 

13 coming in using unbundled network ele~nto. 

14 CHAIRMAN JOHNSON: Okay. 

15 MS. KEYER: Madam Chairman, are you through? 

16 CHAIRMAN JOHNSON : Oh, yeah, t•m sorry. 

17 BY MS . KEYER (Continuing): 

18 Q According to you , Mr . Guepe. and AT&T, aren't you 

19 saying that AT'T should hove the flexibility to go i n and 

20 take the high-income customers and serve them but not 

21 neceuoarily the low-income customers? 

22 A No, if AT&T io providing local uervice , if and 

23 when the markat is truly open and we are ready, "'e are able 

24 to get into the market, and ao nn eligible 

25 celeco~nicationo c arrier, AT&T would have to offer 
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1 service t o everyone. We coul dn ' t say, oh, you ' re high 

2 income , we ' ll take you. You are low income , we don't want 

3 you . 

4 0 Do you recall testifying in Tennessee before the 

5 Tennessee regulatory authority? 

6 A Yes, I do. 

7 0 I n December of 1997? 

8 A Yes, I do. 

9 0 Okay. Do you remember being asked this same 

10 question, and this was your anower? This io on r~ge 121 

11 beginning at line 8: Do you believe that AT&T or any other 

12 new entrant should have the flexibility to oay, okay, we 

13 are going to take this area that has the high-income 

H customer s and we are going to serve that, but we are going 

15 to elect not to serve the low-in~ome cuotomers. Should you 

16 have the l atitude to do that in your v iew? And please give 

17 me a yes or no before you explain. Answer: Yeo. 

18 A Yea , I r~all that, and iC you l ook at the f ull 

19 transcript ao it goes on, you'll find out t hat when AT&T 

20 enters the market as an eligible telecommUI.icationo carrier 

21 they are obligated to serve all those customer s. 

22 0 Okay. Now does AT --

23 CHAIRMAN JOHNSON: And by that, the distinction 

24 that you are making io that eligible telecommunlcationo , 

25 ETC? Because I guess you• re saying once we have designated 
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1 them an ETC they can receive universal service support? 

2 WITNESS C:UEI'E: Yes. 

3 CHAIRMAN JOHNSON: Anq i! they receive universal 

~ service aupport, then chey have to aerve everyone in che 

5 Commission designates as the area? 

6 WITNESS OUEPE: Yes. 

7 CHAIRMAN JOHNSON: But 1 f they're not --

s WITNESS GUEPE: Theoretically any carrier, 

9 whether -- and I was answering t hat in terms o! -- t think 

10 the transcript would show that in terms of any c arrie-

11 coming into the market. 

12 CHA~RMAN JOHNSON: But if they are not, if they 

13 are just a c~petitor who does not, who hasn't been 

1~ designated as an eligible telecommunications carrier, does 

15 not r eceive any universal service funds, then they come in 

16 and serve -- they can come in and, for lack of a better 

17 word -- well, they don't have the obligation to serve the 

18 whole area? 

19 WITNESS C:UEPE: That's correct. 

20 BY MS . KEYER (Continuing): 

21 0 So they basically forego the universal service 

22 fund support and serve the high revenue cu&tomers? 

23 A If someone knows, quote, what the high revenue 

24 customers are. When you arc a new entrant. genorally you 

25 don ' t know who the high -- You've got -- Th~ residential 
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1 market is a mass market. ln order to serve it 

2 successfully, you a re going to have to serve a large 

3 po rtion o f that market, and you ar~ going to have really to 

4 advertise to all t hose customers. 

5 Q Kr. Guepe, does AT&T plan to charge a minimum for 

6 local service like i t has done fo r long dlot~~ce? 

7 A l don'l. kncr.~ what our local sex·vico p l ano are . 

8 mean if you are in the local market , you are going t o be 

9 charging the base -- so..e basic rates, so you are going to 

10 have a minimum charge. I mea n by the fact LhaL you are a 

11 local service provider, you have a set of customers that 

12 you are guaranteed a certain amount from. 1 mean you are 

13 going t o be selling them o ther services too, so you are 

14 going to be looking for a revenue stream, but you have o 

15 f i xed 1 don't understand -- I don't underor.and the 

16 question . 

17 Q Well, doesn't AT&T charge a $3 minimum o n long 

18 distance? 

19 A You a re going to have to give a little more 

20 details on it. Por every customer. no, I don'L think they 

21 do this for every •• do tha t lor every customer. 

22 CIOKMISSIONB!l CLARK: Who don't they charge that 

23 to? 

24 WITNESS GUBPS: From my knowledge ot it, being an 

25 existing c ustomer. I know I don't get a minimum charq e . 
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l COMMISSIONER CLARK: Well , I thought you were 

2 either going to be ~harged $3, whether or not you make 53 

3 worth of calls , that that io going t o be the charg~. 

4 WITNESS GUEPE: I don • t be 1 !eve for ex iot:i ng 

5 cuscomers that is true. 

6 COMM ISSIONER CLARK: Oh, 1 oce, okay. 

7 WITNESS OOEPE: I believe, and I'm not even su.-e 

8 of this, and we are kind of getting off the point of this 

9 hearing, that it wao new cuotomero. 

1 0 COMMISSIONER DEASON: But I don't understand how 

11 tha t is relevant to local service. The way loco! service 

12 

13 

14 

15 

16 

17 

18 

19 

20 

iu priced, it:•o a min imum charge whether you stay on the 

phone 24 hours a day or you never make a call . 

WITNESS OOEPE: l agree. I didn't aak the 

question. 

BY MS. KEYER (Continuing): 

Q Well, AT&T could oay lhilt they are not going to 

oerve a local customer unleoo there io a minimum of $20, 

couldn't they, unless they are going to get 520 of revenue? 

A I don't know. I don't see how you could say 

21 that:. 

22 0 Okay. If 11 universal service fund lo found to b<> 

23 neceeuary, do you agree that: all carriero "'ho provide 

24 

2S 

interutata services must contribute? 

1\ Yeo. all carriero should contribute. I mean 
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that's I believe that's by statute. 

0 Now according to AT,T's position, AT'T is saying 

that no funds should be established; is that right? 

A We are saying right now giv~n the current 

conditions in the market that this Commission should report 

tho£e conditions to the legislature so that when the 

legislature is looking at the establishment of permanent 

universal service fund mechanism it would take that into 

account. 

0 And in that case, if there were no fund 

11 established, then the cost of universal service would 

i2 continue to be borne by the incumbent Joc.•l exchange 

13 carriers and their customers, wouldn't it ? 

A No, right now there are no cost pressures on the 

15 local exchange carriers, customero. or the (ear o! losing 

16 it. I mean right now profit •• customero arc profitable, 

17 so the determination of whether there is a subsidy has yet 

1B to be made. 

19 0 Well, aren't there oubsidieo right now, 

20 Mr. Guepe? 

21 A When I look at revenue !rom residential customers 

22 and tho coat of residential cuatomero, reoidenti~l 

23 customer• cover their co11to. Residential t evonuoo exceed 

24 &he coo& . So does tho customer subsidize themselves? I 

25 mean that's - - I don't know •• I don't see how c ustomers 
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subsidize themselves. 

0 What about service to service subsidies? 

A Residential service as a whole is profitable. 

1 

2 

3 

4 

5 

0 

A 

Aren't accesa servicea an implicit subsidy? 

Access service&, when I looked at my analyaia. 

6 even if you took access out of reaidential. residential 

7 revenue still exceeded residential cost which just told me 

8 that access was overpriced. 

9 0 My question. Mr. Guepe. is aren't acceos oervices 

10 implicit subsidies? 

11 A As I said 

12 0 Can you answer yes or no? 

In Florida I would say no. 

Okay. 

13 

u 

15 

A 

0 

A And the reaaon is when I l ooked at your 

16 reaidential revenues and residential coots and taking out 

17 the access, the residential revenues still exceeded Lhe 

18 costs, so that juot told me access is priced high. 

19 

20 

0 

A 

What about discretionary services? 

Discretionary service is a p~rt oL the total bill 

21 of residential customers. 

22 

23 

0 

A 

l'm sorry, the what? 

r mean it's part of the total package that a 

24 customer purchaaed, so whether there is •• you know, it 

25 gets back to a customer hau vertical has vertical 
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1 services and basic service. Are they sub~idizing 

2 themselves? 

3 0 Mr. ouepe, not every customer orders 

ca diocretionary ocrvicoo, do t.hey? 

A I don't know. No, r would say --

0 ln fact 

721 

5 

6 

'1 

8 

9 

10 

11 

12 

13 

CHAIRJoiAN JOHNSON: Hold on. You arc going to 

have to speak one at a time. You are going to have to ask 

your question and allow him to answer it. And after you've 

answered your question, then you can respond. And you do 

need to be - - if you can start your answer with a yes or 11 

no. 

WITNESS GUEPE: Okay. 

14 CHAIRMAN JOHNSON: But you do have the opportunity 

15 to expound upon your yes or no answer. 

16 WITNESS GOEPE: All right. Thank you. Ok~y. 

17 COMMISSIONER GARCIA: The question was not every 

18 customer has -- what was it vertical services, 

19 discretionary services? 

/.0 BY MS. KEVER (Continuing): 

21 0 Right. Not every customer hns vertical or 

22 discretionary services, do they~ 

23 A I would accept that. 

24 0 In fact, aro you aware that at least 4 I\ o! the 

25 customers, residential customers in Florida do not obtain 
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1 vertical services? 

2 A I do not know what the percentage io. I! ycu say 

3 t hat i s what it is, that doesn ' t compare real well with the 

4 data that BellSouth had filed wi t h the f'Ct: on local service 

5 bills where really 9l t roughly of customers had bills 

6 higher t han what the basic local rate is. 

7 COMMISSIONER GARCIA: Do you know what they 

8 included i n those bills? Io that probably long distance 

9 also? 

10 WITNESS GUEPE: No, that was just local. 

11 COMMISSIONER GARCIA: That was just local. 

12 Because I like you remember that number being higher. 41\ . 

13 I mean t hat number being lower, 4lt, but I'm sure BellSouth 

14 will have a witness. 

15 WinffiSS GIJEPE: Can speak to it. 

16 COMMISSIONER DEASON: Do you consider ECS local 

17 or tol l revenue? 

18 WITNESS OIJEPE: I think they were included in · · 

19 well, I don • t know. It wao BellSouth data. lt might hllve 

20 been in there. I don • t know. 

21 COMMISSIONER DEASON: Your 91\ had bills more 

22 than the minimum? 

WITNESS GOEPE: Yes. 23 

24 COMMISSIONER DEASON: And do you know whether 

25 that i ncluded ECS revenue or not? 
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1 WITNESS GUEPE: It would have included ltc was 

2 called EAS, so I don't know of ECS io considered EAS. 1 

3 den' t lmow. 

4 COMMISSIONER DEASON : Well, £AS i o normally 

s included for a f lat amount and sometimes there is an 

6 increment on the bill. and sometimes there is not. ECS 10 

7 usually in terms of 25 cents per call, but it's your 

8 understanding that probably included r'- t type revenue? 

9 WITNESS GUEPE: Yeah, I can •c answer one way or 

10 another on that . 1 don't know. The source wasn't that 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

~2 

23 

24 

2S 

specific. 

BY MS . KZYER (Continuing): 

Q Mr . Guepe, states are not required to oet the 

revenue benchmark in the same way chac t.he FCC ultimately 

chooses; isn't that right? 

A No, the states can do ·- can set up a system as 

they want to, eo it's up to the Florida legislature. 

Q Now I think is AT'T also taking the pooition 

that intraLATA toll should be included in the benchmark? 

A Yes. 

Q Are you aware that 82 \· of Bell South's reoid'!nt:ial 

customers make no in:raLATA coll calls during a month? 

A I! you oay so. 

0 Ooeen•c the inclusion of access toll and vertical 

service revenue in the benchmark only embed the implicit 
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1 subsidieo that are to be made explicit? 

2 A No. 

3 0 If r:here is no universal service fund o r the (und 

4 is inadequate r;o ouppon every line in the high-coot areao, 

~ you would not expect new entrants ? want to serve 

6 customers, would you? 

7 

a 

9 

10 

11 

1:2 

1) 

H 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A We -- 1 don't; know the answer to that, and f'll 

oay why, because we -- th" local mark"t ion' t really open 

to competition, so we don't know what: it's going to look 

like. 

0 I want to r:ake you bBck to the Florida otat:ut:e, 

364.0:2 (2) that you cited in y"ur direct t:esLimony. 

believe it 's on Page 6. 

A Okay. 

0 Thar: defines basic tocal tclucommunications 

service, doesn't it? 

A Okay, my understanding io that thio definition 

was put in really ar; r;he oatr,e time that lhe • • what w11s it, 

the 1995, I gueos, legislation which enabled alternative 

regulation. And in r;he alternative regulatlon , it refers 

to basic local service. These are things wh ich if you are 

going to, the olternative we e regulated, you are going to 

have co cap your services, cap your basic local service, 

24 which means you are going co have to provide theoe. So In 

25 my mind it's in tarm.o of alterrHitivo tagulation and what 
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1 needs t o be provided. But, yeo, that's what ie in there . 

2 0 Okay. And that is t:he definition for basic local 

3 telecommunications service, io it not ? If you are •· You 

~ can l ook on Page 6 of your direct. 

5 

E 

A 

0 

Yes, that's what:'s in the Florida otat:ute. 

Okay. And it does not in chat definition that's 

7 in your testimony at: Page 6 beginning on line 9 , that does 

8 not include vertical services in that de!inition, does it? 

9 

10 

A 

0 

No , I believe we went through this earlier. 

Okay. Part of -- ATr.T has ptoposed that access 

11 charges be substantially dropped . have they not? 

12 

13 

14 

15 

16 

by 

A 

0 

A 

the 

0 

You mean in florida, or what? 

Well, in FloridA and everywhere. 

I mean in florida they are controlled. l belteve, 

legislature. 

Has ATr.T proposed that they be dropped <>nd that 

~7 they be driven closer toward coot? 

19 

19 

A 

0 

ATr.T has proposed that in j urisdictions, yea. 

And to the ext:ent that acceos charges are, in 

20 fact, reduced, they should not be conoid.-red in the revenue 

21 benchmark, should they? 

22 That's true, and the revenue benchmark which 1 

23 had laid out e xcluded that. It showed them r·educ"d to 

24 cost. 

25 0 And aren• t intral.JITA toll "ervice revtnueo 
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1 suuject to competitive e rosion? 

2 A I don't know because the market has been -- you 

3 know, more and more people make tvll calls. l don't know 

4 whether you could say it ' s subjected any more than ic hao 

5 been to competicive erosion. l k~ow that -- 1 believe lhe 

6 commissioner had men<.ioned the £CS collo wh1ch uoed to be 

7 tol l are now-- well, I think they are considered local. at 

8 least that's how BellSouth books the revenues, oo they are 

9 really protected, oo I'm not oure I would say the intraLATA 

10 toll is eubject to erosion. 

11 0 Okay. l hOve just a couple more queotions . You 

12 lllno Lnclude yellow page advertising: is that right? 

13 A Yes, I think yellow page advertising should be 

14 included in that because Judge Green specifically gave il 

15 to the RBOCs at divestiture saying yelluw pages are uo~d lo 

16 support local service, so it should be continued there. so 

17 it should be part of the revenue benchmark. It io part o t 

18 the revenues that tho local companieCJ receive. 

19 0 And tbey are not included though in the revenue 

20 benchmark sot by the FCC for the federal fund, were they? 

21 A No, I don't believe they are. 

22 

23 

MS. KEYER: I don't have any other qu~stions. 

CROSS ~XAMINATION 

24 BY HR. IU\HWINKEL: 

25 Q Good afcernoon, Mr. Guepe. My name 10 Charles 
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Rc hwi nkel wi t h Sprint . 

A Good afternoon. 

0 Just t o follow up on a couple o! quootions Mo. 

4 Keye ::- asked you. You do agree that the legi&la·ure did not 

5 

6 

7 

8 

9 

10 

11 

12 

13 

1 4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

ask the Commission to report on the need for a fund, do you 

not? 

A The statute states to assist the legislature in 

establiohi n9 a permanent universal service c~~iosion, they 

arc asking the Commission to do certain things. So in 

order t o do those things, the more informatlon. I believe, 

tha t t he Commission can provide them, the betcer off the 

legia lat:ure ,.nd the Commiooion both are. 

0 So is your a ns wer yes or no that they did not aok 

for the Commisoion to report on the need for a fund? 

A Corr ect. 

0 Okay. And they did not ask the Commiss1on to 

give its opinion about what revenue benchm.,rk ought to be 

used; is that correct? 

A They did not directly auk Cor lt, thot'o correct; 

but I believe it'S -- when you are talking about the cost 

to be r eported, it ' s relevant to consider how those coots 

should be used. 

0 And you woul d agree that the legio lature did not 

ook the Commission -- Strike that. 

Would you refresh my recollection on what you 
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2 universal service? 

728 

3 A When you are looking at t 1\e cost to be compared 

4 with the r evenuea , o kay . vertical aerviceo 're In the 

5 Hatfield Model. They are part of the full cost of 

6 providing the service and those should be compared to all 

7 of the r evenues, so to be consistent your vertical services 

8 would be included in the revenues that would be compared to 

9 the costa. 

10 0 Nowhere in the directive to the Comm.iosion in 

11 House Bill 4785 did the legislature designate tha t vertical 

12 services are included in univeroal service, did they? 

13 A No. 

14 0 Mr. Cuepe. when local competition comes to 

15 Florida on a large scale, it won· t be on a terr1tory-wide 

16 basis , will it? 

17 A I'm having trouble with your queetion because you 

18 said if 1 understood what you aaid, when it comes on a 

19 large scale it won ' t be on a what basis? 

20 0 Territory-wide basis. 

21 A Well, it's -- if it's on a large scale. that 

22 tells me that it ia on a --

23 0 Would that be your definition of what large scale 

24 competition would be, that it would be pervasive throu9hout 

25 an lLEC'o nerving terricory? 
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1 A Large scale competition would mean it ' s 

2 throughout the state or, you know, not every nook and 

3 cranny, but a good portion of th~ state. 

4 COMMISSIONER CLARK: I think you are t alking past 

5 each other, and I don't understand . You are asking will i t 

6 be coterminous wi t h t he territory of existing ILECs? 

7 MR. REHWINKEL: I can ask the question another 

8 way. I understand my miscommunication. 

9 COMMISSIONER GARCIA: I would like to know what 

10 coterminous means. 

11 CO.'!MISSIONER CLARK: Are you going to tell him, 

12 Mr. Rehwinkel? 

13 

14 

15 

1.; 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MR. REHWINKBL: 1 think it means duplicuting th~ 

borders. 

BY MR. REHWINKEL (Continuing): 

0 A rational entrant wi ll not g o into the local 

competition busineao by serv i ng an entire ILEC s e rving 

territory at once, will it? 

A I don't know. lt depends on when the condlLiono 

are there to get into the market 

0 Do you understand --

A like they are really there. So I don't know 

what tha plans would be or how they would do it . 

COMMISSIONER GA.RCIA: As a genorlll rule, whell 

your company gets into a markel I would assume that it's 
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1 exactly the opposite of what he io oaylng. In other words. 

2 a company of your size puts out an ad and you uoually take 

3 on most comers because the way you market your product is 

4 on a general basis, right? 

5 WITNESS OUEPE: Local service in particular is 

6 a -- I mean it is a ~aeo market. If you are going to get 

7 into i t, you are going to get into it. 

8 BY MR. REHWINKBL (Continuing): 

q Q Mr. Guepe, you've uoed -- you've advanced to the 

10 Commission a netting process for evaluating t he need for o 

11 fund; is that correct? 

12 A That•o correct. 

13 0 Havo you reviewed Mr. Wood'o revi~ed e xhibit, 

1 4 DJW-5 that shows the output reou lts on a wi re center basis? 

15 A Yes . 

16 MR . REHWINKEL: I would like to paso on exhib~t 

17 out, Madam Chairman, for i dentif ication purpooeo only. I 

18 don't intend to offer this into evidence because I thtnk !t 

19 will be coming later on. 

20 COMH ISSIONSR GARCIA : I'm oorry , Charleo , I '<ilo 

21 on the phone. What i s it that you are paosing out? 

22 MR. REHWINKEL: This is just Hr. Wood's revised 

23 Exhibit 5. I just want to uoe it Cor diocuosio n purpooe& 

24 only. 

25 CHAIRMAN JOHNSON: An~ before you do thDt , 

C f. N REPORTERS TALLAHASSEE, FLORIDA leso) 697-8314 



"131 

1 perhaps you could help me out. I always get these things 

2 confused. Wha t is AT&T's s uggest ion as to the measure o( 

3 cost? Is it wire center, on a wire center basis is what 

4 AT&T is advocating? 

5 WITNESS OUEPE : Whe n you are developing the coot, 

6 do it on a wi re center basis, yes . 

7 CHAIRMAN JOHNSON: As opposed to what? 

8 WITNESS OUEP£ : A CBG baois . 

9 CHAIRMAN JOHNSON: And a wire center is larger 

10 than a CBO. What is a wire center? 

11 WITNESS GUEPE: A Wlre center is where the 

ll ceneral office is located, and it ' s all the Ar~AR t hat are 

13 served around it. It's the lines from a given office out 

14 to the boundary of it. and you 've got -- oay within a 

15 larger metropolitan area, you might have several wire 

16 centers; and if it' s 11 small city , you )uot might hove one, 

17 and so it ' s really just tha t one e xc hange. So il'o oll the 

18 different exchan.ges within - · 

19 CHAIRMAN JOHNSON: Okay . But you all don't 

20 advocate study area . 

21 WITNESS OUEP£: When you are -· G1ven today •s 

22 market conditions, whe re you don' t have any price 

23 pressures. where there is no one that is coming 1nto the 

2 4 market, that market is not open, t he appropria te way to 

25 look at it is on a atudy area basis really for a 9iven 
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l company. 

2 CHAIRMAN JOHNSON: But not ·• I'm sorry . why is 

3 the position, AT6rT's position wi re center and not study 

4 area? 

5 WITNESS GUEPE. Okay. When you ore de ve l oping 

6 the costa themselves through the model, you have to start 

7 at some level, and it makes sense t o d o it nt the •• to 

8 look at cost wire center by wi re center because the wire 

9 centers, in the model, that's the !ixed location . That's 

10 the o ne thing that is your starti ng point o ( the model. 

ll It's saying take the e x isting wire centers . build 

12 facilities out to serve all the customers. 

13 CHAIRMAN JOKNSON : And a study area in t hat 

14 context is too large? 

15 WITNESS GUEPE: And a study area lP too large, so 

16 you do it that way . But for the purposes of given today'& 

17 market conditions, it's appropr~ate to look at the entire 

18 s tudy area for a given company . So you would aggregate 

19 those costs wire center by wi re center . 

20 CHAIRMAN JOHNSON: I see what you're saying. 

21 Yeah, I'm following you. 

22 COMMISSIONER JACOB-'l: Would t he crileda V<lrY 

23 acroas companies !or the wire counts or the ge09raphic •· 

24 geography that would be covered by a wire center. or is it 

l5 pretty much an engineering kind ot 
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1 WrTN!SS GUBPE: Por the non- rural companies we 

2 would advocate that in each caoc it would be aggregated 

3 across all of their wire centers. 

COMMISSIONER JACOBS: No , I mean how likely io it 

5 that one comp~ny•o -- the makeup of a wire center in one 

6 company would dif fer significantly !rom t he ma keup o! a 

7 wire center in another company? Are thooe pretty much 

8 engineering configurations? 

9 WITNESS GUEPE: The coots, 1 think, vary 

1 ~ conoiderably. You know, it'D a percent different from 

11 wire center to wire center. I don't know. Maybe that 

12 would be a better question to tal k to OOn Wood ~bout . The 

13 different wire centero in topoqraphically dt!!crent areas 

1~ would have different costs. 

15 COMMISSIONER JACOBS: Thank you. 

16 BY MR. REHWINKEL (Continuing) : 

17 0 Mr. Guepe, are you general ly tamiliar w1th the 

18 Centel territory within Sprint -Florida and the united 

19 territory within Sprint -Florida's searching area. 

20 

21 

22 

23 

24 

25 

A I think United is more in the k ind of south o f 

Orlando and out through that area . 

0 Generally --

A I mean I'm aokLng because thio io my perception, 

and the Centel is really up in this orea. 

0 Yes, generally around Tallahaooec, Ft. Wo lt:on 
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2 Bonifay and Marianna. 

3 A Okay, and that • s Centel. 

734 

4 Q And are you also aware that tne rate structureo 

5 for both companies are different, both territories ? 

6 A I'll take your word for it. 

7 Q Okay . And will you accept my word fol it that 

e the exchanges in the - - well, otrike that. 

9 You have, on page, in your testimony at Page 18 

10 recommended that the need for fund be analyzed with 

11 reference to a revenue benchmark per line of $35.64: io 

12 chat correct? 

13 A That • a correct. 

14 Q And that's essentially the nurr~ero you calculated 

15 around line 6 adjusted for access being taken lO coat? 

16 A Correct. 

17 0 Okay. And that is an average number o£ both 

18 United and Centel territories: ia that correct? 

19 A That ia correct, and thnt'o because I didn't have 

20 specific United and specific Centel dntd. 

21 0 Okay. Just before, to follow that line of 

22 question, let me aak you about the $24.98 o£ l ocal ue rv1ce 

23 revenue for United and Centel. 

24 

25 

c 

A 

0 

Okay. 

That is significantly higher than BellSouth and 
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l GTE, is it not? 

2 A It is. I t's what was reported to the FCC . l ' m 

3 just t aking numbers that were reported. 

0 Okay. And you don ' t know wher'ler chere are ECS 

5 revenues in that? 

6 

7 

A 

0 

No, l do not. 

Okay. Is it your position that there should be 

8 no fund because the $35.64 figu re that you have cal< \ ted . 

9 when multiplied by the total number of access lines is 

10 greater than t he wire center developed cost produced by tho 

11 HAI model for united i n Centel territories? 

l 2 

13 

H 

A 

0 

That was cor rect . That ' s the math. 

Okay . The exhibit that l passed out 

MR. RSHWINKEL: Should we give this an e xhibit 

15 number, Madam Chairman? 

16 

17 

18 

CHAIRMAN JOHNSON: Do you want it 

MR. RSHWINKEL: We don' l have to. f just · · 

CHAIRMAN JOHNSON: r t doesn't maner. Exhibit 

19 Number 42. 

20 

21 

22 

23 

24 

25 

BY 

42. 

MR. REHWINKEL: 4 2, okay. 

MR. REHifiN!CEL: 

0 If you could turn t o the last page of F.xhibi t 

Up at the t op it should say Centel Wire Center? 

A Okay. 

0 And I don't expect you to know the names of the 
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1 wire centers. I think I know the names of all of them, if 

2 I can represent to you what they represent. But under 

3 your analysis if profitable customers in low-cost dense 

4 areas and more urban areas were losr in the competitive 

5 ent~ant -- to a competitive entrant, would you assume that 

6 the $35.64 average revenue figure would still be a valid 

7 benchmark to compare your cost to? 

8 A You would have to see how t he market developed. 

9 I mean what this recommendat ion io saying, looking at the 

10 current market conditions, these a r e the conditions , this 

.1 is the reault1 and until those mArket conditiono change, 

~2 chio io going t o be on the result . 

13 0 So you would have to see whether the company lost 

14 customers and was in a position to need support before you 

15 would revisit it? 

16 A I think once the market became open to a 

17 competition it might be time to reviolt it, but right now 

18 there isn' t any. 

19 (Whereupon, the transcript continues in Volume 6 

20 without omiso ion) 

21 

22 

23 

2~ 

25 

• 
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