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1 

2 P R 0 C B E D I N 0 S 

3 (Transcript followo in sequences from Volume 11.1 

•I DR. ROBERT M. BOWMAN 

5 continue• his teoe,imony under oae,h from Volume 11: 

6 CONTUIUEO CROSS EXAI!'1~<ATION 

7 BY MR. RUSCUS: 

8 0 Let,'s tur n e,o the prior page, Page 22. I think 

9 this will prt vide a usef ul comparison. 22 i dene,i! ies ·- the 

10 chstrt on 22 i dentifies A-side loops that are nonoxioe,ent 

11 that are only 3,000 feet long , that are 3 , 000 feet long , 

12 6,000 feet long, 9,000 feet , end 12 , 000 feet long. Do you 

13 see those? 

l4 

15 

A 

0 

I see t,hat cable, yes. 

Those modems, all of the modemo ident ified as 

16 havi ng two converaione funccion at between 19.2 kilobito and 

17 24 kilobit s, correct? 

18 

19 

A 

Q 

Well, on the A- side --

All the ones that have e,wo conversions in the 

20 left-hand column between 3 and 12,000 feet function between 

21 19.:1 and 24. correct? 

22 A Yes, in this test. 

23 Q That, is lower t,han the connect rat,e t,ha t your own 

24 data says it has experienced for long modems on the other 

25 t.able, correct? 
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I know, bu~ this io a different tea~ . He io now 

2 teating the number of -- the impact of the number of analog 

3 to digital conversions that would occur 1n the process. 

0 That is correct . 

5 A So he ia testing another assumpt ion here. 

6 0 That's correct . And those are t he same types o! 

7 coovareiorut that are involved in any net· .. o rk that uaeo 

8 univeraal digital loop carr i er , cor rect? 

9 A Yes, but not necessarily two conversions. 

10 0 Wel , isn' t it true tha t i f you complete a call 

11 on univeraal digital loop carrier, the signal comes from the 

12 phone as analog, ia turned into digital at the OLC, which ia 

13 one converaion, and turned back into analog at the COT at 

14 the central office? 

15 I was tolu.ng a moment to reod what wao here. I 

16 have forgotten the -- o~y. and your question , again. I 

17 mean, the purpose of this was to det:ermine the 1mpact of 

18 increased analog to digital converaiona on the quality of 

19 modem connection. 

20 0 And isn't it true that two conversiono ia the 

21 aame number experienced if you are using univeroal digital 

22 loop corrier, one at the OLC unit and one at the cent ral 

23 of f ice terminal? 

A I atand corrected. I do believe under hia 

25 def inition that would be the caae. 
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And isn't it true that BellSouth predominantly at 

2 this point still deploys universal digital loop carrier and 

3 not i ntegrated digital loop carrier when i t uses digital 

4 loop carrier solutions? 

5 A BellSouth may. but that is immaterial to what is 

6 deployed in this model. 

7 Q But wouldn't that indicate - -

8 A Integrated digital loop carr ier ia the technology 

9 ot choice and ~he technology that is modeled in the BCPM 

10 model. It's my understanding that is what is modeled in 

11 Hatfield, also. So whether or not BellSouth does this in 

12 their network today -- certainly BellSouth deploys 

13 integrated digital l oop carrier today. t don't want to make 

14 an assertion that they don't do chat . Every telephone 

15 company still has oomc o f this digital -- the universal 

16 digital loop c:o11 rr1u deployed todAy , 

17 Q And do you know what percentage of BellSouth'o 1s 

18 universal? 

19 A No, 1 don't, and I think i t's immaterial t o the 

20 purpose of dec.iding which cost proxy model should be used. 

21 because the BCPM usee integrated digi tal loop carrier in 

22 their modal, and I believe 1~1 does the oamo thing. 

23 Q As a point of reference, though, ion't it true 

24 that using the data on Page 22 and the data on Page 23 , you 

25 cou!d conclude that the rates, even on the half a percent o f 
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1 longeat loopa in the Hatfield model using integrated digital 

2 loop, sa yGu say, are going to perform better than what 

3 currant ~llSoutb customers have where even on the shortest 

4 loops where universal digital loop carrier is used? 

5 A Wol~. I haven't made that detailed comparioon, 

6 but certainly building a ne~work by integrating digital loop 

7 carri er is going t o give all people better performance. :But 

8 a ll other thinga being equal, if it is all integrated thooe 

9 with longer loopa compared to those with shorter loops may 

10 aee impaired service. 

11 0 But you didn't answer my quescion regarding the 

12 ccn:ent atate o f the network in BellSouth and the Hatfiel-d 

13 model l ongaat loops. Bven for tho shortest loops 

14 A Okay. Are you startiJ.g a queotion? I'm oorry, 1 

15 must have mlsunderstoo-d your question. 

16 0 I aaked you not what would happen between loops 

17 that were both served by integrated, but 1 asked you to 

18 confirm or deny my etatement that even the shortoat loo~e in 

19 the BellSoutb network, if they are served by universal 

20 digital loop carrier, will perform less well than the 

21 longeet loops which constitutes half of a percent of all 

22 loops in the Hatfield model served by integrated. based on 

23 tbe data o.n Pages 22 and 23? 

24 A I'm aorry, I chought I did answer that question. 

25 I said I have not analyzed that specifically to eee t~at 
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1 that is the case. And I will let the reat of my answer 

2 stand, that I think that ia immaterial for the purposes of 

3 determining modele here. 

4 

~. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

0 I have one more question about this document. 

Isn't it true that t hese testa, which are the source o f your 

support for your contention, at least what ia provided here, 

were not run using the extended range cords thllt both the 

BCPM model and the Hatfield model used? 

A I believe that io correct. 

Q Let's talk about digital services f or just a 

moment. Ian •t it true with the extended range cards which 

both we c laim and you claim you uae. ~t ' s possible to 

provide I SDN service which io t~e digital advanced service, 

out to 18,000 feet? 

A 1 would aay no. You would not use these digital 

16 line YO\! c!o not \!!1~ these line cards for the provision of 

17 ISDN service . You would need an entirely dif(erent 

l8 equipment connectivity to the copper loop to provide ISDN 

19 service. So, no, I would disagree with that. You couldn't 

20 even provide ISDN wi th this equipment . 

21 0 Which one, which equipment? 

22 

23 

l4 

lS 

A Any ot these line cards that were talked about in 

the digital loop carrier syatema here. 

0 So your claim ie that you could provide ISUN 

service in neither the BCPM nor the Het!leld model as 
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1 presently configured, is that correct? 

2 A Not using these line cards. ISDN requires the 

3 addition of additional equipment at the dig1tal loop carrier 

4 site and at the customer site to make it work as an ISO~ 

5 line . 

6 Q Okay. So neither model does it now, but if you 

1 had the proper cards, because they are not equipped ~ith the 

8 right cards, but if they had the right cards, isn't it true 

9 you could provide ISDN out to le , on r feet? 

10 A I would say not universally , no. You could 

11 provide ISDN, the issue is would every line to 18,000 feet 

12 work? And the answer is probably not. Aga1n, it's the same 

13 i ssue. ISDN and any of these ocher advanced oervicea, the 

14 longer the loop, the more difficulty it has in operating. 

15 There are tona of other technical Issues associated with the 

16 longer loops associated with this equipment. 

17 Q You testified in the South Carolina procee~ing 

18 earlier this year, ie that correct? 

19 

20 

A 

Q 

Yea. 

I would like to read a 0 and A from your 

21 t.estimony tbere and ask :.f you recall chis testimony. 

22 •ouestion, When you say on ~!ne 25 the extended 

23 range line card and larger cable oize are necessary to 

24 ensure comparable access co advanced aarvicae, that ' s not a 

25 utatoment you agree with today, is that correct? 
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1 "Answer: No, I still agree with that as the 

2 answer. There are other services other than just modems, 

3 and this sentence in my testimony wao designed to capture 

4 sort of advanced services in general. You have other 

5 thi ng8, another one that is very much on many peoples' mind 

6 is ISDN. In most cases, for whatrver technical reasons, you 

7 can make ISDN lines work out to 18 , • 10 feet using extended 

8 range line cards." 

9 Do you recall that answer? 

10 Yes, I do. But I m a lot smarter now than I ~as 

11 thi!O· 

12 0 Are you aware of a company called Adtran 

13 (phonetic) 7 

14 

15 

A 

0 

I•v·e heard the name, yea. 

Are you aware that Adtran is currently 

16 advertiaing I&UN corde wh~~h permit those advanced services 

17 up to 30 ,000 fee t? 

18 

19 

20 

21 

22 

23 

24 

25 

A 

0 

A 

No, I ' m not. 

Have you consulted the Adtran web page recently? 

No, I have not. I have consulted some ISDN user 

group web page1, and • lot of the dhC\Ialllon on tho111 pagee 

involves loop length and t 'O impact on service. And what. 

got out of looking at that user group info~~tion is t.her•e 

are many claim.e about the ability of ISDN to work on loops, 

but in the real world when you go out and try and deploy 

1 
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1 this equipment, it doesn't always work on the longer loops. 

2 And many customers have reported because oC loops 

3 even much shorter tha.n 18, 000 feet t.hey can't !!lAke it work 

4 sometimes because of -- there are many criteria. The plant 

5 is older aged. There are bridge tapa on the plant. A 

6 change in the cable gauge from 24 to 26-gauge. which is one 

7 oC the items that the HAl model anticipates in ita network 

8 and BCPM does not. The change in gauge affects this because 

9 you get reflections on the l ine. Other issues are other 

10 services that may be in the same binder group or 25 pair 

11 cable in the network, and any other services such as modems 

12 working over these lines, or other ISDN linea working over 

13 lines that are near them. 

l4 All of these things are issues in t.he provision 

15 of services such as ISDN on lon.ger loops. And it's a 

16 problem. You ~ow, you can't give everybody a separate pair 

17 of wires t.hat will guarantee them oervice . So the issu~ is 

18 can you build a network that gives most people the best. 

19 opportunity to use these services, and that's what we are 

20 trying to do with BCPM. 

21 0 Are you familiar with the Bellcorc three-volume 

22 telecommunications transmission engineering treatise? 

23 A Ia that what it's called? I may be. 1 am 

24 familiar with some Bellcore transmisaion engineering 

2 5 documents . 
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1 0 Volume 3 ia called network and ser;icea1 the 

2 three volumes is called telecommunications t ransmisuion 

3 engineering. 7he first volume is principles, the second 

'o volume is facilities , and the third volume is network and 

5 services. Are you familiar with that document? 

6 A I c.an' t say for sure that I am. I relieve I am, 

7 bJt I'm not sure. 

8 0 So is it sate to say you don't know what the 

9 range over which that document states ISDN serviceo can be 

10 provided? 

11 A Can be provided in all cases? No, I guess I 

12 don't. Not without referring to it in some fa.shion to read 

13 it. 

14 

15 

0 

A 

And, again --

If something says it can be provided to some 

16 distance, even such as this press release from BellSouth 

17 that says ADS!. can work up to 18,000 feet, you know, that 

18 should not be construed to say that it will work on every 

19 13,000 foot loop, because it will not. 

20 0 But you have agr·eed that only half of a perce:tt 

2 1 of a~l loops in the Hatfield model are even over 12,000 

22 feet , correct? 

23 A Yea, and that is significantly more than the 

24 number of loops in the BCPM model over 12,000. 

25 MR. RUSCIJS • I havo no further questions. 
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2 

3 

4 Bowman. 

5 

6 

'7 question. 

CHAlRMAN JOHNSON: Mr. Melson. 

MR. MBLSON: No queiltione. 

MR. COX: The Staff has no questions for Dr. 

CHAJRY~ JOHNSON : Commissioners? ~edirect. 

1297 

MS. KBYBR1 Actually, I just have one clarifying 

8 REOIRRCT EXAMINATION 

9 BY HS. KBYER: 

10 0 Sarlier today there was a discussion about the 

ll size of the m.icrogrid versus the macrogrid, and I just want 

12 to clarify that tho microgrid is the 58 acres that we talked 

13 about this mor.ning, and the macrogrid is t he 12,000 by 

14 14, 000 feet, is that correct? 

15 

16 

l7 

18 

A That's correct. 

MS. KSYBR: Thank you. No further questions. 

CHAIRMAN JOHNSON: Exhibits. 

HS. KSYER: Yea. ! would like to move Exhibit 53 

19 ·- 52 and 53 . 

20 CltAlRMAN JOHNSON: Show thoee both admitted 

21 without objection. 

22 (Exhibit 52 and 53 received into evidence). 

23 CHAIRMAN JOHNSON: Thank you, sir . 

24 WITNESS BOWMAN: Thank you. 

25 MR. POifaLL: Madam Chair, I believe Meade Seeman 
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1 for GTE is tno next witness. 

2 c::::HA.lRMN JOHNSON 1 Okay. 

3 Thereupon, 

4 MEADE C. SEAMAN 

5 was called as a witness on behalf of GTEFL and, having been 

6 duly sworn, testified as follows: 

'l DIRECT EXAMINJ\TION 

B BY MR. POWELL 1 

9 0 Mr . Seaman, please state your !ull name and 

10 business addresu? 

11 A My name is Meade, M-E-A-0-E, C. Seaman, 

12 S-E·A-M-A-N, and my busineso addreso is 600 Hidden Ridge, 

13 Irving, Texas. 

14 0 Mr. Seaman, by whom are you employed, and in what 

15 capacity? 

16 A GTB, and I'm tne Assistant Vice President of 

17 Marketing Servi~eo. 

18 0 Have you caused to be filed in this docket direct 

19 testimony on August the Jrd , with two exhibit.& , MCS-1 and 

20 MCS-2, as well oa rebuttal tosLimony on September the 2nd, 

21 witn a single exhibit, MCS- 3? 

n 

23 

A 

0 

'lea, I bave. 

Did you also cauue to be filed on or about 

24 October 9tn, under cover letter from your counool, corrected 

25 Pages 21 to 23 of your August 3 direct teot.imony, as well ao 
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1 a corrected Bxhibic ~CS-2? 

2 A Yes, ! have. 

3 0 Was your cestimony and theue exhibits, were they 

4 prepared by you or under your direccion? 

5 A Yes, they were . 

6 MR. POWELL: Madam Chair, at this time I would 

7 aak that Mr. Seaman's direct and rehuttal testimony be 

8 inserted into the record as though reed here. 

9 MR. ~BCK: Madam Chairman, I have an objectlon. 

10 Madam Chairman, I have an objection to a portion ot Mr. 

11 Seeman's testimony. 

12 CAA.IRHAN JOHNSON' Okay. 

13 HR. BECK: Page 14, Lines 4 through 12. My 

14 objection is that hie testimony is not relevant to any 10:1ue 

15 in this proceeding. Hr. Seaman provides what they claim is 

16 GTB'a incraatate regulated earnings, a minus there, 

17 direccory advertising revenues, and provides that return on 

18 equity. 

19 The iaaues in this case concern the coat of basic 

20 l~cal telecommunications service. Whether OTE's return on 

21 equity is 7 percent, or 40 percent , or negative 15 percent 

22 has no bearing on the issues in this case. ln fact, GTE is 

23 the only compa·ny that io attempting to provide such 

24 toatimony. BellSouth, Sprint, the smaller companies , none 

25 of them are providing information about their return on 
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l equ1ty. And the reason is it is oimply not relevant, ao I 

2 move to etrike that portion of his ~ea~imony. 

3 CiiAlRMAN JOHNSON: And tboce were - • the 1 inca 

4 were 8 through 

s MR. BECK: Four through 12. 

6 CHAIRMAN JOHNSON: Reaponae? 

7 MR. POWELL: Thank you. Madam Chair. This part 

8 of Mr. Seaman' :e t:estimony, au with other parts, goes to the 

9 fundamental point that GTE believes is important for the 

10 Cocmiaaion and lor the legislature that the actual cooto of 

ll the compa.ny ar-e very pertinent with respect to the whc.!e 

12 issue of universal service . 

13 It is a fact tha t tho Commission is called on 'by 

14 the legislatur-e to recommend one of the two modelo that have 

15 been presented to the Commission, but it is very much a parl 

16 of GTB's evidence and position in this matter, and we think 

17 it is consistent with the whole purpose o( the leglslative 

18 inquiry that overall company results and actual costa be not 

19 only a part ot the record, but considered by the Commiaaion 

20 and considered by the legislature. 

21 MR. BBCX: Madam Chairman, counsel for GTE has 

22 not provided, tirat of all, any iaaue that it is related to, 

2 3 becauae it'e oot, and certainly their coat of local 

24 tulecommunicatione service ia relevant, but that'e not what 

25 thie h. 
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2 

3 

4 

s 

CHAIRMAN JOHNSON: Any f~nat responoe? 

MR. POWeLL: May I have a moment, Your Honor? 

CHAIRMAN JOHNSON: Quicklly. Mr . Beck, doeo Mr . 

Olson's testimony discuss the return on equity? 

MR. BECK: Y~e. Kr. Olson is scheduled next. Mr. 

~ Olson is the -· and I intend to object to hie testlmony in 

7 its entirety. 

8 CHA.IRMAN JOHNSON: Okay. 

9 MR. POWELL: Your Honor, the only other thing I 

10 would odd to this is that I think ~here 1s ~n evident degree 

11 o f seamleaanees to Kr. Seaman's testimony. He has financial 

12 results for the company in the State of Florida for 199'1. 

13 Those results are important to GTR's effort to lay before 

14 the committee, before the Commission and also be!ore the 

15 legislature, the extent of the subsidies that exist today 

16 that are implici• iu the disoriented rates that exist today. 

17 It strikes me as surprising, I guees, Lhot 

18 counsel would object to a portion of these numbere which 

19 they all interrelate, there in nothing very unusual or 

20 startling about tho numbers. They are what they are. They 

21 re!loct OTE'a actual coat of doing buoineaa in Plorida and 

22 providing universal service today, and wA believe they are a 

23 very fair reality check on what it's going to cost tomorrow 

24 and the day otter tomorrow to continue to provide universal 

25 service. We believe the objection io ill- founded . 
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l CHA.IRMAN JOHNSON• And ao to che return on 

2 equity, what isoue does that relate to? 

3 MR. POWELL: Well, again, it goes co the 

4 seamlessness ot all the numbers. I mean, the r eturn on 

5 equity is a number that: is derived from the numbers in Hr. 

6 Olson's exhibit, which is a part of the data on which Hr. 

7 Seaman relies in his teotimony. 

8 

9 

CHA.IRMAN JOHNSON : Staff, any recommendation? 

MR. COX• I'm not sure wo see any relevance to 

10 the Coomission. • s determination on cost here to chis 

11 informacion on retu•·• on equity and earnings and whatnot 

12 that is conta ined both here and in Mr . Olson's testimony, 

l3 for that: matter. It was raised, we underotand, in Mr. 

14 Olson 's testimony in particular. 

15 There was a discovery dispute in this case 

16 between Lhe Office of the Public Counsel and GTE over some 

17 information re1ated to that. The prehearing ?fficer granted 

18 Office of the Public Counsel the opportunity to look at that 

19 information, but as far as relevance, I think Staff would 

20 contend that 1 t ia probably not relevant to the 

21 determination in this proceeding. 

22 CW\..IRMAN JOHNSON: One of the things I was trying 

23 to -- t•m inclined to grant tbe motion to str1ke, but 

24 candidly I' m not following your argument or your pointe an 

25 to relevancy. And I guess there are two issues here that 
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1 a r e being debe~edt the coat information that I know that 

~ this witness just kir~ of references Mr. Olson's testimony 

3 as to some of ~he actual coat info~tion that is raised i r. 

4 Hr. Olaon•a testimony, and also the return on equity. 

5 And I understand you to suggest that the return 

6 on equity analysis iR relevant to the overall reason that we 

7 are hero , but, see, when you sta~rt going down that slippery 

6 slope thP-n it looka as it perhaps you are suggesting that 

!I this llhould be s ome type of a rate of return proceeding and 

10 analysis . That's what I was hearing you say. 

ll 

12 

COMMJSS. ONER CLARK: I heard that, too. 

~RMAN JOHNSON: And I was surprised. I will 

13 grant tho motion to strike. 

14 MR . BBCK: Thank you. 

15 CHAIRMAN JOHNSON: And th~t is Lineo 4 through 12 

16 on Page 1 4 . 

l7 COKHISSIONER CLARK: Mr. Beck, did I hear you 

18 wete going to object to Mr. Olson, the testimony in the 

1!1 entirety? 

2 0 HR. BECKs Yea, for exactly the same reasons. 

21 The reao on r raise it now ia because Mr. Seaman quotes and 

22 describes Hr. Olson's testimony, so a1mply to pr~erve the 

23 objection. 

24 COHMISSIONBR CLARK : I wonder if it makes sene~ 

25 to taka it up, and if we are not going to hear him he 



1 doesn't need to stay around. 

2 

3 

4 tomorrow. 

CHA.IRMAN JOHNSON: And he will be next. 

COMMISSIONER CLARK : And : imagine he will be 

1304 

S CHAI!Uo!AN JOHNSON: He will be tomorrow morn1ng. 

6 He probably can't catch a pl4ne out tonight anyway. We will 

7 just proceed w·ith this one. 

8 MR. POWE.I..L: I 'm sorry, Your Honor. 

9 CHA.IRMAN JO:-!NSON: No, we will go forward. I 

10 juet granted the motion co strike Lines 14 through 12 on 

11 Page 14 --or 4 t:hrough 12 on Page 14. 

12 MS. CASWELL: I'm aorry, did I hear Mr. Beck say 

13 he would object to Mr. Olson's testimony in it:s entirety? 

14 Is that what you said, Charlie? 

15 MR. BECK: Yes. 

16 CHA.IIUIAN JOHNSON: And I •m going to wai t unt:il 

17 tomorrow to rule on that, and that will give me an 

18 opportunity to review it. I already understand the baoio o f 

19 the argument, and give you all some opportunity to prepare. 

20 MS. CASWBLL: Thank you. 

21 CHAIRMAN JOHNSON: Wit:h chat objection beiug - • 

22 or that motion to strike being grant:ed, there wae a motion 

23 to insert thia into the record as t:hough read? 

24 MR. POWELL: Yeo, ma'am. And I would also ook 

25 that you mark for identilioation the three Seaman exhibic.o. 



1 

1305 
CHArRMAN JOHNSON: We will insert this into the 

2 record as though read with those couple of provisions 

3 stricken, and MCS-1 and 2 will be Bxhibit 34 (sic), MCS-3, 

4 rebuttal, will be Exhibit 55. 

5 (Exhibit 54 and Rebutcal Exhibit 55 marked for 

6 identification.) 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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4 

GTE FLORIDA INCORPORATED 

DIRECT TESTIMONY OF MEADE C. SEAMAN 

DOCKET 9806118 

l:SO~ 

5 Q . PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND 

6 ?OSmON. 

7 A. My nama Is Meade C. Seaman. My bu1inass address is 600 Hidden 

8 Rldge, Irving, Texas. I am employed as Assistant Vice President -

9 ~ Sa!Ycas. I IWTI testifying in this pro: e a ding on behalf of GTE 

10 Florida Incorporated ("GTE"}. 

11 

12 

13 

14 

15 

Q . PLEASE SUMMARIZE YOUR EOUCATION.AL BACKGROUND AND 

EXPERIENCE IN THE TELECOMMUNICATIONS INDUSTRY. 

A. I graduated from the Univerelty of South FIOtlda In 1976 with a 

Bachelot'a degree In Accounting. In 1988, I graduated from Indiana 

16 Welleyan Univerelty with an M.B.A. I have over 20 yeare of oxperionce 

17 In the telec:lomnulicatiOM Industry. In 1978, I joined Genara1 

18 Tel ephone of Florida as a Business Relations Assistant In 1983, I 

19 became a Sl8fl Manager - lnterdlangad Sefvice Compensation at GTE 

20 Service Corporation. In 1985, I wu employed by GTE North 

21 lncotporeled as Manager- Economic Analysis (Pricing and Cost1ng), 

22 and In 1989, I wu nomad Director- Regulatory and lnduatry Affairs. 

23 In Odober 1994, I became Director- Domand Analysis and Forecal1ing 

24 

25 

for Teiopl, v.flenll was responsible for forecal11ng all llne-4'elated and 

usage-(810led services. In 1996. I became the Director - Local 

1 
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1 ~eccoroiledion Progrem Manaoement OffiCII fOf Telops, 

2 

3 

and w11 responsible f()( onterCQIVleCioon negotoatoons W1lh n~ local 

market entrants. In 1997, I was named Voce President ~Central 
4 Regul8toly A GoverMienlal Affalrt IOf Telops. Eartier thla yoar, I wes 

5 appointed to my current position. 

6 

7 Q. HAVE YOU PRfVIOUSL Y TESTIFlED BEFOf<E ANY REGULATORY 

8 BOUIES? 

9 A. Yet. I heve tntifled In nine ttet81 In !JI'bltration proceedlnga arising 

10 IA'Idlrlhl Tr lecouiiTU'IIcatlont AD. ct 1996 ('the Ad"): in Hawaii, Idaho, 

11 Ullnola, lndlena, Ohio, Pemsytvlnia, South Carolina, New Maxlco, and 

12 Wlaccnsln. I alae heYe tntifoecl on matters related to policy, rate 

13 

14 

15 

dnlgn, ~ natwont elementAl c·uNea•) and coat or servoce 

studies before meny or theae aamo a tate commlsalons. 

18 Q. WHAT IS THE PURPOSE OF YOUR TESnMONY? 

17 A. Flfat, I w!U provide 80 CYetVIew ct GTE'a direct testimony In this 

18 proceeding by Identifying each GTE witnen and the issues they Will 

19 addreu. Second. I will describe the general principles thai run 

20 throughout (end lhould govern) all the luuea to be addreaiOd in this 

21 docMI. Third, I....W lilt forth GTE'a apec:fflc position• on lsauea 1. 2, 3, 

22 and S(a) Identified fOf ruolutlon In thlt proceedong, and Will eJCplaon 

23 how tt... u- ,.._to, 81\d .. effected by, Sedoon 254 or the Al:;t_ 

24 

• 25 

2 
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1 I. OVERVIEW OF GTE'S PRESENTATION 

• 2 

3 Q. PLEASE UST TliE OTliER WITNESSES GTE IS PRESENTING IN 

4 nilS DOCKET, AND PI EASE IDENTlFY THE ISSUES ADDRESSED 

5 BY EACH WITNESS. 

6 A. In addition to my testimony. GTE is presenting the direct testimony or 

7 five witnesses: 

8 

9 Mr. St.Yen A. Olson identifies GTE' I o..wrent. actual ooats of providing 

10 teleoommunicetlona services in GTE's territOI)'. A:4 I discuss In my 

11 testimony, thla lnformatlon is relevant to the caleulatlon of loday's 

12 Implicit ~.r~lvaraal aervlce support, and therefore provides a guide t.o the 

• 13 Commllllon In selecting an appropriate oost model and aaaoclated 

14 Inputs used to help caloulato explicit support. 

15 

18 Mr. David G. Tucek presents numerous GTE-specific inputs to tho 

17 Benctvnatk Cost Proxy Model ("BCPM") and the output resulls from 

18 BCPM. 

19 

20 Mr. Michael R. Nom. presents GTE-spoclfic Inputs for use In the 

21 BCPM which deal apecifically with various expense items and general 

22 support auet cat~. 

23 

24 Or. J~UMS H. Vander W~de presents the forwarO.looking oost of 

• 25 cepit.alto be used as an input to the BCPM 

3 
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Mr. Allen E. Sovereign presents the economic depreciation lives to bo 

Input into the BCPM 

4 IL UENERAL PRiNCIPLES APPUCASLE TO ALL ISSUES 

5 Q. WHAT GENERAL PRINCIPLES APPLY TO ALL THE ISSUES 

6 PRESENTED IN THIS DOCKET? 

7 

8 

9 

10 

A In thla dodcel, the Corrmlssion must evaluate end seleel a cost model 

that cal<:ulatea the total forward-looking coat of providing basic local 

telecommunications service. To the extent auch a model will be used 

to help establish a pennanent unlvefaal MfVIce fund for the State of 

1 1 Florida. the retUit.t of the model must be aulfiCient to preserve, 

12 maintain, and advance universal service eo required by Section 254 of 

13 

14 

15 

the Act and by Saelion 364.025 or the Florida Statutes. Those 

fundamental prlnclples-«~surlng o ' sufficient' universal service lund 

and ' preMfVfng end maintaining' today'slevels of universal service-

16 apply to all the Issues presented In this docket 

17 

1 8 Given the above objective, the critical question presented in this docket 

19 Ia easily alated: 'How oan we determine whether e particular forward-

20 looldng oost mode/Is appropriate for establishing a permanent universal 

21 seMc8 mecll8nl$m that is wfficient to preserve and maintain universal 

22 SIIMce 7' To llllMIII' this questloo, we ahould evaluate a cost model by 

23 comparing oil lftUIIS to today's levels of Implicit universal service 

24 

25 

support. In thlt way, we cen assess ~thar a cost modal's results 810 

sufficient to preeerve end maintain universal service. 

4 
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1 l et me explain this last point. Promoting universal service has been a 

• 2 longstanding goal of lhis Commission To date, lhe goal of universal 

3 service has been achieved through a system of Implicit supports 

4 embedded In GTE Florida's rates. Under tho Act, today'& implicit 

5 supports muat be replaced with a aufficient, expfiCit fund. Since the 

6 JlU'P0$8 ol a I.J1ivefsal service cost model Is lo help establish an explicit 

7 fund, lhe appc opriateness ollhe modal cen be judged by comparing its 

8 rM~Jits to today's Implicit supports. 

s 

10 Q. HOW CAN WE CALCULATE TODAY'S LEVELS OF IMPUCIT 

11 UNIVERSAL SfRVICE SUPPORT? 

12 A We can reaaonably estimate today' a levels o1 universal service aupport 

13 by comparing ( 1) tho CUIT8nt revenues geMreted by services lhat are • 14 roN priced above their eootiOIT\Ic cost. with (2) the revenues lhet would 

15 be generated by such services If lheir prices W"Ore equal fo lheir 

16 economic costa. 

17 

18 For example, Interstate and Intrastate access services are currently 

19 priced above their oost. end thus provide algnificent amounts of Implicit 

20 universal service support. We can celculete lhe amount of Implicit 

21 aupport provided by these services by comparing current access 

22 revenues wflh tho revenues lhal would result if access servicea were 

23 priced at 8001101Tlic cost. 

24 

• 25 Q. HAVE YOU PERFORMED SUCH A CALCULATION? 

5 
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1 A. Yes. Using the methodology described above, I have calculated tho 

• 2 curent lmplldt supports QE108n1\ed by five classes of services: ( 1) local 

3 business service; (2) vertical servicas; (3) toll service; (4) intrastate 

4 aoceas service; end (5) interstate access service. As shown below, the 

5 8I110I.Ill of Implicit support provided by lhasa five categories of aervices 

6 was ITIO(e than $487 million per year In 11Y.17, es depicted in the 

7 following ·s~pport Analysis:' 

8 1997 ' Economic' Implicit 

9 Reveooe Costs Supports 

10 Service ($'000) ($'000) ($'000) 

11 (a) (b) (c)= (a- b) 

12 local Business $305,704 $217,011 $88,693 

13 Vertical Services $78,822 $10,267 $68,555 

• 14 Toll $36,367 $7,009 $29,358 

15 lntnsstate~as $169,362 $14,240 $145,142 

16 lnteratste Access $191,268 $35,924 $155,344 

17 Total 5771 ,543 $284,451 $487,092 

18 

19 a. HOW WAS THIS SUPPORT ANALYSIS DEVELOPED? 

20 A. The five &eiVice categories shown reflect the major sources of 

21 netwo!1<-telaled revenues and are the typically Identified eourcas of 

22 Implicit support for basic local rates. 

23 

24 Column (a) reflect4 the annual revenues for the listed services for 

• 25 1997. Column (b) reflects the revenues that would be generated by 

6 
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1 these services assuming the price of each service was re3uced ~ 

2 refled its economic cost as determined by the Commission's own 

3 findings regarding the costs of unbundled netwotll elements and the 

4 avoided retailing expenses set forth In its 1997 Order In GTE's 

5 consolidated arbitrat!ons with AT&T and MCI. (peti!!oos of AT&T 

6 Carom of the Sou!hem States Inc. MCI Telecomms Corp and MCI 

7 Me1tp Ml'" IrMsmlss!oo Sycs Inc. for Arbjtral!on of Certain Terms 

8 and Coodjtiona of a Prowse<l Agreement with GTE florida Inc 

9 Con wrjog Interconnection and Reeelo Under the Telecomms Ad of 

10 .1& Order No. PSC-97-0064-FOf·TP, Jan. 17, 1997.) 

11 

12 Anally, co!urm (c), which Is simply the difference between columns (a) 

13 

14 

end (b), refleds today'& lmpllclt suprort Inferred by the Commission's 

own nodlogs of fact. My Exhibit MCS-1 , attached, presents a summary 

15 deacrlptioo of the process used to develop retail 'economic costs• 

16 baaed on the ~.mission's ordered UNE rates for GTE. 

17 

18 Q. COULD YOU EXPLAIN IN MORE DETAIL HOW YOU DETERMINED 

19 THE ECONOMIC COST Of EACH SERVICE? 

20 A. Yes. The economic costs of local business service and toll service 

21 were calculated by adding up !he costs of the UNEs used In the 

22 provision of each service. These UNE costs, however. reflect only 

23 wholesale costa, and must be rnel1<ed up to reflect the retailing 

24 expenses that would be incurred In providing business and toll 

25 services. fOf these services, I marked up the total UNE costa to 

7 
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1 aoc:ount for retailing expecues based on the Commission's avoided cost 

• 2 discount rete or 13.04%, which was established by the Commission in 

3 GTE's arbitration with MCiand AT&T. 

4 

5 Interstate and Intrastate access are wholesale offerings, and therefore 

6 the associated UNEs were not marked up by the avoided cost diS<XXJnt 

7 Also, the Interstate access figures exclude end~aer common llno 

8 ('EUCL') charges, which were Included In the local revenues. 

9 

10 Finally, we assiXII8d the economic cost or vertlcalaervicos to be equal 

11 to~ the C0$18 aasociated with retelling the services (i.L the avoided 

12 retelling expenses). This procedure wos used because the 

13 Commission r~ired GTE to lndude sll vertical features In the price of • 14 local switching, presumably because the Commission believed the 

15 dit8Ct costa or unbundled vertical features are negligible. Although 

16 GTE does no1 ~ wilh the Commission's decision on this point, GTE 

17 ad<nowleclges that vertical services ere today priced well above their 

18 cost, and lherelore provide significant impllclt supports. Again, 

19 l'low!MJ(, under the Commission's own analysis, tho economic cost of 

20 unbundled vertical services Is either: (a) zero or (b) included In tho 

21 unbundled port COl ... 

22 

23 a. YOUR SUPPORT ANALYSIS LOOKS AT THOSE SERVICES TH.AT 

24 CURRENTLY PROvrDE IMPUCIT SUPPORT. CAN YOU PERFORM 

• 25 THE SAME ANALYSIS FOR SERVICES THAT RECEIVE IMPLICIT 

8 
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1 SUPPORT, SUCH AS BASIC RESIDENTIAL SERVICE? 

• 2 A. Yes. Not ~slngly. this analysis likely would yield a support amount 

3 that Ls less than the support amount of $487 million calculated above. 

4 The difference between theae two calculaUons can only be due to 

5 erroneous UNE rates. 

6 

7 a. PLeASE EXPlAIN WHY THE ECONOMIC COSTS OF UNBUNDLED 

8 ELEMENTS ARE RELEVANT IN DETERMINING THE ECONOMIC 

9 COSTS OF SERVICES. 

10 A. Although GTE doea not agree with the Commission's findings on the 

11 economic a.m of UNEe, GTE believes that the costs or unbundled 

12 elements should be consistent with the costa of services provided 

• 13 through use of thole same elements. In simpler terms. the economic 

14 coat of a networlc 8hould be conalateflt with the economlc cos1 of 

15 services provided over that nel'wof1(. This relalionlhlp between the 

16 coals of UNEa and the costa of aervices Ia recognized in Section 

17 364.051(6)(c) of the Florida Statutes: 

18 "'The price charged to a consumer for a nonbaalc service 

19 shall cover the direct costs of providing the aervice and 

20 shall, to the extent a cost Is not induded In the direct 

21 cost, Include as an Imputed cost tha price charged by the 

22 company to compeUtor. for any monopoly component 

23 IlL cenaJn UNEa) uaed by a competitor In the provision 

24 of Ia same or functionally equivalent service: 

• 25 

9 
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This imputation rule is equally applicable to the pncas charged for 

basic servioes and asSOCiated UNEs Accordingly, il is appropnate to 

3 use the costs of UNEs to calculate lha costs of services 

4 

5 The relallonshlp between UNE5 and setvioes was succinctly desaibed 

6 by Dr. Glenn Blad!mon. Assistant Oiredor-TefiiCOITVllunicatlons of the 

7 Walhlngton Utllitles and Transportation Commission: 

8 '{1)le objediYe should be to estab~iSh rough panty 

9 betAM11wholesaleorl.rotuldled ne• .or1\ element 

1 o relu and oorrespondlng resale rates ror finished 

11 

12 

13 

14 

15 

aervioes. Finished aervioes and wholesale 

elements are generally close substitutes for each 

other, sinoe tho latter are niece parta of tho 

ronnor. Pricing one below the other sends tho 

market lnc:on-ect signals that distort the choices of 

16 both C')l\aumar. and competitors and It could 

17 constitute lKldue discrimination: 

18 {Testimony of Glenn Blackmorl, Ph.D .• WUTC Dockets Nos. UT· 

19 960369, UT-960370, UT-960371 , March 28, 1997, Order at 9) 

20 

21 Q . YOUR SUPPORT ANAlYSIS SHOWN ABOVE ASSUMES THAT 

22 GTE'S CURR£NT REVENUES REFLECT THE EFACIENT COSTS 

23 

24 

25 A. 

OF PROVIDING SERVICE TODAY. DO YOU HAVE ANY SUPPORT 

FOR THIS ASSUMPTION? 

Yes. AriiLEC'a curent revenues properly reflect the total, ectual costs 

10 
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8 

9 

10 

11 

12 

• 13 

14 

15 

16 

17 

16 

19 

20 

21 

22 

23 

24 

• 25 
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an officiant provider In a competitive market would Incur today In 

providing ubiquitous service. The history and purpose of regulation 

confirm this poinL 

For muc:h oiiiU cemxy, the Corrmiulon regulated GTE under rate-of· 

rell.m regulallon to ensure that GTE'a rates are "fair, just, roasonable 

and auffteienr and that GTE's HrVices and equipment are · modem, 

adequate, sufficient and efficient.' (Fla. Stat., Section 364.03{1).) In 

1995, the Legislature enacted a statute that provided tor price 

regulation, WI doh Is Intended to promote even greater efficlencles and 

to et'OCOtl'llge ILECa to mal<e the same ec:onomlc dec:lslons that would 

be made In a fully competitive rnati\et. Indeed, the Florida LeglslatUI'e 

racognlzed lhla very point In Sectlon ~.01(4)(1): 

•(4) The Commission ahall exercise its exclusive 

jurildlctlon to: 

(I) Continue its historlcel role as a surrogate for 

compet;tion for monopoly services provided by local 

exchange companies.' [emphasis added). 

In a nutshell, the principal purpose of regulation Is to be •a surrogate 

for competition" to ensure that the firm earns no more than a 

reasonable profit (LA.. rehm) on ita Investment. If the Commission has 

fulfilled ita statutory duties-end GTE believes It has- then GTE's 

current revOI'II.Ift should renect the total, actual costa an officlem 

provider would lncuf In providing ubiquitous serv•ce today, Including a 
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2 

3 

reasonable profit Therefore, GTE's current revenues cen be used t~ :l1 7 

help celculote today's cost of supporting universal service 

4 Finally, I will note that the FCC agrees wilh my analysis and with lhe 

5 Flonda Legislature's finding lhat regulation Is a 'surrogate for 

€ competitlon." In Its Second Report and Order In the LEC Price Cap 

7 proceedings (lhe 'LEC Price Cap Order'j, lhe FCC explained it& 

8 po~ftlon on both ral&-of-retum reguJaliO'l and price-cap regulation. The 

9 FCC opined that rata-of-retum regulation may have •a tendency to 

10 produce lnellicloncy,' but ultimately concluded lhet ·rate of retum 

11 oversight is a responsible, functional method of cotTOCting for these 

12 tendencies.' (LEC Price Cap Order 111 para. 29.) Indeed, the FCC 

13 

14 

15 

noted lhat it had disallowed over $2.7 billion In LEC access charges 

between 1985 and 1990 using rata-of-retum regulation. (Jl1. at n.31.) 

16 Beceuse of alleged (although unsubstanUated) coocern over gold-

17 plating, lhe Ft;C Implemented a price-cap regime. Like the Florida 

18 Legislature, the FCC GlqXeSSiy adalowledged that the purpose of such 

19 

20 

21 

22 

23 

24 

25 

a regime is to replicate lhe benefits of a fully competrtive market 

'By 01.1' adlon today, (rat&-of-retum) regulation will 

be roplaced f« the largest of the LECs on Januaty 

1, 1991, wilh an lncenUvo-based system of 

regulation similar to the system we now use to 

regulate AT&T. Incentive regulation will reward 

companies that bBcome more productive and 

12 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

efficient. while ensuring that productivity and 

efficiency gains are shared with ratepayers. 

In designing an incenUve-based system of 

regulation !Of the laroest LECs, our objective, es 

Vtith our price caps system for AT&T. Is to harness 

the pront-maklllQ Incentives oommon to all 

businosses to produce a set o: outcomes that 

adv~tnce the public Interest goals of just, 

reaSN\8ble, end nondlsc:rimlnatOfY rates, as well 

as a CCll1'llll.nlca system that offers Innovative, 

high quality services. 

... 
We rely alao on the ability of price cap regulation 

15 to supploment and in effect replicate many of the 

16 eff&C1s of competition, to encourage price cap 

17 LECs to male& economic decisions such as they 

18 would male& in a fully competitive market.' 

19 Ill. at paras. 1-2, 355 (emphasis added). 

~0 

131 8 

21 Given that the ~ of regulation Is to replicate the effects of 

22 COfOpotitlon, it Ia reasonable to assume that a regulated finn's current 

23 

24 

25 

revenues reflect the efficient, actual coats of providing ubiquitous 

II8Mce today, lndud'lf111the cost of attrading capital (I.A.. e reasonable 

profit). 

13 
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1 Q. HAS GTE PRESENTED ANY OTHER EVIDENCE TO SUPPORT ITS 

2 CLAIM THAT CURRENT REVENUES REFLECT THE CURRENT 

3 ACTUAL COSTS OF PROVIDING SERVICES? 

4 A. 

5 Reg~o~latoP;'-AeGeuAllrlgaod eo111pllance. Mr. Olson s testht10117 sets 

6 ftwt~ a fiABAeiil aA~1i1 ef GTE' a adjtlsled opet ath -o 1 esuft:s--fot-the-

7 tweJ"e ~ pefied aMino Decem:bet 31, 1997, and is beaed upon-

8 GTE's IJOtt;jal costs. MI . Olsoii'a atmtyats iilOWs diS! 6~ 

9 te'IFUSS for 1997 t6Wvbfed 1 o noe lh&ii bii &dual costs i~ by 

10 

11 QP~R~IIBAI• Cllllll'ly, O'fE Ilea iivl681 lied w ty monopoly pror~tt .. aAd 

13 

14 In sum, GTE's CUITIInl revenues reflect lhe total, actual cost of 

15 providing aecvice today, and lhete costa are the costs an efficient 

16 provider would Incur In providing ubiquitous telephone service 

17 throughout GTE'a service l.efritory. Acl:xlrdingly, we can identify t.oday':s 

18 costs of eupp;o til tg unlversal service by celeuloting lhe Implicit supports 

19 generated by selected servlcea. GTE'a Support Analysis dlacussed 

20 above shows this calculation, end conservatively Identifies Implicit 

21 supports of over $487 million per year for GTE. This $487 million Is. in 

22 essence, today' a /mplicil universal &ervlce fund. As I discussed oorlier. 

23 the pl.fJIOM of a cost model Ia to help elleblilh an explicit fund thal ia 

24 sufficient to preserve end malntoln universal service. If a coat model 

25 falls to produce a fl.nd size c:onmensurate with today' a Implicit fund, we 

14 
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1 rTUSt as11 Ykrf, rod, if necessary, we must adJUSt the results of the coat 

2 

3 

model to aocuratety renect loday'a universal service requirements. 

4 Q. ARE THERE ANY OTHER SOURCES OF IMPLICIT SUPPORT IN 

5 ADDITION TO THOSE LISTED ON YOUR SUPPORT ANALYSIS? 

6 A. Yea. For example, yellow pages adVertising has been used by the 

7 Commiulon to provide aignif1C8nt support for basic service customers. 

8 Although GTE o.rrently operates under a prloe-aop form of regulation, 

9 the foundation for the Initial HI of price-cap rates was based on a 

10 revenue atream that Included •tmpuled" yellow page advertising 

11 contrtbutioN as a SOIXce of support. That level of ' impuled" Implicit 

12 support neoeaaarily continues on In e price-cap environment 

13 

14 Thla example of enother sour<.;e of universal service suppon 

15 l6lder&cores my point that the $487 mll::on that I previously computed 

16 Ia a conservative elllmate of today's Implicit unlver&el service fund. 

17 

18 a. THE PURPOSf OF' THIS PROCEEDING IS TO EXAMINE THE 

19 TOTAL COST OF PROVIDING BASIC LOCAL SERVICE USING A 

20 COST PROXY MODEL WHY ARE ACTUAL COSTS AND CURRENT 

21 IMPUCIT UNIVERSAL SERVICE SUPPORT REQUIREMENTS 

22 RELEVANT TO THIS PROCEEDING? 

23 A. The Legillature dlrected tho Commtnlon to Investigate and repon on 

24 the total fOfVt'ard.looldn coat of providing bn~ local 

25 teleoomrnurUceiJons aervloa in order 'to eaaiat tho Leghllature '" 

15 
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1 establishing a permanent universal service mechani sm · (Section 

• 2 364.025(4)(b).) GTE believes that the Legislature Intended the 

3 Convnisslon to examlne the costs an efficient provider III'OUid incur 

4 /Ddsy in prtrlkling service. This must be so, given that the Legislature 

5 commissioned thlt study to assltt it in establishing a permanent 

6 universal service mechanism In 1999. Moreover, Florida law and the 

7 foderal Ad demand lholtoday'slevel of unive~t service be preserved 

8 and maintained, and therefore unlvenal service support must be 

9 calc:ulated with reference to the elllclently Incurred coat• of the 

10 Incumbent nrrler. Given this analysis, the Commission can test the 

11 adequacy of a forward-looking cost model by comparing its results to 

12 today's costa of supponlng unlvii(S81 aarvlce, wtllch are reflect.~ In 

13 current retn • • 14 

15 Q. HAVE ANV OTHER ENTITlES AGREED WITH WITH YOUR 

16 ASSESSMENT THAT UNIVERSAL SERVICE FUNDING SIZING 

17 MUST ACKNOWLEDGE THE ILEC'S ACTUAL COST 

18 CHARACTERISTICS? 

19 A. Yes, AT&T haa m8de statements In another procaed1ng that appear to 

20 IICICI.,.Iedge the use olec:tual cos1a in det8flllining a univsraal seMc:e 

21 fund s!ze. In September 1997, the Pennsylvania Public Utility 

22 COmmission held a hMring on ecoess charge reform. AJ. that heanng, 

23 AT&ra Director of Law and Govenvnental Alfairs testified that if en 

24 ILEC'a ecceu charges ere roduced. then the ILEC should be able to 

• 25 recoup ill lost reveouoa through either a universal service fund or rata 

16 
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2 

3 

<4 

5 

8 

7 

8 

9 

10 

11 

12 

13 

1<4 

rebalanc:lng: 

"(L)et'a amnne we're not in a &ltuollon where 

we've gal erty over..amings. We're in e company 

that's within the regulated base, than t am 

supportive of revenue neutral changes for the 

oo1npany ...tllch would mean one of a couple of 

thlnga. Either when you lower access. you at tho 

same Ume receive funds from lha univor~al 

service which was the example we just talked 

about or you could also lower acceu while doing 

aorre rate rebalancing In temu of raising 

realdenUal rates or some other rates within the 

company. In olher words, WB /AT& TJ agree that 

ecx;oss is an Implicit subsldv QOlng to suppon 

15 resldontla/ loc81 setvloe. And, no, you shouldn't 

16 hBIIft thltt taken owoy and reduce access 

17 Independently . . : 

18 Tostlmony of G. Blalne Darrah Ill, Director-Regulatory, AT&T Law and 

19 ~entnenl Atrlira Dlvttion, Tr. 612-13, Inca Geoedc lnves!lga!lpn of 

20 lnt(Bitate Arf"'ss Ctwoo Ro!om). Docket No. 1-00960066 (Pa. Pub. 

21 UUI. Comm'n) (ltarnlcript of Sopl 11, 1997) [emphaals e<kled) 

22 

23 AT&T's analysis neoesaerlly acknowlodgealhal on ILEC's ragulated 

24 ~equal Ita allidenUy inc:uT8d coab, end lherefora when Implicit 

25 11 ibeldea era removed they m.sst be recovered from a universal service 

17 
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1 mechanl5111 In order to preS«Ve and maintain universal servloe. 

2 Although AT&ra admissions in Pennsylvania Involved rale-olofolurn 

3 regulation, lhe principle remains the same: Regulation Is a surrogate 

4 for competition, and an ILEC'a revenues equai the costs of an efficient 

5 provider, regardless of w111elher lhe ILEC Is subject to rete-olofelum 

6 regulatlon or an!' fonn of ~ regulation. 

7 

8 Q . WHAT WOULD HAPPEN IF THE COMMISSION OR THE 

9 LEGISLATURE IGNORES TODAY'S COST OF PRESERVING AND 

10 MAINTAINING UNIVERSAL SERVICE? 

11 A. If the Coovnlsslon or the legislature establishes o universal service 

12 fl.nd or mechanism based solely on the results of e long-run, for.vard-

13 

14 

looking oost model, end If this cost model follst.o produce a fund size 

necesamy to replace today'a lave" of Implicit support, then universal 

15 service will be jeopardized. Moreover, as I db~."l8d ear11er, tho usa 

16 of such o model would violate both federal and alate law, because It 

17 would not ptoduce a h.nd stze sufficient to preserve end maintain 

18 universal aervlce. Finally, insufliclenl universe! service funding will 

19 result In significant stranded cosls for ILECs, and such costa musl be 

20 recovered from conaumars. 

21 

22 IU. GTE'S POSITION ON SPECIFIC ISSUES 

23 Q. ISSUE *1 : WHAT IS THE DEFINITION OF THE BASIC LOCAL 

24 TELECOMMUNICAT10NS SERVICE REFERRED TO IN SECTION 

25 384,025(4)(b), FLORIDA STATUTES? 

18 
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A. Under Sec:tlon 364.02(2) ol the Florida Statutes, "basic local 

lelecommunicatJons servioe" comprises· 

•volc&-grade, flat-rate residential, end nat-rate 

alngle·line busines.s local exchange services 

which provide dial tone, local usage necessary to 

place U'11lmlled cells within a local exchang~ Qr@!!, 

duel tone multi frequency dleling, ano r.ccess to 

the following; emergency aarvicas such aa "911", 

all locally available lnterexdlange companies, 

directOI)' asaisteooe operator services, relay 

MIYices, and an alphabetlcal directOI)' listing. FOI' 

a local exchange talecommunlcat'ons company, 

such 181m e.hall include any extended area servi<:e 

routet, and axten<leod calling aarvica in exlatence 

01' Ol'derad by the CQmmlsslon on or before July 1. 

1995.' 

18 Q. ISSUE 2: FOR PURPOSES OF DETERMINING niE COST OF BASIC 

19 LOCAL TELECOMMUNICATIONS SERVICE APPROPRIATE FOR 

2(1 ESTASUSHING A PERMANENT UNIVERSAL SERVICE 

21 MECHANISM. WHAT IS THE APPROPRIATE COST PROXY MODEL 

22 TO DETERMINE niE TOTAL FORWARD·LOOKING COST OF 

23 PROifiDING BASIC LOCAL TELECOMMUNICATIONS SERVICE 

24 PURSUANT TO SECTION 384.025(4)(b), FLORIDA STATUTES? 

25 A. First and foremost, GTE does not believe that e permanent universal 

19 
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1 service mechanism can be determined solely through the usa of a 

1325 ~I 

• 2 long-run, forward-looking cost model, and GTE does not believe the 

3 Legislature intended such a result. For &Kemple, the Legislature 

4 directed the Commission to report on ·the relationships among the 

5 costs and charges associated with providing basic local service. 

6 Intrastate BCC8S3, ond other services provided by local exchange 

7 te~ec:o~Tm..rlic companies: and this report is independent of any 

8 report addreasing the results of o cost proxy model for basic local 

9 service. This report would be lrreleVBilt If the Legislature Intended t.o 

10 establilh a~ u-~iversslsorvlc:e fund based solely on forward-

11 looking cost models. 

12 

13 Second, as I dlswssed in Part II of my testimony. GTE believes that • 14 any explicit unlverul servica fund or mecllanlam must be sufficient to 

15 replace all of today's Implicit subsidies, and the results of any cos! 

16 model should be adjust&d to accommodate this goal. Olherwise, 

17 U"llvsl'l8l service will be jeopardized and the usa of the cost model wi! 1 

18 violate federel and state law. 

19 

20 Third, GTE does not agree that a cost proxy model shol.ild be used to 

21 determine the cost of providing sorviees. GTE believes that company-

22 spGCifiC models and company-specific costs should be used, because 

23 IIley more accurately reflect the corte of providing service In Florida. 

24 

• 25 Wtlh thete llmitallonlln mind. GTE bellevss that the BCPM Is the moro 

20 
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1 1'88$01\8ble proxy model, but that the BCPM shOuld be populated With 

• 2 company-specific inputs. These issues are addressed in the direct 

3 testimony of GTE wrlnesses David Tucek, James Vander Weode, 

4 Michael Norris and Allen Sovereign. 

5 

6 Q. WHAT IS THE TOTAL COST OF PROVIDING BASIC LOCAL 

7 SERVICE IN GTE'S TERRITORY AS CALCULATED BY THE BCPM? 

8 A Using GTE-speeifte Inputs, the lotal cost of providing basic local service 

9 In GTE'a territOty on an 8Mual basis equals $771 million. This tolal 

10 cost was calculated using a thre&-step process.: 

11 

12 El.ctl. the BCPM produced the costs of providing basic local service 

13 <.IJl.. supported services) at a wire canter level on a per-line basis for 

• 14 each wire cenler within GTE' a service tenitOty. (Obviously, these costs 

15 vary by wins center.) Secpod the total cost of providing basic local 

16 service fOf all customers within a &pacific wire canter was cnlculated by 

17 multiplying (I) the BCPM'a cost per line by (II) lho number of unes In that 

18 w:re center. lhi:Jllhe total cost of providing basic local service for all 

19 or GTE'a service temtOty was calculated by adding together lho total 

20 cost• of each wire center. 

21 

22 Q . BASED ON THESE RESULTS, WHAT UNIVERSAL SERVICE FUND 

23 WOULD THE BCPM CREATE ASSUMING THAT TODAY'& RATES 

24 FOR BASIC LOCAL SERVICE REMAINED THE SAME? 

• 25 A Under this anumption, ttne BCPM would produce a total support 

21 
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2 

3 

requirement for GTE'a service terril()()' ol about $366 mllhon per year 

The intrastate portion of thla support would be S3<17 million . 

4 Q. HOW DID YOU CALCULATE THIS FUND? 

5 A AI noted above, BCPM produces tho cost of provld1ng buic local 

6 aorvice on a per-line beals ror el!Ch wire center within GTE'- service 

7 terril()()'. The per-tine cost for each wire center was oompared to e 

8 revenue estlmlle (or benc:hmlrk) based on GTE'a currently tan1fed 

9 retea for basic local ltfVIoe. In thoae wire cer:!era where co•ts 

10 

11 

12 

13 

14 

15 

G>CC a a tSed the reveooe benctvnlri<, tho dltleronce was multiplied by tho 

tUnber ot !Ilea In thlt wire cerur to .mv. et the :otal ~ required 

for that wire centM. The sum of tho a~s for each wire center 

equals the total 1UPP0f1 amount ($366 million). My Exhibit MCS-2 • 

attached, Ia tt t OY1pul of a BCPM<tertved apreadahoet that contains 

the ~ c:alo llalions behind the development of tho $366 million 

16 unlveraalltiVIce flnflflO aizlng estlme~ 

17 

18 Q. WHAT CONCLUSIONS CAN WE DRAW FROM THESE RESULTS? 

19 A All stated e.ni«, GTE doea not believe that a permanent IXliveraaJ 

20 MrVioe mec:t\lriam can be determined $0/ely through the UIB Of a long· 

21 I\JI'I, ~ 0011 model Rathl(, tile fund size •• calculated by 

22 BCPM (or by any cost model) muat be adJusted to reflect tocfay'a 

23 I.VliversalltiVIce aupport requirement• 

24 

25 The BCPM roaulll prove my point. Aa notod In my Suppor1 Analysis, 

22 
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1 a. ISSUE e(a): FOR PURPOSES OF DETERMINING THE COST OF 

• 2 BASIC LOCAL TEL.ECO!io!MUNICATIONS SERVICE APPROPRIATE 

3 FOR ESYABUSHING A PERMANENT UNIVERSAL SERVICE 

4 MECHANISM, FOR WHICH FLORIDA LOCAL EXCHANGE 

5 COMPANIES MUST THE COST OF BASIC LOCAL 

6 TELECOMMUNICATION.$ SERVICE BE DETERMINED USING THE 

i' COST PROXY MODEL IDENnAED IN ISSUE 2? 

8 "- The 0051 of providing basic localteiOCOITYilUI'Ik:atlons servlco should be 

9 det&mlined for each non-rurellfiCIJmbent LEC in lh8 State of Florida. 

10 ILECs are c:om~nlly the only camera obligated t.o provide basic 

11 universal aervlce on a carrill' of last resort basis in a defined 

12 geographic erea. Moreoval', ILECa have the netwoOO; in place today 

• 13 to provide aervloe to all customers within their servioe territory, and it 

14 is likely that tho ILECs' network will continue to be uaed to provide 

15 servioe. Thua, until ubiquitoos fiiCllitles.Oasee oompellllon develops, 

16 t..niverlal setVice suppo11 rshould be delennlned based on lh8 exlallng 

17 ILEC's current, actual cost of providing service. 

18 

19 a. DOES THIS COMPLETE YOUR DIRECT TESTIMONY? 

20 A Yes. GTE has not addresaed lnuea 6{a)-{c) in its direct teallmony, 

21 because lhsse luuea conoem LECs &erving fewer than 100,000 

22 access linea. GTE. however, reserves Its right to take a position on 

23 these issuoataler In the proceeding. 

24 • 25 

24 
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b Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 

6 

7 

8 

9 

10 

11 

A 

PC :.mu ~-

My name It Meade C. Seaman My businesa address is 600 Hidden 

Rldge, Irving, Texas. I am employed as Asaistant Vice President · 

Marl<eting $tvviees. I am testifying In this proceeding on behalf of 

GTE Florida Incorporated ('GTE' ). 

12 Q . DID YOUI PRESENT DIRECT TESTlMONY IN THIS PROCEEDING? 

13 A Yes. 

14 

15 Q . WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

16 A My rebuttal testimony addresses several positions advocated by 

17 patties in the dinlc:t testimony filed on August 3, 1998. Specificelly, I 

18 addleu poUcy lasues raised by AT&T witness Richard Guepe and the 

19 Florida CompetHiva Camera Association ('FCCA') witness Joseph 

20 

21 

22 

23 

24 

26 

Gillan. I will teave to GTE witness O.anner the rebuttal of Messrs. 

Gillan and Guepe on the economic issue of the trea~ern of loop 

cosla. Generally, I explain wtty the proposals of AT&T and FCCA are 

contrary •to the public Interest. fall to p.romote local competition, and 

fall to comply with the Federal Tel~lions Ac: of 1996 (Act) 
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• 1 Please nota that throughout my tutimony, I use lho tenns "auppott" 

2 end "a ibsidl B s" lrUrd\lngeilbly. A seMc:e is supported 01 Mbsidlzod 

3 whort its regulated price Is below the price that a firm could obtain in 

4 a competilivt marketplace absent regulaUon. 

3 

6 Q, DO YOU AGREE WITH AT&T WITNESS G\JEPE THAT THE 

7 TELECOMMUNICATIONS ACT REQUIRES THAT UNIVERSAL 

8 SERVICE 8 UBSIDIE8 BE MADE EXPUCIT AND THAT THEY 

9 SHOULD CC'VER ONLY THE FORWARD LOOKING ECONOMIC 

10 COST OF THE SUPPORTED SERVICES? 

11 A I catailly 111Jeelhat !heAD. requns that ell~ I0.4lPOf1ln today'a 

12 rates mutt be made explldL However, where government wenta 

• 13 telaptlone companlea to ofter service for Ins then It UUIIx coats to 

14 provide, government needs lo make up the difference-which Ia 

15 precisely what l.flivefaalaervice ~Is meent for. That's not 0.1ly 

16 fair, ifa necn.-y If Florida Ia to aee compemlon reach all customers 

17 end a.vioas. Thus, aa I ataled In my dlnlct tastimony, I dO not behave 

18 that a permanent l.fliveraal tervice mechanism can be determined 

19 solely ltYoultllhe use ora byoo!heltcol long-run fOfWal'd-loolung coat 

20 modeL 

21 

22 For a variety of reasons (lnduding l.fliverlal aervlce coocems), curent 

23 retail and whole..,. ralea are out of whack, I.e., the relatlonablp 

24 betYoaen 0011:1 end prica Ia ddlorted by govomment In order to keep 

• 25 certain ratu below coat. Congren recognized thia mix~ ol rates 

2 
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• 1 and directed, via the Act, that gaps between tha price and cost of 

2 supported S«VIces be identified and paid for-which Ia ona part of 

3 v.tl8t It men by saying that ln1>!icil support in ratas be made exphClt 

4 The other part or mal'Jng support explicit Is taking the burden off the 

5 prioea thai are ri(?N martted-up to pay for tha subsidies, so those 

6 prices can fall. Florida needs to untangle this web or subsidies (and 

7 thereby let prices reflect what services actuaiiy cost. or have the gap 

8 paid for by a universal support mecihanlsm) both for retail and 

9 wholeaale f..ioes in order to meat the Intent of Congress and to 

10 pnsserve universal service In a .ornpetitlve environment Thus, not 

1 1 only should the relationship of <;OS! to rates for supported services 

12 (those priood low) be determined, bu1 the cosVprlce relationship of 

• 13 tho!a seNioes providing support (those priced high) musl also be 

14 analyzed and reduced If fair and ubiquitous competition Is to develop 

15 In the local exchange. 

16 

17 Notwithstanding ell tho wor1t that has gone Into them, forward-looklng 

18 eoooomlc cost models ere just that-models. They're not the same as 

1:1 the real-wot1d costa of telephone seiiVIce today, which are what 

20 reeponslble decisions must be based on. 

21 

22 Q. DO YOU AGREE WITH AT&T WITNESS GUEPE'S STATEMENT 

23 THAT "THE SUPPORT FOR UNIVERSAL SERVICE SHOULD NOT 

24 INCLUDE SUPPORT FOR ANY BUSINESS LINE SERVICE AND • 25 SHOULD BE UMITEO ONLY TO THE FIRST RESIOENllAL LINE" ? 

3 
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A. No. To the extent the Commission or the Florida Legislature dos.1es 

business lines to bo priced below their full cost. then this sen·'<:e 

should be wpported-it's that simple. 

Indeed, both Florida law and the Act reflect this obvious point 

Section 364.02(2) of the Florida Statutes defines 'basic local 

telecomrrulk:aUons service" to Include 'vole&ilrade, nat-rate 

residential , and flat-rate slngl&-fine business local oxchange S8(Vk:as." 

Sec:tloo 364.025(4)(b) of the Florida Slirtues instructs the Commission 

to repon tc the Legislature. In order to aaalst the Leglalature In 

esteblishlng a pennanent universal service mechan1am. tho cost of 

providing "baelc local telecommunlceti.Jn service." Thus, It Is deer 

that the Legislature Inlands for business single Uno service to bo 

Included lm the universal service support calculation 

Furthermore, Section 254(b)(3) of the federal Act provadas that 

CQQSIITl!!CJ in nnl, insular, and high-cost areas should have access 

to tei8COn'V'IU\Icetlona and Information services-including 

~ llld advanced service~-et pricea thet are rea&Onably 

comparable to thole In urban areas. Congress, thereforo. did not 

exclude slngl~lne buslneas service from universal service aupport 

23 Q. SHOULD UNIVERSAL SERVICE SUPPORT BE LIMfTED ONLY TO 

24 

25 

FlRST OR "PRIMARY" RESIDENTIAL UNES, AS MR. GUEPE 

PROPOSES? 

4 
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• 1 A. No. Here 10M\ to the e~ttent lh8l publle policy requires noo-pnmary 

2 itilda ltill linea to be priced below lhllr full cost. then these hoes a110 

3 must be a. ipp«<ed 

4 

5 Histork:ally.IIJ residential linea have been supported, ~ther primary 

6 or aec:cndary. Today, for example, ell resldenuollinea within a glvon 

7 1"118 group are priced the same. Prelll118bly, tt~s pradice reflects the 

8 historical publle policy object/ve of surportlng all residential lines 

9 Accordingly, If thls objective Is to be !Mlntained. nc:lfl1li'•INtY 

10 residential hat na.- oorV1ue to,_,.. M4lPOit If lhls support does 

11 not conU,.,., it Is likely lhlllmlrkat disruptions would oc:x:ur 

12 

• 13 Alto, h Ia very dlmcultto Identify any per11Q.IIar line as primary wllllrn 

14 a given locelion. Indeed, one musl euumo lhat all other linea to o 

15 residence or loeetlon simply "don't count" f?l' universal service 

16 ~ In tenns of giVing someone basic acoess to the telephone 

17 1181work. But one does noc know I10W many CXIClSUTlerJ hve on a grven 

18 ruldenca or location, or wtlatthelf ralatlonlhrps may be 

19 

20 In aum, the Commiuion ahol.lid rejed Mr. Guepe's proposal to 

21 remove unlvarnl service suppon from cenain residential linea 

22 Attempting to do to may disrupt tho mart<et, could d&pnve some 

23 conaumera of ec:cen to telecommunications tefVices at affordable 

24 retes; and could Incant oonsumara to game the ayatem by obtalning 

• 25 another •primary' line from a MCOnd provider. Alto. attempcing to 

5 
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Q. 

A. 

ldentlly the primary line within a given residence would be an 

administrative nightmare. Instead. the Commission and the 

Leglelatl.re llhould fcx:us on maintaining an affordable price lor basic 

service; make universal service support available to all alngle.pat1y 

reslderilalllnu and single-line business linea; and let consumera 1n 

F lorida decide haw many lines and which telecommunications 

providers best suit their needs, 

BOTH AT&T WITNESS GUEPE AND FCCA WITNESS GILLAN 

SUGGEST THAT THE COST MODEL USED FOR UNIVERSAL 

SERVICE SUPPORT DETERMINATION SHOULD BE CONSISTENT 

WITH THAT USED FOR THE PRICING OF UNBUNDLED 

NETWORK ELEMENTS (UNEa). ;)O YOU AGREE WITH THEIR 

CONCLUSIONS? 

GTE believes that there must be reasonable relatlonahipa between 

and amor 111 "'" COS'.a end prices for seM::es and the coall And prices 

lor UNEs. And as I dlao.sssed In my direct testimony, these cosll 

should reflect today'll ectual costs of providing seNices a.nd UNEa. 

lf this is the pr'oiCiple espoused by AT&T and FCCA, then I agree with 

them. HoMvar, GTE doe$ D!21 agree that USF costa end UNE costs 

should be baaed on any coa' pro")' model. Finally, II a coat pro")' 

model Ia used lor USF purposes. that modal should not aupplant 

company-apecllic UNE cost modale 

6 
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7 

I will note that the Commission has already established what it 

believes to be the fOIWIIfd.kxlklng costs of UNEs for GTE. GTE does 

not 80f88 with the ComnWion's findings bacaU$a they do not reflect 

GTE's actual costs; nevertheless, these findings shOuld provide a 

"'1ooo" for the USF aupport datennfnations derived by Br1Y proxy model 

In this proceeding. 

8 Q. MR. GUEPE AND MR. GILLAN ALSO 4PPEAR TO SUGGEST 

9 THAT UNIVERSAL SERVICE SUPPORT SHOULD BE 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

DETERMINEL AT A STATEWIDE LEVEL DO YOU AGREE WITH 

11119 POSmON? 

No. Th8y appear to believe that universal service support should be 

oalaJiated by using a statewide average rata tor t>astc local 

telec:omrrullcations service (aaauming UNEs 1ra sat on a statewide 

average). This "averaging" proposal, however, will not produce the 

corract universal service fund slza. 

What they're saying is that if thera'a no problem, on average. than 

there Is no need for a solu11on ll's a lillie like the old statistics jok.e 

about a parton with his head In the oven and feet in the frozen lake 

whO Is on aven:~ge comfortabte. But of oourse, the coat of telephone 

I«Vioo \Wie8 quite a bit acrou Florida, and oompalitora can choose 

the profitable locations and aJstome,. and Ignore the real - as they 

ere now doing. "Fixing" the ptOblem on averego won't do very much 

to relieve the pressu'& from competition to ralaa rural rates to their full 

7 
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• 1 cost due to threats to the profrtable services or customers that are 

2 ~ providing the Implicit support. Such a policy CXlUid even make the 

3 problem worse. 

4 

5 The FCC and the FloOds Legislall.re have also recognized this poinl 

6 The FCC stated that "(T)he cost study or model muat deaverage 

7 support calc:ulallons to the wire center serving areas level at least, 

8 end, If feasible to even smaller areas .. .". (CC Docket no. 96-45. Par. 

9 250(10)). The Florida stawte requires the CommiS$ion to report costs 

10 •on a basil no geatar than a wire center." It is dear that a ~ic 

11 area no huger than a wire cerrter Is necessary to meet the 

12 requirementa uf the FCC and the Intent of the Florida Legislature. 

• 13 

14 Perhaps recognizing the problem with hls argument, Mr Guepe 

15 appears to attempt to dtr1N a dlstlndlon betw9en the determination of 

16 •costs" and "suppaf by maintaining that If ~ are determined at a 

17 wire center or smaller level, then the results cen be summed In order 

18 to determine IUI)DO!'I at a statewide level. To suppon his position, he 

19 references certain statements from the FCC's Order. but these 

20 1tatemonts, In feet con~edict Mr Guepe's claim: the FCC requires 

21 that "any USF colt etudy or rnodol ... must deaverege sypooo 

22 calculations at least to the wire center level." (Emphasis added) 

23 

24 Nolwithstandlng the dear raqufrements and ln'.ent of the FCC and the • 25 Florida t.egialatura, If the Commiaslon wore to determine universal 

8 
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seNice support at a statewide level, the opportunities for new 

entrants, who utilize their own facHities to provide service, to 'cream 

aklm" WCIJid b3 slgnlfiCSntly incr8a$ed. For example. CLE~ would be 

able to receive universal service support based on a statewide 

average determlnaUon, white targetlng only high density. low cost 

areas to serve. This would clearly not enhance Incentives for local 

exchange competition in rural. less densely populated areas of the 

state. 

Clearly, a U'lMneJ service irrc:>lementatlon iiSUB is how USF amounts 

will be shared among the ILEC and the CLEC when the CLEC 

employs UNEa to provision a supported service. But this 1S an 

implementation Issue that should not affect the correct development 

of the USF sizing procedures. 

16 Q. MR. GUEPE DISCUSSES THE USE OF A •REVENUE 

17 BENCHMARK" TO CALCULATE A PERMANENT UNIVERSAL 

18 

19 

20 

21 

22 

23 

24 

25 

A 

SERVICE MECHANISM. DO YOU AGREE WITH THIS 

BENCHMARK APPROACH? 

No. The revenue benchmark approach-es used by Mr. Guepe and 

otllen;--wou!d artificially underatete the universal service fund by 

allowing lmplk:lt subsides to remain In CU'Tent rete a 

We cen Illustrate this point w11h e simple hypolhetleal e~e Listed 

below are (a) the sarvlces whose current revenues are used in 

9 
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calculating the benchmatk. (b) the curent monthly revenues resulting 

from ~ MtVIces, (c) the monthly costs for each service, and (d) 

tho revenue• that wilt be obtained In a competitive environment: 

(I) (b) (c) (d) 

SeMel Current Colts Future 

Avo ..g. R_,u .. 

Rwenu•• 

8uppor1ed .. ~ $10.00 128.00 $10.00 

A.cc.- $1 0.00 $1 .00 $1.00 

Toft $5.00 $1,00 $1.00 

Vot11cal~ $5.00 $1 .00 $1 .00 

TOUI uo.oo 131.00 su.oo 

Under Mr. Guepe'a revenue benchmark approach, we subtrad the 

current revenues of $30 (column (b)) from the total costa of $31 

(column (c)) to errtve et e universal service requirement of $1 This 

approech &Ulfll81, hov.'ever. lholtoday'a above cost servrces - toll. 

access, and vertical si!H\'Icea - will continue to generate the same 

reveruea. In other words, Mr. Guepe anumes that lmphcit supports 

wilt remain. 

R11tumlng to the example above, tho corroct universal service 

requl111m01'11 can be dellM mil i8d In twO ~: EiW. simply subtract the 

coat or aupported aervlcea ($26.00) from the future revenues 

10 
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generated by these aei'Vicea ($1 0.00). This celculatJon produces 

IMllvenlal service requirement of $18.00. (This calculation assumes 

that tho just, reasonable and affordable price of supponed &ONices 

remains the same, I.e., is $10.00). S!IC9!ld, one may subtract the 

oos1a of all services ($31.00) from lhe rovonuos thai will bO generated 

from the services In a competitive environment ($13.00). This 

calculation yields, as it should, the seme ll'1iversal 50fVic:e requinlmonl 

of S18.00. This calculation Is premlaed on the fact that Implicit 

Mbsldles are not sustainable In a competitive environment. and that 

prices for non-supported services (e.g., toll, access, and vertical 

aervices) will bt driven to their economic costa. 

Our above example Is, of course, a hypothetical one end does not 

reftact all impiiCft aublldias -It n'Mifely serves to llluS1rata the Inherent 

flaw In Mr. GIICIPO's revenue band\mat1( approach, which Is a imply a 

means to keep implicit subaldi es In ILEC rates end thus sustatn the 

alNWTI-sklmming opportunities deSGI'ibed by the FCC In Its Universal 

Service Order. ~. A.g., Universal Servica Order at para 17 ("In~ 

~ ~ a carrier that attempta to dlatge rates significantly 

above cost to a dasl of CIJS1omers will lose many of those customers 

to a competitor. • • . New competitors cen target aorvlce to more 

profrteble a.tomers without having to build Into their rates the types 

of aon-subaldi81 that have bean required of ox11t1ng carriers wno 
serve all c:ustomera. '). 

11 
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Q . DO THE WITNESSES FOR AT&T PROPOSE REMOVING IMPLICfT 

SUPPORT FROM SWITCHED ACCESS SERVICES AND 

REPLACING IT WITH EXPLICIT SUPPORT FROM A UNIVERSAL 

SERVICE FUND? 

A Yes. A COIIOUOI'I theme In AT&ra testimony Is the removal of implicit 

support in switched access charges concurrent with the 

Implementation of an explicit universal service fUild. In February 

1998, the North Carolina Utllltlea Conlmlsrlon held a hearing on 

selecting a forward-looking cost methodology. At that hearing, Mr. 

GIUan testified o.o behalf of AT&T that 

the Commiulon should act Immediately to prescnptively 

reduce these rates (switched access) to cost-based levels 

ooncurrant wlih the Introduction of an external, el(l)licn 

universal service mechanism. 

(Transcript Vo11, p. 60, Lines 10-12, Docket P-100. Sub 133b (North 

Carolina UUIItles Conlmlulon) ·establishment of Univoraal Service 

support Mechenlsm Pursuant to Section 254 of the 1996 

Telecommunications Ad', lransctipt of February 3, 1998). 

Furthermore, In my direct testimony, I referonce a quote from Mr. G. 

Blaine Darrah Ill, AT&ra Director of Law end Governmental Atralr., 

In 11 Penn~ylvanla Public Utility Conlmlnion hearing in which Mr. 

Darrall states lhat •acceas It an Implicit ll.lbaldy going to aupport 

residential local eeMol. And no. you lhouldn't have that taken 11Way 

and reduce accest Independently: (Tr.612-13, In Generic 

12 
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lnveltigatlon of Intrastate Access Charge R.efonn. Docket No. 1-

00960066 (Pennsylvania Public Utilltlas Commission), transcript of 

Sept 11, 1997). 

Notice how AT&T Ia attempting to game the system. AT&T argues 

ltlallmplldit suppcwt must be removed from switched access charges, 

thore!)y iowering AT& rs cost of dolr.g bvslness. Indeed. In Mr 

Guepe's calculation of hla proposed revenue benchm.Y..., he makes 

an acljuslment to reduce Intrastate 11CC8S$ revenutos In recognition of 

the fad that these rates •should b& recomputed to reflect the 

Implementation of cost baed access charges: But Mr Gueoe 

Ignores the lmp!!cjt "mrvt oootalned In rates of byajneu customers 

loll Vflflieel jMyletJ BOd vOI!ow pages. The qut1slion. of course. Is 

"why"? The answer is obvious -AT&T romoyes implicit subsidies 

v.1'lere doing 10 reO.ICel lis costs, but retains lmpllclt subsides In other 

services to preserve its cream-skimming opportuniUoa. 

In sum, AT&T and FCCA would have this Ccmnisslon remove Implicit 

support In rates for setvfcea tney purchase (e.g., switched acaua). 

but maintain Implicit support in the rates for services foc which they 

intend to compete (e.g., bvslness local, 'toll. etc.). This position falls 

to paaa any COIMIOO &ense tests. eapedally wllen switched access 

is Imputed as a minimum cost basla for determining toll cetes. If 

switched access rates are reduced, than the Commiuion must also 

mendato that lha Implicit support oontalnad In ton rates mua1 also be 

13 
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eliminated on an equivalent basis. AT&rs position Is contradictory 

and muat be rejected. 

4 Q . YOU HAVE EXPLAINED GENERAllY THE PROBLEMS 

5 ASSOCIATED WITH THE REVENUE BENCHMARK APPROACH. 

6 

7 

8 

9 

10 

11 

12 

• 13 

14 

15 

• 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

ARE THESE PROBLEMS COMPOUNDED WHEN YOU DEVELOP 

BENCHMARKS USING AVERAGE REVENUES? 

Yea. Mr. Guepe, fOI' example, usee ayerage revenues to calculate 

univeBal service aupport requirements In T abies 1-3 of his direct 

testimony. The use of average revenues exacerbates the aeam­

aklmmlng problems I just discussed, and produces an lnwtflcient 

universal service fund. 

Let' a reu.m to cu eat1ier example, but this lime lei's mow the current 

average revenues as being genorat.ed by IYQ customers: 

~ 1111 CUII.Om.er ll2 Aver.ge 

8upportad uMc:ee $10.00 $10.00 $1 0.00 

Toi,V~, ele. $0,00 $40 .00 $20.00 

Total $10.00 Sto.OO SSO.OO 

Notice whet happelas using the average rovonue approach: The cost 

of $31.00 (ahown on pege 14) len !he ayecaae revenue of $30 again 

yields the ume lncotrect universal service auppon of $1 .00. 

Asaunlng the cost of PfOvldlng supported services Is $28.00 (5e6 

14 
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• 1 page 10) and thatlhe revenues for non-supported services can only 

2 cover lhelr costs. lhen lhe total universal service suppon Oows are 

3 depldedaa: 

4 Ser.lce C.momertl Cuolomlll2 AveniQt 

5 Current Ratet Current Rates 

6 SuppoNd SeMc:es Revenuta $10.00 $10.00 $10.00 

7 ToJ. Va<bt., tole. R_.,.. $0.00 $40.00 12000 

8 Total $10.00 ~.00 $30.00 

9 ~ $28.00 $34.00 S31 .00 

10 Impled Support $ 118.00 (511.00) $1 .00 

11 

12 Customer tl1 would be receiving $18.00 of suppon of which $16 00 

• 13 v.o.Jid be derived from Implicit support contained In lhe rates paid by 

14 customer #2. But lhe future competitive mar'o<et will not allow tnter • 

15 OJStomer .. IPPOt1 flows to continue. r.aUonal competitive markets will 

16 result In the rates shown below 

17 StMc:e Customtr l 1 c:ustom.rl2 A-ev• 

18 MarUI Rates Mar1<11Rotn 

19 SIIJ'POfWd SeMces R_,.... $10.00 $10.00 StO.OO 

20 Toll, Ve111ca'-. elc. Rav.n._ $0.00 se.oo S3.00 

21 Total $10.00 SHIOO $13.00 

22 ~ $28.00 $34.00 S31 .00 

23 Impled Support S $11.00 111.00 $11.00 

24 From thla we can diacem the obVious facl that if lhe coat of a • 25 I' 'WQrted aefVIoe Ia $28 and the revenues generated by thetaervlce 

15 
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Is $10, the universal service requirement will be $1 8 per supported 

service. 

This example Illustrates that not only is the revaniJO benchmar1< 

method flawed. the use of an ayocage revenue benchmark 

exacerbates the problem. 

8 Q . DO YOU AGREE WITH AT&T WITNESS GUEPE'S ASSERTION 

9 THAT BOTM REVENUE SURPLUSES AND REVENUE 

10 SHORTFALLS SHOULD BE SUMMED ACROSS WIRE CENTERS 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

TO DETER..~INE THE APPROPRIATE AMOUNT OF SUPPORT? 

No, t.hls procedure Is just another version of the ·avaraging' scam 

Once again. the problem with Mr. Guepe's methodology Is that lmplicH 

Sl.bsldles would remaln In rates in ways that would benefit AT & T. bu1 

not th e public. In this case, the assumption Is that Implicit aupporl 

contained In rates In low cost, high density areas, for example. can be 

maintained end will no1 be ~ to oompotitlve pressures. tf lmpliot 

subsidies remain in rates, the requirements of the Act will not be mot. 

competition win eventually aive these rates to cost and the result Will 

bo an unc:lefaizod universal service fund - with correspondingly 

artlflclaJiy inflated competitive opporluntties for AT&T alo!llllhe way to 

taro-t hlgtwevenue customer•. Once again, the right policy fits the 

law - a properly sized, sufficlent and expticlt universal service fund 

can only be realized If all fmpliclt subsidies are made explicit. At tho 

end of the day, the explk:it unlversaJ seMc8 fund should be no bigger 

16 
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• 1 0( smaller than the implicit supports already contained in the ILECs' 

2 retail rates. 

3 

4 Q. DO YOU AGREE WITH AT&T WITNESS GUEPE'S CLAIM THAT A 

5 FLORIDA UNIV£RSAL SERVICE FUND IS NOT REQUIRED? 

s A. Absolutely not. A simple 8Xllll1lla based on AT&T' a own methodology 

7 proves that the universal service fund In Florida cannot be zero. 

8 

9 The analysis In EJ<hlblt No. MCS-3 lists (1) GTE's 1997 rates and 

10 revenues in Florida fO( switChed access services and (2) AT&T's 

11 proposed rates (and resulting revenues) fO( these same services 

12 using the output of the HAl Model 5.0a aubmittod to this Commission. 

• 13 

14 Even with the 818\u!ory redudlon of 15% in intrastate ecce sa rates as 

15 of October 1, 1998, the conclusion staled in the Exhibit does not 

16 change. This oomparison Illustrate• that if AT&T'a proposed access 

17 rates- ddoptad, GTE's annual aoc:ess revenues would be reduced 

18 by $324 million (le., $351 - $27). This figure represents AT&T's q,yo 

19 eallmato of the annual irnpllcit 11JPP0r1 that exlst today In Gll:'s 

20 access charges. Following tha logic established by Gillan in NO(th 

21 Carolina end Darrah in Pennsylvania, if intrastate switched access 

22 rates are reduced to the levels proposed by AT&T, S152 million In 

23 Implicit support fa eliminated through rota reductions (sea Exhibit 

24 MCS-3), then it must be recovered explicitly through a univBnlal 

• 25 S8Moe fund, auunlng GTE'a retail rates remain oonstant.. Therefore, 

17 
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Mr. Guepe'JS condualon that a Florida universal service fund is nol 

required Is erroneous. 

4 Q. CAN THE. UN:vERSAL SERVICE FUND BE PROPERLY SIZED BY 

5 ANAL VZJNG A SELECT NUMBER OF SERVICES? 

6 B. No. A poperty sized, 8UIIicient, and explicit lriversal aeiVice fu1d can 

7 only be rulized If the full scope ~ lr11>fldt llbsldles ere made explicit 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

N8t\.n11Jy, lthe testimony of AT&T narrowly focuses on the removal of 

Implicit subsidies in switched access services However, Implicit 

support exl$ta In olher services. My cflr8d testimony establlahed that, 

In eddition ID I'Mtched acceas, lntraLATA toll, bus.lnen services and 

Yef1lcal fa.tr.n1 also provide ISW&r'181 service 1uppot1 GTE Intends 

to reduce rata for switched eccess, lntralATA loll. bualness aen.:ces 

and verticel services as it receive a expllcot support from the universal 

service fund, 10 that the benefits will flow through dorectly to 

cuJtomera. The falfiM'& to recognize and make explicit liiJ Implicit 

support results In an undersized universal service fund and the 

retention of Implicit support In precisely those I8IVic:es which are likely 

to be pert ot the bundle ot JefVices provided by CLECs • business 

services, inlraLATA toll and venlcel featun~s. As audl, dollar for 

dollar offa:ell aolely from IWitched access to an explicit un;varaal 

MIVIce find will not aatlsfy the Act' a requlrementc for a sufficient end 

predictable fund. 

18 
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Q . 

A. 

OOI!S ThiiS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 

19 
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1 BY MR. PO:IBLL t 

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

3 testimony? 

4 A Yea, I have. 

5 0 Please proceed. 

6 A Aa you know, the Commiuaion has been directed to 

7 issue a report to r.he legislature in February ot 1999. The 

8 u~Limate purpose of that report i s to deal with the 

7 preservation, maintenance, and enhancement o f universal 

10 uervice. This proceeding deale with the coot of basic local 

11 teleco~t~nuzucationa aervice, but I believe the CO<mlillsion 

12 should recogni~e a series o! fundamental principleo that are 

13 necessary in evaluating costs and making a rational judgment 

14 about the validity o f thoae coots, and I would like to speak 

15 to those briefly. 

16 GTB witnesses will folloY me to talk end deal 

17 with the cost apecific i soueo. and I would like to deal with 

18 tho f undamental queetions that have to be anowered . And 1 

19 would suggest that t here are four common sense questions 

20 that you might aak aa you listen t o my testimony today and 

21 as you reflect on the testimony that you have heard earlier 

2' and the toatimony to follow. 

23 And tho first question is why is the PCC, tho 

24 Joint Board, and atato commiaaiona all across tho country 

25 dealing with univaraal service iaauea today? As or the fall 
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1 report on penetration, there is some 94 percent of 

2 households, t he 170 million households across the United 

3 States that have telephone service. so one might think that 

4 universal service really isn't much o f an issue. And I 

5 would suggest to you that in the federal act of 1996, that 

r. Congress recognized that retail rates and acceso chargee are 

7 disoriented , and that in o pro-compet itive environment that 

8 w<· began eC'I\bo.rking on in 1996, it would be necessary t o make 

9 implicit supports for universal service explic~t. I think 

10 that is a very clear issue, and there is A very long history 

11 of how those supports became implicit in the rates that we 

12 have in the induatry today. 

13 The eecond corrrnon acnae question 1 would aak is 

14 why has Congress dictated that the states and the FCC make 

15 explicit the eupports that when you l ook at a family o! 

16 service concept one might think that they arc unwarranted? 

17 And the answer to that queotion in my mind ia that there are 

18 implicit supports that a family of service concept will only 

19 work if you reetate revenue streams on a going-forward basis 

20 as you have incremental coot. I have done that in my 

21 t estimony. and I'm eure we will get to oo over that. 

22 The third common sense question I would ask le 

23 has this Commission already determined the cost of ba8 i c 

24 local telecommunications service on a wholesale baoio, and 

25 can those coste be used to size the universal service fund? 
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l And I would suggeet to you that the answer, again, is yes. 

2 In GTE'o ONE p1~ceeding, the Commission reviewed cost 

3 studies and defined the cost of an unbundled network element 

4 for loops, ports, and switching, local owitching . The very 

,. elements that go into building a basic local 

6 teleCOCI'r!WiicatiONI network and the services that underlie 

7 them. So it •a simply a mathemacical matter of pricing those 

8 coot~ out in relationship to OTE'e service territory. 

9 I have done that calculation, ~t's 1n my table in 

10 my testimony. And what that identifies is a very huge 

11 implicit support for universal service. Some $487 milhon. 

12 And I would like to point out that that is not a new source 

13 of revenue eo GTE!. Those are rates that are in existence 

14 today. There ie noth~ng new in that number. It simply is 

15 an implicit eunport contained in GTE's rates that in my view 

16 111\111 t be IliA Q• ~ 1c1t by virtue of a co ngressional ed1ct. It 

17 is a rather shocking number, but nonetheless it io a real 

18 number. 

19 Th& fourth question that I would aok you to apply 

20 is will mainta.ining the scatus quo in raceo or arbitrarily 

21 un~orsi~ing the unlversal fund requirement mandated by the 

22 act be benefic·ial for conaumers? And I would suggest to you 

23 that the answer to that question is aloe no. The implicit 

24 supports for OTB are very large. They will and are today 

25 targeted by new entrants when they ant.er the market . Wh~n 
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they ~ter the market, they siphon off through cherry 

picking ~bose very supports that make universal service 

possible. By ignoring that and underestimating the s ize of 

universal service suppo~. the support that is already 1n 

the rates today, simply make matccro woroe tor the local 

custome:rs of tomorrow. That concludes my sUI!'IMry. 

MR. POWELL: Madam Chair, Mr. Seaman is available 

for crcosa exam.lnation. 

CROSS EXAHlNATION 

BY MR. HATCH: 

Q Good evening, Mr. Seaman. My name is Tracy 

Hatch. I wi ll be asking you a few questions on behalf of 

ATlcT . 

Do t understand your testimony correctly that you 

would define tho test for support ae where your current 

revenue uceedJI c;he economi c cost for .:tny given service, 

would that be a fair statement? 

A No. 

Q All right. How would you describe your teat for 

implicit support, then? 

A On Page 6 of my tostimon~, r hove a table. That 

table identifies three thinge, tho revenue that GTE ":"eceivee 

today for what I believe to be the five primary contrlbutore 

of support for universal service, local buaineou , vertical 

services, toll, intrastate access, and interstate access. 
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1 The second column identif i es what 10 labeled 

2 economic coats and what that represents is the Flonda 

3 Public Service Commiaaion ordered unbundled network element 

4 rates priced out for loops. porta, end local usage. The 

5 very elements that are par t of basic eerv1ce. By making a 

6 

7 

' 

comparison of thooe t wo numbers, I believe you end up with a 

complete comparioon of the ebbo and !lowe of the universal 

service support, which i s the third column, and it 's elmp iy 

9 a matter o f aubst ract i on. And that i s the ~487 mil lion 

10 dollars of support that 1 believe ie neccosary for Florida 

ll for OTE territory. 

12 0 So you· teet for whether a l ocal business 

13 provides support would be whether local business revenue 

1~ exceeds your economic coot, io that correct? 

15 A That's correct. In essence, what we are saying 

16 i s that the economic coat as defined by this Commiosion by 

17 definition becomes the forward-looking price in a 

18 competitive mdrketplace. and eo you must reprice revenue 

19 streams to be commensurate with that. 

20 

21 

22 

23 

24 

25 

0 So if I look at the . ~ttom of Column c. and that 

total of $487, 092 , 000, that t o the number that you argue is 

t he total amount o! support by your termD, is that correct? 

A That's correct. 

0 So if I look a t and tho bottom of Column A, 

that is the 771 million, that i a the total revenues from the 
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1 services listed, .i a that correct 7 

2 A Bas·ed on today' e rate, that's correc-t.. 

3 0 So it I juet do a little bit of ar1thmet1c and 

4 divide 487 million into 771 million, would you accept 

5 subject to check that that is approximate ly 63 percent? 

6 A I'm sure you did the math right. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

l7 

lB 

0 So am 1 to understand that 63 percent of the 

r evenues from the eervices listed in Column A are 

esaeotially a subsidy to something, is that corr ect? 

A As defined by the unbundled network elemenL 

pr.ices eatabliahed in our UNB proceeding. Which by the way, 

GTE dieagreea with, but nonetheleso those arc the costa and 

prices tor unbundled network elements that this Commission 

hae determ.ined. 

0 One of the things that ia con(using me, maybe you 

can clear it up for me, is that through the course o f your 

testimony you refer to your actual coer. of providing service 

and you equate t:Jat to the revenuea you currently gene•·ate 

19 from that service. Do t underutand that correctly? 

20 

:u 

A 

0 

That • a correct . 

So you arc equating your cost o ( providing 

:12 service is the same thing as your revenues from providing 

23 service? 

24 

25 

A 

0 

That • • correct. 

Turn to Page 10 of your direct testimony, 



l starting at Line 25 and then carrying over to the top of 

2 Page 11. And you state there an tLEC'o currtot revenue 

3 properly reflect the total actual coeto an efficienc 

4 provider in a competitive market would incur today in 

5 pr...,viding ubiquitoua service. Co you see that atatement? 

b A Yea. I do. 

l355 

7 0 Am I to understand from that atatement that you 

B consider GTE an efficient provider in a competitive market 

9 today? 

10 A Yea, ' do. And let me eKplain why. There are 

11 three elements to my rationale for that. One -- I'm goin9 

12 to make a note eo I don't forget. There are three elements 

13 to that rationale. One io purely from the standpoint of 

14 historical reg~lation. It is a c mmon belief that rate o( 

15 return regulation has been in place tor decades to t3ke a 

16 monopoly p.rovided service and make It act as i! it were 

17 would act in a competitive environment. 

18 That hae been around tor a very long LlrM, and 

19 everyone recognizee that there are probably some 

20 imperfections in that, so price caps evolved. And what 

21 price cape attoeftlpted t o do in to providl! an i"'centive for 

22 the incumbent LEC not to overbuild the plant. for moot of 

23 the 1980&, a big part of the Bell companies have been under 

24 some form ot pTice cap. In the 1990&, several of GTE firms 

25 moved under the price cap scenario. The three biggest 
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1 companies that GTE operates are the Florida company, the 

2 Texas company, and the California company. That represents 

3 roughly half of GTE'a revenue stream . 

4 And as I segue into the second iosue, which io 

5 personal experience, I have served on a number of executive 

6 COII'Initteea dea1igned to look at removing coats from the 

7 bueineaa and t&king and improving revenue streams.· Since 

8 half of our reovenue stream is under a pr.ce cap scenario, lt 

9 is inconceivable to me that GTE would not move aggressively 

10 to remove coat, and over the last Cew years I think it has 

1! done so. 

12 But we have run into a little bit o! a dilemma .. 

13 Th.a loot three' yaars or so it has become increasingly more 

14 difficult to take costa out of the businoso. In fact, I 

15 don't think anybody can provide local switchiny or outside 

16 plant facilities for the mass market any cheaper than GTE 

17 can do. 

18 No,.., let's think about that issue !or a second. 

19 There are really two components, major componento of 

20 investment. The first is switching. A big piece o! that is 

21 the rOIUlt O( C~Utor prQCessing, and w~ tll know Lhat 

22 computer price a have dropped substanuall y over t:u, iaot fe1· 

23 years. But that ia not all of switching. Thoro are 

24 buildin~;~e to house the aw.ltcheo, thore 8ro Crameo to hold 

25 the wLrea that go into the switches. ~nd thoro i e labor 



1 related to those coats. All of those things have been 

2 increasing rather than decreasing. 

3 On !the outside plant aide, the predominant 

l357 

4 portion of thalt coat is copper. which has been increasing i n 

5 coat over time, and lah'~'" , Also an incr,..asi ug coot: 

6 component . So from peroonal experience. 1 believe we are 

7 p r etty darned efficient. And the last iosue has to deal 

9 with my belief , and strictly my belie! of congressional 

9 intent. It is inconceivabl r tn me that Congress would have 

10 put in place a mechanhm unJ er the act that would require us 

11 to r eprice services and in essence perform a ratemaxing 

12 adjus tment to our >:evenue stream without due process. They 

13 sexed -- the Congress directed that the unbundled network 

14 element and interconnection negotiations occur, that it do 

15 so without regard to a rat:em.•k ing proceeding, and h ' s my 

16 belief that what they intended wao to look at revenue 

17 streams and use that as a proxy under the notion that 

18 regulation has wo>:ked pretty darn well overall for coste for 

19 the companies and that has been our basis for our position 

20 acrose the unb\lndled network element p r-.ceedirv:!& and that is 

21 the basis tor our position here today. 

22 0 So, is it your posi t ion t hat ell o( your current 

23 costa are the moat efficient co~ts that any carrier would 

24 have if they entered the market today? 

25 11. Well, it • a a matter of degree. I will a:"ls>•er 
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1 that qu.estion in two ways. The answer io no, and I will 

2 explain why. All firms can improve their efficiency levels. 

3 I think it's pretty much a given that the FCC has been 

4 looking at productivity gains acrose the industry for pretty 

5 much 15 years, and they have plenty of empirical evidence 

6 th&t suggea1:a ·what that number should be. That number ia a 

7 possible efficienc-1 gain for moat firms, and it will go 

8 forward into the future t hat there will be efficiency gains. 

9 Number two is chat for isolated cuatomero it i .s 

1~ conc6ivable to me that a carrier could ~ very efficient in 

11 going &fter an isolated customer , but what my position io is 

12 that it says & ubiquitous network. And I don't believe 

13 anybody oan attac k che market and build the network for the 

1 4 t wo m.illion plus cuacomera that we have in the State of 

15 Florida any more efficient in the aggregate than GTE doeo . 

16 Q So you are e1y1ng on 1 tQtal aggregate 

17 company-wide baais to serve the total territory that GTE 

18 currently servea your costa are as efficient as any other 

19 provider·& going •nto that market to employ the same service? 

20 A Yea, I believe that. 

21 0 ~· GTE use GTD-5 owitcheo in 1ta network? 

22 

23 

A 

Q 

Yea, it does. 

DO you happen co know a percentage of ito 

24 switches that era OTD-5a7 

25 A As it relates --well, I don ' t know. and I 



1 wouldn't know what that percentage would be on a Florida 

2 basis o r a national bas is , but I do know that there have 
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3 baen stud iee conducted that s uggest that: for rural markets 

4 and tor the eervicee that typically customers buy, that 

5 GT0-5e are very efficient. In !act, in many case& much more 

6 efficient than any other -- much more ef!icient than other 

7 ewitches that are out there for the service te r ritorieo that 

8 we provide service in. 

9 

1 0 

11 

12 

13 

Q Woul d you consider Tampa to be a rural area? 

II No, but my understanding i,. that Tampa is not 

s erved by a OTD-5. 

0 Would you consider St. Petersburg a rural area? 

A NO. 

14 0 How much rural area is there in OTE's Florida 

15 territory? 

16 A I don ' t know. 

17 0 Has GTE deployed any GTD-5s in the loot five 

18 years? 

19 A In Florida? 

20 0 In Florida. 

21 A I don't know. 

22 0 Would you consider a GTD- 5 t o be forward-looking 

23 technology? 

24 II If it is tho least coot available switch, the 

25 anawer is yea. 
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1 more of • r:eaaon why I would believe GTE Florida is an 

2 efficient company. 

3 Q How much of - • let me start over:. How mony 

4 competitors did GTE actually have in its serving terr itory 

5 in Florida? 

6 A I • m not eur:e I would have any way to know the 

? aru~we:r: to that queation. I can answer if; in t erms of how 

8 many companies have been certificated as a competitive iocol 

) exchange company. 1 know there is in excess or 170 in 

10 Flo:r:ida. I know you could look at it in terms o! how many 

ll r:eaale linea have been aold. I alao believe that there i.o a 

12 lot of facility overbuild in Tampa and St. Petersburg, and 

13 it would be impottible lor me to predict or show what those 

14 competitors a:r:e doing in that area. I have no way to kno~. 

15 I just know they are there. 

16 Q What percent of GTE'o access lines are actually 

17 betng resold now? 

18 1\ It' .11 a arMll percentage. I don't know the 

19 percent. 

20 

21 

22 

23 

24 

0 

A 

0 

A 

0 

25 you mean? 

Leaa than 1 percent? 

I don't know the percentage. 

Lea.a than 95? 

The ••me •newer. 

Khan you tlllk about facilities overbuild, what do 
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Companies pucting in fiber r1nga. loops co large 

2 buaineaees, inatallin§ &Witehes in ehe Tampa/St. Peter sburg 

3 area, t hinga Uke chat. 

4 0 00 you hove any ~ay •• do you have any knowledge 

5 of how many customers GTE has loot in ito oerving territory 

6 in Florida? 

7 A Well, it's difficult: to answer that queotion, 

8 because competitoro don't rou t inely share thac information 

9 with you. I am reoponsible for the forecact>ng department. 

10 The forecasting department in GTE keeps track of chings like 

11 total minutes of use for the markeL, it keeps track o! GTE ' s 

12 share of those total minutes . 

13 In Florida, GTB has lost 63 percent o f intraLATA 

14 toll minutes of use aince intraLATA preaubacription . It's 

15 difficult to map those minutes to individual customers. !t 

16 is very difficu~t to determine io there dial-around between 

17 Tampa and St . . Petersburg. I guess it'a possible thac 

18 carriers arc going in there and offering dial-around 

19 programs between those two locat1ona. 

20 It becomes very, very difficult for GTE to 

21 demonstrate competitive loss. All we can do io look at che 

22 revenue atream, and if you wi ll look at Page 6 o! my 

23 testimony, you can look at toll there on Line 14 and see 

24 that there is only about $36 million in toll revenue for OTE 

25 Florida. That number vould be unheard o r ten years ago. 
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1 That's competition. I would be real eurprised if i~ wasn't. 

2 saying which cuctomers in ~he State of Florida are leaving 

3 GTE becomes problematic. The same thing occurs on ~he local 

4 side . If you were asked how many local customers have left 

5 the network, it would be very difficult to answer. All I 

6 know is when they have a local loop they have access ~o all 

7 of these other things that competitors are providing and, 

8 theretore, we lose ~oll. 

9 0 Mr. Seaman, isn't it true that ten years ago the 

10 vast majority of GTE'S intraLATA ~oll routes were converted 

11 to ECS routee? 

12 I don ' t know the time frame, but the point i s 

13 that there is a significant amount of loss in these numbers 

14 without regard to who the line is pr,.subscribed to. 

15 0 Well. it the toll route io converted to a OTE ECS 

16 route, t-hen OTE ien't losing toll, it's just converting 

17 revenue to local, isn't that correct? 

18 It that were the only phenomenon that was 

19 happening, that would be correct . I don't believe that's 

20 correct. What is happening io competitors are -- excuse me. 

21 CoMpetitora ore torgcting where the aubo i dy ia. tf you look 

22 at OTE's avera.ge rates across the State of Florida, you are 

23 going to see PBX rates in ridiculously high levels. I can't 

24 remember the number. It'o somewhere near $ ' 00. We are now 

25 selling unbundled network element loops. we are making that 



l availabl e to competitoro at the $20 range. There io a 

2 significant amount of pote~tial compression there . 

3 We haven't s old any unbundled ne t work element 

4 loops. There is a reason fo r that, I believe. And I 
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S believe it's because competitors are going to enter first by 

6 overbu~lding and targeting very large, very concentrated, 

7 very high volume business customers. Onc e they eatablish a 

8 bulkhead, then it's j ust going to be a matter o! :ime before 

9 they go further downstream. Today it's unlikely tha t AT&T 

10 or MCI'a support systems are ready t o take large quantities 

11 o f service orders for r e sale or unbundled netwo rk elements . 

12 It's ~robably unlikely that GTE ' S system io ready to do 

13 that. But it's going to happen and it ' s going to luppen in 

14 a big way once· competitors launch. 

15 0 Mr. Seaman, you said earlier that you were head 

16 of torecasting for GTB, is that correct? 

17 A I w-as the director of forecasting, and now I 'm 

18 the AVP, and t hat director report s c o me. 

19 0 Did you or any of your forecasting personnel 

20 forecast any expense reductions o r effi c1ency gains i n 

21 putting forth your inputs to the BCPM to make them 

22 forward-looking ? 

23 A You are going t o have to ask Dave TUcek that 

24 question, I'm not certain. Dave does wo rk for me, but I 

25 don't know the detaile at that level. 
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2 sure that 

3 s ur e that 
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Would you turn over to Page 21. I wan t to make 

1 have a question there, 1 just wane t o rMke 

it you look at Line 9. Oo you see on Line 9, 

4 it' s starting on Line 8, actually. It oays that using 

5 aTE-specif ic inputs, the total cost of provid4ng basic local 

6 oe rvice in GTE's terr~tory on an annual basis equals 771 

7 million , do you see t hat? 

a Yes, I do. 

9 0 Is ~hat a correct number? It ' s not a trick 

10 question, because we need to talk about this a little bit. 

11 I believe it is a correct: number . It you will 

12 refer to Page 1 of 13 in -- l guess I will call it MCS - 2R. 

13 which is 

0 I'm sorry, could I get tnat reference again? 

15 MCS-2R, which I believe 1., Exhibit 347 Is that 

16 what we called it? 

17 0 Okay , I ' ve got it. Now, where was l s upposed to 

18 go i n that exhibit? 

19 Page 1. These are the Hatfield inputs on 

20 average. And i f you will look over in about the third line 

21 down, I will call it the center of the page, it says 

22 adjusted total monthly cost, $33.01. And down about middle 

23 o f the page on the left-hand side of the column, there is an 

24 eligible lines number, 1,800,000-pluo. That 746 million is 

25 oimply multiplying the one point -· I will round it ·• 9 
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1 million eli g ible lines timeo $33.01, times twelve. 

2 0 So ~hat $771 million number on Page 21 , Line 9 , 

3 is not the same $771 million number that 1s on Page 6, Line 

4 17? 

5 A The $771 million number on Page 6 is not the 5746 

6 million number on Pege 21, io that right? 

7 Q Okay. There io a ·-

8 A That's cor rect. 

9 0 My copy of your testimony shows the number on 

10 Line 9 as $771 mill ion . 

11 A I believe you are looking at the orig1nal 

12 testimony and ·that- has been rev ised. In the original 

13 testimony the two numbers were the same and i t was a 

14 coincidence. 

15 0 Okay . I believe in your rebut~al testimony you 

16 ha"e stated that you uae the terms support and subs idy 

17 interchangeably, ie that correct? 

18 A That's correct:. 

19 0 Do you have a copy of GTS's responses to AT&T's 

20 fifth set of i :nterrogatorieo, Number 74? 

21 A I will check. 

22 0 I've got some extra copies of the page . I wao 

23 trying t:o avoid ~new exhi bit, but -· 

24 A I think I have f o und it . 

25 0 Okay . Now, 1 j uot want to mnke •ur e, becauue I 
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1 lad inquired o f counsel, but I want co confirm that th1u is 

2 not a conflden~i6l pieee of i nformation from your response. 

3 ia that correct? 

A Are you referring to a specific page of the Bates 

5 atamped document? 

6 0 Yea. The page number would be Bateu stamped 

7 Number 00029197 

8 A I have it, and it•o not marked confidential. And 

9 I would be okay with talking about it . 

10 0 Okay. That will make all of our lives 

ll unmeasurably easier. Now, could you also re!er to- - I'm 

12 going to talk about t wo different things simultaneously. 

13 One is th" Pag.e 2919, the. other ie on Pa<•e 6 of your direct 

14 testimony and the chart that you have there. 

15 A Okay. 

16 0 Now , from the chart that ie in your testimony on 

17 Page 6, the on·e major class of revenues that io missing 

18 would be the r .eaidential revenues, would that be correct? 

19 Everything else would cover virtually the entire company? 

20 A That's correct, 1 didn't show it. There are many 

21 other categor ies or revenue that you can look on 1\.RMIS and 

22 find, if you would like, but I did not show local revenue, 

23 that's correct. 

24 0 And if you look on 2919, that interrogatory 

25 reaponae, it doea list at the very cop in Table 1 your local 



l revenue , is chat. correct., for 1997, Column A? 

2 

3 

A 

0 

That. ' u correct: . 

hn.d that would be your 236,372,000 plus 
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4 65, 2 0 4 ,000 in end user common line chargee, and chat would 

5 conaticute your cotal residence local revenue, would that be 

6 correct? 

7 

(' 

A 

0 

That 's correct:. 

And according to t hat same chart in Column B, 

1 your direct cost for local residence io $527, 429,000, would 

10 t hat be fair? 

11 A That's fair , but I guess I would like to point 

12 out Page 2919 of the Bates data request io not the 

13 i nformation on which I relied to illuotroee tho impliclt 

14 oupport.s contained on Page 6 ot my direct testimony. Ti,ese 

15 coot studies were based on the ICM 3.0 version or th~ cost 

16 model that was filed in the fair and reaoonabloneao docket. 

17 And we did not. use those numbers in my direct teot1mony 

18 because the Plorioa Legislature directed ~s to uoe proxy 

19 models and we don't consider ICM to be a proxy model . so 1 

20 will be happy to ans..,er any quesc~ona I can about: che 

:1 schedule, but i f you are crying to get to the basis !or Page 

22 6, you need to go back a couple of pageo and l ook at 2922. 

23 

24 

25 

0 

A 

0 

Do you have 2922 handy? 

Yea, I do. 

It doean•c appear that there 18 ·· okay. There 
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1 doean ' t appear to bu much d ifference between 2919 and 2922 

2 i n terms of juiJE the numbers in Columna A and B. Let me ask 

3 it this way. ~ith respect to your chart on Page 6 , in your 

4 column lobeled economic coats, in each inotonce your 

5 economic coats aa stated there are higher than what you have 

6 calculated as your d~rect costa on 2919, ia that correct? 

A I' ~ looking at the two schedules. Could you 

8 repeaL the que~tion, please? 

9 c ! probably don't even need to go there. Let's do 

10 it another way. I'm so rry to confuse everybody. We can 

11 stick to 2922, it's probably juat as easy. Your economic 

12 cost of residential local service ia 526,683,000, fa that 

13 correct? 

14 A Yes. 

15 0 So if 1 were to do the math, and subtract your 

16 local service revenues from you.r local service costs, I 

17 would come up ~ith a shortfall of $225,107,000. Does t hh L 

18 seem fairl'l correct to you? 

19 A It's on the table, yea. That io the right 

20 number. 

21 0 Now, earlier you said that your total support or 

22 your total subsidies implicit in your revenues for those 

23 services on Page 6 is ~487 million, is that oorrect? 

A Tha't 'a corr·ect. 

25 0 Now, the amount of revenue you need to break even 



1 on your local reaidoncc service ie on ly 225 million 

2 approximately, is that correct? 

3 A I would have to say no, becauoe I'm not sure 

4 understand what break even means. Lf I were to look at 

5 Table 2A on Page 2922, wha t I wa l k away from that is that 
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6 revenue in comparioon to what the Commission has defined as 

7 my e conomic cost in the unbundled network element proceeding 

8 i s substantially different, and what l'"'-' have to do io put 

9 the e igne toge~hor here on this chtrt. 

10 In other words, you will notice that the local 

ll revenue ill neg.ative ~m! til!:! oth~r icems are positive, and oo 

12 to look at the total subsidy flow in all of these servicee 

13 you would have to add -- in other words, you would have to 

14 add t:he 225 mi.llion \o'1th the 261 mill ion, &nd that produces 

15 tho 487 million. Said another way, if the Commission 

16 ordered UNB pr.icee are correc t, them thot eotabliuheo the 

17 economic !orwaY.d- look1ng floor for the prices that wtll 

18 prevail in the marketplace in the future. So you hove to 

19 recast: the revenue stream coneiotent with · thoec defined 

20 costa. And when you do that you identify a subsidy support 

21 of no4rly half a billion dollars. 

22 0 Okay. Let me ask you thim question. 8a11ed on 

23 your teet as you deucribed it to me earlier, where if the 

24 revenue from the service i s equal to or exceeds · - well, i f 

25 the revenue from your service exceeds lta economic co~t. 
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1 then there is an implicit subsidy, is tha t correct? 

2 A 1 t~ink I answered no to that question the last 

3 t.ime. Hhat I tsaid you had to do is look at the ebbs and 

4 flows of where the oupport comes from and where it is going 

5 to. 

6 0 Go t o Page 5 of your direct testimony, pleaoe. 

7 l>.nd your test for universal service support is that current 

8 rovenues generated by services are now priced above their 

9 economic cost, and you compare that with the revenues that 

10 would be generated if the prices were equal to their 

11 economic cost. Do you see that test? 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Right. 

So i~ the revenue from e service exceeds its 

economic coat, as you have def i ned it, then that scrvtce is 

providing an implicit subsidy somewhere t o something, 10 

that correct? 

A Repeat the question . 

0 If the revenue from a service e xceeds ito 

economic coat, as you hAve de!ined it, and based on your 

tee t, it ia providing an impl1cit subsidy to something? 

A That's correct, but that•o only part o f the 

22 equation. There are other services that are priced below 

23 their economic cost, and that also is part o ! the ebb and 

24 flow of the aubaidy . So you have to add the two together 

25 when one sign ia negative and the other positive. 
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Whac service other than residential as you have 

2 puc ic on your chart on Page 6, is below ita economic coot? 

3 A 1 guess r don't understand the question. The 

4 elements that we have looked at hero on Page 6 exclude local 

5 residence. That item is picked up on 2922 of tho chart and 

6 the sign is different, eo you have to add them. The total 

7 subPidy requirement in my view is $487 million. You can't 

8 net them because the signs are different . 

9 0 Okay. Let's do it this war. Your local business 

10 revenue exceeds its economic coot, io that correct? Still 

11 referring co che ~hart on Page 6. 

12 A That's correct, by $88 million. 

13 0 And that $88 million is lLbeled under Column C an 

14 implicit support, a subsidy in your terms, is that correct? 

15 A That • a correct. 

16 0 So take vertical services, it produces an 

17 implicit subsidy of $68 million, is that correct? 

18 A Yea, that's correct. 

19 0 Now, for resident i al service, it does not 

20 generate any ' , 1 icit support, does it, baaed on your 

21 numbers? 

22 A That.•a correct. 

23 0 And it io ehort !rom genoracing any pooicive 

24 implicit support by $225 million, io that correct? 

25 A Thee's correct. 
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ABB'Ilme for c.he moment c.hat you had $225 lnillio.n, 

2 there is a USP lund created of S225 million. That amount 

3 would bri ng your local revenues up c.o ic.s economic cost., is 

4 that correct? 

5 A Yes. 

6 0 Now, at t hat point you have a c.oc.al subsidy, 

7 i~plicit auboioy o! $487 million? 

8 A That • a correct. 

9 0 And if you take $487 million and you subtract 

10 $225 million, you get 

11 A 261.985 . 

12 0 $262 million approximately in implicH oupport, 

13 subsi dies still flowing from your existing races and 

14 revenues, is tbat correct.? 

15 A An addit ional implicit. support. besides c.he 225 

16 that. you aaid we already took care of. 

1 7 0 What. else is being supported if all of your 

18 services are now covering their economic coat? 

19 A The !irm'o total coot. 

20 Q So the firm's total costs are being subsidized by 

21 the firm's total servicea, is chac oort o C the idea? 

22 A No, that i a not. t.he right. idea. What we are 

23 really aaying ia that. total economic coat. is going co Call 

24 short. o f actual coat.. It always will. The firm has an 

25 actual cost. and it has to reach 00 it haa to have rateo that 
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l will allow it to recover its actual coat. 

2 All firma do this, not. just GTB. 1\11 competitor 

3 firma do this. Economic cost - · and that' a part of the 

4 problem, by the way, and that'o why the teotimony says you 

S can't rely strictly on economic coot when you look at these 

6 issues. What you have to do io look at economic coot for 

7 what it is. It's an estimate of forward-look~ng coot, and 

8 you can't price aervir.ea all there because you won't recover 

9 the firm's total actual cost. You never will. No firm 

10 will. 

ll All firms mark up above that level based on 

12 market oondit.ions. It'o a fact of life. The TEt.RIC tltudieo 

13 produce a utopiL level of coat t.hat no f~rm wtll ever 

14 achieve in t.he aggregate. You build a network based on a 

15 perfect knowledge of demand, you build it all at once. You 

16 know today, for exa~le, all the r~da that are being torn 

17 up on Capital Avenue, you know in advance. so you don't 

18 have to come in and supplement loops, you don't have to come 

19 in and add new awitch~a downstream. 

20 You kn<N the total volume o! the owitchoo that 

21 you have to put in place today oo you can get huge d1acounto 

22 from the vendor, but that !a not reality . Incremental coat 

23 otudieo ond economic coot atudiea are used for directional 

24 purpooea only. When you go beyond that and oet prices 

25 there, then you•ve got a problem. That problem is the 



1 firm's total co~t wi ll not be recovP.red. 

2 Now, juet aa another example of a COn'IOOn sense 

3 teat that I would ask you to think about, and I will use 

4 Florida. In 1971, 1 visited Disney World. At that polnt 
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5 there waa one theme park, the Magic Kingdom. There was only 

6 one completed hotel, the Contemporary. 27 years later there 

7 arc almost a do:en theme parka in Disney world . 

8 Thsy now call it Disney Village. You've got 

9 Bpcot , Pleasure Island, Animal Kingdom, Universal Studios. 

10 River Country, Typhoon Legoon, with a whole maze of major 

11 roads and maj~r hotels all sitting on that facility all 

12 owned by Disney World . 

13 Nov, we are going to co~~ in in 1998 and we are 

14 going to do a torvard-looking cost study of building that. 

15 Well , i t's not reality. It's directional, it's an 

16 indicator, but you can't use it as an absolute baois to oet 

17 prices. So if we were to aoaume that we were going to 

18 rebuild Disney world t oday wi th all of those theme parka 

19 known and measurable today with a perfect knowledge of 

20 demand about all the millions of customero that are going to 

21 come in and visit that theme park, then what would happen? 

22 ~ou would build infrastructure in t erms Of roado , and you 

23 would get huge discount• on concrete, and you would get huge 

24 discounts on rebar to go in the concrete, and you would get 

25 huge discounts on the earth movin.g equipment that. come• in 
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1 and tears the ground up and puts the r oads i n . You would 

2 get enormous discounts on concret e and aggregate, all of the 

3 components that go into building the Disney World theme 

4 park. 

5 But the fact is it ' o a ucopia level , and you 

6 need to understand what place it s erves i n the grand s cheme 

7 of things. You can't l ose sight of the for est for the 

8 trees. The fact io the company has ac tual coats, they are 

S large, they are continuing to grow. We have put a billio:n 

10 dollars of plant in the ground in the last two years, and 

11 Hatfield aimply will not produce revenues to cover those 

12 costa. It isn 't going to happen . 

13 So, when you come back to pricing services , we 

14 have made a decision here i n Florida a~ut unbundled network 

15 element p rices baaed on economic ~oats. When that decioio n 

16 is made, you now have identified the size of the universal 

17 service suppor t that is implicit in the rates today. It ' s 

18 really that simple in my mind. 

19 And eo does the number look ridiculous? I 

20 suggest that it does. Part of the reason why it looks 

21 ridiculous ia because of the way we have chosen to price 

22 services, i.e., the unbundled network elemenL loops. So you 

23 have to take things in their place and evaluate them with 

24 Jomo kind of common aenoo test . It douun't make common 

2 5 sense to me thAt Hatfield would come in and auggeat we could 



l377 
l rebuild the en·tire network for SO cents on the dollar. or 

2 piek lil'IY oth~r number that you could put in here. It jus·t 

3 doesn't make conmon sense to me. So you have to ground all 

4 of that in some reality. GTE's reality is the revenue 

s stream that it produced. We attempted to offer evidence 

6 that that was a reasonable approach. It was stricken a few 

, minutes ago. That's my anower. 

~ 0 Let me make sure I understand this. If we giv.e 

9 you it the induatry, the telecommunication& industry 

10 gives GTB $225 million, and that would essentially cover the 

11 economic cost Gf providing residential se~ lce, is t hat 

12 correct? 

13 A Yes, an~ then there ie a bunch of uneconomic 

14 support that flows through these o ther nervlceo; business, 

15 vertical. toll, switched acceee for both state end 

16 int.erstat.e . For example, we have nearly a 7 cent accese ,p.er 

17 minute of use charge in the State of Florida. The economic 

18 interconnection cost is somewhere i n the neighborhOOd of 

19 half a penny. 

20 AT'T would suggest just simply ignore that real 

21 coat and take .access p·r lceo way down. What thay arc really 

22 saying ia give me, AT&T, $300 million, you can add the 

23 numbers here, 1•s and 155, give me $300 million, I will take 

24 i t to my stockholder and, oh, by the way, Commlssion, you 

25 don't have eo 'WOrry about uni verual earvice in G"i'E'" service 
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1 deposit it . Clearly there would be a shift then in the way 

2 you have provided thoee oervices, and they would be lowered 

3 to - - you are telling me to cost, which then brings another 

4 issue which counsel brought up earlier, which then how could 

5 -e expect competition it we give you S487 roillion, you are 

6 saying to me you are going to bring all of thcec impl i cit 

7 supports down , which is, in essence, I gueso the mark up, 

8 rig'tt, and t hen you provide them at C·OBt. 

9 So then l can really not expect c~mpetition in 

10 Florida forever because you basically have -- AT&T is giving 

11 you money to stay in busineao and what are you going to do 

12 -- or wha t you a re telling me you arc going to do, 1 

13 guarantee some of it will end up in at a ~nk, is you are 

14 going to basically bring it all to your economic cost, is 

15 that what you are saying? 

16 WITNESS SEAMAN: Essentially, yes. And there are 

l7 a couple of things I wo11ld like to addrcas aa the 

18 underpinning of your question. Back in the interconnection 

19 days, we argued that it is critically important that UNBs be 

20 e stablished wi th some regard for where the network is in 

2: reality. 

22 In other words, what we saJd is that there h~s ~o 

23 be -- I guess I tend to think of myself as a math person. 

2~ There has to be a mathematic& formula that ia applied to the 

25 whole principle of pricing. You take retail rates, you 
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1 subtract your retailing coat, you get reaale rates. 

2 unbundled network elements should add back up to that. If 

3 there is a difference, it's because o! either implicit 

4 supports that need to be taken care ot explicitly, or the 

5 potential for stranded coat. t don't want to go to the 

6 stranded coot ieaue . 

7 BY ~. HATCH: 

8 

9 

0 Now, if what you are saying io -­

COMMISSIONER GARCIA: Thank God, because that 

10 would mean more than 487 million . 

ll WITNESS SEAMAN: What I almoot hear you aaying JO 

12 that this $261 million is tho carrot for competitive entry, 

13 and I would auggeat that if your UNE couta are correct under 

14 the pricing that you have given to GTE. then it ' s an 

15 uneconomic carrot. You only want entry lf it io economic. 

16 It doesn ' t help consumers to have entry because of implicit 

17 aubsidies. I think Congress recognized that. 

18 COMMISSIC'>NER GARCIA: I agree. but what you are 

19 saying and I tend to think of mysel! unfortunately for 

20 al l of ua, aa a politician, eo math ia not one of the things 

21 that enter there. So we are going to go back to this, and 

22 you are going to work thiu through for rna just oo thllt r 

23 understand, beuuao Mr . Hatch was doing a good JOb of it, I 

24 guoas, tor the record. Now wo will even oimp11fy it tor ft 

25 nonmath person. 
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l Your total here i n revenue is 771 million, and 

2 let me tell yo11.1 s omet hing, I'm i nspired by the oimplicity of 

3 this chart. It's good for me to look at it this simply and 

4 n.ot wade through the other stuff. But at l east I guess 

5 that's what m3kea it easier also for Mr . Hatch to bring it 

6 out !or us. You are telling me your total revenues were 771 

7 "l'illion . You assessed that part ot the subsidy t hat you 

8 collect in one shape, way, or form is 487 milllon. So if I 

9 were to give you this, it puts you somewp~re at 1.1 bill1on 

10 or 1.2 billion in revenues, if I were to give you this. 

U l'n\S then you turn around and say to Mr. Ha t ch, 

12 and that's whez 1 - - and perhaps I just missed ic and Mr. 

13 Hacch is using my ignorance to get uo there. So economic 

14 coat is built in, ao you take the 487 million and you aay 

15 that if you got that what you would do is just lower all of 

16 thole implicit oupporta. So basically then l would find 

17 that you would be providing these services for, what, thoir 

18 economic costa? 

19 WITNBSS SEAMAN: Theae five aervices, that's 

20 correct. That isn't all the serviceo that OTE has. 

21 COMMISSIONER GARCIA: Ok~y. So then you would be 

22 providing it at 284 million, basically, which is your coat, 

23 your coat ot providing all o! these aerviceo7 

24 WITNBSS SBAMAN1 My C09t as defined by you. Ic's 

25 the UNE coats. 
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theee uervicee at coat, I'm paying you to provide th~m ot 

eoet. H~ doea that move tho ball forward? 

WITNESS SBAXAN: In a very dynamic way, in rrry 

opinion. 

COHMISSIONER GARCIA: Oluly. 
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WITNESS SEAMAN: Let me rtry -· ther e io a whole 

lot o f queatione in your queation. I would like to take 

tnem i n piece• . 

me there. 

has the 

the 

COMMISSIONER GARCII'.: My way rou want, )Ust get 

MITNBSS SHAMAN: Do you hove tho document that 

I forgot now what it's called. Page 2914 of 

COMMISSIONER DEASON: Mr . Hatch, has that been 

identified as on exhibit? 

WITNBSS SBAMAN: ·- of the discovery reque•t. 

MR. HATCH, COII'IIU eo ioner De aeon, 1 be 11 eve i l was 

in Staff•a original package. but I do not know whether It 

hoe been dietributed. 

WITNBSS SEAMAN: Well, I w1ll juot speak to 1t. 

OOMMISSIONBR GARCIA: Me . Caswel l is ahead ot 

you. Tble ia rorward·looking. 

WITNBSS SBAMAN: 2914. 

COMMISSIONER GARCIA : Do we have thio, Staff? 

MS. CASWELL: Yes, iL' s port of Stof!'o exhibit. 
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CHIUIIJMN JOHNSON: Whic h one Is It in, Mr. Cox? 

COMMISSIONBR JACOBS: We don't have it yet. 

CHAIRMAN JOHNSON: Oh, we don 't have it yet? 

COMMISSIONER GARCIA: All right. I'm l ooking at 

MR. HATCH: I believe there io a propr1etary 

stamp on it. I 1o10uld only caution you because there ia a 

8 proble~ with this . 

9 COMMISSIONER GARCIA : All right . Well, go ahead 

10 and work with the numbers. 

11 "!R. POWELL: It • s Exhibit 35 according to ••Y 

12 list, Madam Chair. I believe it's Exhibit 35. 

13 MR . COX: It is &xhibil 3 5. I believe it 's Page 

14 161 o f Exhibit 35. 

15 CHkiRMAN JOHNSON: I t's one of the stipulations? 

16 COMMISSION STAFf': Yes. 

17 CHkiRHAN •lOHllSON : Thank you. 

18 ~ISSIONBR GARCIA• I'm sorry for interrupting 

19 your line, Mr . Hatch . I t' s juat I just want t o get an 

20 underata nding ot t his. And I appr~ciate the witness• 

21 directness i n this because it makes it a little bit easier 

22 for me. All right, we arc at Page 2914, right? 

23 WlTNBSS SEAMAN: Right. It you would re!er to 

24 the very laat line, the third column, it says tota l 

25 regulated. There ia $1 . 4 bill ion or revenue there. Wha t we 
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1 are really saying is --

CO+!MISSIONER GARCIA: Hofl9 on. The last line. 

3 total regulated? 

4 WITNESS SE!'.MAN: Righi:. 

s COMMISSIONER GARCIA: And you wane me to go to 

6 the last line? 

7 

8 

WITNESS SEAMAN: The third column. it soya 1997 

revenue. 

9 COMMISSIONER GARCIA: I a l. 4 billion? 

10 WITNESS SEAMAN: Right. That' e the number that 

11 OTE achieved in 1997, and afcer you make impl icil: supports 

12 explicit to the tune of roughly half o billion dollars chat 

13 would still be the number. And all we are doing io 

14 redistributing the categories. And JY the way, we ore not 

15 really changif19 local eervic'! rate, it dependo on how the 

16 tund ie l:u,m1ed, And that ia a whole another que a don. 

17 COMMISSIUNER GARCIA: That io a whole onocher 

18 diacuaaion. 

19 WITNESS SEAMAN: Righi: . But the revenue stream 

20 would stay l:be same. There ia no new revenue here. We are 

21 not asking for an additional halt a billion dolla ra. The 

22 way tnal: that would --

23 COM>liSSIONER GARCIA: Aren't you? 

2 4 

25 

WITNESS SEAMAN: No. 

COM:MISSIONBR GARCIA: Where --
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WITNESS SEAMAN: We would take 

COMMISSIONER GARCIA: We would take 1t from 
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3 ther e, but you aaid - - and that'a what troubled me . You 

4 said these are all the implicit supporte, we bring them down 

5 to tero. Now, I don't know why we would want to bring some 

6 o f these down to zero, but nonetheless you say we bring them 

7 down t o zero, because I don't th1nk we have ever been 

8 ch.u·ged to look at thac concept. 

9 But let's say that we fo'.lowed your advice and 

10 told the legialacure here is che plan, we are going to give 

11 GTE half a billton dollars and for that half a billion 

12 dollara what we think we are going to get is a rebalanc1ng 

13 of rat es. And obviously that 1s go!ng to come from 

14 somewhere, so we would rebalance rates. And what we would 

15 do is in some shape, way, or form or another we would 

16 increase ratea so that these implicic subsidies would be 

11 absorbed by tho ratepayer in some form. And thereby 

18 lowering all theae areas of implicit support to zero. In 

19 essence, you would be providing them at your economic cost.. 

20 So what we do is we take the half a bill1on that you have in 

2\ tho third column in your testimony and we put it in the 

22 firat column, r ight? 

23 WITNESS SEAMAN: I'm sorry, I was thinking about 

24 what I waa going to aay next. The half a billion --

25 COMMISSIONER GARCIA: Would go into the first 
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l column, it'o revenue now. 

2 WITNESS SBAMAN: No, there would be an offset .:or 

3 that. There would be reduct iona to go along with that. 

4 COMMISSIONER GARCIA: Right, I'm agreeing with 

5 you. You•re taking .he third column and that goea to zero? 

6 WITNBSS SEAMAN: Right. And then there would ibe 

7 reductions in !busineua ratee, vertical oervfce rates, access 

s ratea . 

9 COMM!SSIONER GARCIA: Right, which are the 10sueo 

10 you said you would bring those all to zero? 

11 

12 

WITNESS SHAMAN: Not to a zero rate. 

aAv.MlSSIONER GARCIA: No, no, you would bring the 

13 implicit support, you would bring them back to their 

14 economic cost. 

15 

16 

WITNBSS SEAMAN: Right. 

COMMISSIONER JACOBS: Wouldn 't there be also an 

17 increaee in the local because you are going to bring that to 

18 coat, too? 

19 WITNESS SHAMAN: It depends on how the fund was 

2~ eupported. If it wore, for exaffiple. supported on all retail 

21 revenue ot all carriere in the state there would be an 

22 increase. I expect it wouldn't be necessarily 

23 dollar-for-dollar. Por GTE, for example, if you were to 

24 broaden the ba•e of who contributea to the fund. then that 

25 would be a way of lowering the impact on OTB cuotomeru . Bu~ 
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1 in t.orms of t.he competit.ive benefit, wha t. you would see i .e a 

2 dramatic reduction in usage based rates, a dramatic 

3 reduction. Toll would come way down1 incredibly far down. 

4 And I thi nk yo~ would oee other carriers - -

5 COMMISSIONER GARCIA: You mean lt would come down 

6 to what1 It would come down to -- fine, at least in the 

7 toll issues it would be AT'T's dream. Obviouoly you are 

8 going to stick them for the money aomewhere else. But. it 

~ would be for intrastate rates -- according t.o this, just 

10 looking at those numbers, you would bring int rastate rates 

11 down to a tenth o f what they are now? 

12 WITNESS SEAMAN : Right. 

13 COMMISSIONER GARCIA: Which is, again, aomething 

1•1 chat I ehi nk some c ~ the carriers hore would want. and you 

15 would br1.1g intoretat.e rat.ea down t.o about a aevent.h, and 

16 thAt's my poor ~th, ~ut a fift.h or a &ixth o( what. it 1s 

17 presently? 

18 WITNESS SSAHAN: Right. But let's focuo on th" 

19 competit. i ve bonetit.o . What. you would then have is 

20 competitors en.tering on economic decieions rather than 

21 chaaing a\llla1<1y aupport. And the univertal service support 

22 follows the competitor. If e new entrant come in and served 

23 an area t hat gets tho support, they would receive it. That 

24 would provide the~ an incentive to go in and chase, for 

25 exa~le, reaidentiel cuatomera which they claim they don't 
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1 have tho incentive to chase today. 

2 So it would open a whole new world of competit>ve 

3 entry, in my view, because anybody that would provide the 

4 service to thoee customers that get support or provide the 

S support it would follow them. So there would be a huge 

6 incentive for competitors not to juot target downtown Tampa, 

7 for example , they would be targeting e verywhere. And over 

8 cime what: you would see i s rates would move co thooe leve1e 

9 Chat 

10 COMMISSIONER GARCIA: Wo~:tldn' t that have en 

1! incentive, thou9h -- let's say I was Hr. Hatch'e company. 

12 Wouldn't: my incencive be, listen, forget about providing 

13 local service, theee guys just did a rate reduction that is 

14 maseive, they are not taking from this pot anymore, s o r •m 

15 just going co go for my long dis t anc e customer because, y·ou 

16 know, now I've got a good margin there th~t I c1n ~ork with 

17 and I'm going to go for the long d istance. I'm going to 

18 stay in my bus iness, which is what ! specialize i n, not 

19 local service , but long distance, because in the end the 

20 basic customer, t he rates that you would create by this aLe 

21 at about coot, so why go tor them when my busineso, m)' core 

22 business is now available at better ra tes? 

23 WITNESS SEAMAN: r think what it would do is 

24 force largo local providers to provide a !ull spectrum of 

25 services becau,ee - -
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1 COMMISSIONER GARCIA: Because of the hit that 

2 they are ta.king to the universal service, it 's bet cor co gee 

3 into the business chan scay out? 

4 WITNESS SSAHAN: Right. I mean, what chey would 

5 have to do io in order to survive they would have to provide 

6 residential local service, because they are going to get 

7 revenue there. And rather chan chasing •• in the charta 

8 example what they are chasing iB the $300 million that is in 

9 a"cess. What they are chasing is the $150 m1llion whtch is 

:o in busi ness and vertical services. They are not chasing 

11 resident ial customers today. That's why jOU o t oce 

12 resale. That's why you won't see it ~n rural areas, as 

13 well . 

14 And sc. when you retool these revenue streams and 

15 the economic incentives for entry change, then you a r e goirq 

16 to sec competitors, they will be forced co go into all of 

17 these service categories and provide service. The 

18 alternative is chat we stay whe n• we aro and they only 

19 target the 

20 COMMISSIONER GARCIA: So under your scenerlo, 

21 because the coat ot not doing business would be greater than 

22 the cost of doing business, they would be Corced to compete? 

2 3 WITNESS SEAMAN: You wouldn't heve a choice but 

24 to have a full spectrum of services to a whole variety of 

25 residential and business customers. It would open 
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1 compel:icion in enormous ways to the State of Florida. And, 

2 in fact, if you look at some of the economic litrrature that 

3 has been out there, and I believe part of the foundation for 

4 Congress in deciding to do what they have done under the act 

5 ia to completely retool the way we think about our business 

6 today. And doing something dramatic like thie would have 

7 profound effect on entry. 

8 COMMISSIONI!R GARCIA: I agree that it would have 

9 a protound impact. But by doing this, and let me understand 

10 because I think now I'm understanding •· or at least I'm 

11 following what you are saying, is that what you would do is 

12 shift thac to a universal fee of some oort. Th1o money 

13 would come from acme mechanism, this half a billion dollaro, 

14 paid for by everybody, I guess. The ratepayers a8 well 48 

15 the competicoro. You would take out all cf the impl1c1t 

16 supports, and so by doing that it sort of forces all the 

17 players to get inco the buaineoa or they are out completely? 

18 WITNBSS SEAMAN: Right, exactly. 

19 COK~lSSIONER GARCIA: lt'o too expensive not to 

20 be in the business. 

21 WITNESS SEAMAN: You have to do it all. You 

22 can't j uec -- chere won•c be the margin just 1n toll to 

23 chase only the toll customer. There won't the margin jus~ 

25 COMMISSIONER GARCIA: It's either you compete or 
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1 you go bankrupt , more or less? 

2 WITNESS SEAMAN : Yeo. And that would be true of 

3 G'l'R, as well. Because when you create a large fund, that is 

4 going to put competition squarely at our door, because that 

5 fund is going to be available to anybody that choooes to uoe 

6 it. 

7 COMMISSIONER JACOBS: Isn't that fund really 

8 paying the rent tor the local loop? 

9 WITNESS SEAMAN: I'm sorry? 

10 COMMISSIONER JACOBS: Isn ' t that fund really 

11 paying everybody's rent for the local loop? 

12 WITNESS SEAMAN: Well, I guess I •m not really 

13 sure how to answer that question other than to suggest that 

14 the alternative is much worse. The alternative. I th~nk the 

15 underpinning of what you are thinking about io th"'t you 

16 leave rates where they are and over a period o f the next 

17 years, this half a billion dollars goes away becauoe 

18 competitors will take it, and then GTE knocks on your door 

19 and says, I've got a total coat problem. 

20 And tho only way I can recover that, since I • ve 

21 lost all of my access minutes, I've lost all o! my toll 

22 minutes, I've lost all ~f my vertical service customers. and 

23 my local business customers now eubscribe to competitive 

24 local exchange carriers, the only thing I have left is 

25 residence. Well, the local loop coat doesn ' t change 
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1 dramatically unless we have overbuild to the local 

2 subscriber. And you are simply not going to get overbuild 

3 to the local r esidential customer with rates like this. You 

4 won't, it will not happen. It will to cuotomero, it will to 

s concentrated oustomora, but you are not going t o see 

6 competitors building to residential customers. It Just 

1 isn' t going to happen . 

8 So the alternative is much, much worse then what 

9 I'm talking about, which is to take the support that 10 in 

10 the rates today for the local loop, yea, t he thing that hao 

11 modo universal service possible, that ' s right, and make 

12 those aupporte expl1cit as Congress has required us to do, 

13 and reprice tho aervices. And when you do that you are 

14 going to see dramatic changes in the industry. It ' s just 

15 going to happen. 

16 

17 

COMMISSIONER GARCIA: I'm sorry, Mr. Hatch. 

MR. HATCH: I didn'L intend for it to drag on 

18 this long. I have no further questions. 

19 CHAIRMAN JOKNSON: Go ahead. 

20 CROSS EXAMINATION 

21 BY MR . HENRY: 

22 0 To implement the program that you and 

=3 CommJsoioner Oarcia have been talking about, the Commission 

24 wouldn't need to choose one of these cost models, would 

25 they? 
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COMMISSIONER GARCIA : I' m aorry, Mr . Henry, what 

2 woo the quest ion? 

3 0 To implement the proposal thac you have been 

4 d i scuaaing, w~ wouldn't need to actually determine what the 

S coot of local ~versal service was? 

6 A I gueaa the answer is yes. And l et me try to 

7 explain what that means to me. To be compliant with the 

8 Florida Legislature, I think the Commission h~s an 

9 obli gation to select a coat model, and do it using a pro~y 

10 model. But, e,he door is awinging wide open ao to what you 

ll ~o with ~hat information . And I guess the proposal that I 

12 have been talking about goes way beyond selecting a cost 

13 model and reporting tha t to the legislature . I mean, it 's a 

14 dramatic restructuri ng of the communications industry in the 

15 State of Florida. 

16 0 I would ogxee it would be Q\lite drt!ma~ic, The 

17 $487 milli on fund tha t would be created as a resu l t of this 

19 proposal that was being discussed, if that fund was created, 

l9 the company would be receiving $284 . 000,451 roughly from ita 

20 customera, and 487,092,000 from a government check. in 

21 effect , right? You would be i nvoici ng the rest o f the 

22 industry to r 'ecover that amount, correct? 

23 A The support mechanism has n't been dotorminod yeL . 

24 Let'o aasume --I don't think I can anawer that yea. I'm 

25 not aura whether I can a nawer that no or not, so let me try 



to explain what I'm thinklng. The $487 million. 1! it 

2 to be charged on the baaia of retail revenue would be 

3 charged to GTB•a retail cuatomers, as well. And so whal 

~ really aays io that we have defined the level of economic 

5 coot. and I beve said befol·o l don't exactly agree w1th the 

6 number, but we have nonetheleae defined it. 

7 And that support, anything above that level of 

8 economic coat is a universal service support. rn essence 

9 I hate to O\~n use the ~rd •• it•e a hldden tax. It•e that 

1 o simple. And .. o the broader you can fl~ those dollar a 

ll across, the better off all customers are. And there a r e a 

12 lot of ways to do that, some more optimal than others. And 

13 r view it as a benefit in the long·run to the customers i n 

14 the State o! florida , because what we are saying is that 

l5 outside of intervention, it•s doubtf ul that universal 

16 service would have ever existed in the firn place. And so 

17 now ~t exists and cuotomers have to pay for it because they 

18 are the direct beneficiaries of that existence. And so, I 
19 

20 

21 

22 

23 

mean , you can run the numbers and the POrcen~agea any way 

you want, but the cuotor~rs benefit by the fact that there 

exists universal dervice. 

25 

0 One final QUestion. I believe you also discussed 

that y ou believed the l!lyetam whereby we create a fund !or 

$487 m1llion and you get to reduce your ratoe by that same 

amounl eo that your revenues from cuot~ro ere 28 •. 5 
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1 to explain what I'm thinking. The $487 million, it it were 

2 to be charged on the b4ais of retail revenue would be 

3 charged to GTE's ret~il cuatomera, as well. And ao what it 

4 really says ie that we have def1ned the level of economic 

5 coat, and 1 hltve aaid before I don't e.>e<>ctly agree with the 

6 number, but we have nonetheless defined it. 

7 And that support, anything above that level of 

8 economic coat is a universal service support. In eoeence 

9 I hate to oven uae the word -- it'a a hidden t&Y.. lt'o that 

10 simple. And eo the broader you can flow th~ae dollars 

11 acrooe, the better off all customers are. And there are a 

12 lot of ways to do that, some more optimal than others. And 

13 I view it as a benefit in the long-run to the custoroore in 

11 the Scate of Florida, because what we are saying in that 

15 outside of intervention, it'll doubtful that universal 

16 service would have ever exioted in the first place. And eo 

17 now it exists and customers have to pay for it because they 

18 are the direcc bene!ic~ariea of that existence. And eo. r 

19 mean, you can run t he numbers and the percentagee any way 

20 you want, but the customers benefit by the tact that there 

21 exists universal service. 

22 0 One final queation. I believe you aloo diacuased 

23 that you believed the ayetem whereby we create a fund :or 

24 $487 million and you get to reduce your rateo by that oame 

25 amount oo that your revenuea from cuatomero are 284.5 
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1 million, that ynu believe carriere would be incented to come 

2 in eo that we could win a cuatomer ao that we could 1nvoice 

3 the fund, eo that we could draw dowm a government check? 

4 11 Well, the alternative io worse. I would say 

5 essentially, yea, but the alternative is that you enter in 

6 Tampa to avoid having to pay these supports. That is 

7 exactl y what C()ftlpetitors do today. They enter into the 

8 marl~et to avoid paying it . Who is the bad guy? 1 don't 

9 think it's me. 1111 I'm saying is there ia a coot of 

10 universal servir.e, let's have customers pay for it. And we 

11 can do it in a broad base or a small narrow base. Today no 

12 one is paying for this as competitors enter. Thio 1S 

13 exposed subsidy that will as oure as we are sitting here go 

14 away.. You can count on that. It .-ill simply go Away if UNE 

15 prices are set ac che levels chey are set. And that is what 

16 they are set at. That's my answer. 

17 COKMISOIONER DEIISON: Mr. Henry, arc you 

18 finished? 

19 MR. HENRYt I have nothing further, thank you. 

20 COMMISSIONER DEIISON: I've got )USC a few 

21 questions of Hr. seaman. 1 believe you indicated earl1er. 

22 if I took notes correctly, that you have the need o! S22S 

23 million annuolly to subsidize re1udentiol oorvicc to cqua.te 

24 it to ita economic cost, am I correct? 

25 KlTNBSa BRAMAN: Yes, and just let me remind you 
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1 whac that ia. 

2 COMMISSIONER DeASON: I think I know what that 

3 is. Let me ask my nexc question. You have also indicated 

4 t.here is ~87 million of implicit support from the services 

5 that you have listed on Page 6 of your prefiled direct 

6 testimony. And if you subtract. the 225 million from the 487 

7 m.illion, I believe you indicated chat there is $262 million 

~ of con~ribution which is neceoeary to cover the tot.al coat 

9 <-! t.he corporation above just economic coat, because we all 

10 know chat t.here are coats above economic costa. Did I 

ll understand that testimony correctly:? 

12 WITNESS SEAMAN: That ' a correct. 

13 COMMISSIONER DEASON: Okay. Now, if there ie 

14 $262 million in contribucion needed co cover che general 

15 coal: of che corporation above strict economic coot, wouldn't 

16 it be fair to aeeume that the aerviceo l~sted on Page 6 

17 ohould be priced to contribute some of that contribution to 

18 your needed 262 million? 

19 WITNESS SEA19J;: Can I ask you to repeat: the 

20 question? 

21 COMMISSIONER DEASON: Surely. You have 1ndicated 

22 chat there is 262 million in contribution needed for you to 

23 cover your total coat, okay. And that io derived by 

24 Rubt.ract.ing the 225 from the 487. And we all realize chat 

25 the company's tot!ll oosto need co be recovered, asaumlng 
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1 that those total costa are at an efficient level. My 

2 question is wouldn't it be fa i r to assume that the services 

3 listed on Page 6 should be 9riced oo as to contribute at 

4 least some of the needed 262 million. i.e., the other 

5 services should not be priced at their strict econonuc coat, 

6 they should be· priced to give you some of that 262 million 

7 contribution? 

8 w•TNESs SEAMAN: ThAt 1~ a fair question, and the 

9 way that I woald try to address it ideally would be to take 

10 the center column on Page 6 and change my economic cost. 

ll Because my personal belief io that those numbers are too 

12 low. 

l3 

14 

COMMISSIONER DEASON: Those numbers are too what? 

WITNESS SEAMAN: Too low. If we were to look at 

15 cost studies, say BCPM, and put BCPM in there, that number 

16 changes dramatically. But the numbers are wh't they are. 

17 Those numbers are in the marketplace today. 

18 COMMISSIONER DBASON: So if we assume then that 

19 we are going 1:·0 price those lbove thoo ... conomic coats aa 

20 yot, have tht:m, then t!w $~87 million is reduced by scm<' 

21 amount? 

22 

23 

WITNESS SEAMAN: Yea . 

COMMISSIONER DBASON: Now my next question. 1( 

2•1 we rebalance rates oo basic reaiden~:ial rates go up, ther•e 

25 is also a reduction in the needed subsidy Cunl , tu that 
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1 correctl 

2 WlTNBSS SEAMAN: That' a correct. 

3 COMMI~SIONER DEASON: So wher. we are saying the 

4 government is writ ing you a check tor $487 million, that la 

5 probably worst caae acenario? 

6 WITNESS SEAMAN: Yea, that's exact ly right. And 

7 it ' s uoing t he unbundled network element coots. And j us t to 

8 make sure that we are perfectly clear. when I aay change 

9 Column 8 bare, I'm badcally aaying I thin\ there ia o 

1C better economic coat fo r thoae things than what represents, 

11 than what is repreaented b~re in Column 8. I'm not saying 

12 make it arbitrarily dif ferent, I believe there 1s a 

13 different economic coat that ought to be in tha t column. 

14 COMMISSIONBR GARCIA • You think it ' o greater? 

15 WITNBSS SEAMAN: I think it's greater, yee . 

16 CHAlRHAH JOKNSON : Do you have any other 

17 questiona? 

18 COMMISSIONER JACOBS 1 One question. Would your 

19 coat be basica lly vhat you reelected as your r etell pr1cea 

20 on your exhibit? I'm sorry, your es timated TELRIC on your 

21 exhibit? Your economic - - what you have proposed to be your 

2: coat in the middle of Page 6? 

23 WITNBSS S&IIHAN a Yea. 

24 COMMISSIONER JACOBS• I'm trying to get an Jdoa 

25 of what that vould be. And I aee in your exhibit, or 
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l actually it's the page just preceding the one we have beer. 

2 looking at. 0002915? 

3 WITNBSS SEAMAN: Right. 

4 COMMISSIONER JACOBS: You have a column thdt's 

5 listed as your estimated TELRlC, is that wha t you would 

6 propose? 

7 WITNESS SEAMAN: I'm sorry, I'm having trouble 

8 hearing you. 

9 COMMISSIONER JACOBS: I'm sorry. I have been 

10 told that. In your Exhibit 0002915, it's just the page 

ll preced~ng the one we have been looking at. 

12 KITNBSS SEAMAN: Okay, I'm on 2915. 

13 COMMISSIONER JACOBS: The very last column, is it 

14 G? would that be what you would propose for that middle 

15 column on Page 6? Actually, t•m sorry. no, that wouldn 't be 

16 -- those are the totals. But it would be bdsed on these 

17 numbers I guess is whe t I'm asking. 

18 WITNESS SEAMAN: 1 gueoo I'm having a little 

19 trouble, partly because I'm st1ll having trouble hearing 

20 you. But this 2915 is a price out ot the exist ing revenue 

21 at:ream. 

22 COMMIBSIONE.R J ACOBS 1 Okay. What I hear you 

23 saying, let me -- what I hear you saying is that what you 

24 have listed on Page 6 now is understated, i s that correct7 

25 WITNKSS SHAHAN: Yea, I believe it ie. 
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COK1-Its8IONRR JACOBS: And what I 'm searching for 

2 is what you would propose to make it correct, okay. And I 'm 

3 asking is thio' a guide? I know ic • s not the exact number-. 

4 but is this a guide to the correct number? 

5 WITNBSS SHAMAN: r think that is somewhat 

6 problematic, beoause --

7 COMMISSIONER .JACOBS: It could be. I may be 

8 totally ott b&ee . Peel free to tell me that. 

9 WITNESS SEAMAN: I mean, it's a valid question. 

10 The problem that we have, that GTE has and the problem that 

11 I have in ena~ering your question without rubbing my head, 

12 io there .io a fairly lengthy docket that found -- that h<Ld a 

13 find.ing on unbundled network elemem: prices and costs. And 

14 so you kind of have to go back to the begi.ming in my v iew 

15 and --

16 COMMISSIONER JACOBS: I recall your diocusalon on 

17 that earlier. 

18 WITNESS SEAMAN: Right. 

19 COMMISSIONER JACOBS: Okay. Thank you . 

20 COMMISSIONER DEASON: But just because we set a 

21 price for UNE at a level, 1! a competitor 1e going to take 

22 advantage of chat price they sc~ll have the1r general 

23 o verheads that they have to meet as wel l , 1on't that 

24 correct? 

25 MlTNBSS SBAKAN: That • a correct . 
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1 COMMI SSIONER DEASON: Comparable ~o your 262 

2 million which you referenced earlier. 

3 WITNESS SEAMAN: Well, I don't know if it is 

4 comparable or not, but - · 

5 COMMlSSIONER DEASON: Well , I'm not talking about 

6 in amount, but comparable in concept. They have total costs 

7 they havo to meet as well Above just whatever incremental 

8 coats they incur? 

9 WITNESS SEAMAN: Yes. And when we did the 

lC analysis on -- when we did the analysis, and the support for 

1' the analyaio is on MCS-l, Page 1-of-l, what we did is we 

12 added i n retailing cost to those unbu.ndled network e lement 

13 coste, eo that we could count the fact that competitors will 

14 have retailing costa. So we have raised the number already 

15 for that amount. 

16 COMMISSIONER DEASON: But your 262 million ie 

17 more than juet retailing costs, is it not? 

18 WITNESS SBAMAN: Exactly. I mean, it'S - - I 

19 think of it as being - -

20 CO~~ISSIONER DEASON: 1~ ' 8 tho prudent cost, as 

21 you characteri%e it, of running your corporation above your 

22 incremental cost of all the services you provide? 

23 WITNESS SEAMAN: Yes. And if competitive local 

24 exchange carriers have a prudent cost of significantly 

25 higher than your resale discount, then this number ie 
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1 ~lasing that. 

2 CI\II.IRMAN JOHNSON: Mr. McGlothlin, how much wi 11 

3 you have? 

4 MR. MCOLOTHLlN : Probably tive mJ.nuteo. 

5 CHAIRMAN JOHNSON: 00 ahead. 

6 MR. McGLOTHLIN: Thank you, Conwnisuioner. 

7 CROSS EXAMINATION 

8 BY MR. McGLOTKLIN: 

9 0 My client has had a focud on the case, so I have 

10 been c~roaaing other witnesses, and I just have a !ew 

ll questiona here·. And I will try not to plow old ground coo 

12 much. 

13 Mr . Seaman, I am Joe McGlothlin with the FCCA. 

14 It appears to me that your testimony and your proposal is 

15 built upon a crouple of propositions or definitions that I 

16 want to go ovar with you very quickly. 

l.7 1\ Okay . 

18 

19 

20 

21 

22 

:!l 

0 Firat of all , your proposal depends on the 

proposition that the coat ot providing local service is 

accurately quancitied by the company's existing revenue, io 

chat correct? 

A That • a correct. 

0 And !lowing from that, your proposal also depends 

24 on the proposition that every dollar beyond economic cost 

25 that is generated by services other than basic local oervic~ 
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1 is hy definition a neceooary contribution or oupport to the 

2 cost of local service, is that correct? 

3 A I don ' t think so, no. 

4 0 Why is that not correct? 

5 The oupporto , I guess, the prices in retail rates 

6 today s erve to cover the firm's in access -- serve to cover 

7 the firm's total cost. So those two things don't equal as 

8 fa r as I know. All I ' m suggesting is that we have through a 

9 proceeding in Florida defined the economic coot of the basic 

10 building blocks of the network, the oasic local network, and 

11 that we need to recognize those buildings blocko in 

12 determining how much subsidy exists in the rates today. And 

13 it •e an ebb and flow. There are subsidies and oupporto all 

14 over the place . 

15 0 But to the extent that some services provide 

16 revenues in excess of economic costs, your cor.tention io 

17 that those revenueo are necessary to support the subsidized 

18 services, correct? 

19 A But not necessarily in that category. 

20 0 In which category? 

21 The category that is over coot. It may be too 

22 far over cost, as is access, so it needs to come down. 

23 0 I believe you also state that, and let me make 

24 clear that by trying to characterize your proposal I'm not 

25 at all agreeing with these things, but you say that 1! the 
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1 proxy mode l yields or indicates a subsidy or needed subsidy 

2 les s than t he $497 mill ion, it is your opinion that it 

3 should be adju&Jted co provide the full amount of subsidy you 

4 recommend, is that correct ? 

5 Yea. Well, I don ' t know if the cost model needs 

G to be adjusted or not. The $487 million is the number that 

7 we believe is t he i•nplicit supports in the rateo today. 

8 It · o that simple. No matter wha t the costs show, no matter 

9 what an incremental cost study shows for baPic l ocal 

1 0 service. So I don't know if you need to adjust it or not is 

11 I guess t he cl.ari fication. 

12 0 OkAy. 

13 The support needs to r eflect the principles that 

14 I outlined on Page 6. 

15 0 Isn't the purpose of the universal service fund 

16 to provide support for what are definad to be the high cost 

17 areao? 

18 A Certainly no. 

19 0 Ok.a.y. Ia the pu.rpose o ! the universal fund 

20 service fund t .hen to assure that GE:NTEt. will not be expoa.ed 

21 to loss of r evenues in a eottipetitive env~ronrnent? 

22 A Absolutely not. 

23 0 Isn ' t that the end result o! your proposal? 

24 A Absolutely no. 

25 0 It you receive the $487 million subsidy that you 
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1 propose, deaigned to dovetail with l:he exioting level of 

2 revenues, bow would you lose revenues in a competitive 

3 environment? 

4 A As c~l:itors entry. aa competitors enter. they 

5 take revenue and they may, in fact, take the support dollars 

6 away and GTE will incur losses when that happens. 

7 MR. McGLOTHLIN: Those are all the queationo r 

8 have. 

9 CHAIRMAN JOHNSON: We are going to recess until 

10 tomorrow at 9:00. 

11 (Off the record briefly.) 

12 CHAlRMAN JOHNSON: We will go ahead and finish up 

13 your questions then, so he c an perhaps leave. You only h&ve 

14 five ~inutao worth? 

15 

16 

MR. COX: Leas than five minutes. 1 th~nk . 

CHAIRMAN JOHNSON: What alout the well, Ms. 

17 Caswell, what ia the redirect going to be like? 

18 MS. CASWELL: we might have a couple of 

19 queotiona. 

20 MR. POWELL: Madam Chair , unless there ia s~ne 

21 huge aurpriae from staff, I don't anticipate any redirect. 

22 CHAIRMAN JOHNSON: Okay. Go ahead. 

23 CROSS EXAMINATION 

24 BY MR. COX: 

25 0 Good evening, Mr. Seaman. Will Cox on beh•l! of 
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1 the Conwnisslon staff . I just have a couple of quest ions for 

2 you. 

3 A Hi. 

0 I a it your understanding that so a result of t hts 

5 proceedi ng the Commission will issue a report to the 

6 legislature which will estimate the cost, using 

7 forward-looking costa based on a geographic area no larc]e·r 

8 than a wire ce.nter for basic local telecommunications 

9 •ervice, i s that your understanding? 

10 A Yes. 

ll 0 Okay. For purposes of that report. how would you 

12 define coat? For example, would it be the total annual or 

ll monthly costa, or would it be the overage per line coot for 

14 whatever geograpbic area woo selected? 

15 A For purposes of the report, I think I will call 

16 it economic cost, which is forward-lonking. And you are 

17 asking me how would I state the coats? 

18 0 Correct. 

19 A I guess t:lat •a a good question , because there is 

20 more than one, there are hundreds. At each wire center. I 

21 guess, che coat would be stated on a per line baoio by wire 

22 center. 

23 0 Mou.ld the per 11 ne basis be an.nua 1, monthly, h.ow 

2 ~ should that be reported? 

25 A It would probably be ean1est to report it on a 
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1 monthly baaia, because that's what moat people are familiar 

2 with looki ng &t, 

3 0 My laat line of queacionlng relates co Page 23 of 

4 your direct ceatimony, at Line 18, where you atated that 

5 costa shoul d be calculated on a basis smaller than a wire 

6 center, but you didn't apecifically apecify what level those 

7 costa should be baaed on. And ataff sent out Interrogatory 

8 40 to ~. end easentially asked the question what level 

9 a.lould it be based on if it should be aomothing leas than a 

10 wire center . And you responded, and you talkeu a~ut a base 

11 rete area, and I was wondering if you coulo explain that 

12 response that you had for thia level of ·· 

13 A l ~ueas I waa thinking of a base rate area ao 

14 being roughlt a circle around the wire center or 

15 approximately 12,000 feet. I think there is a oignificant 

16 coat break in providing services to customers inside the 

17 base rate are& versua outside the beae rete area . And l 

18 think that'& &ll I meant by that. 

19 0 Now, at what level did GTE ac tually file 

20 information? Didn't you actually file it at a grid level 7 

21 A I'm not sure. I know we uaed BCPM, and r•m not 

22 aure whether it was at the grid level or the wire center 

23 level. You will have to aak Dave TUcek. 

24 0 Why did you think we ahould use something lese 

25 than at a wire center level? 
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On~ y because there is a eignif icant variac ion of 

2 cost. as you look at the denDit.y pateerns wichin t.he wire 

3 center . 

0 Ok&y. And you base chat conclus i on on empirical 

5 dat.a? 

6 A No, I haven't. conducted anyth~ng personally on 

1 that. I just know from a lot of years of experience that 

8 t hat is the case. What 1 don't know is whether or not Mr. 

9 Tucek can p r ovide any empirical break pointe on that or not, 

10 I don ' t know. r just know that density is a b1g coat 

11 component , and the more linea that you have in a tighter 

12 density, the more significant reductions there are in coat. 

13 versus customere that sit out.e i de of that dense pattern o f 

14 custo~Mre. And my recollection ia t.hat the 12,000 feet was 

15 provided from our engineers, and 1 j uat simply accepted i t . 

16 MR. COX: Okay. Thank you, Mr. Seaman. That 

17 conclude& Staff's questione. 

18 CHAIRMAN JOHNSON: And there i s no redirec t? 

19 MR. POWELL: No, ma•am . 

20 MR. RBHWI NICEL: Madam Chairman, Charles Rehwi nkel 

21 with Sprint. I juet wanted to br1ng up one matter. I' ve 

22 checked with the croeB examini ng parties and discussed i t 

23 with staff, Ca.rl Laermlli, who is liet:ed ao a model witness 

24 is really an input witness, and we would ook that be placed 

25 after Mr. Dickerson in tho order. And I don't think anybody 



1 has a problem with that. 

2 

3 

4 

Cl!AlRMAN JOHNSoN• Okay. Will do . 

MR. REHWINI<EL1 Thank you. 

MR. POWELL: Madam Chair, i s thio also a good 

S time to move into evidence the exhibits to Mr. Seaman's 

6 t eotimony? 

7 CHAIRMAN JOHNSON: Uh·huh. 

1410 

8 MR. POWELL: I think you may have misspoke when 

9 you id~ntified them. I think you may identified MCS-1 and 2 

10 ao 34 and 

11 

12 

CHA! RMAN JOHNSON: I should have said 54 . 

MR. POWELL: 54. So with tha t correction I 

13 move in Exh~oits 54 and 55. 

CKkiRMAN JOKNS( N: Show thoae two admitted 

15 without obje ction. Thank you. 

16 (Exhibit 54 and 55 received into e v idence.) 

17 MR . POWELL' Thank you, 11\4 • am. Cmo more 

18 housekeeping item wi th respect to Mr . Olson'& testimony 

19 t omorrow. There is a single page ex hibit attached to Mr. 

tld 

20 Olson 's testimony . Ther6 are some correct ions, and I have 

21 those available tor the Commission and Staff and the parties 

22 r ight now i! anyone would like to have them today. 

2:1 CKki RMAN JOHNSON: Okay. 

24 MS. CASWELL• They are over here with the other 

25 items at the table. 
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1 MR. POWELL• And jusc for the ease of people 

2 looking ac them, the corrections are the last five entries 

3 in Column B, as in boy. 

4 

5 

6 

CHAIRMAN JOHNSON: Thank you . 

MR. POifBLL: Yes, rna • am. 

CHAIRMAN JOHNSON: And the witness has been 

7 excused and we will go ahead and adjourn for this evening. 

8 (Transcript continues in sequence with Volume 
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