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BELLSOUTH TELEClOMMUNlCATIONS, INC. 

REVISED DIRECT TESTIMONY OF JOHN A. RUSCILLI 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 030869-TL 

SEPTEMBER 30,2003 

PLEASE STATE YOUR NAME,  Y O U K  POSITION WITH BELLSOUTI-I 

TELECOMMUNICATIONS, I N C .  ("BELLSOUTH") A N D  YOUR 

BUSINESS ADDRESS. 

My name is John A. Ruscilli. I alii eiiiployed by BellSouth as  Senior Director 

- Po I icy 1ni plenieii t a t i oil and Regul a to I- y Coin pl i a ti ce for th e n i ne- s t a t e 

BelfSouth region. My business address is 675 West Peachtree Street, Atlanta, 

Georgia 30375. 

PLEASE PROVlDE A BRIEF DESCRIPTTON OF YOUR BACKGROUND 

A N D  EXPERIENCE. 

I attended the University of Alabama in Biriningliani where I earned a 

Bachelor of Science Degree in 1979 and a Master of Business Administration 

in 1982. After graduation I began eniploynient with South Central Bcll as an 

Account Executive in Marketing, transferring to AT&T in 1983. I joined 

BellSouth in late 1984 as an aiialyst in Market Research, and in late 1985 

moved into the Pricing and Econotnics organization with various 

25 responsibilities for business case analysis, tariffing, demand analysis and price 
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regulation. In July 1997, 1 became Director of Regulatory and Legislative 

Affairs for BellSouth Long Distance, Tnc., with responsibilities that iiicluded 

obtaining the necessary certificates of public convenience and necessity, 

testify in g , Federa I C om 111 uii i cat i oils C 0111 111 i s s i 011 (“FC (2”) a lid stat e re gu 1 at o ry 

support, federal and state compliance reporting aiid tariffing for all 50 states 

a i d  the FCC. I assumed my current position in July 2000. 

WHAT IS THE PURPOSE OF YOUR REVISED TESTIMONY? 

The purpose of my revised testimony is to introduce BellSouth’s proposal for 

implementing Section 364.164 of Florida’s Tele-Competition Innovation and 

Infrastructure Enhanceinent Act, which was signed into law on May 23, 2003. 

BellSouth proposes to rebalance rates in a revenue neutral inatiiier through 

decreases in intrastate switclied access cliarges with corresponding rate 

increases for basic services. 

PLEASE IDENTIFY THE OTHER BELLSOUTH WITNESSES FILING 

DIRECT TESTIMONY AND THE TOPICS EACH WILL ADDRESS. 

In addition to m y  revised testimony, BellSouth presents the testimony of four 

other witnesses. Mr. Jerry Hendrix discusses, ainong other things, the timing 

and process by which BellSouth will achieve parity between its intrastate and 

interstate switched network access rates. Mr. Steve Bigelow presents the new 

revenue category and pricing units used by BellSouth in this filing. Ms. 

Daoiine Caldwel I spoiisors cost studies that deliionstrate that basic local 
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service rates are receiving an economic subsidy froin other services. Dr. 

William Taylor coniineiits on ecoiioiiiic issues arising from Section 364.164- 

In addition to these four witnesses, BellSouth, along with Verizon and Sprint, 

are sponsoring the testimony of Dr. Kenneth Gordon. Dr. Gordon provides an 

economic and policy analysis of the proposed rate plans as they relate to the 

considerations laid out in Section 364.164. At the conclusion of this 

proceeding, BellSouth believes the Coiiitiiissioii will find that BellSouth’s 

pi-oposal creates a inore attractive local exchange market, is beneficial to 

residential consumers, and eilhances the opportunity for market entry by 

Competitive Local Exchange Carriers (“CLECs”) in  Florida. 

CAN YOU GENERALLY DESCRIBE SECTION 364.164? 

Certainly. Section 364.164 establishes a process by which incumbent local 

exchange carriers (“ILECs”), such as BellSouth, are able to reduce intrastate 

switched access charges and recover any revenue losses resulting from such 

reductions by “rebalancing” other rates. This will be accomplished by 

i tnplementing “a revenue category mechanism consisting of basic local 

t e I e c oiiiinunica t i ofis ser v ice revenues and intra stat e switched ne tw o rk access 

revenues to achieve revenue neutl-ali ty.” Essentially, Section 364.164 provides 

that each local exchange telecoiiuiiunicatioiis company may petition the 

Coinmission to remove implicit support to basic local service rates by reducing 

its intrastate switched network access rates. 

PLEASE DEFINE RATE REBALANClNG. 
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Rate rebalancing refers to the process of lowering rates for one class of 

custoniers that are paying rates in excess of the cost of serving that class of 

customers, while, at the same time, raising the rates charged to another class of 

custoiners so that the rates paid by such customers more closely reflect the cost 

of serving such customers. The net effect of these decreasedincreases is 

required, in this paiticular case, to be revenue neutral for the carrier. 

WHAT SHOULD THE COMMlSSION CONSIDER IN GRANTING A 

PETITION UNDER SECTION 364.164? 

In reaching its decision to grant any petition filed pursuant to Section 364.164, 

the Coiimission should coiisider whether the petition will: 

a) Remove current support for basic local telecoi~~i~iunications 

services that prevents the creation of a more attractive competitive 

local exchange market for the beiiefit of residential consuiiiers. 

b) Induce enlianced market entry. 

c) Require intrastate switched network access rate reductions to 

parity over a period of not less than 2 years or more than 4 years. 

d) Be revenue neutral within the defined revenue category. 

PLEASE DESCRIBE GENERALLY BELLSOUTH’S PROPOSAL TO 

ATTAIN INTRASTATE SWITCHED ACCESS RATE PARITY WITH 

INTERSTATE SWITCHED ACCESS RATES 1N EFFECT JANUARY I ,  

2003. 
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A. As discussed in greater detail by BellSouth witness Mr. Jerry Hendrix, 

BellSouth proposes to lower its intrastate switched network access rates to the 

interstate switched network access rates in effect as of January I ,  2003 in not 

less than a twenty-four (24) month period. The proposal includes reducing the 

intrastate switched network access rate in three increments effective first 

quarter 2004 (1 Q04), first quarter 2005 ( 1 Q05), a i d  first quarter 2006 ( 1 Q06) I . 

The switched access revenue reductions will be offset by increases i n  certain 

basic local excliaiige service rates. 

Q. BEFORE DISCUSSING THE DETAILS OF BELLSOUTH’S PROPOSAL, 

PLEASE EXPLAIN THE VARIABLES THAT UNDERLIE THE 

PROPOSAL. 

A. There are two significant variables that underlie BellSouth’s proposal: 1 ) the 

methodology by which switched access 1-eductioiis are calculated; and 2) the 

level of demand that will be used to calculate switched access reductions and 

basic local increases for each increiiimt of the plan. As described by Mr. 

Hendrix, the Coiiiniission is being presented with two iiiethodologies from 

which to choose for determining the level of switched access reductions: 1 )  

mirroring of all recurring intrastate switched access rate eleineiits with 

interstate rate eleiiients; and 2) applying a coinposite rate calculated in the 

same nianner as the typical network coimposi te reported to the Conmission on 

’ Pursuant to 
aftcr tiling applicable tariffs. 

364. I64(2), Florida Statutes, the effectivc datc of proposed ratc changes will be 45 days 

5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

an annual basis in the Florida Access and Toll Report. The two iiiethodologies 

yield different results as explained by Mr. Heiidrix. Should the Coinmission 

choose the mirroring methodology, the total amount of switched access 

reductions that will be offset by local service iiicreases in t hee  iiicreiiieiits will 

be $136.4 million. Should the Commission choose to use tlie typical network 

composite methodology, the total amount of switched access reductions that 

will be offset by local service increases in three increments will be $125.2 

~iiillion. Under both methodologies, the first increment wilI equal 40% of the 

total switched access reduction, the second inci-etnent will equal 35% of the 

total reduction and the third increment will equal the reiiiaining 25% of tlie 

total reduction. Shortly, I will describe the speciiic services that will be 

iiicreased and their associated revenues under each of the two methodologies. 

The second variable involves the level of demand to be used in calculating 

revenues to be offset. Because BellSouth’s proposal to offset switched access 

revenue reductions with local service revenue increases is based on the best 

available infoi-niatioii of current demaiid, rate adjustments are subject to 

change over the life of the plan. BellSouth’s proposal today is based upon the 

past twelve (12) months of d e n ”  as of Julie 2003. However, before tlie first 

increnien t of the proposal is implemented, updated demand figures will be 

used to determine the actual rate element changes that will become effective 

lQ04. Similarly, prior to iniplementiiig rate clianges to be effective lQ05 and 

1Q06, the most current 12 months of demand will be used to determine the 

actual rate change ainounts. 
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PLEASE DESCRIBE BELLSOUTH’S PROPOSAL TO OFFSET THE 

REVENUE REDUCTIONS ASSOCIATED WITH THE SWITCHED 

ACCESS RATE REDUCTIONS UNDER THE MIRRORING 

METHODOLOGY. 

Should the Coinmissioii elect to implement 

the mil-roring methodology, switched access 

switched access reductions using 

revenues in the amount of $136.4 

million will be offset by the followiiig local service increases. BellSouth 

proposes to increase single-line basic residential local service rates ( 1 FRs), 

adjust single-line business basic local setvice rates ( I FBs) and increase certain 

lion -rec urri 11 g charges . Spec i fi ca I 1 y , Be 11 South p 1-0 poses an ave rage s i 11 g 1 e - 1 i lie 

residential basic local service line rate increase of $1.39 across all rate groups 

effective lQ04, a second increase of $1.38 across all rate groups, effective 

lQ05 and a third increase of $1.09 across a11 rate groups, effective IQ06. In 

addition, BellSouth proposes to adjust single-line business rates as follows: 

Rate Gro~ips 1-3 will increase to $25.00 over two equal increments; Rate 

Groups 4-6 and Rate Code X1 will increase to $28.00 over two equal 

increments; and Rate G ~ O L I ~ S  7-1 1 and Rate Codes X2-X4 will be adjusted to 

the current Rate Group 12 rate of $30.20, also in two equal increments. For 

Rate Codes X2 and X3 this adjustment will result in a lower rate. The first 

increment will become effective 1 Q04, and the second iiicrement will become 

effective 1 QOS. BellSouth’s proposal also includes increases in nonrecurring 

se rv i ce ordering charges over t 11 re e i ii c re iiie n t s , 1 ti crease s i 11 noire c 11 rr i t i  g 

charges are consistent with Section 364. 64(2) requiring that “ [~] I I  ad-justmetit 

in rates may not be offset entirely by the compaiiy’s basic inonthly recurring 
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rate.” The following cl-tart reflects the rate and revenue adjustments associated 
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MIRRORING METHODOLOGY 

Service 
1 FR 
1 FB 

NOW 
Rec. 
Sw. Ac. 
Total 

5 

6 

7 

8 

9 

10 

11 

Rate or Revenue Adjustments Basic Switched 
Service Access 

Revenue Revenue 
1 tQ04 1q05 1q06 . 

$1.39 $1.38 $ t .oo $1 18.8SM 
Rate & RG Rate & RG $ l . l b M  
Changes Changes 
Multiple Multiple Multiple $16.29M 
E 1 erne n t s E I eiii en t s E 1 em en t s 

($54.58M) ($47.75M) ($34.1 1 M) ($136.4 M) 
$136.3 M ($136.4 M) 

See Exhibit SB-2 attached to the revised testimony o f  Bel lSouth witness Mr. 

Steve Bigelow lo view inore specifically the priccout associated with the 

mirroring methodology and see the revised testitiiony of Mr. Jerry Hendrix for 

specifics regarding switched access rate reductioiis. See also Revised Exhibit 

JAR-1 attached to m y  testimony to view the impact of BellSouth’s proposal on 

basic service rates. 
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lQ04 
$1.25 

A. 

lQ05 1 Q06 
$1.25 $ I .OO $Z07.77M 

Should the Commission elect to iniplenietit switched access reductions usiiig 

the typical network composite methodology, switched access revenues in the 

aiiiount of $125.2 niillioii will be offset by the following local service 

increases. Similar to the mirroring methodology, BellSouth also proposes to 

increase single-line residential local service rates, adjust single-line business 

basic local service rates and increase cei-tain lion-recurring charges. 

Specifically, BellSouth proposes an average single-li tie residential basic local 

seivice line increase of $1.25 across all rate groups effective lQ04, a second 

increase of$1.25 across all rate groups, effective lQO5 and a third increase of 

$1 .OO across all rate groups effective lQ06. Further, BellSouth proposes to 

adjust single-line business rates in the same manner described under the 

mirroring methodology. BellSouth’s proposal also includes increases in 

nonrecurring service ordering charges in three increments. The following chart 

reflects the rate and revenue adjustments associated with the typical network 

coinposi te methodology. 

Rate & RG 
Changes 
Multiple 
Elements 

($50.09M) 

Service 
1FR 
1FB Rate & RG $1.16M 

Changes 
Multiple Multiple $16.29M 
E 1 em en t s E leim en t s 

($43.83M) ($3 I .3 I M) ($125.2 M) 

Non- 
Rec. 
Sw. Ac. 

Total I 

TYPICAL NETWORK COMPOSlTE METHODOLOGY 

I $125.2 M I ($125.2M) 

Rate or Revenue Adjustments Basic Switched 

Revenue Revenue 
I Service 1 Access 
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See Exhibit SB-1 attached to the revised testimony of BellSouth witness Mr. 

Steve Bigelow to view inore specifically the priceout associated with the 

typical network composite methodology and see the revised testimony of Mr. 

Jerry Hendrix for the specifics regarding switclied access rate reductions. See 

also Revised Exhibit JAR-1 attached to my testimony to view the impact of 

BellSouth’s proposal on basic service rates. 

ALTHOUGH BELLSOUTH PROPOSES 1NCREASING CERTAIN LOCAL 

EXCHANGE SERVICE RATES, SHOULD CUSTOMERS EXPECT 

BENEFITS IN THE WAY OF REDUCED LONG DlSTANCE RATES? 

Yes. Although BellSouth’s proposal includes increases in certain local 

excliange service rates, Section 364. I63( 2) provides that these same custoiiiers 

can be the recipients of lower long distance rates. Section 364.163(2) requires 

that telecoil7i~~unicatioiis coinpanies whose rates are reduced due to 

adjustments in intrastate switched access miist decrease their long distalice 

revenues by passing along such reductioiis to both residential aiid business 

custoiiiers. Therefore, to the extent that customers are using long distance 

serv ices pro v id ed by t e 1 eco1nniu n i cations co 1i-1 p a n  i e s t h at pay Be I 1 Sou t I1 

switched access cliarges, BellSouth’s proposal will result in lower long 

distaiice rates for these customers. 

WILL BELLSOUTH’S PROPOSED INCREASES IN RESlDENTIAL 

SERVICE RATES IMPACT CURRENT LIFELINE RATES’? 

10 
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No. BellSouth’s proposed increases will not impact Life1 iiie service rates. The 

recent Florida legislation establishes additional requirements to protect and 

promote Lifeline participation. Subsection (3) of Sectioii 364. IO,  Florida 

Statutes, requires that LECs authorized by the Conmission to rebalance rates 

pursuant to Section 364.164 mist provide Lifeline service to any otherwise 

eligible customer or potential customer who meets a11 iiicoiiie eligibility test at 

125 percent or less of the federal poverty income guidelines for Lifeline 

customers. In addition, LECs must provide each state and federal ageiicy 

providing Lifeline benefits with brochures, paiiiphlets, or other material that 

inform consuiiiers of their eligibility for Lifeline. Further, as clearly stated in 

Section 364.1 0( 3)(c) “[aliiy local exchange teIecoiiitnunications company 

customer receiving Lifeline benefits shall not be subject to any residential 

basic local telecomnunicatioiis service rate increases authorized by s. 364. t 64 

until the local excliaiige telecomniunications conipany reaches parity as 

defined in s. 364.164(5) or until the custoiiier 110 longer qualifies for the 

Lifeline benefits established by this section or s. 364.105, or unless otherwise 

determined by the coniniission upoii petition by a local exchange 

teleconimunications conipany.” As an added element of security for current 

Lifeline rates, BellSouth voluntarily agrees that customers receiving Lifeline 

service will not be subject to any residential basic local service rate increases 

for a period of four years effective September I ,  2003, which is the effective 

date established for Section 364.10. 

11 
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REGARDING THE SPECIFICS OF BELLSOUTH’S PROPOSAL, WHY 

DOES BELLSOUTH PROPOSE TO RAISE ONLY RESIDENTIAL AND 

SINGLE-LINE BUSINESS RECURRING RATES? 

First, Section 364.164 was explicitly designed to remove support for basic 

telecoininunications services (residential aiid single-line business services) by 

offsetting basic services iiicreases with reductions in intrastate switched access. 

SyecificaIly, upon the Commission granting a local exchange 

telecoiiiniunications conipany’s petition, Section 364.164(2) of Florida S tatittes 

aut 11 or i ze s the I oc a 1 exchange t e 1 ec 0113 m L I ~  i cat i o 11s coiiip any “to iiii in edi at e I y 

iiiipleiiieiit a revenue category mechatiisiii consisting of basic local 

telecoii~niunications service reveilties and intrastate switched network access 

revenues to achieve revenue neutrality.” Therefore, this section etivisions 

increases in basic local exchange rates as an offset to reductions in intrastate 

switched access rates. Second, many of BellSouth’s basic local seivice rates in 

the state of Florida are being subsidized by other services, including intrastate 

switched access rates. In a conipetitive local service environment, it is 

especially imperative that services cover their own costs and subsidies be 

reiiioved to the extent possible. It is only thro~rgh this process that Florida 

consumers will see tlie coiiipetitive choices envisioned by tlie 

Telecomin-unications Act of 1’396 (the “ 1996 Act”). 

WHY IS BELLSOUTH RAISING RATES IN ALL OF ITS RESlDENTIAL 

LOCAL EXCHANGE RATE GROUPS? 

12 
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BellSoutli is proposing to raise, by the same amount, the rates in ail residential 

rate groups because the rates in all resideiitial rate groups currently fail to 

cover their underlying cost. The testiinony of BellSouth witness Ms. Caldwell 

explains in detail the current cost cliaracteristics of basic exchange service. 

Naturally, because it costs more to provide service in rural areas versus wban 

areas, it will take longer for rates in the ~-~iral  rate groups to reach the level of 

their uiiderlying costs tlian rates in urban rate groups. However, BellSouth is 

attempting to minimize the rate impact to these more rural customers by 

proposing to increase their rates at the same level as urbaii rate groups. 

Although this process will not reverse the current situation where the least-cost 

urban customers pay the highest rates and the highest-cost i~iral customers pay 

the lowest rates, it moves rates in a direction that will create greater 

coiiipetitive choice for all residential customers. 

COULDN’T BELLSOUTH SIMPLY RAISE BUSINESS RATES AND 

LEAVE RESIDENTIAL RATES AT CURRENT LEVELS‘? 

No. Business rates, in the iiiajority of cases, already cover their underlying 

costs as demonstrated in the testimony and exhibits of Ms. Caldwell. Because 

business rates already cover their costs, there is a significant level of business 

competition in Florida. In his testimony, Dr. Taylor cites statistics from the 

FCC’s most recent Local Competition Report to demonstrate the level of local 

exchange competition in the state of Florida for all local exchange companies. 

Dr. Taylor also describes uiieveniiess in the progress of business versus 

residential competition. In  addition, BellSouth specific data shows that 

13 
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business coinpetition is moving brisky compared to residential competition. 

For instance, eiiiploying the same n-tetliodology that was iised to demonstrate 

the level of local coiiiyetitioii in BellSouth's FCC long distance application, 

aiid updated as of June 2003, data shows that CLECs are serving 13.3% of 

total residelice lines and 34.3% of total busitiess lines in BellSouth's tcrritory 

in FIorida. Iinpoi-tantly, increased coinpetition for residential services will 

only occur by adjusting residential rates to more closely align with their 

underlying costs. By niaking residential rates less dependent on artificial 

subsidies and more closely aligned with their underlying costs, coinpetitors 

will find the residential market a more attractive market in which to cotnpete, 

just as they have founcl the business market attractive. 

WHY DOESN'T BELLSOUTH SIMPLY PROPOSE TO INCREASE THE 

RATES IN LARGER URBAN AREAS AND LEAVE RURAL 

CUSTOMERS' RATES AT CURRENT LEVELS'! 

Raising urban rates without also raising rural rates would oiily exacerbate the 

current situation where the lowest cost customers are charged the highest rates, 

and the highest cost custoiners are cliai-ged the lowest rates. Maintaining such 

an imbalance only ensures that rural customers will not receive the full benefits 

of a competitive marketplace. In order to achieve the goal of Section 364.164 

and t'eimove current support for basic local teIeconi1iiuiiicatioiis services, it  is 

necessary to adjust rates in such a way as to remove the most subsidy possible, 

but in a reasonable manner. Although the greatest subsidy exists in rural rates, 

14 
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in order to niiiiiiiiize the iiiipact on rural customers, BellSouth proposes to raise 

all residential rates by the same amount. 

DOES BELLSOUTH’S PROPOSAL ADDRESS THE FOUR POINTS THE 

COMMJSSION SHOULD CONSIDER UNDER SECTION 364.164? 

Yes, definitely. BellSouth’s proposal is designed to be consistent with the four 

considerations outliiied in Section 364.164. BellSouth’s proposal inakes a 

major stride toward “remov[iiig] current support for basic local 

telecomil7unicatioiis services that prevents the creation of a more attractive 

competitive local exchange market for the benefit of residential consumers.” 

As evidenced in the testimony and exhibits spoiisored by Ms. Caldwell, 

BellSouth’s proposed rate adjustments will more closely align these rates with 

their underlying costs. As Dr. Taylor and Dr. Gordon describe, more closely 

aligning resideiitial rates with their relevant costs should “induce enhanced 

iiiarket entry.” Further, BellSouth’s proposal to reduce its intrastate switched 

access rates to parity with interstate switched access rates in three increinents 

in not less than twenty-four (24) months is consistent with Section 364.164’s 

requireiiient that parity be reached “over a period of not less than 2 years or 

more than 4 years.” Finally, BellSouth’s proposal is designed to be “revenue 

neutral within the defined revenue category.” Decreases i n  intrastate switched 

access rates will be offset by rate adjustments in basic local exchange rates. 

Clearly, BellSouth’s proposal is consistent with the considerations out1 ined in 

Section 364.164. 
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A. 

Q. 

A. 

WHY IS REMOVAL OF SUPPORT FOR BASIC LOCAL 

TELECOMMUNICATIONS SERVICES GOOD POLICY? 

Removal of the current support is good policy for several reasoiis. First, 

Section 364.164 reflects the appi-oach taken by Congress i n  the 1996 Act and 

the subsequent orders of the FCC in malting implicit subsidies explicit. 

Second, the current system of subsidies caiiiiot be sustained in a competitive 

environineiit. New entrants target the subsidy-paying niarket (business, urban) 

in order to achieve the higher margins inherent in subsidy-paying services, and 

are declining to enter the subsidy-receiving iiiarkets (residential, rural). Since 

the CLECs have been successful in attacking tlicse subsidy-paying inarkets, the 

support used to benefit residential and higher-cost rural areas is being siphoned 

out of the system. This creates pressure toward higher rates for the intended 

beneficiaries of tlie subsidy. Third, niaiiitaining a system of implicit subsidies 

deprives residential and iiiral customers of potential competitive choices. For 

these reasons, the current system of subsidies is inconsistent with tlie pro- 

coiiipe t i ti ve po I i c i es in 11 e ren t in the c iirre n t t el ecoiim 1111 i ca t i on s 1 a w, a t i  d, 

absent political considerations, impels the adoption of rate rebalancing aiid rate 

rationalization policies. 

HAS CONGRESS AND THE FCC ADDRESSED REMOVAL OF IMPLICIT 

SUPPORT FROM LOCAL EXCHANGE SERVICE RATES? 

Yes. As a key goal of the 1996 Act, Congress was clear in  its intention and 

desire that implicit subsidies be eliininated in the conmetitive local exchanrre 
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market. In addressing universaI service under Section 254 of the 1996 Act, 

Congress requires tlie FCC and the States to ensure that universal service is 

available at rates that are just, reasonable and affordable and that any Federal 

universal service support slioulcl be explicit and sufficient to meet universal 

service goals. Further, a state may adopt regulations to preserve atid enhance 

universal service onIy to the extent that such ~-egulations adopt specific, 

predictable and sufficient mechanisms. 

The FCC also addresses tlie issue of explicit versus implicit universal service 

support in its rules and regulations iiiipleineiitiiig the 1996 Act. More recently, 

as a key factor i n  its CALLS Order, the FCC addressed head-on the problem of 

inaiiitaining subsidies iii local rates in a cotnpeti tive eiivironment. 

This “patchwork quilt” of implicit support helped keep rates largely 
affordable in a monopoly environment where incumbent LECs could be 
guaranteed an opportunity to earn retui-ns from certain services and 
customers that are sufficient to support tlic high cost of providing other 
services to other customers. The iiew competitive environment 
envisioned by the 1996 Act, however, threatens to undermine t h i s  
implicit support sttzicture over tkc long run. The 19% Act removed 
barriers to entry in the local inarket, generating competitive pressures 
that may make it diff’lcult for iiicuiiibeiit LECs to maintain access 
charges above econoiiiic cost. Tli~is, where existing rules require an 
incumbent LEC to set access charges above cost for a high-volume 
user, a conipetiiig provider of local service can lease uiibundled 
network elernents at cost, or construct new facilities, thereby 
undercutting the iiicunibent’s access charges. As competition develops, 
iiicuiiibent LECs may be forced to lower their access charges or lose 
inarket share, in either case jeopardizing the source of revenue that, in 
tlie past, has permitted the incumbent LEC to offer setvice to other 
custoniers, particularly those in high-cost areas, at below-cost prices. 
Incumbent LECs have been claiming that this process has already made 
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i i i  ore than trivia 1 in roads on thei r 11 i g 11-vo lu iiie c us t o in er base. 
[footnotes deleted] 

I n  adopting the CALLS Proposal tlie FCC noted that “[tlhe CALLS Proposal is 

a reasonable approach for moving toward the Commission’s goals of using 

cotiipetitioti to bring about cost-based rates, and reiiioviiig implicit subsidies 

without jeopardizing universal service.’’3 The Florida Legislature, the United 

States Congress and the FCC have all recognized the necessity to remove 

imp1 icit subsidies. BellSouth’s proposal for implenientitig Section 344.164, 

Florida Statutes is consistent with this goal. 

HOW WILL REMOVAL OF LOCAL SERVICE SUPPORT ENHANCE 

MARKET ENTRY? 

It is clearly t i le  that there will never be competitive alternatives for customers 

who are receiving service at a price below the relevant cost of pi-oviding that 

service. However, as tlie price of service to these customers is raised to, and 

eventually above its relevant costs, such customers become more attractive to 

coiiipetitors. A cynic might observe that a customer receiving service at a 

below cost rate might be more than willing to keep that rate and have 110 

competitors vying for the customer’s service, rather than having a11 increased 

rate and competitive aItemative. Uiifortuiiately, that is no longer an option for 

custoiners. We now have federal m d  state policies that advocate competition 
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in every aspect of our business, and conditions have been created by the 

federal and state governments that tnalte it impossible, in the long run, to 

continue the social policy of subsidizing residential customers. Given that, the 

steps that BellSoutli pi-oposes, wliich will ultiniately serve to make residential 

custoiners more attractive to competitors, will obviously m d  inevi tab1 y induce 

other competitors to more broadly enter the local exchange markets in Florida. 

Dr. Taylor and Dt-. Gordon discuss this in more detail in their testimony, but 

the simple truth of the matter is that the situation is as simple as I have stated. 

Raising local exchange prices to end users i-nakes those end users more 

attractive to competitors. As long as competition in  telecoiiiiiiunicatioiis is the 

national and state policy, such changes are inevitable, and should be 

approached rationally and with the objective of doing this as efficiently and 

quickly as possible. 

PLEASE SUMMARIZE YOUR TESTIMONY? 

The Florida Legislature has recently enacted new legislation. Section 364.1 64, 

when implemented, will help acconiplish the national and state goal of 

removing implicit subsidies that support basic local exchange service, and 

thereby create a more competitive local excliaiige marltet. BellSouth proposes 

two methodologies for calculating the intrastate switched access revenues to be 

reduced; the niirrori tig methodology and the typical izetwork composite 

methodology. BellSouth proposes a set of basic local exchange rate 

adjustiiients that will occur under each of the two methodologies. Jmpoi-tantly, 

both methodologies accomplish the goal of moving toward removal of implicit 
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subsidies. BellSouth’s proposal is entirely consisteiit with Section 364.164, 

Florida Statutes. Upon the Conmission’s selection of one of the two methods 

for calculating switched access revenue reductions, BellSouth will implement 

the first increment of reveiiue neutral reductions and iiicreaseseffective 1 Q04, 

the second incremetit effective 1 Q05 and the third iiicrement effective I QOG. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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No n recurring Rate Changes 

Service DescriDtion 
Line Connection Charge 

Res - 1st Line 
Res - Addl Line 
BL~S SL - 1st 
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- 
Present Rate Effective 1Q04 -'' Effective tQG5 Effective1 Q06 

$40.88 $44.81 $46.51 $46.69 
$12 05 $13 37 $1 3.94 $1 4.00 
$56 24 $62 17 $64 73 $65 00 
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