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DIRECT TESTIMONY OF GREGORY L. SHAFER 

Q. 

A. Gregory L .  Shafer, 2540 Shumard Oak B l v d . ,  Tallahassee, F lo r i da  32399- 

0850. 

Q .  

A.  I am employed by the  F lo r i da  Publ ic  Service Commission, D i v i s i o n  o f  

External A f f a i r s ,  as a Senior Analyst  i n  the  O f f i c e  o f  Federal and L e g i s l a t i v e  

L i  a i  son, 

Q .  

A.  I present ly  func t ion  as a l e g i s l a t i v e  analyst  on telecommunications 

matters preparing b i  11 analyses and represent i  ng the F1 o r i  da Pub7 i c Servi ce 

Cornmi s s i  on before the F1 o r i  da Legi s l  a ture on telecommunications mat ters .  I 

a1 so prepare and present analyses on various federal  issues i nc l  udi  ng nat ional  

l e g i s l a t i o n  as needed and Federal Communications Commission issues. 

Q .  Please summarize your educational and professional  background. 

A .  I have a Bachelors degree i n  Economics from the Un ivers i ty  o f  South 

F lo r i da  and a Masters degree i n  Economics f rom F lo r i da  State Un ive rs i t y .  

Would you please s t a t e  your name and address? 

By whom are you employed and i n  what capaci ty? 

What are your cur ren t  r e s p o n s i b i l i t i e s  as a Senior Analyst? 

My professional  experience includes two years as a F i e l d  Economist w i t h  

the U . S .  Department o f  Labor, Bureau o f  Labor S t a t i s t i c s .  I have been 

employed by the  F lo r ida  Publ ic  Service Commission since September 1983. I 

spent f i v e  p lus years i n  the D i v i s i o n  o f  Communications i n  various capac i t ies ,  

the  f i n a l  two years as Supervisor o f  t he  Economics Sect ion.  MY 

responsi b i  1 i t i e s  pr imar i  l y  focused on pol i c y  development i n  the  areas o f  

Access Charges, Long D i  stance Servi ce, Ce l l  ul a r  telephone i nterconnect i  on, and 

Shared Tenant Services. While working i n  t h e  D iv i s ion  o f  Communications, I 
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t e s t i f i e d  i n  the Interexchange Car r ie r  Rules docket and i n  the  A.T. & T .  

Waiver Request (forbearance) docket. 

I spent approximately 1 0  years as Bureau Chief  o f  the  Bureau of Special 

Assistance i n  the D iv i s ion  o f  Water and Wastewater and have t e s t i f i e d  i n  

several water and wastewater cases on the  ca l cu la t i on  o f  margin reserve. I 

also t e s t i f i e d  on r a t e s e t t i n g  po l i cy  i n  the Southern States (now known as 

F lo r i da  Water Services, I n c . )  r a t e  case, Docket No. 950495-WS. 

For the l a s t  four  and a h a l f  years I have worked p r i m a r i l y  on 

telecommunications issues, f i r s t  i n  the  D i v i s i o n  o f  Po l i cy  Analysis and 

Intergovernmental L i  a i  son and cu r ren t l y  i n the D i  v i  s i  on o f  External A f f a i  rs , 

Q .  What i s  the  purpose o f  your testimony i n  t h i s  proceeding? 

A .  The purpose o f  my testimony i s  t o  provide the  Commission w i t h  add i t iona l  

i nformat i  on and perspectives on p e t i  ti ons f i  1 ed by Bel 1 South, Spri n t  , and 

Verizon ( the  Companies) i n  r e l a t i o n  t o  the c r i t e r i a  established i n  Sect ion 

364.164,subsection ( l > ( a - c ) ,  F lo r i da  Statutes.  

Q. P1 ease descri be the proposed imp1 ementati on schedul e o f  i n t r a s t a t e  access 

charge reductions and revenue neutra l  basic l oca l  serv ice i ncreases . 

A.  As proposed, a l l  three companies e lected t o  f i l e  simultaneously and t h e i r  

implementation schedules are i d e n t i c a l  . Each company has proposed t o  

implement the i n t r a s t a t e  access charge reductions and bas ic  l o c a l  serv ice  r a t e  

increases i n  three steps over a 24 month per iod from the  f i r s t  change t o  the 

f i n a l  change. This w i l l  make i t  subs tan t i a l l y  easier f o r  long distance 

c a r r i e r s  i n  F lo r ida  t o  develop r a t e  reductions t h a t  w i l l  apply t o  a l l  o f  t h e i r  

respect ive F lo r ida  customers served by Bel  lSouth,  S p r i n t  and Verizon 

simultaneously. While the  s t a t u t e  addresses some aspects o f  requi  red rate 
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-eductions by long d is tance c a r r i e r s ,  i t  lacks s p e c i f i c i t y  on t im ing ,  

‘requency and scope. By i mpl ementi ng access charge reduct ions s i  mu1 taneously 

For Sp r in t ,  Verizon and BellSouth, i t  w i l l  be eas ier  f o r  long distance 

l a r r i e r s  t o  pass along those savings through r a t e  reductions i n  fewer 

t n s ta l  1 ments , across a broader geographic area. 

1. What are the  proposed incremental r a t e  increases f o r  basic l oca l  exchange 

ie rv i ce  f o r  each o f  t he  companies? 

\ .  BellSouth has two d i f f e r e n t  methods t o  implement the  proposed increases. 

The f i r s t  method implements the increase i n  two equal increments o f  $1.25 i n  

the f i r s t  quarters o f  2004 and 2005 and a f i n a l  increment estimated a t  $1.00 

i n  the  f i r s t  quarter o f  2006. The second method would implement an increase 

i f  $1.39 i n  the  first quarter o f  2004, $1.38 i n  2005 and the estimated 

-emainder o f  $1.09 in 2006. 

Verizon proposes two equal increments dur ing  the same t ime frame i n  2004 

m d  2005 o f  $1.58 and a f i n a l  increment o f  $1.57 i n  2006. 

I n  conjunct ion w i t h  Bel lSouth and Verizon, Sp r in t  proposes increases o f  

82.95 in 2004, $2.75 i n  2005 and a lesser  increase o f  $1.16 i n  2006. 

3.  

3el1 South and Veri zon? 

9. As proposed, S p r i n t ’ s  t o t a l  increase i n  r e s i d e n t i a l  f l a t - r a t e  basic l oca l  

;ervice rates as a r e s u l t  o f  reducing i n t r a s t a t e  access charge rates t o  p a r i t y  

v i t h  i n t e r s t a t e  access ra tes  i s  $6.86 compared t o  $3.50 or $3.86 f o r  BellSouth 

md $4.73 f o r  Verizon. The incremental increases proposed by Spr in t  o f  $2.95 

for 2004 and $2.75 f o r  2005, a r e  approximately 86% and 75% greater 

-espect ively.  than those proposed by Verizon over the same per iod.  The 

How do the basic l o c a l  serv ice increases f o r  Sp r in t  compare t o  those f o r  
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pr imary reason f o r  t h i s  d i s p a r i t y  i s  t h a t  S p r i n t ’ s  i n t r a s t a t e  access charge 

ra tes  are s i g n i f i c a n t l y  higher than those o f  Bel 1South. Consequently. the 

impact o f  reducing these rates t o  p a r i t y  w i t h  i n t e r s t a t e  access ra tes  i s  

g rea ter  on the l o c a l  serv ice rates f o r  S p r i n t ’ s  customers than e i t h e r  

Bel 1South’s customers. While Verizon’s i n t r a s t a t e  access rates are comparable 

t o  S p r i n t ’ s  they have a greater number o f  access l i n e s  over which t o  spread 

recovery.  I n  add i t ion ,  Sp r in t  has e lected t o  place a greater percentage o f  

the t o t a l  revenue impact i n  the f i r s t  two stages o f  the r a t e  changes than i n  

the  t h i r d ,  wh i le  BellSouth and Verizon have d i s t r i b u t e d  the r a t e  changes more 

evenly over the  t r a n s i t i o n  per iod.  Sole ly  from a consumer equ i ty  perspect ive,  

I would argue t h a t  S p r i n t ’ s  r a t e  adjustments should be implemented through a t  

l e a s t  one more s tep than those f o r  BellSouth and Verizon. While t h i s  w i l l  add 

addi ti onal admi n i  s t r a t i  ve costs f o r  Spr i  n t  and f o r  the 1 ong d i  stance c a r r i e r s  

i n  S p r i n t ’ s  t e r r i t o r y ,  i t  w i l l  put  S p r i n t ’ s  res iden t ia l  customers more on par 

w i th  those o f  BellSouth and Verizon i n  terms o f  the  amount of the increase 

they receive a t  any one t ime. 

Q .  

impact? 

A .  No, the s t a t u t e  does n o t  d i r e c t l y  address or def ine reasonable ra tes  o r  

r a t e  shock. However, the s ta tu te  provides f o r  a t r a n s i t i o n  per iod f o r  t h e  

access charge and basic l oca l  serv ice  r a t e  adjustments o f  no t  l ess  than 2 

years and no t  more than 4 years. One can reasonably i n f e r  t h a t  by p rov id ing  

a t r a n s i t i o n  per iod f o r  implementation o f  the access charge reduct ions and 

basic l oca l  serv ice  r a t e  increases, t he  Leg is la tu re  recognized the need t o  

m i  t i g a t e  the impact t o  consumers v i  a a t r a n s i t i o n  per iod rather  than a one- 

Does the s t a t u t e  address ra te  shock m i t i g a t i o n  or  def ine reasonable r a t e  
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t ime change i n  ra tes .  Therefore, I be l ieve  the s ta tu te  recognizes the  concept 

o f  r a t e  shock o r  r a t e  reasonableness. Along those l i n e s ,  had the  Leg is la tu re  

envis ioned t h a t  i t  was necessary t o  achieve access p a r i t y  i n  t h i r t e e n  months 

o r  24 months o r  some other  f i n i t e  per iod,  they could e a s i l y  have establ ished 

those t ime frames i n  the  s t a t u t o r y  language. By prov id ing  the range o f  no t  

less  than 2 and not more than 4 years as an implementation schedule, I be l ieve  

the Leg is la tu re  recognized the  need t o  provide a t r a n s i t i o n  path t o  temper 

r a t e  impacts on consumers. It a lso  seems reasonable t h a t  the determinat ion 

o f  t he  appropr iate implementation schedule f o r  each company would no t  r e s t  

s o l e l y  a t  the d i s c r e t i o n  o f  the  Companies. 

Q .  I f  Spr in t  were t o  extend i t s  access reductions and basic l o c a l  serv ice 

increases by an add i t iona l  step beyond those o f  BellSouth and Verizon, do you 

be l ieve  i t  would be appropr ia te f o r  Sp r in t  t o  extend i t s  implementation 

t imetable t o  36 months? 

A.  Yes. I n  add i t ion ,  I be l ieve  i t  would be appropr iate f o r  Sp r in t  t o  time 

i t s  reduct ions i n  concert w i th  Bel lSouth and Verizon for the  f i r s t  24 months. 

Then Spr in t  would implement one more incremental r a t e  adjustment 36 months 

a f t e r  the  i n i t i a l  adjustment i n  order t o  complete i t s  t r a n s i t i o n  t o  p a r i t y .  

Q .  Please describe the  c h a r a c t e r i s t i c s  t h a t  you be l ieve  might address the 

s ta tu to ry  c r i  t e r i  a o f  inducing enhanced market entry. 

A .  While no s p e c i f i c  s ta tu to ry  guidance i s  provided f o r  t h a t  p a r t i c u l a r  

c r i t e r i o n ,  I bel ieve there  are a number o f  ways t o  evaluate whether the 

pet1 ti ons f i  1 ed by Bel lSouth,  S p r i n t ,  and Ver i  zon w i  11 1 ead t o  enhanced market 

en t ry .  The obvious f i r s t  i n d i c a t i o n  o f  induced market en t ry  would be an 

increase i n  t h e  number o f  market pa r t i c i pan ts  i n  any given market area. 
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Another poss ib le  standard would be an expansion o f  consumer choice.  That 

expanded choice may t a k e  the form o f  new competitors b u t  may a lso be r e f l e c t e d  

i n  t h e  form o f  new bundled serv ice o f fe r i ngs  by e x i s t i n g  providers and/or 

nontrad i  ti onal choi ces such as w i  re1 ess o r  VoIP. 

Q .  What would be the  basis f o r  competitors choosing t o  enter  markets they had 

prev ious ly  e lected no t  t o  enter? 

A .  I t h i n k  the primary f a c t o r  f o r  a competitor t o  consider i s  whether they 

w i l l  be p r o f i t a b l e  i n  the foreseeable f u tu re  i n  any p a r t i c u l a r  market. 

However, many o ther  fac to rs  in f luence market en t ry  decis ions other than the 

cos t /p r i ce  re la t i onsh ip  f o r  a p a r t i c u l a r  serv ice .  I n  t h i s  case, the 

theo re t i ca l  underpinnings o f  the s ta tu te  are t h a t  the  cos t /p r i ce  re la t ionsh ips  

for i n t r a s t a t e  access charges and basic l oca l  serv ice  ra tes  are ser ious ly  

misal igned. More simply pu t ,  the Leg is la tu re  subscribed t o  the  no t ion  t h a t  

access charges subsidize basic l oca l  ra tes ,  o r  t h a t  access charge rates f a r  

exceed cost  and basic loca l  serv ice rates are on average below cos t .  To the 

degree t h a t  basic l oca l  serv ice ra tes  are below cos t ,  t h a t  i s  a s i g n i f i c a n t  

deterrent  t o  market ent ry  for t h a t  p a r t i c u l a r  serv ice .  

Q.  Is the removal o f  the al leged subsidy f lowing from access charges t o  basic 

loca l  serv ice ra tes  s u f f i c i e n t  t o  induce more market pa r t i c i pan ts  f o r  basic 

loca l  service? 

A .  There are s t rong theore t ica l  reasons t o  be l ieve  t h a t  the  proposed changes 

t o  i n t r a s t a t e  access charges and basic l o c a l  serv ice  rates w i l l  improve the 

leve l  o f  compet i t ion i n  many markets. As noted prev ious ly ,  p r o f i t a b i l i t y  i s  

the main determinant o f  market en t ry  t o  provide an i nd i v idua l  product. The 

challenge o f  making a p r o f i t  i n  a market i n  which a key product i s  p r iced  
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below cos t  i s  c l e a r l y  a de ter ren t  t o  en t r y .  Removing o r  reducing t h e  degree 

o f  any subsidy w i l l  a lso remove o r  reduce the  s ign i f i cance  o f  t h a t  de te r ren t .  

Q.  Testimony i n  t h i s  case suggests t h a t  the  subsidy f low ing  from i n t r a s t a t e  

access charges t o  basic l o c a l  serv ice  ra tes  does no t  comprise the  t o t a l  amount 

o f  subsidy o f  basic l oca l  serv ice  ra tes .  I f  t h i s  i s  t r u e ,  does t h i s  mean t h a t  

removing the  al leged i n t r a s t a t e  access charge subsidy w i l l  no t  be e f f e c t i v e  

i n i nduci ng enhanced market entry? 

A .  Not necessar i ly .  Many products cannot be viewed i n  i s o l a t i o n ,  and I 

be l i eve  basic l oca l  exchange access i s  one o f  those serv ices .  Basic l o c a l  

exchange serv ice  i s  a gateway product, i f  you w i l l .  By t h a t  I mean i t  

provides access t o  an array o f  o ther  products o r  services t h a t  cannot stand 

alone o r  have no value w i thout  l o c a l  exchange access. For example, services 

such as c a l l e r  ID, long distance serv ice ,  o r  d i a l - u p  I n t e r n e t  access are 

unavai 1 able t o  consumers w i  thou t  1 ocal exchange serv i  ce. I n  addi ti on,  these 

types o f  services are d i sc re t i ona ry :  t h a t  i s ,  one p a r t i c u l a r  customer may base 

h i s  purchase decis ion s o l e l y  on t h e  p r i c e  o f  l oca l  exchange se rv i ce  wh i l e  

another customer may base her dec is ion  on the  p r i c e  o f  a group o f  services 

together,  i nc l  udi ng 1 ocal exchange serv ice .  Thus, the p r i  ce o f  l oca l  exchange 

serv ice  i s  a c r i t i c a l  element f o r  competitors t o  consider when choosing 

whether t o  enter a p a r t i c u l a r  market bu t  i s  not the  only f a c t o r .  The 

p r o f i t a b i l i t y  o f  these other services also plays a r o l e  i n  the market en t r y  

deci s i  on. Thi s phenomenon a1 so expl a i  ns why some r e s i  dent i  a1 competi ti on 

pe rs i s t s  even i n  l i g h t  o f  the evidence t h a t  basic l oca l  exchange se rv i ce  on 

i t s  own i s p r i  ced bel ow cos t  on average. S i  nce telecommuni cat ions competi t o r s  

r a r e l y  compete only f o r  basic l o c a l  exchange serv ice ,  and s ince  some 
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competitors a r e  already i n  the  market, I be l i eve  the  improvement o f  t he  

cos t /p r i ce  re la t i onsh ip  f o r  bas ic  l oca l  exchange serv ice  as r e f l e c t e d  i n  the  

Companies’ p e t i t i o n s  w i l l  be a s ignal  t o  competitors t h a t  the  p o t e n t i a l  f o r  

p r o f i t a b i l i t y  i s  improved. As a r e s u l t  o f  the proposed changes, one can 

reasonably expect t h a t  there w i  11 be add i t iona l  market entry, p a r t i c u l a r l y  i n  

markets t h a t  may have prev ious ly  been only  margi na l  l y  p r o f i  t a b l e  o r  s l  i g h t l y  

unp ro f i t ab le .  I would not  v iew the p e t i t i o n s  as d e f i c i e n t  or necessar i ly  

i n e f f e c t i v e  on the basis t h a t  the e n t i r e  a l leged subsidy o f  bas ic  l o c a l  

serv ice has not been e l iminated by the proposals. 

Q .  W i  11 the improved cos t /p r i ce  re1 at ionshi  ps f o r  i n t r a s t a t e  access charges 

and basic loca l  exchange serv ice  induce enhanced market en t r y  across a l l  

markets i n  F lor ida? 

A. There may be many ways t o  i d e n t i f y  markets w i t h i n  each o f  the p e t i t i o n i n g  

companies’ service t e r r i t o r i e s .  However, f o r  the sake o f  d iscussion I w i l l  

assume t h a t  the l o c a l  exchange i s  the re levant  market area. Under t h a t  

assumption, I do not be l ieve  t h a t  the proposed changes w i l l  induce add i t iona l  

market en t ry  i n  a l l  markets i f  by t h a t  you mean add i t iona l  compet i tors.  This 

i s  t r u e  p r imar i l y  because the  cos t  o f  prov id ing basic l oca l  exchange serv ice  

can vary dramat ica l ly  between exchange areas. There w i l l  very l i k e l y  be 

exchange areas i n  each company’s serv ice t e r r i t o r y  where the  cost  t o  prov ide 

basic l oca l  service i s  s t i l l  s i g n i f i c a n t l y  above i t s  p r i c e  and t h i s  w i l l  

remain a b a r r i e r  t o  en t ry  i n  those exchange areas. I would expect t h i s  t o  be 

t r u e  i n  the east densely populated exchanges i n  p a r t i c u l a r .  

Q .  

would impact the dec is ion o f  competitors t o  enter a p a r t i c u l a r  market. 

Previous y you mentioned t h a t  a va r ie t y  o f  fac to rs  besides p r o f i t a b i l i t y  

What 
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might  some o f  those fac to rs  be? 

A .  Business plans vary among providers o f  l i k e  products or serv ices ,  and 

businesses adapt and adjust  t he i  r plans t o  changing c i  rcumstances i nc lud ing  

technological  changes, c a p i t a l  market f ac to rs ,  and shor t  and long term p r o f i t  

hor izons. There i s  more f o r  a competitor t o  consider than the pr ices  another 

competitor can charge f o r  a p a r t i c u l a r  serv ice .  

Telecommunications serv i  ce i s  c o s t l y  t o  provide on a f ac i  1 i ti es basis 

due t o  the requi red investment i n  i n f r a s t r u c t u r e .  A f a c i l i t i e s - b a s e d  c a r r i e r  

must consider economies o f  scope and scale or t he  a b i l i t y  t o  a t t a i n  enough 

customers i n  the  re levant  market t o  support the investment i n  i n f r a s t r u c t u r e .  

The cos t  o f  customer acqu is i t i on  i s  a lso  s i g n i f i c a n t  when you are attempting 

t o  challenge a long-t ime so le  prov ider  o f  a product o r  serv ice.  

I n  the case o f  providers t h a t  r e s e l l  serv ice  or lease f a c i l i t i e s  from 

under ly ing c a r r i e r s ,  the cost  s t ruc tu re  may d i f f e r  bu t  the cost o f  customer 

acqui s i  ti on remai ns s i  gni f i  cant.  Even i n t h a t  case there are admi n i  s t r a t i  ve 

costs f o r  b i  

Compet 

be se lec t ive  

f o r  p r o f i t a b  

1 i ng , customer serv ice,  management, e t c  . 

t i v e  l oca l  exchange c a r r i e r s  also have the luxury and a b i l i t y  

i n  the markets they serve i n  order t o  maximize t h e i r  opportun 

l i t y .  

t o  

t Y  

F i n a l l y ,  demographics p lay a r o l e  i n  a dec is ion t o  enter the market. 

Factors such as populat ion densi ty ,  age, and income i n  a p a r t i c u l a r  market 

i n f l  uence whether competi tors w i  11 choose t o  p rov i  de goods and serv ices.  

Q .  Do the p e t i t i o n s  as proposed address any o f  the fac to rs  you mention? 

A .  The p e t i t i o n s  focus exc lus ive ly  on co r rec t i ng  i n e f f i c i e n c i e s  i n  the 

cos t /p r ice  re la t ionsh ips  o f  i n t r a s t a t e  access charges and basic local exchange 
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se rv i ce .  While t h i s  i s  a s i g n i f i c a n t  f a c t o r  i n  determining whether 

competitors w i  11 enter the exchange access market, i t  i s  by no means t h e  on ly  

f a c t o r .  

I should note t h a t  the p e t i t i o n s  are l i m i t e d  t o  what the  incumbent l o c a l  

exchange companies are permit ted t o  do by the  s t a t u t e  i n  terms o f  t h e  t o o l s  

a t  t h e i r  d isposal .  I would not view the  p e t i t i o n s  as d e f i c i e n t  on t h e  basis 

t h a t  they do no t  address fac to rs  other than the  cos t /p r i ce  re la t i onsh ips  o f  

i n t r a s t a t e  access charges and basic 1 oca1 exchange serv ice .  These i ssues and 

fac to rs  l i e  outside the  s ta tu to ry  framework and p e t i t i o n e r s  are n o t  requ i red  

by the s t a t u t e  t o  address them. 

Q. You p rev ious l y  mentioned expanded customer choice as a way t o  view 

enhanced market en t r y .  

A.  One o f  the  cha rac te r i s t i cs  o f  a compet i t ive market i s  t h a t  consumers are 

presented a v a r i e t y  o f  choices for a p a r t i c u l a r  product.  Products may not  be 

i d e n t i c a l  bu t  are essenti  a1 l y  the  same. Each competitor attempts t o  ga in  a 

p o r t i o n  o f  the  market by d i  f f e r e n t i  a t i  ng i t s  product i n  some way. Automobi l e s  

are a good example o f  product d i f f e r e n t i a t i o n .  You can d i s t i n g u i s h  your 

automobi 1 e purchase through seemingly end1 ess v a r i  a t i  ons i n c o l o r ,  s i ze ,  

uphol s te ry  type, transmi ss i  on type ,  horsepower, f ue l  e f f i  c i  ency , e t c .  Each 

year i t  seems, some automaker dreams up a new op t ion  i n  an attempt t o  a t t r a c t  

new customers. 

Please exp la in  what you are r e f e r r i n g  t o .  

The telecommunications market e x h i b i t s  s i m i l a r  cha rac te r i s t i cs  a l b e i t  

t o  a lesser degree. I n  recent years, w i re less  communications c a r r i e r s  have 

developed a method o f  product d i f f e r e n t i a t i o n  based on p r i c i n g .  Wireless 

c a r r i e r s  have provided c a l l  i ng opt ions t h a t  t r e a t  l oca l  , i n t r a s t a t e  long 
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d is tance,  and i n te rs ta te  1 ong d i  stance m i  nutes as i dent i  ca l  dependi ng on the 

r a t e  p l a n  t h a t  i s  most a t t r a c t i v e  t o  i nd i v idua l  consumers. I n  so doing they 

have revo l  u t i  oni zed t e l  ecommuni c a t i  ons p r i  c i  ng and created a product desi r a b l  e 

t o  w i r e l i n e  and wi re less customers a l i k e .  The response by w i r e l i n e  

t e l  ecommuni c a t i  ons prov iders such as Bel 1 South, Spri n t  , and Veri zon i s t h a t  

they have each developed c a l l i n g  plans along s i m i l a r  l i n e s  as the  wi re less 

compani es . 

Q .  Is approval o f  the Companies’ p e t i t i o n s  l i k e l y  t o  provide bene f i t s  t o  

res i  den t i  a1 consumers regardless o f  whether more competitors enter  the  market? 

A .  I n  my opin ion achieving p a r i t y  between i n t r a s t a t e  access charges and 

i n t e r s t a t e  access charges w i  11 1 ead t o  more competi ti ve ly  p r i ced  bund1 ed 

serv ice  o f f e r i  ngs f o r  r e s i  dent i  a1 consumers, whi ch w i  11 prov i  de benef i  t s  t o  

those consumers whose c a l l  i ng pat terns match those o f fe r i ngs  . 

It should be noted t h a t  most wireless companies, through t h e i r  

i nterconnect i  on agreements, pay both i n t e r -  and 1 n t r a s t a t e  access charges on 

the re levan t  t r a f f i c .  Since bundled serv ice o f fe r i ngs  are the  mainstay o f  

wi re less p r i c i n g  and a compet i t ive in f luence on w i r e l i n e  p r i c i n g ,  I would 

expect t h a t  w i  re1 ess p r i  c i  ng o f fe r i ngs  w i  11 i ncorporate t h i  s cost  reduct ion 

and BellSouth, Spr in t ,  and Verizon and IXCs w i l l  respond i n  a l i k e  manner. 

re less i s  a s i g n i f i c a n t  subs t i t u te  f o r  w i r e l i n e  Q .  Do you be l ieve  t h a t  w 

service? 

A .  While I would not  argue 

w i  re1 i ne serv ice,  evidence suggests t h a t  a s 

w i  re1 ess serv ice t o  subst i  t u t e  f o r  w i  re1 i ne 

has f o r  some t ime, commissioned consumer s 

tha t  w i re less  serv ice i s  a pe r fec t  subs t i t u te  f o r  

gni f i  cant number o f  consumers use 

long distance serv ice.  The FPSC 

rrveys through the Un ive rs i t y  o f  
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F l o r i d a ,  Bureau o f  Economic and Business Research. That survey data f o r  t he  

pe r iod  January 2003 through September 2003, ind ica tes  t h a t  more than 30% o f  

r e s i  dent i  a1 consumers surveyed i n  t h a t  per iod  most o f t e n  used a w i  re1 ess phone 

f o r  long  distance serv ice .  I be l ieve  t h i s  i s  because o f  the pr ic ing s t ra tegy  

employed by wire less  c a r r i e r s  t h a t  t r e a t s  long distance minutes t h e  same as 

1 oca1 m i  nutes . 

Q .  Do you be l ieve  t h a t  a l l  r e s i d e n t i a l  consumers w i l l  b e n e f i t  from t h e  

changes proposed i n the  Companies ' pet1 ti ons? 

A .  I doubt t h a t  a l l  r e s i d e n t i a l  consumers a f fec ted  by the  proposed r a t e  

changes w i  11 experience the  benefi  t s  o f  i ncreased compet i t ion and addi ti onal 

serv ice  o f f e r i n g s .  However, i t  i s  l i k e l y  t h a t  there  w i l l  be a s i g n i f i c a n t  

number o f  res iden t i  a1 consumers t h a t  w i  11 see bene f i t s  i n  expanded choice and 

new and i nnovati ve serv i  ces . 

The survey data noted above also i nd i ca ted  t h a t  88%. o f  r e s i d e n t i a l  

consumers surveyed had sought some type o f  lower c o s t  long distance 

a l t e r n a t i v e  (d ia l  around, prepaid c a l l i n g  card,  t ime o f  day, e t c . ) .  I be l ieve  

the survey data, a t  a minimum, demonstrates t h a t  r e s i d e n t i a l  consumers w i l l  

shop around f o r  lower long distance p r i c e s .  Armed w i t h  t h a t  knowledge, i t  i s  

hard  t o  imagine t h a t  Sp r in t ,  BellSouth and Ver-izon, along w i t h  the  IXCs t h a t  

serve i n  t h e i r  t e r r i t o r i e s ,  w i l l  no t  respond i n  some manner i n  an attempt t o  

l u r e  res ident i  a1 long distance consumers back t o  t h e i r  networks. 

However, there  w i l l  a lso be a segment o f  t he  r e s i d e n t i a l  customer base 

t h a t  will most l i k e l y  see only r a t e  increases and l i t t l e  o r  no b e n e f i t  due t o  

the i  r i ndi v i  dual c a l l i  ng patterns and 1 ocat i  on. 

Q. The p r e f i l e d  testimony o f  M r .  C a r l  Danner (Verizon, page 21. l i n e s  8-18) 
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suggests tha t  the proposed r a t e  changes w i l l  make the use o f  broadband 

serv ices  more ubi qui tous. Do you agree w i t h  Mr . Danner? 

A .  I do not  see a d i r e c t  impact o f  the  proposed p e t i t i o n s  on the  broadband 

market. However, i f  and when bas ic  l oca l  serv ice rates are increased, the  

re1 a t i  ve a t t r a c t j  veness o f  h igh speed data serv i  ce improves as an a1 t e r n a t i  ve 

f o r  those consumers t h a t  are I n t e r n e t  users already. This would be 

p a r t i  c u l  a r l y  t r u e  f o r  consumers cu r ren t l y  devoti ng a second basic 1 ocal access 

l i n e  t o  In te rne t  use. D i g i t a l  Subscriber L ine serv ice  permits use o f  a s i n g l e  

access l i n e  f o r  both voice and data serv ice .  BellSouth, S p r i n t ,  and Verizon 

charge f o r  each serv i  ce i ndi v i  dual l y  o r  combi ned i n to  bund1 ed se rv i  ce 

o f f e r i n g s  which offer modest discounts i f  a consumer a lso accepts a v a r i e t y  

o f  add-on services (such as c a l l e r  I D ,  three-way c a l l i n g ,  c a l l  forwarding and 

discounted long distance se rv i ce ) .  Only those consumers t h a t  have a demand 

f o r  data serv ice  w i l l  l i k e l y  be incented t o  migrate t o  the higher p r i ced  

product.  I do not  r e a l l y  view a r e s u l t  t h a t  leads t o  some consumers migra t ing  

t o  a h igher p r iced  serv ice as a p o s i t i v e  compet i t ive outcome f o r  consumers. 

even i f  t h a t  serv ice has the advantage o f  greater v e r s a t i l i t y .  I n  t h e  long 

run,  t h a t  may create a more vigorous b a t t l e  f o r  broadband customers, b u t  I can 

not  reach t h a t  conclusion w i t h  any degree o f  c e r t a i n t y  a t  t h i s  t ime.  

t o  lower Q .  Do you bel ieve increased compet i t ion w i l l  u l t ima te l y  lead 

r e s i  dent i  a1 basic 1 ocal serv i  ce rates? 

A .  The premise under which the Leg is la tu re  passed the Tele-compet t i o n  Act 

i s  t h a t  basic l oca l  serv ice ra tes  are subsidized by i n t r a s t a t e  access charges. 

To the degree t h a t  compet i t ion leads t o  p r ices  t h a t  r e f l e c t  t r u e  cos t ,  i t  i s  

hard t o  envis ion compet i t ion leading t o  l oca l  serv ice rates t h a t  are as low 
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as t h e  cu r ren t ,  a l leged ly  subsidized, ra tes .  The on ly  poss ib le  scenario t h a t  

cou ld  produce t h a t  outcome i s  a reduct ion i n  the  c o s t  o f  p rov id ing  bas ic  l o c a l  

s e r v i c e  due t o  new or improved technology for  l o c a l  loops o r  “last m i l e ”  

in te rconnect ion .  I do not be l i eve  t h a t  innovat ion w i l l  be d r i v e n  by the  

desi r e  t o  provi  de p l  a i  n ol d telephone serv i  ce. Rather, as te f  ecommuni cat ions 

technology becomes more data o r ien ted ,  I be l i eve  competitors w i l l  focus on 

p r o v i d i n g  high speed data serv ice  t h a t  w i l l  i n  t u r n  provide access t o  

des i rab le  services such as streaming audio and video, as w e l l  as voice.  Voice 

w i l l  become a s i n g l e  component o f  a range o f  poss ib le  services t h a t  the 

i n f r a s t r u c t u r e  w i l l  support.  I f  t h a t  i s  the case, i t  seems u n l i k e l y  t h a t  

ra tes  f o r  t r a d i t i o n a l  w i r e l i n e  basic l oca l  serv ice ,  as a stand alone serv ice ,  

w i  11 be forced back t o  cu r ren t  1 eve1 s through i ncreased competi ti on. 

Q .  

A .  Yes. 

Does t h i s  conclude your testimony? 
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