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MACFARLANE AUSLEY FERGUSON & MCMULLEN

ATTORNEYS AND COUNSELORS AT LAW

ee7 SOUTH CALHOUN STREET
P O. BOX 391 (ZIF 32302)

TALLAHASSEE, FLORIDA 32301

111 MADISON STREET, SUITE 2300 19C4) 224-9115 FAX (904) 222-75680 450 CLEVELAND STREET

F.O. BOX +53{ tZIF 33601} P. O. BOX IG69 (ZIP 34617}

TAMPA, FLORIDA 33602 CLEARWATER, FLORIDA 34GI6

(813} 2734200 FAX (813 273-4396 February 7 . 1996 (8]3) 441-8966 FAX (813) 442-847C

IN REPLY REFER TO:!

Tallahasgee

BY HAND DELIVERY

Ms. Blanca S. Bayo, Director
Division of Records and Reporting
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0850

Re: Resolution of Petition to Establish Non
Digcriminatory Rates, Terms, and Conditions
for Resale Involving Local Exchange Companies
and Alternative Local Exchange Companies
pursuant to Section 364.161, Florida Statutes
Docket No, 950984-TP

Dear Ms. Bayo:

Enclosed for filing in the above-styled docket are the
original and fifteen (15) copies of Sprint-United/Centel’s Direct
Testimony of F. Ben Poag.

Please acknowledge receipt and filing of the above by stampipg
the duplicate copy of this letter and returning the same to this
writer.

Thank you for your assistance in this matter.

Sincerely,

//// .
L (JAQzﬁL/l,_/””’PW

. JJW/csu
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nclosures
cc: All parties of record
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UNITED TELEPHONE COMPANY

OF FLORIDA

CENTRAL TELEPHONE COMPANY

OF FLORIDA

DOCKET NO. 550984-TP

FILED: February 7, 1996
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

DIRECT TESTIMONY
OF

F. BEN POAG

Please state your name, business address and title.

My name is F. Ben Poag. I am employed as Director-Tariff
and Regulatory Management for United Telephone Company of
Florida ({("United"}. My business mailing address is Post
Office Box 165000, Altamonte Springs, Florida 32716-
5000. I am responsible for state regulatory matters for

United and its affiliate, Central Telephone Company of

Florida ("Centel"). Collectively, United and Centel will
be referred to as "Sprint-United/Centel" or the
"Companies.™

What is the purpose of your testimony?

The purpose of my testimony 1s to address Sprint-

United/Centel’s positions on the issues in this docket.

Have Sprint-United/Centel and MFS reached any agreement

on unbundling issues?
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No. While the companies have been negotiating the
unbundling issues as required by the statute, they have
not been able to reach an agreement. Nevertheless,
Sprint-United/Centel are continuing to negotiate with MFS
and hope to reach an agreement on the issues between

them.

What elements should be made available by Sprint-

United/Centel to MFS on an unbundled basig?

At this time, Sprint-United/Centel proposes that the
unbundled elements of its special access tariff represent

the elements that would be provided to MFS on an

unbundled basis. This will allow the Companies to
provide the same unbundled services on a
nondiscriminatory basis to ALECs, IXCs, AAVs, and
cellular providers at the same rates, terms and
conditions.

What are the appropriate financial arrangements for each

of the unbundled elements?

The provision of unbundled services should be priced
consistent with the Companies’ special access tariffs.
This will provide the services on a nondiscriminatory

2
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basis to ALECs, IXCs, AAVs, and cellular providers at the

same rates, terms and conditions.

How were the prices for special access developed?

These prices were developed based on the underlying
incremental cost, and include a contribution to shared

and overhead costs.

Why not establish separate prices for these services for

AT ECs at incremental cost?

Several reasons. First, these services are cross elastic
with other services, e.g., toll and switched access
gservices, which provide substantial contribution. A
price reduction for these services could have substantial
negative impacts on the financial integrity of the

Companies.

Second, it would be inappropriate and discriminatory to
offer these services to ALECs at prices that are
different from the prices AAVs, IXCs, and cellular
providers pay for these same gervices. If ALECs are able
to obtain these services at lower prices than IXCs, the
ALECs could use the additional margin to undercut an

3
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IXCs’ prices to win the customers and then resell the
same or a different IXC’s toll services. This would be
a significant advantage to the ALEC since the ALEC could
use these same facilities to provide both local and toll

services.

Why not reduce the prices to IXCs, AAVs and cellular

carriers?

Prices for these services contain contributions to shared
and overhead costs as do the prices for switched access
charges. Prices for these and other services have
traditionally been set to keep basic service rates lower
than would otherwise be the case. Not only would the
Companies lose the existing contributions to costs from
thegse services but you would see migration to these
services from other gervices as the prices were
decreased. This migration, or substitution of services,
would result in the loss of the contribution from the
substitute gervices. In the short run there would be a
significant financial impact to the Companies, however,
over time these would be costs that would need to be
recovered from end users of basic and vertical services.
It is inappropriate to transfer recovery of these costs
to only the ILEC’s end users.

4
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Are there other reasons that the prices for unbundled
network elements should not be priced at 1long run

incremental cost?

Yes. First, it is generally accepted that incremental
costing methods are not used for price setting but are
rather a price floor which is used to test for cross-
subsidization. Second, firms have other costs in
addition to the incremental cost of products and services
which must be recovered 1f the firm is to maintain
profitability. These other costs c¢an generally be
categorized as shared or joint costs and overhead costs.
An example of shared cost would be a software program
which provides two features, for example, call waiting
and three-way calling. By the definition of an
incremental cost study, the shared software cost would
not be included in the incremental cost of either of the
individual features. However, unless vyou had that
software in place you could not provide the service and
unless you could recover the software cost with revenues
from one or both features, it would not be a financially

prudent decision to offer the services.

In addition to shared costs, there are also overhead
costs. From a facilities perspective, the 887 network

5
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would be a good example of an overhead cost. It is a
network manager that makes all the other pieces work more
efficiently. These, and many more real costs, do not get
included in the economic definition of an incremental
cost study. However, they are necessary to efficiently
and effectively provide the requested services, and they

do need to be recovered for the firm to be profitable.

Does having some of an ILEC’s shared and overhead costs
included in its prices for unbundled elements shield

these costs from market pressure?

Absolutely nct. ILECs have significant pressures to
reduce costs and increase productivity to compete
effectively in the marketplace. The idea that these
cost-cutting activities will be divided Dbetween
competitive and non-competitive services is totally

illogical.

Do historical pricing policies impact this issue as well?

Yes. Based on all the evidence I have seen, and
logically, the new entrants will be entering markets
where there is a significant revenue/cost margin for the
packages of services for which new entrants will be

6
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competing with the LECs. These revenue/cost margins
result from the social pricing of LECs’ services under
rate base, rate of return regulation. Under rate base,
rate of return regulation, a LEC’s basic service rates
were developed based on a residual revenue requirement
basis; cost of individual services was not a factor.
Basic service prices were kept low with the shortfall of
revenues being made up from other services, e.g., toll,

access and other discretionary services.

The net result of these pricr pricing decisions ig that
revenues from Sprint-United/Centel’s high density low
cost exchanges provide contribution to its high cost low
density  exchanges. In the historical monopoly
environment, such pricing could be maintained. However,
with local competition, these embedded revenue/cost
mismatches, and Sprint-United/Centel’s Us/COLR
obligations, new entrants already have significant market
opportunities. Therefore, shifting additicnal shared and
overhead costs to the LECs to attempt recovery in an
environment where existing revenue/cost distortions
already favor new entrants is inappropriate because it

will exacerbate thege revenue/cogst distortions.

Please summarize your concerns regarding an incremental

7
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cost approach to pricing unbundled elements.

ILECs are already disadvantaged in the marketplace by the
fact that their rates have historically been set based on
the social objective to maintain low local service rates.
This social objective has resulted in the prices of other
LEC services; e.g., access and toll, being priced higher
than would otherwise be the case. The result is that new
entrants already have many opportunities to undercut
LECs’ prices without shifting additional shared and
overhead costs to the LECs’ end users as a result of

underpricing unbundled elements.

Should the sum of the prices of the parts of an unbundled
service be equal to the price for the same package of

services on a bundled basis?

No, there are additional operational requirements and
costs associated with offering the unbundled services.
It may be as simple as additional transaction costs, but
could be much more complicated. For example, if the
Companies can do end-to-end testing of a bundled service
remotely, but must dispatch to test an unbundled service,
not only are there the increased costs of the dispatch,
but there will be different operational requirements in

8
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termg of test procedures and testing and maintenance
coordination with the unbundled services subscriber.
Obviously, thesge additional requirements will increase
the costs, and those costs should be visited on the ALECs
that cause those costs to be incurred. For these
reasons, it would not be unreasocnable to expect that the
sum of the price of unbundled elements would exceed the

price of the bundled service itself.

Can you provide an example?

Yes. A good example 1is where the loop is actually
unbundled from the switch (such as a basic service
business 1line) and where the actual loop element
terminates into the central office wvia a high capacity
gervice. In that situation, in order to provide the loop
to the ALEC it has to be removed or separated from the
high capacity service. This requires special design and
the use of separate facilities and/or the wuse of
additional multiplexing (demux) equipment to isolate the

requested loop for connection to the ALEC’s facilities.

What are the appropriate technical arrangements for the

provision of the unbundled elements?
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The technical arrangements contained in the Companies’
special access tariff provide a good point of beginning.
For example, voice grade 1local loops are already
available today from the Companies’ special access
tariff. Alterative Access Vendors ("AAVs") order thesge
local channels today, and ALECs can do the same.
Additionally, any interoffice transport facilities needed
tc connect to an ALEC are also available from the special

access tariffs.

Sprint-United/Centel are in the process of considering
whether other elements should be offered, the technical
arrangements for the provision of those elements and
whether its special access tariff should be revised

accordingly.

What additional unbundled services, other than the
special access services, do the Companies propose to

offer?

The Companies propose to provide unbundled ports which
provide the capability to originate and/or terminate
local, long distance, directory assistance, operator, and
911 type calls. The ports, when connected to end users
via a loop, will effectively provide a vresidence or

10
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business dial tone service.

What arrangement, if any, are necessary to address other

operational issues?

It ig not necessary for the Commission to address
detailed operational issues at this time. Sprint-
United/Centel are willing to work in good faith with MFS
and other ALECs to address their operational concerns.
Since it will be difficult to predict the areas in which
the Commission will be called wupon to arbitrate
operational disagreements between Sprint-United/Centel
and ALECs, it is premature to decide detailed operational
issues at this time. Rather, detailed operational issues
are best left to the parties, with resclution by the
Commission on a case-by-case basis when disagreements

Qoccur.

Does this conclude your direct testimony?

Yes, it does.
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Floyd R. Self

_Meggey. (Canarello__ et al . . .

CERTIFICATE OF SERVICE

I HERERBRY CERTIFY that a true and correct copy of the foregoing

has been furnished by U. 8. Mail or hand delivery (*) or overnight

express (**) this 7th day of February, 1996, to the following:

Robert V. Elias *

Division of Legal Services
Florida Public Service Comm.
2540 Shumard Cak Blvd., Rm 370
Tallahassee, FL 32399-0850

Donald L. Crosby

Continental Cablevision, Inc.
Southeastern Region

7800 Belfort Parkway, Suite 270
Jacksonville, FL 32256-6925

Anthony P. Gillman **
Kimberly Caswell

GTE Florida Incorporated

Post Office Box 110, FLTCOOO7
Tampa, FL 31601-0110

Steven D. Shannon

MCI Metro Access Transmission
Sves., Inc.

2250 Lakeside Blvd.
Richardson, TX 75082

Leglie Carter

Digital Media Partners

1 Prestige Place, Suite 255
2600 McCormack Drive
Clearwater, FL 34619-1098

James C. Falvey **

Swidler & Berlin, Chartered
3000 K Street, N.W., Suite 300
Washington, DC 20007

David Erwin

Young Van Assenderp et al.
Post Office Box 1833
Tallahassee, FL 32302-1833

Richard A. Gerstemeier
Time Warner AxS of FL, L.P.
2251 Lucien Way, Suite 320
Maitland, FL. 32751-7023

Leoc I. George

Lonestar Wireless of FL, Inc.
1146 19th Street, NW, Suite 200
Washington, DC 20036

Charles W. Murphy *
Pennington Law Firm
Pogt Office Box 10095
Tallahassee, FL 32302

Patrick K. Wiggins
Wiggins & Villacorta, P.A.
Post Office Drawer 1657
Tallahassee, FL 32302

Andrew D. Lipman

Metropolitan Fiber Systems of
FL, Inc.

One Tower Lane, Suite 1600
Oakbrock Terrace, IL 60181-
4630

Richard D. Melson *
Hopping Boyd Green et al.
Post Office Box 6526
Tallahagsee, FL 32314

J. Phillip Carver

c¢/o Nancy H. Sims

BellSouth Telecommunications
150 S. Monroe Street, Suite 400
Tallahassee, FL 32301

John Murray

Payphone Consultants, Inc.
3431 NW 55th Street

Ft. Lauderdale, FL 33309-6308

Patricia Kurlin

Intermedia Communications of FL
9280 Bay Plaza Blvd., Suite 720
Tampa, FL 33619-4453



Gary T. Lawrence

City of Lakeland

501 East Lemon Street
Lakeland, FL 33801-5079

Jill Butler

Digital Media Partners/
Time Warner Communications
2773 Red Maple Ridge
Tallahassee, FL 32301

Graham A. Taylor

TCG South Florida

1001 W. Cypress Creek Rd.,
Suite 209

Ft. Lauderdale, FL 33309-1949

Clay Phillips

Utilities & Telecommunications
Room 410

House Office Building
Tallahassee, FL 32399

Greg Krasovsky
Commerce & Economic
Opportunities

Room 4265

Senate Office Building
Tallahassee, FL 32399

Charles Beck

Office of Public Counsel
111 West Madison Street
Room 812

Tallahassee, FL 32399-1400

Nels Roseland

Executive Office of the
Governor

Office of Planning & Budget

The Capitol, Room 1502

Tallahassee, FL 32399

Paul Kourcupas

Director, Regulatory Affairs
Teleport Communications Group
Two Teleport Drive, Suite 300
Staten Island, NY 10311

utd\950984.cos

Floyd R. Self

Mesger, Caparello, et al.
Post Office BRox 1876
Tallahassee, FL. 32302

Michael W. Tye *

ATE&T
101 N. Monroe Street
Suite 700

Tallahassee, FL. 32301

Robin D. Dunson

1200 Peachtree Street, NE
Promenade I, Room 4038
Atlanta, GA 30309

Sue E. Weiske

Time Warner Communications
160 Inverness Drive West
Englewood, CO 80112

Laura L. Wilson *

FCTA

310 North Monroe Street
Tallahassee, FL. 32301

Ken Hoffman

Rutledge, Ecenia, et. al

215 8. Monroe Street, Suite 420
Tallahassee, FL. 32301-1841

Jodie Donovan-May

Eastern Region Counsel
Teleport Communications Group
1133 21st Street, NW, Suite 400
Washington, DC 20036
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