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GTE FLORIDA INCORPORATED 

REBUTTAL TESTIMONY OF DOUGLAS E. WELLEMEYER 

DOCKET NO. 960980-TP ,r;~f'i/ 

Q. 	 PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

A. 	 My name is Douglas E. Wellemeyer. My business address is 4100 

North Roxboro Road, Durham, North Carolina. 

Q. 	 HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS DOCKET? 

A. 	 Yes. 

Q. 	 WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

A. 	 The purpose of this testimony is to clarify GTE's position on, and to 

offer GTE's response to, certain issues discussed in the testimony of 

MCI witness Mr. Price regarding (1) resale restrictions, and (2) the 

setting of wholesale rates based on avoided cost studies. 

Q. 	 WHAT IS MCI'S POSITION REGARDING RESALE RESTRICTIONS 

AS DESCRIBED IN THE TESTIMONY OF MR. PRICE? 

A. 	 Mr. Price states at page 10 of his testimony that "all of the 

telecommunications services offered to end-users must be made 

available to resellers at a wholesale discount" and that "absent this 

requirement, ILECs will be able to discriminate against resellers by 

making offers to customers that their retail competitors are unable to 
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Mr. Price also states at page 11 and 12 of his testimony that, with 

only extremely limited exceptions, GTEFL should not be permitted to 

impose any restrictions on the resale of services. 

WHAT IS GTE'S POSITION REGARDING RESALE 

RESTRICTIONS? 

GTE seeks to have several resale restrictions and conditions 

established in the course of this proceeding in accordance with 

guidelines and procedures established by the FCC. It is GTE's 

position that the need for certain resale restrictions is contemplated 

by the FCC's Part 51 Rules, and authority is reserved to the state 

commission to permit specific resale restrictions that are reasonable 

and nondiscriminatory. GTEs specific proposals for resale 

restrictions should, therefore, not be dismissed out of hand based on 

representations that resale restrictions are prohibited by the FCCs 

Rules. 

In my earlier testimony, I stated.that GTE will offer for resale at 

wholesale rates all of the services it currently offers on a retail basis 

except for: below-cost services, promotional services, services that 

are already provided on a wholesale basis, grandfathered services, 

discounted calling plans, AIN services, non-recurring charge services, 

pay phone lines, semi-public pay phone lines, and COCOT coin and 

coinless lines. 
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The specific resale restrictions proposed by GTE can be classified 

into two groups: (1) services that GTE will not agree to offer for 

resale; and (2) services that GTE will not agree to offer for resale at 

wholesale rates. 

CAN YOU OFFER A COMPREHENSIVE SUMMARY OF THE 

PROVISIONS FOR RESALE RESTRICTIONS THAT ARE 

INCLUDED IN THE FCC'S PART 51 RULES? 

Yes. The FCC's Part 51 Rules state that an incumbent local 

exchange carrier (ILEC) shall not impose restrictions on resale except 

as explicitly allowed. The following types of resale restrictions are 

expressly provided for by the Rules: 

(1) Crossclass selling. When purchasing for resale services the 

ILEC offers only to residential customers (or to a limited class 

of residential customers) a requesting carrier may be 

prohibited from offering service to customers not eligible to 

subscribe to the service from the ILEC; 

(2) Withdrawn (grandfathered) services. ILEC services offered 

only to a limited group of customers who subscribed to such a 

service in the past must also be offered at wholesale rates to 

requesting carriers for resale to the same limited group of 

customers; 
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(3) Promotions. An ILEC is not required to discount special 

promotional rates, provided such rates will not be in effect for 

more than 90 days; and 

(4) Otherwise, an ILEC may impose such a restriction by proving 

to the state commission that the restriction is reasonable and 

nondiscriminatory. 

It is important to acknowledge that this fourth provision of the FCCs 

Part 51 Rules contemplates that further resale restrictions may be 

required and reserves to the state commission the authority to permit 

further restrictions that are reasonable and nondiscriminatory. 

Q. ARE THERE ANY CHANGES TO THE LIST OF SERVICES 

IDENTIFIED IN YOU EARLIER TESTIMONY? 

Yes. GTE will now agree to offer for resale at wholesale rates: A. 

(1) Grandfathered services, subject to the condition prescribed in 

the FCCs Rules that resale is to be limited to those customers 

who are eligible to subscribe to the service from GTE; 

(2) Discounted calling plans offered in GTEs retail tariffs; and 

(3) AIN services that are currently offered in GTE's retail tariffs. 

However, GTE will not agree at this time to offer all future AIN- 
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Q. 

A. 

based services for resale. It is my understanding that issues 

requiring further discussion involve trigger access to a 

competing carrier's network platform and services. 

WHAT SERVICES WILL GTE NOT AGREE TO OFFER FOR 

RESALE? 

GTE will not offer for resale the following services: 

(1) Any services priced below cost. GTE would be prevented from 

covering its total costs unless these services are excluded 

from GTE's services offered for resale, or unless the services 

are first repriced to cover costs. It is noteworthy that the FCC 

"declined to limit" resale offerings to exclude below-cost 

services, but did not prohibit a resale restriction. 

(2) Any promotional offerings. GTE would be denied the 

opportunity to respond to competition unless all such offerings 

are excluded from GTEs services offered for resale. It is 

noteworthy that if all avoided costs are properly reflected in the 

wholesale price for the underlying service, then promotional 

offerings have no anti-competitive implications, regardless of 

the duration of the offering. 

(3) Public pay telephone lines. These are not retail service 

offerings. 
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(4) Semi-public pay telephone lines. There are a number of 

reasons why GTE will not agree to offer these services for 

resale. The most prominent reason is that GTE will not agree 

to offer for resale the coin station apparatus essential to the 

service offering as it is currently defined. In addition, the 

service is not currently priced to support maintenance and 

collection activities desired without substantial support from 

toll collections. 

Q. WHAT SERVICES WILL GTE NOT AGREE TO OFFER FOR 

RESALE AT WHOLESALE RATES? 

GTE will offer for resale, but not at wholesale rates, the following 

services: 

A. 

Any services already priced at wholesale rates. Such services 

include special access and private line services tariffed under 

the special access tariff, and COCOT coin and coinless lines. 

Operator services and directory assistance services. Because 

the provision of these services requires the same activities to 

be performed whether offered on a retail or a resale basis, 

there are no avoided costs for these services. Except for the 

DA call allowance bundled with the basic local service offering, 

the costs for these services are recovered through separate 

rates, and are not included in the rates for other services 

offered for resale. 
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Q. 

A. 

Q. 

(3) Non-recurring charge services, There are no associated costs 

that can reasonably be expected to be avoided for these 

offerings. Therefore, the rates for primary service ordering 

and installation should not be based on the application of an 

avoided cost discount to the associated retail rate, but rather 

on an appropriate study reflecting the costs of the wholesale 

provisioning process. 

ARE THERE ANY OTHER RESALE RESTRICTIONS OR 

CONDITIONS THAT GTE IS PROPOSING AT THIS TIME? 

Yes, there is one final restriction. A requesting carrier should not be 

permitted to purchase unbundled loop and unbundled port services 

in combination at unbundled service rates for the purpose of avoiding 

a higher resale rate. The FCC certainly did not intend to enable this 

sort of tariff arbitrage when they stated that the requesting carrier 

should be able to combine unbundled elements in any way they wish. 

It is GTEs position that unbundled loop and port services purchased 

in combination constitutes the purchase of basic local service for 

resale, and should be priced accordingly. 

WHAT IS GTE'S POSITION WITH RESPECT TO THE OFFERING 

OF VOICE MAIL AND INSIDE WIRE SERVICES FOR RESALE AS 

SUGGESTED BY MR. PRICE? 
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These services are not "telecommunications services" as defined in 

the Telecommunications Act of 1996 (the Act), and GTE is therefore 

not required to offer them for resale. 

WHAT IS GTE'S POSITION WITH RESPECT TO THE OFFERING 

OF CONTRACT SERVICES FOR RESALE AS SUGGESTED BY 

MR. PRICE? 

Contract services are offerings that are made, by definition, on an 

individual case basis. A rational consideration of this issue requires 

that a distinction be drawn between existing contract services and 

new contract offers. 

Existing contract services are offered under terms and conditions of 

a standing contract between a retail customer and GTE. Termination 

liabilities would be defined in the contract as necessary to protect 

GTEs investment to provide the service, and would apply if GTEs 

customer should choose to change to a different service provider 

during the term of the contract. GTE will not agree to offer existing 

contract services for resale at wholesale rates. 

GTE will agree to offer new contract services for resale. Pricing for 

these services will be established on a nondiscriminatory individual 

case basis, and will reflect the avoidance of any costs that would only 

be associated with the retail provision of the same service. 
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A. 

Q. WOULD YOU NOW PLEASE SUMMARIZE MCI'S POSITION 

REGARDING THE SETTING OF WHOLESALE RATES AS 

DISCUSSED IN THE TESTIMONY OF MCI'S WITNESS MR. PRICE? 

Yes. Mr. Price describes MCl's position in terms that are generally 

consistent with the requirements stated in the FCCs Part 51 Rules, 

including the definition of direct and indirect costs that are to be 

included in determining avoided costs through study. Mr. Price also 

advocates for the application of the results of the avoided cost study 

on a "rate-element-by-rate-element" basis. 

However, Mr. Price claims at page 17 of his testimony that GTEs 

substitute wholesale costs of offering service for resale, rather than 

on a retail basis "will be quite small" and "should be minimal". In 

support of this claim, Mr. Price notes that "(t)he FCC addresses this 

issue by treating only 90 percent of the costs in certain of the directly 

avoided categories as avoided . . .'I. MCl's avoided cost study is 

based on the FCC's presumptive avoided cost factors for each of the 

six direct expense accounts. 

In addition, Mr. Price claims at page 18 of his testimony that it is 

necessary to use separated ARMIS data in the analysis of avoided 

costs since interstate access services will not be subject to the 

wholesale discount. 
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Based on these claims and on MCl's analysis, Mr. Price suggests the 

use of an avoided cost discount of 17.26% to set GTEFL's resale 

rates. I believe, based on my previous work with MCl's models, that 

this discount is calculated based on the ratio of avoided costs to total 

operating expenses, although this calculation is not presented in Mr. 

Price's testimony. 

HOW DOES GTE'S POSITION DIFFER FROM THAT OF MCI? 

GTEs position differs from that of MCI in two significant respects. 

First, and most importantly, the continued use of the FCC's 

presumptive factors is inappropriate given that analysis of GTEs 

avoided costs is available. In fact, GTE has filed two avoided cost 

studies, both of which are based on actual costs and an appropriate 

analysis of the work functions that can reasonably be expected to be 

avoided when services are offered for resale. Second, MCl's analysis 

improperly calculates the avoided cost discount rate based on total 

expenses rather than on revenues for retail services that are to be 

offered on a wholesale basis for resale. This approach is in conflict 

with the Act. 

CAN YOU BRIEFLY DESCRIBE THE TWO STUDIES GTE HAS 

CONDUCTED? 

Yes. Both of these studies are discussed in my earlier testimony. 

The first of these studies, which is referred to as "GTE's Avoided Cost 

Study" was prepared in response to the Act. The study determines 
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Q. 

A. 

avoided costs for each of five service groups. Avoided cost discounts 

range from about 5% for the residence category to about 15% for 

advanced services. GTE believes this study best represents the 

intent of the Act, and continues to recommend that this study be used 

to set resale rates for GTEFL in this proceeding. 

The second of these studies, which is referred to as "GTEs Modified 

Avoided Cost Study", was prepared in response to the FCC's First 

Report and Order and conforms precisely with the FCC's avoided 

cost rules. This study includes an analysis to determine avoided cost 

factors for the six direct expense accounts that are appropriate for 

use in place of the FCC's presumptive factors. The study uses state- 

specific ARMIS data to calculate a recommended avoided cost 

discount rate of 11.25% for GTEFL, which should be used to set 

resale rates if the Commission chooses to follow the FCC's 

methodology. 

WOULD YOU PLEASE DESCRIBE YOUR PREVIOUS WORK WITH 

MCI'S AVOIDED COST STUDY MODELS? 

Yes. I first worked with MCl's models in June, 1996. MCI filed 

testimony, which was later withdrawn, in California (Rulemaking on 

the Commission's Own Motion to Govern Open Access to Bottleneck 

Services and Establish a Framework for Network Architecture 

Development of Dominant Carrier Networks, R. 93-04-003 and 1. 93- 

04-002). The model filed in California was the same model filed by 
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MCI with the FCC in response to the NPRM, which the FCC relied 

upon for its analysis which is discussed in the First Report and Order. 

GTEs Modified Avoided Cost Study was designed based in part on 

this analysis. A comparative analysis between MCl's model and 

GTEs Modified Avoided Cost Study is included as Exhibit No. DEW-1 

with this testimony. This analysis is based on MCl's previous use of 

unseparated ARMIS data, as opposed to the separated data referred 

to in Mr. Price's testimony in this proceeding. 

Based on my previous work with MCl's model, I believe the analysis 

offered by Mr. Price is not suitable for use in setting resale rates for 

GTEFL. 

Q. 

A. 

WHY DO YOU BELIEVE MCI'S ANALYSIS CANNOT BE USED? 

There are three reasons for this opinion: 

(1) MCI does not have sufficient data available to it to conduct a 

reliable analysis of costs that can reasonably be avoided. 

Analysis of data more detailed than that available from the 

ARMIS reporting system is needed to make reliable judgments 

about specific work functions that will or will not be avoided. 

For example, Account 6623, Customer Service Expenses, 

includes substantial expenses incurred for account 

maintenance for carrier access; none of the expenses 

associated with carrier access work functions can be avoided. 
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Yet, Mr. Price's analysis, as well as that of the FCC, makes no 

allowance for this reality, because their analyses use data that 

lacks the necessary detail to support judgments about what 

costs can reasonably be avoided. 

(2) In the absence of the necessary data, MCI has relied on the 

FCC's presumptions of avoided costs for the direct expense 

accounts, which in turn determine the amount of avoided 

indirect expenses. It is noteworthy that the FCC did not 

support their presumptions that direct expenses would be 

avoided, nor their assumptions that the substitute costs for 

these functions performed on a wholesale basis would amount 

to ten percent of retail costs. With respect to the latter, the 

FCC stated at paragraph 928 of the First Report and Order: 

"Given the lack of evidence, and the wide range of estimates 

that have been made by these states, we find it reasonable to 

assume, for purposes of determining a default range of 

wholesale discount rates, that ten percent of the costs in 

accounts 6611, 6612, 6613, and 6623 are not avoided by 

selling services at wholesale." 

(3) In failing to attempt the necessary analysis, MCI has failed to 

identify significant expenses that I believe even MCI would 

agree cannot reasonably be avoided, many of which are 

recorded to Account 6623 (Customer Services) to which Mr. 
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Price refers at page 17 of his testimony. More detailed 

infonation than that available in the ARMIS reports, such as 

the workcenter data of the type used in both of GTE's studies, 

is necessary to enable identification of these expenses. 

WHY IS IT INAPPROPRIATE TO USE THE FCC'S PRESUMPTIVE 

AVOIDED COST FACTORS? 

The FCC created their presumptions about avoided direct expenses 

for the purpose of establishing a default avoided cost discount range, 

and nothing more. The FCC made their intent clear when they stated 

at paragraph 909 of the First Report and Order that "our rules for 

identifying avoided costs are cast as rebuttable presumptions", and 

further clarified their expectations at paragraph 91 7, stating that 

"(t)hese presumptions regarding accounts 661 1-661 3 and 6621 -6623 

may be rebutted if an incumbent LEC proves to the state commission 

that specific costs in these accounts will be incurred with respect to 

services sold at wholesale, or that costs in these accounts are not 

included in the retail prices of the resold services." 

WHAT IS YOUR RESPONSE TO MR. PRICE'S SUGGESTION 

REGARDING THE USE OF SEPARATED ARMIS DATA? 

Mr. Price's suggested use of separated ARMIS data is without merit. 

The problem Mr. Price seeks to solve with this approach, if there is a 

problem at all, arises from a deficiency in MCl's methodology for 

calculating the avoided cost discount rate: MCl's studies compute the 
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discount rate as the ratio of avoided costs to total expenses. This 

methodology is in conflict with the Act, which requires that resale 

rates be set based on retail rates, i.e., revenues, minus avoided 

costs. 

It is only because the MCI methodology is deficient by design that 

such a perceived problem arises at all. GTEs studies both properly 

avoided costs in relation to revenues in conformance with the Act, 

and each in a manner consistent with their intended application. For 

example, access expenses and revenues are, by design, not included 

in the numerator or the denominator, respectively, of the percent 

avoided cost calculation. This is the correct calculation of avoided 

costs, and the proper way to achieve the consistency Mr. Price claims 

to be seeking, as well. 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR TESTIMONY? 
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