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BELLSOUTH TELECOMMUNICATIONS, INC. G#"; ] 'f
DIRECT TESTIMONY OF PETER F. MARTIN |
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 980696-TP

1. INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND POSITION WITH

BELLSOUTH TELECOMMUNICATIONS, INC. (HEREINAFTER
REFERRED TO AS “BELLSOUTH™ OR “THE COMPANY™).

My name is Peter F. Martin and I am employed by BellSouth as a Director in
Regulatory. My business address is 675 West Peachtree Street, Atlanta, Georgia
30375.

PLEASE GIVE A BRIEF DESCRIPTION OF YOUR BACKGROUND AND
EXPERIENCE.

| graduated from the Georgia Institute of Technology with a Bachelor of Industrial
Ensi.uenn‘_ﬂqrae in 1981. I was awarded a Master of Business Administration
Degree in 1988 from Georgia State University.
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Pricing and Economics organizations. From June of 1990 to September 1996, |
served in BellSouth as a Manager in Regulatory Policy and Planning. [ have been
in my present position since September 1996,

HAVE YOU TESTIFIED IN OTHER PLACES ON UNIVERSAL SERVICE?

Yes, | have testified in all nine BellSouth States. [n addition, | was a panelist
before the Federal-State Joint Board on Universal Service during a workshop that
was held in January, 1997 on cost proxy models.

Il. PURPOSE AND SUMMARY

WHAT IS THE PURPOSE OF YOUR TESTIMONY BEING FILED TODAY?

My purpose is to address several critical issues surrounding the cost of basic local
telecommunications service as it relates to universal service. These issues are
outlined in the Commission's Order of July 24, 1998, Specifically, | address the
following issue numbers: 1, 2, 3, 5a, 5b, 6a and 6¢.

1 also will review the federal universal service mechanism and provide this
Commissionwith the cost of universal service by wire center in BellSouth’s
service area in Florida. This estimate is based on the cost model attached to Ms.
Daonne Caldwell’s direct testimony.

Ms. Caldwell will discuss the BellSouth specific inputs used in the BCPM 3.1.
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model to calculate the forward-looking economic costs of providing universal
service. Dr. Kevin Duffy-Deno and Dr. Bob Bowman will address vanous
aspects of the BCPM 3.1 model.

It is important that this Commission select a cost proxy model that engineers a
forward looking network that would actually transmit telephones calls in a quality
manner, and that is based on realistic inputs or universal service itself could be
jeopardized. While you sift through detailed arguments regarding the cost of
universal service, please remember that the end result should be a sustainable and
sufficient universal service fund as required by the Telecommunications Act of
1996. Such an outcome will keep basic local rates in this state affordable for

many more years 1o come.

WHAT SPECIFICALLY WOULD YOU LIKE TO SEE THIS COMMISSION
DO?

| propose that the Commission adopt BellSouth's universal service cost
calculations for submittal to the state legislature.

BEFORE YOU ANSWER THE SPECIFIC QUESTIONS SET OUT FOR
COMMENTS, CAN YOU PROVIDE SOME BACKGROUND ON WHAT HAS

OCCURRED AT THE FCC?

Yes.
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llI. THE FCC'S ORDER ON UNIVERSAL SERVICE

WHAT HAS THE FCC DONE ON UNIVERSAL SERVICE?

On May 8, 1997, the FCC issued its Report and Order in CC Docket No. 96-45.
In this Report and Order, the FCC adopted many of the recommendations set forth
by the Federal-State Joint Board on universal service. The FCC's Order put forth
a framework for how much high cost support will be provided from the Federal
High Cost Fund. It also provided details on the FCC's proposals for dealing with
schools, libraries, health care, and low income support.

PLEASE DESCRIBE THE FCC'S MECHANISM FOR FUNDING HIGH COST
SUPPORT.

The FCC's mechanism for funding high cost support provides explicit support for
a small part of the difference between the cost of providing universal service and
an FCC revenue benchmark. The FCC method is illustrated in Figure 1 below.
The FCC directed that the cost of universal service be calculated using a forward
looking cost proxy model, and that it be calculated for areas no larger than wire
centers. Theost is next compared to an FCC revenue benchmark. The federal
fund will then cover twenty-five percent (25%) of the difference between the cost
and the FCC revenue benchmark. If the cost for that area is less than the FCC
revenue benchmark, then the federal fund support for that area is zero.
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The PCC bas teatatively chosen a $31 revenus benchmark to calculate universal
sexrvice support an eligible telocommunications carrier (“ETC™) would receive
from the federal fund. They could have chosen another benchmark 1o use is
calculating federal support. However, by selecting a $31 revenus benchmark and
2 23/75% junadictional split between intersiate and intrastate, the PCC effectively
has imited foderal universal support and left the states to deal with supporting the
rest,

------------------------

Q  HOW WILL THE FEDERAL HIGH COST FUND BE SUPPORTED?
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All interstate service providers will contribute to the fund based on their
nationwide share of interstate revenues received from end users. Access revenue
and other wholesale revenue are excluded from this calculation.

WHAT DO LOCAL EXCHANGE COMPANIES (“LECS™) DO TO REFLECT
THE SUPPORT THEY RECEIVE FROM THE FEDERAL FUND?

The FCC will require that LECs make adjustments to their interstate access prices
to reflect the net amount of support they will receive from the federal universal
service fund. The net amount of support is equal to the amount that BellSouth’s
receipts from the fund exceed BellSouth’s contribution to the fund. Thus,
implementation of the Federal Universal Service Fund will be revenue neutral to
the LECs on day one. LECs reduce their prices by the net amount of funding they
receive from the universal service fund.

CAN YOU PROVIDE SOME EXAMPLES OF HOW THE FEDERAL
MECHANISM WILL WORK?

Certainly. Assume that there is a company that serves two census block groups
(CBGs) called Alpha and Beta. A cost model, which the FCC "as promused to
designate by.the end of this year, will calculate the monthly per line cost of
universal service as $39.00 in Alpha and as $23.00 in Beta. These costs are then
compared to the FCC revenue benchmark, which is tentatively set at $31.00 for
residential lines. This is illustrated in Figure 2. In area Alpha, the difference
between the monthly cost and the benchmark is $8.00. Under the FCC's
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mechaniem, the FCC will provide twenty-five percent (25%) of this amout, or
§2.00, in monthly support to any ETC that provides umiversal service in this area.
In area Beta, the cost is Jess than the benchmark, 8o the FCC's mechanism doss
not provide any support out of the federal fund,

Figurs 1
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IS THAT ALL THERE IS TO THE FEDERAL HIGH COST FUND?

Yea. Conceptually, it is & simple framework, and it should be relatively easy 1o
construct & stste-high cost find that will fit wall with the federsl find. To do s,
the Florida Commission should first adopt & ressonable cost proxy modal, such ae
the BCPM 3.1. The Florida Commission should then have a procesding to deal
with the remaining universal service issues 5o that it can establish a Plorida
Universal Service Pund.
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HASN'T THE FCC REFERRED MANY OF THE ABOVE ISSUES BACK TO
THE JOINT BOARD, AND WHAT WILL BE THE IMPACT OF CHANGES IN
THE FCC'S APPROACH?

On July 17, 1998, the FCC referred several issues back to the Federal-State Joint
Board for consideration. Such issues as the 25% federal factor and the revenue
assessment base were sent back to the Joint Board. [t is certainly possible that
changes to the federal mechanism will result from this referral. However, the
focus of this proceeding (the cost of universal service) is unaffected by the FCC's
referral of issues back to the Joint Board.

[V. THE NEED FOR A STATE HIGH COST FUND

DOES THE CREATION OF A FEDERAL FUND NEGATE THE NEED FOR A
STATE HIGH COST FUND?

No, it does not. The federal fund only deals with a small part of the implicit
support that is currently built into LEC rates. State universal service support
mechanisms will need to deal with the r .. \inder of the implicit universal service
support. The FCC recognized this fact in 15 Ac =8 Reform Order, wherein it
strongly encouraged states to identify and addres: .. ymount of implicit support
built into intrastate rates. In a speech given by William Kennard on February 9,
1998 1o the National Association of State Utility Consumer Advocates, the FCC
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Chairman said that “states have an obligation to take all reasonable steps as
promptly as possible to reform existing intrastate universal service support
mechanisms to make them compatible with competitive local markets by making
the subsidies explicit and portable.” The United States Congress also recognized
the need for state funding mechanisms. Indeed, one of the principles set forth in
the Telecommunications Act of 1996 (“the Act”) is that “[t]here should be
specific, predictable and sufficient federal and state mechanisms to preserve and
advance universal service.” (47 U.S.C. Section 254(bX5)) In fact, Section 254(f)
of the Communications Act requires that “Every telecommunications carri“r that
provides intrastate telecommunications services shall contribute, on un eauitaile
2 d nondiscriminatory basis, in a manner determined by the State to the

preservation and advracement of universal service in that State.”

Finally, Chapter 364 .025(4)Xb), Florida Statues, requires this Commuission to
report on the cost of universal service to the Legislature by February 15, 1999 in
order for the Legislature to establish a permanent universal service mechanism

CAN RATES THAT CURRENTLY PROVIDE IMPLICIT SUPPORT FOR
UNIVERSAL SERVICE BE SUSTAINED IN A COMPETITIVE
ENVIRONMENT?

No. Competitors will target customers who currently provide the most implicit
support. They will target high revenue business customers, and those residential
customers that purchase considerable amounts of vertical and/or toll services.
Competitors will market their services only to these high margin ILEC customers




20

21

23

24

and leave the remaining high cost customers to the incumbent LET. Indeed, even
AT&T and MCI agree that implicit subsidies are not sustainable in a competitive
environment (ATT, Dr. Kaserman Direct Testimony. NC Docket No. P-100, Sub
133B, Page 9, “...the system is unsustainable in a competitive market
environment. Where they are allowed to operate, market forces will inexorably
eliminate cross-subsidies.”; MCI, Dr. Cabe Direct Testimony, KY Admin. Case
No. 360, page 13, ... competition in local and intralata toll markets can be
expected to drive the prices of vertical and toll services below levels that have
been sustainable in the historically monopoly environment.” ).

DOES BELLSOUTH HAVE A PROPOSAL FOR A STATE UNIVERSAL
SERVICE FUND?

Yes. However, since this proceeding is narrowly focused on the cost of universal

service, I will save discussion of BellSouth's proposal for a future proceeding.

FOR PURPOSES OF DETERMINING THE COST OF BASIC LOCAL
TELECOMMUNICATIONS SERVICE APPROPRIATE FOR ESTABLISHING
A PERMANENT UNIVERSAL SERVICE MECHANISM, WHAT IS THE
APPROPRIATE COST PROXY MODEL TO DETERMINE THE TOTAL
FORWARD-LOOKING COST OF PROVIDING BASIC LOCAL
TELECOMMUNICATIONS SERVICE PURSUANT TO SECTION 364.025
(4)(b), FLORIDA STATUTES? (ISSUE 2)

1o
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The BCPM 3.1 model is the appropriate cost proxy model for determining the
total forward-looking cost of providing basic local telecommunications service. [t
was designed for this purpose and meets the ten criteria set out in the FCC's
Universal Service Order of May 8, 1997. BeliSouth has run the BCPM 3.1
model for Florida and the results for BellSouth's temitory by wire center are
attached as Exhibit PFM-1. BellSouth recommends that the Commission use the
BCPM 3.1 model with the inputs recommended by BellSouth for calculating the
total forward looking cost of basic local telecommunications service for
BellSouth.

V. ISSUES LIST

WOULD YOU NOW SPECIFICALLY DISCUSS THE OTHER ISSUES
PARTICULAR TO THIS DOCKET?

Yes.

WHAT IS THE DEFINITION OF THE BASIC LOCAL
TELECOMMUNICATIONS SERVICE REFERRED TO IN SECTION

364.025(4) (W7 (ISSUE 1)

Basic local telecommunications service is defined in Florida Statute 364.02 (2)

which states:
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“Basic local telecommunications service” means voice-grade, flat-rate
residential, and flat-rate single-line business local exchange services
which provide dial tone, local usage necessary to place unlimited calls
within a local exchange area, dual tone multifrequency dialing, and
access to the following: emergency services such as "911," all locally
available interexchange companies, directory assistance, operator
services, relay services, and an alphabetical directory listing. Fora
local exchange telecommunications company, such term shall include
any extended arca service routes, and extended calling service in

existence or ordered by the commission on or before July 1, 1995.

FOR PURPOSES OF DETERMINING THE COST OF BASIC LOCAL
TELECOMMUNICATIONS SERVICE APPROPRIATE FOR ESTABLISING A
PERMANENT UNIVERSAL SERVICE MECHANISM, SHOULD THE
TOTAL FORWARD-LOOKING COST OF BASIC LOCAL
TELECOMMUNICATIONS SERVICE PURSUANT TO SECTION
164.025(4)(b), FLORIDA STATUTES, BE DETERMINED BY A COST
PROXY MODEL ON A BASIS SMALLER THAN A WIRE CENTER? IF 50,
ON WHAT BASIS SHOULD IT BE DETERMINED? (ISSUE 3)

Initially, the forward-looking cost of basic local telecommunications should be
calculated at the wire center level. Current telecommunications providers capture
data at this level of aggregation on a standardized basis. Therefore, a wire center

12
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basis for cost calculation would be less burdensome initially than going to a more
targeted area of measure like a census block group (CBG).

However, the Commission's goal should be to move the basis of support
calculations from a wire center to a CBG basis (2 smaller geographic area) for two
reasons. First, small arcas more accurately target universal service support to
areas with high costs. Within a wire center, costs can vary greatly. By choosing a
smaller area (a CBG), the accuracy of calculations are greater than when numbers
are aggregated to the wire center level. Second, choosing small areas not only as
the basis for universal service support but also as the basis for designating service
areas for ETCs enables new compelitive entrants to compete as an ETC and
receive universal service support, without having 1o serve an extended service

area (such as a wire center).

FOR PURPOSES OF DETERMINING THE COST OF BASIC LOCAL
TELECOMMUNICATIONS SERVICE APPROPRIATE FOR ESTABLISHING
A PERMANENT UNIVERSAL SERVICE MECHANISM, FOR WHICH
FLORIDA LOCAL EXCHANGE COMPANIES MUST THE COST OF BASIC
LOCAL TELECOMMUNICATIONS SERVICE BE DETERMINED USING
THE COST PROXY MODEL IDENTIFIED IN ISSUE 2? (ISSUE 5A)

The FCC stated in paragraph 232 of its Universal Service Order that a cost proxy
model should be used when calculating the forward-looking economic cost for
non-rural LECs. The non-rural LECS operating in Florida are BellSouth, Sprint,
and GTE.
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The FCC has decided that rural camers would not use forward looking economic
cost models until further review by the FCC and not prior to January 1, 2001.
Further, the FCC states that rural carriers would be gradually transitioned from the
current mechanism to a forward-looking economic cost model (para. 203)
BellSouth believes that the bifurcated approach set out by the FCC (i.e. - treat
non-rural and rural companies separately) is reasonable for use in Flonda.

FOR EACH OF THE LECS IDENTIFIED IN (5A), WHAT COST RESULTS
FROM USING THE INPUT VALUES IDENTIFIED IN ISSUE 4 IN THE COST
PROXY MODEL IDENTIFIED IN ISSUE 2? (ISSUE 5B)

The forward-looking costs for BellSouth from the BCPM 3.1 are attached in
Exhibit PFM-1. It provides the cost by wire center for BellSouth’s designated
service area. These costs are based on the forward-looking inputs as provided in

Ms. Daonne Caldwell's direct testimony

FOR PURPOSES OF DETERMINING THE COST OF BASIC LOCAL
TELECOMMUNICATIONS SERVICE APPROPRIATE FOR ESTABLISHING
A PERMANENT UNIVERSAL SERVICE MECHANISM, SHOULD THE
COST OF BASIC LOCAL TELECOMMUNICATIONS SERVICE FOR EACH
OF THE LECS THAT SERVE FEWER THAN 100,000 ACCESS LINES BE
COMPUTED USING THE COST PROXY MODEL IDENTIFIED IN ISSUE 2
WITH THE INPUT VALUES IDENTIFIED IN ISSUE 4? (ISSUE 6A)
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No,

[F NOT, FOR EACH OF THE FLORIDA LECS THAT SERVE FEWER THAN
100,000 ACCESS LINES, WHAT APPROACH SHOULD BE EMPLOYED TO
DETERMINE THE COST OF BASIC LOCAL TELECOMMUNICATIONS
SERVICE AND WHAT IS THE RESULTING COST? (ISSUE 6C)

The Commission should refrain at this time from using a cost proxy model for
LECs serving fewer than 100,000 access lines. These carriers should yenerally
fall into the definition of “rural LECs", and as such should use embedded costs in
determining the cost of basic local telecommunications service. This
methodology is consistent with the FCC's determination in their Universal
Service Order.

XV. SUMMARY AND CONCLUSION

PLEASE SUMMARIZE YOUR TESTIMONY.

It is critically important that this Commission get the cost of universal service
right. Consumers will be ill served if the costs are underestimated. The BCPM
cost model is an excellent tool for calculating the cost of universal service. The
inputs that BellSouth recommends be used in the model are both “real world” in
nature and representative of what an efficient provider vwould incur in building a
forward looking network capable of providing high quality basic local exchange
service. BellSouth's cost estimations should be approved by this Commussion for




submittal to the Florida Legislature, and for subsequent use in the establishment

of a state universal service fund.

Q.  DOES THIS CONCLUDE YOUR TESTIMONY?
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A. Yes, it does.
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BellSouth Telecommunications, Inc

Florida Docket No. S80896-TP
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