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September 2, 1998

Ms. Blanca §. Bayo, Director

Division of Records and Reporting

Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, Florida 32399-0850 L

Re: Docket No. 980696-TP

L
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Dear Ms. Bayo: %
Enclosed for filing in the above docket are the original an U
fifteen (15) coples of the Direct Testimonies of Carl Etda;
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Laemmli, Kent W. Dickerson, Brian K. Staihr and James W
Sichter on behalf of Sprint-Florida, Incorporated.

Please acknowledge receipt and filing of the above by

stamping the duplicate copy of this letter and returning the
same to this writer. =

Thank you for your assistance in this matter. v
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: ORIGINAL
mm FLORIDA PUBLIC SERVICE COMMISSION
mm OF JAMES W. SICHTER
' mmwmmm INCORPORATED
'  DOCKET 980696-TP
SEFTEMBER 3, 1998
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Q. Please state your name and business address.
A. My name s James W. Sichter. 1 am Vice President-Regulatory Policy, for Sprint
Corporation. My business address is 4220 Shawnee Mission Parkway, Fairway, Kansss

A. Thold a B.A. in Economics from the University of Kentucky (1968), a Masters in Economics
from Wright State University (1972), and s Masters in Public Administration from University
of Missouri-Kunsas City (1979). 1 have worked for Sprint since 1973. Prior to my curreat
Miﬁ;wmmﬁmhuumammmm.
inchuding cost analy, revesmse nalys, corporate tricgic planing analys, saff cconomis,
manager-policy research, director-regulatory and industry planning, director-service costs,
director-ncoess planning, and assistant vice president-rogulatory and industry planning.

hqmmlmm&xmmmm regulatory and
mﬂuhw-wrmmm 1 also serve on the
Mﬂhmmﬂmdhw Statd University frtitute of Public
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WMMWMIN where | have taught course segments on a
mxmwummmmmm
Twu_dgmnmm.wmmmm
Reform. In the past, I served on a number of United States Telephone Association
m-m'mmmuwmcm-umammm
Team (1987-1989), and Past 69 Concepts Committer, {1989-1991).

A. Yes. | have proviously testified before the lowa, Kansas, Missouri, and Nevada state
commissions.

Q. What is the purpose of your testimony?

&'mwﬂ'ﬂm&hwﬂt Gillan's and Mr. Gueppe's recommendations that
average rovenues be used in the calculation of the amount of universal service support that is
required, and Mr. Gueppe's proposal that a LEC's universal service support be determined by
“netting” revenue shortfalls agxinst revenue surpluses. 1 will also offer some comments on the
goographic unit that should be used o determine universal service costs and support, and the
MMﬁ:w“uﬂmmwmwwh

Q. lellllr.m-‘}lr Gmmu._lﬁﬂﬁcmﬂrq-ﬁtdm
mmum

e, T
adl e i SRR -




1

(-]

10

11

12

13

14

15

16

R T

A. MMM“MMMmewm

customer. mmmwmmmmmw

residential customers, including, for example, intraLATA toll, features, and access revenues in
addition to *he basic service rate. The average revenue would then be compared 2 forward-
looking costs of providing this family of servioes in each wire center to determine the noed for

Q. iﬁ-mwm 4od costs an appropriate measure of the

A. No. Al that such & comparison can tell us is whether the revenues generated by cxisting rate

structures are, on average, covering costs. The issue of universal service, however, is not an
#ﬂmunﬁhmhﬂﬂmmm

The issue, rather, is how the revemies needed to support universal service are collected. The
issue is one of rate structure—specifically, whether the existing practice of promoting
universal service by charging sbove cost rates for some services in order to charge below cost
rates for basic service is sppropriate and sustainsble in 8 competitive eavironment.

Using & revenue beachmark to determine the need for universal service suheidies masks, if not
completely defines away, the very issue—that of supporting universal service goals through
WMMuummwmwmmm
mmwwwnﬁ Gillan and Mv. Gi:3ppe woulu result in policies
mmumw‘nﬂmm.mmm In addition, the failure
ummmmmmﬁmmmmm.ummm
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inhibit, if not thwart ahtogether, the development of a fully competitive local exchange market
for most residential customers in the State of Florids

4 Q. How is Mr. Gillan’s and Mr. Gueppe’s proposal to use average revenues inconsistent
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with the Telecommunications Act of 19967
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A. mwﬂﬂhMMﬂlmhmmmnﬂ

! ; dmmmmmm It was
mwwﬂmmmmnﬁmmmnﬂun{
WWMW&“MMM\:W“M
sustainable in a competitive market. In order to preserve the policy goal of universal service
in & competitive environment, the Act requires that existing implicit sub: ‘dies be replaced by
an explicit universal service fund.

Mr. Gillan snd Mr. Gueppe assentially ignore that requirement. At the heart of their approach
is the assumption that the existing rates for all services are both sconomically appropriate and
sustainable in a competitive environment. That assumption is simply wrong The average
revenue benchmark that is the foundation of their proposals is the product of monopoly ena
pricing practices wherein some services have been priced above cost and basic residential
services have been priced below cost.

What Mr, Gillan and Mr. Gueppe fiil to consider is how that rate structure translates into
mmm Under the existing rate structure, the profitsbility of a customer is a
direct function of the mix of servicss used by that customer. A consumer who uses only basic
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service would be unprofitable 10 serve; conversely, heavy users of toll and vertical
Mﬂnwmmm—mﬂhmpﬁtﬂwm
wmmhu_Mdo,hm vary widely in their use of telephone services.
Wﬂnm:ﬁﬂﬂ“h’tmmﬂm;ﬁdﬂmmmuuﬂﬁ
mmm“ﬂﬂrMIﬂm The latter customers, of course, are very
MHmmMﬂmmthNmmthww
uﬂmh“ﬁmmmﬂumdmwm
mm&mmwmhmmemﬂmm Looking
mnwmﬂwww is the core issue: the wide variance in
mﬂMﬂWnﬂmmmﬂhmmmum
mmtwwmmamwmmm

m

Q. Do you have evidence 55 to the variances in revenues generated by Sprint residential

customers in Florida?

A. Yes, Sprint conducted an analysis of the revenues genersted by a sample of 2,750 of its

residential customers in the service areas of what was then United of Florida from September
1996. The revenues included in the analysis were local service charges (including the
interstate SLC), features, intral ATA toll, and state and interstate access (originating and
terminating). The toll and sccess revenues were updated using July 1997 intraLATA toll and
access rates. mm-dmmmmhmrmm.
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RESIDENTIAL CUSTOMER REVENUE DISTRIBUTION
(monthly, per acoces line)

Towl  Peostol  Lood Festwe  Acoess  IwsLATA  Toual
Reveme ‘lﬁ Reveme Revenue Revenue Toll Revenue
<15 1% snea s 06 $ 59 $05 $13.32
$15-520 20% 1315 s 132 n 1747
520525 1™ 1327 205 658 50 140
525630 1% 13.20 18 9.52 50 2136
$30-535 % 1% 1318 1.90 13,94 135 32.36
$35-840 ™ 1338 435 17.52 217 37.42
$40-545 % o 13.03 541 2281 121 42.46
>845 12% 13.29 6.96 18N 523 6441
Aversge 100% SIL1D 5188 siLs2 $L25 $29.08

As clearly indicated by these results, all residential customers are not the same. While the

(513.13) constitate only 45% of the average total revenues ($29.08) of residential customers
Consumption of vertical features aad tollaccess, however, varies significantly. The 12% of
residential customers in the highest revenue category generate 3112 manthly in revenues
mmaﬁqﬁhﬁmumuwtmummm 15% of
mhhhﬂmm Since it is the toll/access and feature services that
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nhﬁhmﬁ&ﬂiﬁhmmﬁwﬂsﬂuhhﬂﬁudﬂum
mm"ﬂhMyhamﬁﬁHMmmﬂmﬂymw
the revenue distribution data contained in the table above.

Q. Hn-ﬂ&..-ﬂu‘:ﬂm.wlwwm&vﬁpm#uw
competitive local exchange market for residential customers in Florida?

A hwn—m&mrwmnm:nmﬂﬂuﬂm
mumwnmmmmmm However,
hﬂMﬂMmMmMmﬂmmwﬂtﬂb
or marginally profitable for a new entrant to serve. This is clearty demonstrated in the
following table, which is based on a comparison of the total revenues generated by &
customer with the costs of serving that customer. For this analysis, | used the BCPM ccsts,
averaged st the wire center level, iled by Sprint in this procesding to determine local service
costs. Since the BCPM costs used in this study do not include any of the additional costs
essociated with toll/acoess and features, | used conservative estimates of the forward-looking
costs for each of these discretionary features.
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RESIDENTIAL CONTRIBUTION (PROFITABILITY) DISTRIBUTION
Cantritrtion I—mr Lol Fosws Acom lsmlATA  Towl  BCPM  Avemgs
Lol ¥ ot E?" Rowense Revnwe  Tol  Revense  Loe  Comiribution
520850 n u..u . s %m 300 6004 2645 2425
mun 'lu 135 60T 2634 206 41% 2498 1434
50510 < IH-" nM 58 139 43 6, 2N a6
(510)-50 e mﬁ : BAa 260 638 N B3 n® (s41)
@0)EI0) 2% 12M M 4 o s nm gasy
mm_ | % 1221 n I 31 1737 4014 @am
<30) L 1P 142 407 S 1T s4s6 o.i0)
M & oo%  $1313 s288 S $135 S0 5319 (85.36)
* Baged on an sstimeted TELRIC of £.006684 per minute for intral ATA toll snd scoem, and festurs cost estimeted & 27%
of festurs priees
As shown in the sbove table, 71% of Sprint's residential customers are not profitable—that is
they do not generate revenues sufficient to cover the cost of providing their service. The
results clearly demonstrate that the profitability of a residential customer is a direct function of

that customer’s use of vertical features and toll/access services. In no case does local service
revenue slone cover costs. In fact, the current pricing structure for local services somewhat
exscerbates the problem, since local rates in rural, higher cost areas are sctually lower thas the
local rates in more urban, lowes cost exchanges.

Cortainly, there are & pelatively small rumber of residential customers that would be attracive
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10 & facility-based competitor. However, the primary conclusion to be drawn from this
Mh#pﬂﬂwﬂmm&wmmmm
not sttractive to & iecility-based entrant. fn light of ths data, the aimost total absence of
WMhﬁMwhtﬂum should come a3 no
surprise. And unless the legislature and the Commission take steps 10 restructure rates and/or
universal service funding to make the residential marketplace economically attractive to serve,
there willnever be vibrant faclty-based competition n this segment of the market

Q. mnmm approach?

A meMummMmmwﬂmm
mmMmMnmmmmﬁmm
service rate and the cost of providing the service. Second, Sprint advocates the elimination of
uﬁhmﬂﬂqﬂmmmmmnm
charges. To some degree, this could be accomplished though rate rebalancing—i.e.,
i..creasing residential local service rates 1o cost levels. However, Sprint also recognizes that
fiull cost-based rates for residential basic service, especially in high cost areas, could jeopardize
the goal of universal service. Therefore, Sprint recommends that the Commission deiermine a
maximum affordable rate standard for basic residential service; to the extent that the cost of
providing that service in & particular area exceeds that rate, the difference would be funded
through sn explicit, competitively neutral universal service fund. Sprint’s plan would be
revenue neutral. Any revenues generated by local service rate increases or new universal
service funding would be offset, dollar for dollar, in reductions in existing implicit subsidies.
mﬁhwwmmwmmmmumw
Mlhmﬂmmmmmﬂmiﬂmhmmm.
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Q.

mmﬂywuuum)mwmmmmm
Mrﬁ'hhﬁwmﬂnhm“m:-mim
subsidized or meeds to be subsidized whea, in reality, that customer is nighly profitabie,
mhmmwwmw.mdmm
Why should we provide 2 subsidy to LECs for serving customess who are already

Mr. Gilla's observation s based on the ass.pion that implict subsidies would remain inac
ummh-mmmuw That is certainly not Sprint’s proposal.
Tlulnrinur Mhﬁuhbudmﬂhmdh:mmph Mr. Gillan
u-u-mbmwummm in local service revenues and $10 in
opﬁuﬂuﬂum Correspondingly, the cost of local service is $20 and the cost of the
q:linuimhll.. Mr. Gillen argues that if we compare the local service rate of $15 1o
the local service costs of $20, it appears that the customer needs & subsidy in the amount of
ﬁ.Mhmﬁthnmﬂmﬂmmmwmmdnl—ic..
the customer is slresdy profitable to serve and the service provider doesn’t need a subsidy to

serve that customer.

What Mr. Gillan misses is the dynamics of universal service reform. Under Sprint's proposal,
at Jeast, universal service funding would not increase s LEC’s total revenues. Rather, it would
be used to replace implicit subsidies on a revenue neutrs! basis. In terms of Mr. Gillan's
Mﬂhmhwwoﬂymmmmmﬁdwm
mhpﬂ-ﬁh_mmmwhmummﬁdwﬂmwﬁx
optionsl services. What would happen under universal service reform is that the implicit

il W R S
Bl e e R
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subsidy built into the optional service rates would be climinated. Consequently, the revenues
generated by the cusiomer in the example would decrease by $9 (the difference between the
ﬂi‘mﬂm-dhuﬂﬂ}. If nothing else happened. that customer would now
hmm“ndﬂiw!dhmdﬂl Thus, & universal subsidy
hhmdﬂ{mm an increase in the local rate) would not only be
MQMMMMEMMMLH&%MMM

m**thhwmm&mmhmmmmﬁm
hqﬁﬂm w.ﬂbmmmww.m. It is & result

m.mm“muunmummmumm
products high and others low when they are all part of a family of services. Why
couldn"t the same approach be taken for telephone services?

In the examples cited by Mr. Gillan, the provider has a reasonable expectation that the
consumer will purchase the high priced items in addition to the low priced item. That is, one
MMM-MMW.mm-ﬁmmmmm
the razor handle would have no usefulness without them. That is not the case with the
quwm Local service is & valuable and useful service in and of
Mmﬁun‘thﬂh_:pu“wmmhm&hduﬁﬂmh
filly functiona! and valusble. The discretionary nature of these additional services, and the
ma%a@ummmmmmmmn
mwﬁpmmmmm-wma
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mmﬂmm_amwmwm At least at today’s
Mdﬂh““lmmumm customers will
MMHWMMHMMMME price for basic

m.mqpmh 16 of his testimony) t%.at if all revenves are not included in
mm'mmrmmummw-m-—

B F i

services that are toe high.” Do you agree?

AR

mr«uﬁ@'uﬁwmmu the “universal service fund” that exists
mﬁyhhﬁanﬁﬁhMW. The only way to reduce or climirate
méﬁ:éﬁ—ahnwmmﬂmmmmam
mmuumwmmmmmmuww-ﬂ
mwmﬂmumummmmu
mermMuﬂnmmmnmmmm

Mr. Gueppe’s assertion that universai service funding would increase prices for consumers is
simply wrong. Mr. Gueppe makes the same erroncous assumption made by Mr. Gillan that
mﬂmmuﬂmmﬂmmmw.hm
mwlmmﬁﬂnﬂnmm“ummm-hdd
mmmmm Al that i required is that sxisting implicit subsidies be
MW#MMMMMmhuﬂmm

mm&mm‘MMﬂﬂﬂmeI
u;l R 12
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Q. Mr. m#mwiidmm)umm{mm

mu-mmmmmmnmwm;m
{Mhm-ﬂﬁnmn the wire center level) in determining whether

-m-mmmmm Do you agree?

No. ﬁm”ﬂtﬁnhu“ﬁmmmﬂm
levels. nmm the existing level of revenues of ILECs is sufficient to
mmmuﬂ‘mm What is needed is not additional revenues, but
amufmmmmhmm.

mmmmduﬁﬁmhm.hmmmuhm
necessary 1o construct & universal service fund that is portable and available equally to all
mwm_mmw..mmumﬂm
unprofitable would not be eligible for universal service funding if the [LEC currently
mﬂﬁﬁmmmmmmhmﬁmMinm
geographic areas. h.mmm-uﬂdbamwwfmnmmm
puv&mh.ﬂuﬂlm,_ﬂlhmﬂnmmm:pnﬁ(inda&un The
result is directly contrary to the fundamental goal of the Telecommunications Act of
1996—the goal of bringing competitive alternatives (o all consumers.

Q. Mr. Gillan argues that the geographic unit used to determine universal service costs

and unbundied network element cost should be the same. Do you agree?

13
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Yes. Mhmmmmm:mmhﬂ.mhﬂh
mﬂ-hmw Take, for example, 8 wire center where the average
cost s 550, and where universalservios funding of $20 s svalabl. If s CLEC can obtain
the CLEC would obtain an unfuir sdvantags over the ILEC, since the ILEC would have o
mmﬁhQMMhmdlﬂﬂ its support receipts of $20)
whﬂwmmmmw:nmmm(mm

_mhMmmmuarmuhwmﬂzo}

Ul

; ":UbMMMMmmm-mw for universal

thﬂdhmuﬁcuwﬂhw

Hnm annﬂh&ﬁmnhmﬂmﬂm
MMMMMM Essentially, universal support payments to &
Mﬂhmmww}wmmmmmm
aod universal service Gosts. In terms of the above example, the CLEC's uriversal service
support would be reduced by $10, reflecting the fact that its costs for unbundled elements
(340) were that much less than the costs used for universal service purposes ($50).
w,ﬁﬂymmmmmmm
mﬁmddﬁmmmmmmmuﬁmm
My resson for pointing out this option s 1o demonstrate that the appropriste level of
Mdehwmthmm‘n
mﬂumuﬂﬁﬁtummuhmﬂmm
ﬁ“m hhmﬂﬁwﬂmﬁmﬂuuhﬂmamﬁum
mmﬁmnmmmmWMmm
M—#ﬂnmﬂlwmmmmmmmm
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ﬂmmmhwunummmm
consistent with the development of universal : srvice costs.

mmwmmmmummm

MWM&MHIMMM“MMM
MMhﬂhﬁumduﬂummm
mm Blﬁudvlil ser ice funding on the average costs in a

" both very \ow cost and very high cost arcas is undesirable

M.H_ﬁmummﬂcﬂyﬂnmhdurmwﬂdnmmﬂymh
same level of uciversal service support, since :hat support would be calculated based or: the
sverage costs of some brosder geographic arc 1 of which the high cost area is only a part.
Thet i, the support received by any paticulas high cost area would be primarily a function of
ﬁlﬁﬂ“ﬁﬁﬂ&“ﬂhuﬂhdﬁdinhm”ﬂp&mm&n&
Mdﬁﬂ“w In fact, a truly high cost area might receive no
universal service support if the geographic arc a, as defined for universal service purposes, in
which it happens to be located is comprised of low cost as well as high cost areas such that
the average cost within that area is below the level needed to qualify for universal service

oo,

Second, basing both universal service support and unbundled network element prices on
highly averaged costs distorts the competitive marketplace New entry would be deterred in

5
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actual costs of providing the facilities in those areas. Conversely, sveraging can produce
artificlal arbitrags opportusities. For instance, a facility-based entrant could choose to
mmhmmWﬂmdmw-mwhm

; WWMHWHHMHIHWMHWHM

nmmm

MﬂMHHﬁMMMlMﬁumMm
in order to analyze the appropristeness of using wire center level costs, we have also looked
ut costs disaggregated to the Census Block Group (CBG) level. The wire center maps,
included a8 part of my testimony in Exhibit JWS-1, provide CBG level cost estimates, based
on the BCPM costs submitted by Sprint in this proceeding, for each CBG in that wire center.
WﬁMMHHmm:mmﬁMmhw“
wvariances. For example, the average cost in the Tallahasses wire center is $28.45, but costs in
specific CBUs within that wire center range from a low of $17.99 (37% below the average)
10 & high of $144 (over five times the average).

Does Sprint advocate that universal service be based on CBGs?
Hutﬂﬂht. Basing universal service support on CBGs or similar levels of geographic

WMWMMNMMM
s#mmmmmwmuwmmm
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EXHIBITJWS-1 Page 3

TALLAHASSEE FL

| TALLAHASSEE MONTHLY COST 28.27

TLHSFLXDDSO
$ 28.45

BLOCK GROUPS 83
] ann
520 10,830 oty 2892
$30 10 $40 (12) a1s |
e 8 |
$80 1o $70 24.74
> §80 n \
' !
= |\ |
2.6
|~ 2
2450 \ vy 3
A B < M\‘l‘l
28 25 =it B
, B =37
2T S
1.&? J —— 1?. »_-:..‘:_‘_—\-
ne———— o




	1-19 No. - 2844
	1-19 No. - 3034
	1-19 No. - 3035
	1-19 No. - 3036
	1-19 No. - 3037
	1-19 No. - 3038
	1-19 No. - 3039
	1-19 No. - 3040
	1-19 No. - 3041
	1-19 No. - 3042
	1-19 No. - 3043
	1-19 No. - 3044
	1-19 No. - 3045
	1-19 No. - 3046
	1-19 No. - 3047
	1-19 No. - 3048
	1-19 No. - 3049
	1-19 No. - 3050
	1-19 No. - 3051
	1-19 No. - 3052
	1-19 No. - 3053



