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Mnﬂmmumm
Mvnmhwlﬂmmmmvbu-lmuudrmhnwumvﬁmﬂnm
Alpharetta, Georgla, 30004,

HmmMMWhﬂhmr
Yes. | submitted direct testimony in this proceeding on August 3, 1998,

What is the purpose nf your rebuttal testimony?

My testimony comments upon the cost proxy models that have been submitted by
the large incl.l.'nbﬂﬂ lnﬂl exchenge carriers (i.e. BellSouth, GTE, and Sprint) and
jointly by ATA&T/MCI to estimate the cost of providing basic local
telecommunications service. The testimony discusses the modifications that should
be made to the mode! inputs in order to develop more reliable forward-lccking cost
estimates. In addition, my testimony rebuts ILEC claims concerning the need to

mmmwmw-nmmm

Please summarize your testimony.

Tha Florida Legislature M directad the Florida Public Service Commission (“the
Commission™ w 'ﬂn H'ﬂ.‘.'l to determine and report the total forws d-looking
economic costs I‘FLEC'] of providing basic local telecommunications service in

et bty coallis
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Florida. The FLEC models submitted for the Commission’s consideration produce
sharply divergent results with rospect to universal service support requirements.
indeed, the Benchmark Cost Proxy Model, Version 3.1 ("BCPM 3.1%) submiited by
the non-rursl local exchange carriers ("LECs") generate high estimates of required
universal service support relative to those caloulsted under the Hatfield Model,
Version 5.08 PN 508", by Sestimony sddressse the model inputs thet are moss
lmmeMMﬂemm. Assuming that the Florida
uwmmiu_'m this cost informeuon in order to evaluate whather to
establish a pﬂmm universal service furd for Florida, it is important to
di:ﬂngm:hbﬂwmﬂt;uﬂnludmtﬂmmlthnndimnnd-l:-af

any fund.

This docket focuses on the determination of the forward-looking costs to provide
m-hmmmmmmﬁl. The proceeding has not been
initiated to quantify the lovel of universal service support. Indeed, it has not been
established that any funding is necessary st this time. The Commission should note
that competition, especially for basic local exchange service, will not be realized for
many years. The incumbent local exchange carriers will be the primary
beneficiaries of any universel service support established by the Legislature
throughout the transition to @ fully competitive market. An oversized universal
service support systam will create an unnecessary windfell for the ILECs that poses
a barrier to entry for would-be competitors. Thus, while the FCTA proposes certain
adjustments to the cost estimates in this proceeding, the FCTA opposes the

establishment of 8 ﬁirrnm: universal service fund at this time.

HEER S RPN, L L 2 T . L 4 A




10

11

20

21

n

13

24

25

ST AP OE DL el o AnE

mmﬂinm:h-mwmwmm.-mu{m
factors deserve equal consideration in sddtion to carier-provided cost information.
mmr«-.wmmmuwmhmmdm
iwwleMmmmmmm
throughout the State of Florida. The degree of competition, both on 8 current and
MHﬂMﬂuwiaﬂ-mﬂﬂnﬂﬂnEmm
DﬂmeﬂMth u separate proceeding by the
cummmuumm.mm-ﬂmmm,
ﬂﬁw for rate rebalencing. These aress are further measures that
can be used to offset the need for an intrastate universal service fund.

#. THE PROCEDURAL BACKGROUND

What are the events that have led to the inltistion of this proceeding?

On the federal level, a triology of regulatory initistives is underway fucusing on
achieving the pro-competitive objectives of the Telecommunications Act of 1986.
Universal service reform is one of the sress specifically addressed by the 1896 Act.
The other two components of the trilogy include local competition [i.e.
interconnection and unbundied network element rates) and access charge reform

On Hﬁ B, -1___!37.-m FM-.Cmuninltiunl Commission releassed its Universal
Service Order (CC Docket 98-45) implementing the universal cervice reform
requirements outlined in the 1996 Act. Although the FCC’s Universal Service Order
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MM‘N State regulatory suthorities, each jurisdiction can elect to
MhthmMmmudmmurﬂvmm In that
vein, pursians 48 Chapter 384,028, Florida Statutss, the Lagisiature has diractsd
MMN_WQMNWMMFWM cost of
providing basic local telecoinmunications services by February 15, 1999.

On.luu'll 1!“ mmmwm. P%.C-88-0813-PCO-TP establishing
lmmmmmﬂbmmmrﬁuﬂommhc
mmmmuzs.msumm, The Commission will report back

MWEMWWHW“ 16, 1908,

Il. AN OVERALL ASSESSM:NT OF THE COST MODELS

What forward-looking economic cost models have been submitted in this proceeding
to esiimate the costs of providing universal service?

There are two forward-looking ecanomic cost models that have been submitted to
estimate the cost of providing universal service in Florida. The models under
consideration include the Benchmark Cost Proxy Model, Version 3.1 and the
Hatfield Model, Version 5.0a. Cost studies that are based upon the BCPM 3.1 have
bean ll.bmlmd by BeliSouth Telecommunications, Inc., Sprint, and, GTE. The joint

sponsors of the Hatfield Model 6.0a are AT&T and MCI.

‘What analysis of the BCPM 3.1 and the Hatfield Model 5.0a have you performed?
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| have reviewed the dorumentation submitted by the sponsors in support of the
twmmmmmmnm:mmmw
mmmmw-ﬂwﬂmmwmum
Mndﬂ_mm.l It_mmmhmdnmﬂwmmm-m«
nfmmwm'ﬁchmwdmnwmm
mmnhnqnwmmmmmn of providing universal service,
mm.wmmmummlmmmnm
Model?

The respective H.ECmdlh are sponsored by industry me.nbers with very
mmmmmmmmmmmmm The
Commission would do well to keep in mind that the majority of universal service
support, at llltt in 'H'I‘.fﬁl'lllllhh future, will flow to the incumbent local
exchange carriers. Thus, in developing @ FLEC model, the sponsors of the BCPM
are incented towards a higher cost estimate of providing universsl service. On the
other hand, a lower cost estimate that minimizes the size of the USF is consistent
with the desires of the joint sponsors of the Hatfield Model who are likely to be

large contributors to any universal service support system.

mtmﬂwwwlumuv model must address in the
design <! a telecommunications network?

The design of the cost proxy model must be consistent with the policy that svery
customer wm service |8 connected to a local centrel office switch. The

critical l:ornpvnmﬁn_:iii achisving ublquitous connectivity include accurately locating

coRlet . Ml SR,
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customers and then designing the least-cost, most efficient feeder and distribution

network to serve the customers.

To what extent have you sxaminsd the processes performed within the BCPM 3.1
-ﬂmmmumm-dmﬂgnmnmmm
i 5 o

In addition to the explanations of the customer location methodology and network
cmwwhm spons~rs at workshops, | have reviewed the
W nwldtd hmt of the carriers’ preiied testimony. Each cost
mmeh_.lmufmdg-xiﬂmmhntmns based upon
Census Mdtﬁ{i.m road and househoid data), wire center information obtained
from Business Locaticn Ressarch, snd business line data acquired from PNR and
Associates. The cost mxv.riwdﬂl process this data in an effort to accurately
loca*e customers. Indeed, esch model further refines the data through clustering
algorithms in an attempt to identify clusters of customers in recognition that
subscribers are not uniformly dispersed throughout a carrier’s service territory. The
snd result of these sophisticated mathematical processes is to locate, or assign,
customers at a very discrete level (i.e. the microgrid levell and design a network

within the egineering constraints of a Carrier Serving Area.

The customer location imethodology and the configuretion of serving areas represent
mode; platforms that are not readily subject to revision as user inputs. Although
the spprosches in which the BCPM 3.1 and HM 5.0a process the customer

information data and configure the naetwork to serve the customers ditfer, It is
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difficult to mﬂm the impact of these differences in each model's final cost
estimate to provide universal service.

IV. A DISCUSSION OF THE MODEL INPUTS

Did you review any other aress or features of the cost proxy models in sddition to
MMMMMMM?

Yes. Immwﬂtmnmmnpmummwpﬁmnnhu
mmuwm The flexibllity of both models i~ evident from the
mmmmmmmn in my snalysis of the differences that exist
WMU:ﬂW,!MﬂMMMﬂMumnlhlm-mt
materially effect the output of the moaels, i.e. the final cost estimates,

My review wuiduud the input parameters effecting the level of investment
required to provide universal mk'.c the related capital costs, and the operating
expenses nocessary to maintain and operate the network. The discussion of these
issues is intended to result in revisions that more appropriataly reflect tha forward-
looking conditions that the incumbent local exchange carriers are likely to encounter
during the study period. Other parties to the proceeding may raise valid concerns
ovii; the velues of additional model inputs.

What overall cost of capital has been assumed by sach of the carriers in the cost
proxy models?

in submitting its cost study based upon the BCPM 3.1, BellSouth sssumes that the
cost of debt will be 6.5% and the cost of equity will be 14.4% on # forward-

7
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'mmm mwmm-mmﬂmummmm

Mﬂﬂwﬂﬂ.zﬂt Tha projected overall cost of capital is intended
to mirror the current interstate rato of return of 11.26% authorized by the FCC.

The 12.63% overali cost of capital projected by GTE for use in the BCPM 3.1 is
m np-un Iﬂt of debt of 6.9% and a cost of equity of 14.3%. The
m:rlﬁullnmmhlldlb*'ulﬂo! 22.6% and an equity ratio of
77.6%.

W'fuﬁuﬁmmmﬂmu of 11.23% for use in BCPM 3.1, The
11.23% overal! rate of return is comprised of a cost of debt of 7.0% and a cost of
equity of 14.1%. A cepital structure consisting of 40.4% debt and 59.6% equity
is assumed. Sprint, like BellS.uth, believes that the FCC authorized rate of return

of H.Zﬁi.Mbﬁuﬁhﬂu cost proxy model.

The weighted average cost of capital used in the Hatfield Model, Version 5.0a for
all incumbent local exchange carriers is 10.01%. The cost of capital is based upon
a cost of debt of 7.7% and a cost of equity of 11.90%. The capitalizatinn ratios

include 45% debt and 56% equity.

What cost of capital do you recommend be used in the cost proxy models?
The authorized intrastate cost of capital for a regulated utility is typically decided

by the Commigsion after hearing testimony from the parties participating in the

'pmm Untit the Commission reaches a decision regarding the sppropriate

fn;wnd—looting cost of capital in the instant proceeding, the rate of return
B
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Mwﬁ- m;@mmtuhmwmmﬂm‘
forward-looking muurw The HM 5.0a cost of cepital more appropriately
recognizes the lower business risk attributed to the inherent efficiencies derived
from the incumbent local exchange carriers’ network economies of scale and scope.
In addition, the HM 5.0a cost of capital more closely reflects the fact that there is
no meaningful competition for basic local service at this time.

mh_lIM'_.

A fill ilm_m the percentage of the network fecility that is being used.
Neither valited aé aneguiased frrms snticioste or desire 0 be at full, or 100
percent, utilization of capacity. Thus, the network facilities of telecommunications
common cafriers are engineered with an appropriate amount of spare capacity in
mind. The spare capacity can take tl.e form of administrative spare, spare capacity

attributed to modularity, and demand related spare.

How do the fill factors adopted for feeder and distribution facilities effect the cost
estimates developed by the models?

The fill factors used in the BCPM 3.1 and the Hatfield Model 6.0a effect the level
of investment required to provide services to cusiomers. Lower than necessary
utilization rates increase total loop investmaent becsuse the increase in capacity
associated with lower fill factors increases the amount of loop plant used to deliver
mﬂom services. Optimistically robust fill factors may jecpardize the
quality of service. The feeder and distribution fill factors used in the Hatfield Model
are higher than those used in the BCPM.
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mmﬂmwhhmmmMMW-ﬂ
-un&mmhﬂhfmmwwvwmmﬂwwu
accommodats the requirements for administrative and modular related spare
capacity over the econamic e of the feeder and distribution facilties.

What is Mwﬂnm of support struciures?
Structure sharing f.Illttn the practice «f sharing investments in poles, trenches,
and mm other utilities and/or curriers.

whn-.-qnum;fm.mmummwmmmmw
structures?

The level of sharing of support siructures projected in the Hatfield Model is
significantly greater than in the BCPM. In both modeis, the amount of structure

sharing depands upon the type of structure and the density zone.

The Hetfield Model sponsors believe that the increased level of sharing of support
structures on a forward-looking basis is attributed to the strong economic and

financisl incentives that will prevail on a forward-looking basis:

*First, because utilities are now more likely to elther face

competition or to be reguisted on the basis of their prices

(e.g. price ceps) rather than thelr costs (e.g. ratebase), a

LEC's own sconomic incentive ls to share use of its

investmont in outside plant structure. Such arrangements

permit the LEC 10 save substantislly on its outside plant costs
10

i3 3 ST
T e R ST
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by spreading these costs across other utilities or users.
MMMMMmmw
usage or tranching operations for conduit and buried facilities
--“idmnmwumd-
way congestion occssioned by multiple poles, or disruptions

Because of these economic and iegel incentives, not only has
incidence is likely to accelerate in the future — specially
given the Federal Telecommunications Act’s requirements for
nondiscriminatory access to structure at aconomic prices”
(Hatfield Mode! Varsion 5 Oa, inputs Portfolio, Appendix B,

page 1651).

The sponsors of the BCPM rely upon past and current experience with the sharing
of structures within the state, The model documentation states that structure
sharing is based upon "BeliSouth Florida-specific structure sharing percentages to
reflect values representative of BeliSouth's costs in Florida™ (BCPM 3.1
documentation, Section 4, Proposed BCPM 3.1 Inputs). Witnesses testifying on
bahalf of the BCPM in other jurisdictions have conciuded that the sharing of
trenches and conduit among utilites and other users is negligible. These
conclusions were reached based upon inquiries of state contractors regarding the
degree of sharing of trenching in distribution and feeder routes and current
experience with sharing of underground facilities (Rebuttal Testimony of Jamshed

1
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K. Madan, Michael D. Dirmier, and David C. Newton on behalf of BeliSouth
Telacommunications, Inc., Tennessee Regulatory Authority Docket No. 87-01262).

mmnmm—mmmmmnmmm
model used for universal service support?

Ciearly, the model sponsors have differing -iews on the level of structure sharing
that is likely to 0cour on @ forw rd-looking b. sis. The issues raised by the Hatfield
Mﬂwmm-mW:nm: of structure sharing asmong utilities
wm@mm.n-intnfutunummmrmhmnn:
Wﬂ.ﬂ!&l} nfm and right-of-wvays. But it is doubtful whether the degree
of lm lhl'i"_ﬂ envisioned by the Hatfield Model sponsors will materialize

The model inputs for structure sharing should b : revised, by density zone, in order
to rifh:et a more realistic sharing arrangement.  The structure sharing percentage
should recognize that there will be more carriers seeking the economic benefits of
structure sharing but the opportunities for suct sharing may be constrained for a

number of reasons, including engineering limitat ons.

What depreciation rates are used in the cost pro:y models?

The Hatfield Model adopts the average projecticn lives adjusted for net salvage
veiue as determined in the three-way meetings held between the FCC, the State
regulatory authority, and the utility for 76 LEC s1.dy areas. As explained in the

Hatfisid Model Version 5.08 documentation on page 67:

Ry il 12
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*[Tlhe model assumes straight-line deprecistion and calculates
'm'mmﬂ.m'mwmmmu
Muﬂuuﬁwvﬂ-ﬂﬂnm. Because
twmmnmm substitution of nonlinear
‘o sccelerated deprecistion schedules for straight-line
depreciation would ha.e aimost ne net effect on calculated
lﬂlw carmying costu (aside from favorable tax
effects).”

The l‘ml.lfbmt local exchange carriers adopt a different approach to populate the
depreciation-related model inputs than the one used in HM 6.0a. BellSouth presents
the rates developed by its Depreciation Orgenization, GTE ssserts that its 1996
financial reporting rates are representative of forward-looking conditions, and Sprint

rlﬂﬂmdn -n outside study conducted by Technology Futures, Inc.

Wi.at depreciation rates should be sdopted by the Commission for use in the cost
proxy model?

The Commission should adopt the economic lives and net salvage values prescribed
for the Florida operstions of BellSouth and GTE by the FCC. The forward-looking
depreciation lives and future net salvage estimates prescribed by the FCC are
a‘mﬂdﬂd'h a comprehensive examination and offer an objective assessment of
capital recovery rates. The FCC has not prescribed rates in the case of the Sprint
operating companies. In lieu of FCC specific rates, the defeult rates of the HM 6.0a

serve 8s a suitable proxy.

13

B = et S S 0 iy 7




20

21

2

23

25

= ey -

e A
T

=

What other modsl inputs should the Commission examine clossty?

The other input values that would sppear to have the greatest effect on each
model's cost estimates include the copper/fiber crossover point, the surchase price
formm #nd switching facilities, the labor rates and installation times to
install f-ull_t_uu, the projectad opersting expenses, and the level at which universal

service support is aggregated.

Mhh%mthmmﬂr
The me point refers to the threshold whare fiber facilities are
used hﬂwﬂwfnﬂﬁl. The BCPM 3.1 is designed to limit copper loop

lengths to 12,000 feet:

*Tends to limit average coopr loop lengthe from the DLC to
the customaer by genarally limiting the maximum ultimate grid
size to 12,000 feet by 14,000 feet, latitude and longitude.
i copper loop lengths from the DLC to the customer exceed
12,000 feet, the cable gauge is reduced to 24 gauge cable
and extended range plug-ins are instalied on loope extending
beyond 13,600 fest. The witimate grids ere designed such
memmmﬂﬂwmﬂummm
unlikely to exceed 18,000 feet" (BCPM 3.1 Model
Methodology documentation, Appendix C, page 125).

mmumum.hm.mwwmmmmmmuf the
forward-looking network: *[tihe modsl salects fiber feeder if any of following five

11
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criteris are met: b) the total copper loop length, including feeder and distribution
cable, for customer locations within 8 main cluster, excesds = user-sdjustable
maximum analog copper distance whoss default value is 18,000 feet® (HM 5.08
documentation, Model Description, page 20},

Thﬁ:urmm should determine, based upon sound engineering practices, the
W.ﬁwmmwmummm“nmwmﬂl.

mgmﬂmmmnmmd switching and outside
The H.tﬂldcl Model sponsors admit that the proprietary claims of switching
manufacturers and vendors of outside plant facilities increase the difficuity of
estimating the bcql.lllﬂm costs for such network facilities as central office

switches, and copper lm:lfhilr optic cabie:

'Pﬂnﬂﬂtﬂwm equipment and materials are
notoriousty difficuit to obtain from menufacturers and large
sales organizations. Although salespeople will occasionally
provide "balipark’ prices, they will do so only informally and
with the cavest that they may not be quaoted and the
company identity must be concealed, It is very nearly
impossible to obtain written, and hence ‘citable,’ price
gquotations, even for “list’ prices, from vendors of equipment,
cable snd wire, and othar items that are used in the
telecommunications infrastructure. Part of the resson for this

16
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hﬁnmmwmmm
principsl users of such equipment, the incumbent locel
‘exchange carriers ('ILECs’), and they apparently believe that
mMﬂmm,mummm
 rotaliation by the ILECs if they weie to provide pricing
I.-W@mhm“nﬂuhuﬁ.ﬂl. The HM
mhwumﬂw-ﬂ
materials. Novertheless, & great deal of experience and
expertiss in the industry un Jerlies the estimates. where they
were necessary to augmant with explicit, publicly-available
information® (Hatfisld Mode! Version €.0a documentation,

inputs Portfolio, page 101.

The BCPM sponsors draw upon the opinions of engineers to compliment the use of
state specific deta regerding the costs to engineer, furnish, and install network

facilities. The vendor prices for the facilities are deemed proprietary by the BCPM

EPrNIOFS,

How can the Commission be assured that the prices for switching and outside plant

mehhmmmﬂ:uﬂmiwudmwm?

Since the BCPM sponsors are critical of the prices for network facilities used in the

Hatfield Model, it seams reasonable for the FPSC 10 require additional sup,.ort for the
16
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mmm The Commission should seek more reliable data from the BCPM
m mwm in order to determine whether the values
mmmnwnmwmuiwwmm The supporting
Wmmmmmnmhvﬁﬁumw
construction work order summaries that capture vendor material costs, contractor

Iﬁwm.nndnﬁmmhbuwu.

mmmmr

Hutum mwwmmmvﬁthmmm
rmwmwmmmmfﬂm The Hatfield Model installation
ﬁmr#!dmn_iu-hbundupmmupﬁmuhmﬁwmplm-m'
Hatfleld Model Version 5,0a documentation, Inputs Portfolio, page 11). The Hatfield
Model also incorporates & Regional Labor Adjustment Factor to recognize that
*[D}ifferent areas of the country are known to experience varistions in wages paid
to teck nicians, depending on availability of trained labor, union contracts, and cost
of living factors. The adjustment applies only to that portion of instalied costs
pertaining 10 sslaries” (Hatfisld Model Version 5.0a documentation, Inputs Portfolio,

page 140),

The ICPM input is based upon the company-specific, regional loaded labor rate and
the |utm time associated with the installation of the facilities. Therefore,

the BCPM sponsors do not make an adjustment for regional labor cost variances,

17
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mwmmmwlmmnmndhmummm

. are Jowaer than those used in the BCPM, The FPSC should determine whaether the
: mm reflect historical experience (i.e. embedded cost=] or are indicative of

the forward-looking operations that an efficient carrier would be likely to incur in a

" results of the models?
mMﬂmemlﬂmmﬁmm-s developed by the

MNMMM In past versions of the BCPM, it was estimated

that mmt‘l 40% io 50% of the cost of universal service was attributed to

the operating expenses of the carrier.

mamqnmmmnwm-wr

In the BCPM 3.1, operating expenses are input as expenses per access line or as
a percentage of investment. BeliSouth used the same plant-specific expense
factors developed for the Company’s TSLRIC cost studies submitted July 31, 1998
in FPSC Docket Hﬂ S880000A-SP. The operating expenses included in the BCPM
3,1-based cost study submitted by Sprint were derived from the actual operating
expenses incurred by the Company in Florida during 1897, GTE, like Sprint, uses
1997 actual operating exponses as the basis for its BCPM 3.1 input values. GTE,
MM, makas & n“rln of adjustments (i.e. out-of-period normalizations, going-
fmwwdm. and \rﬂnw pages ravenues adjustments) in order to recast the

actusl 1997 expenses as forward-looking.

18
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The Hatfield Mods! sponsors acknowiedge the difficulty in developing forward-
looking cost estimates for the operstions of the incumbent local exchange

pl'uvidll'.l:. :
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A rnore complete discussion of the method and assumptions supporting the level
of opersting expenses projected by the Hatfield Model can be found in Appendix D

mmmmhmmm
Mmm Few pulicly avsilable forward-
MM studies are uvailable from the ILECs.
Gm-nl\r many of tha opersting cost estimates
mhnmmmmmwm
mmmwu-mdmm

mmﬂmmm While certain of
ﬂ_-m“dudylﬁdmmmﬂmm

) -'Hﬁimmm&m“pmln“
-'Mnmdnﬂrhhmmnimﬂm-dm-m

For this reason, the Expense Module developa factors for
_numerous expense categories and applies these factors both
ageins? investment lovels and demand guantities (as
appropriate) generated by previous modules” (Hatfield Model
Version 5.0a documentation, page 68).

of the HM 5.0a Inputs Portfolio documentation.
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in what way can the Commission be assured that the operating expenses included
in the cost proxy models reflect the costs of a competitive carier on & forward-
i b

mw_m,mmmwmhmmmum
adequate support and doss not provide the FPSC reasonable sssurance ~“st the
Mﬂlm&lﬂdﬂdmturrhr spersting in a competitive market.
mmﬁwmmwfmimmmum
Mmmuummmwummmmmswnf
expense by 50% from the current levels reported in ARMIC. The assumption is

-MIWMMM'MMWMWM“-

hWﬂiMﬂmmmm. As reported,
practices that are more costly than the modem equipment and practices that the
HAI M m \lIil installed on o forward-looking basis” (Hatfield Model
Version 5.0a documentation, Inputs Portfolio, page 120). The relevancy and
accuracy of the dumuniun used to support other operating expense inputs to
the model is also questionable.

The documentction supporting the incumbent local exchange carriers’ view of
tarward-looking operating expenses is flawed in a different sense. These parties
mwmﬁﬂmmmeml included in the model are forward-looking.
GTE aﬁum its sctual 1997 expenses in an attempt (o make them representative
of 'I'urwlrd-lnﬂw mm. Although the adjustments may appropriately exclude
specific axpensas ﬂll'l H‘nrwnm-hukmq basis, the Commission simply does not have
sufficient mmmmm the appropriateness of the adjustments v ithout more

g 20
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detailed filings. ltilmt at all clesr whether the operating expenses allegedly
required to support universal service include categories of expenses that are
hmumlﬁ prwid- competitive and/or discretionary services.

Mmhmmrwmﬂmuuhvddm
thMhM?

mmmmmmmmw“mcm- fi.e.
mmmwwﬂwﬁ-mummm-mm
adjustments they have mads to recast embedded cost sctivity as forwerd-looking
expenses or, in the case of BeliSouth, provide the detail that s relied upon from

other cost studies prepared by the Company.

Are there other inputs that can substantially impact the degres of subsidy
calculated in m of universal service?

Yes. The Commission’s decision concerning the aggregation of costs will be an
h'morlmtdltwnﬂnmt in the ultimate size of the Florida universal service fund.
Each cost proxy modsl can disaggregate the costs to provide universal service at
a very discrete level. In developing cost estimates, data is disaggregated at the
wire center lovel, Census Block Groups ("CBGs®), Census Blocks (*CBs®), and even

at the grid and microgrid fevel.

Although each successive level of disaggregation can be helpful in locating
customers and m 5 network to serve those customaers, the geographic area
that is ultimately :ll!imd for universal service support consideration is especially

important in determining the magnitude of the support. As the geographic serving
21




Q.

areas being modeled become increasingly granular, it should be recognized that the
alleged precision of the cost estimates do not fully take into account the economies
of scale and scope engineered into the incumbent local exchange carrier's network.
Taking the level of granularity to its extreme, the costs necessary to provision
universal service for one customer may result in high cost support but the facilities
to serve an adjacant subscriber may be below the cost threshold.

The wire center sppears to be tha most suitable level at which to aggregate the
costs to calculste universal service support requirements. Indeed, BellSouth
witness Peter leﬂn recommands in his prefiled direct testimony that:

“Initially, the  forwerddooking cost of  basic
telecommunications should be calculated at the wire centaer
level. Current telecommunications providers capture data at

this level of aggregation on a standardized basis. Therefore,
8 wire center basis for cost calculation would be less
burdensome Initislly than going to a more targeted area of
measure like a census block group (CBG)® (Direct Testimony

of Peter Martin, page 12, lines 20 through 24).

V. THE CURRENT NEED FOR A UNIVERSAL SERVICE FUND

In what m will the cost astimates to provide universal service determined in this
proceeding effect 'lhn 'wnpdiu' level of required support?
ik 22
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The issues in this proceeding are framed in such a way that it is clear the FPSC is
ﬁoﬂ:gfuﬂimnhhrmaﬁnnhﬂummofwhnhwopdn-m
m-mmmmm The final cost estimates
mﬂv rnpruu':t"tlu starting point on which to determine wiwethar a universal
ﬂ%ﬂ‘lﬂlﬂnhm It is equally important to evaluate the estimated
mhmmmmmmmum

in what context should the Commission valuste the estimated costs 1o provide
M!ﬂuhﬂhhm-ﬂumﬂ-ﬂhm#w?

It is h:pwl.mﬁrtl'ln Commission to »2ep in mind that the ILECs’ assertion that
there is a present need for a universal service fund has not been demonstrated and
mhww For instance, the level of profitability to serve the
WHMuﬂnmm basis, the opportunities for rate rebalancing,
and mmrum of the appropriate revenue benchmark and affordability

m can nullify the need for a massive universal service subsidy.

Wi is It important to consider the overall profitabllity of serving the residential
subscriber as part of the determination of universal service support?

The explicit universal service subsidy that will flow to the incumbent local exchange
carriers stams from the conicern over competitive threats. The ILECs claim that
their traditional pricing policies have been designed to promote universal service but
these policies will be q:ut as a result of the targeted entry of new competitors.
Before accapting 'l‘?ﬂ ILECs' position, the overall profitability of serving the
r-ﬂlmtﬂ_w.m # statewide basis and the degree of competitiun within the
State of Florids should be examined.
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10

As a first step in determining the need for a universal service fund, the cost and
revenue profile of sarving the residential subscriber should be examined. The
MMHMMMﬂWMMWwW
should be compared to the revenues received from the residential subscriber,
including basic local exchange revenue as well as optional and discretionary

Is the concem over the threst of comp etition eroding the ability of the incumbent
local axchange carriers to sustain their trditional pricing poticies serlous?

No, at least not in the foressesble future. A case of robust competitive activity
disrupting the pricing policies of the incumbent local exchange carriers in the State
of Florida = and thersby, the policy of universal service — can hardly be made.
indeed, tha December 1987 publication of The Florida Public Service Commission’s
Division of Communications underacores what little inroads competitors have made
into the markets of the hmhlnt carriers.

*The total number of business access lines served by all entrants combined
is 42,303 and the totsl number of residential access lines is 13,8567. By
way of comparison, the thwee large LECs (BellSouth, GTE Florida, and Sprint-
Florida) have approximatsly 2.9 milion business access lines and 7.8 million
residential access lines, which sccount for approximately 88.6% of the totsl
access fines in the state (the remaining 1.5% of the total access lines belong
tuﬂﬂMmtm!tLHﬁll. Based on information received as
of September 1897, the competitors sccount for 0.5% overall of the total
access Mﬁﬁ."l.ﬂt of the business access lines, and 0.2% of the
24
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residential access lines® (Competition In Telecommunications Markets In
_ Florida, page 8).

Based upon the independent assessment of the FPSC Division of Communications,
it dnnmt w that these incumbent local exchange carriers require any
M‘rﬂmmm!:‘lwﬁﬁm much less being the primary beneficiaries
ﬂlmmmmuﬂwm, ironically, are required to
fund.

Howhhmﬂiﬁuhuﬁm"wdummm-
mmmwmmmafmm
m Ilmd?
Rate mm. the appropriats revenue benchmark, and an affordability threshold
are w to serve as offsots to the total cogts to provide universal service and,
consequently, reduce the size of the universal service support that flows to the
incumbent carriers. The real issue is to what extent these measures reduce the
degree of subsidy if sppropriately crafted or whether they even need be examined
based upon the statewide profitabllity of serving the residential subscriber. The
merits of these issues and others related to universal service support should be
thoroughly examined before any intrastate universal service fund is establishzd.
Daes this conclude your testimony?

Yes.
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mmmu-mmwmﬂmmmnmﬂ.m
of William J. Barta on behalf of the Florida Cable Telecommunications Association has been
furnished by U.S. Mall delivery this 2nd day of September, 1988, to the following:

Monica Barone, Esquire
Sprint

3100 Cumberland Circle
Atlanta, GA 30339

Thomas Bond

MCI

780 Johnsc 1 Ferry IH
Suite 700

Atlants, GA 30342

Lynne Brewar

Northeast Florida ‘l‘d-plm Glll'niw
P.O. Box 486

MacClenny, FL

Staven Brown

Intermedia Communications, Inc.
36256 Queen Palm Drive

Tampa, FL 33619-7308

Kimberly Caswell, Esquire
GTE Florida, Inc.

108 E. College Avenue
Tallahassee, FL 32301

Kimberly Caswell, Esquire
GTE Florida Incorporated
P.O. Box 110, FLTCOOO7
Tampa, FL 33602

William Cox

Staff Counsel

FPSC

2640 Shumard Oak Bivd
Talishassee, FL SIEW

Peter Dunbar

Barbara Auyer

Penningon, Moore, Wilkinson, & Dunbar
P.0. dox 10086

Tallahassee, FL 32302

Mark Elimer

GTC Inc.

P.O. Box 220

Port St. Joe, FL 32467

David Erwin, Esquire
Attornay at Law

127 Riversink Rozxd
Crawfordville, FL 32327

Harriat Eudy
ALLTEL Florida

P.O. Box BBO

Live Oak, FL 32080

James Falvey, Esq.

e.spire Communications, Inc.

133 National Business Pkwy, Suite 200
Annapolis Junction, MD 20701

John Fons, Esquire
Ausley & MacMullen
227 8. Calhoun St.
Tallshassee, FL 32301

Kelly Goodnight

Frontier Communications
180 8. Clinton Avanus
Rochester, NY 148408

Stan Greer
BallSouth Telecommunications, Inc.



150 8. Mmpuut. Suite 400

Michael Gross
MMW
Office of the Attorney General
PL-O1 The Capitol
mm.n:mn—mm 1

John Guthrie

Susan Masterton

418 Senate Office Bidg
Tallahassee, H. azm _ a2

Lynn Hall e .
WTW
P.O. Box 10180 :
mmmﬂ.am

Tracy Hatch

ATAT

101 N. Monroe m
Suite 700
Taliahasses, FL mtﬂ

Kenneth Hnﬂmnn. !ﬂ. 0

John Ellis, Esq. = =

Rutledge, Ecenia, Hnd-rwmd Purnell,
& Hoffman

P.0. Box 651

Tallahassee, FL 32301

Norman Horton, Esquire
Messer, Caparelio & Self, P.A.
P.O. Box 1878

Tallahassee, FL 32302

Paul Kouroupas

Michael McRae

Teleport Communications Group, Inc.
2 Lafayette Centre .«

1133 21* Strest, NW, Suits 400
Washington, DC 200386

Carol Marek
Vice President of Hm Affairs

Nashville, TN 37221

Tom McCabe
TDS Telecom
P.O. Box 189
Quincy, FL 32363-0189

Joe McGlothiin

McWhirter, Reeves, McGlothlin, Davidson,
Rie* & Bakas, P.A.

117 S. Gadsden St.

Tallshassee, FL 32301

Richard Melson, Esquire
P.O. Box 6626
Tallahassee, FL 32314

Charlie Murphy

Booter imhof

428 House Office Bidg
Tallahasses, FL 32398-1300

Robert Post

ITS Telecommunications Systems, inc.
P.O. Box 277

Indiantown, FL 34958

Charles Rehwinkel

Sprint-Florida, Inc.

1313 Blair Stone Road, MC FLTHOO0107
Tallshasses, FL 32301

Floyd Self, Esquire

Measser, Caparelio & Self, P.A,
215 S. Monroe Street, Suite 701
Tallahassee, FL 32301-1878

Jock Shreve, Esquire

Charles Beck, Esquire

Office of Public Counsel

cfo The Florida Legislature

111 W. Medison Street, Rm 812
Tallshasses, FL 32380-1400

Brian Sulmonetti
WorldCom, Ine.
1518 S. Federal Highway




Suite 400
Boca Raton, FL 33432

Jeft Wahien, Esquire
Ausley & MeMullen
227 S. Calhoun St.
Tallahassee, FL 32301

Nancy White
Robert Beatty
c/o Nancy Sims

BellSouth Tﬂmmm Inc.

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

Patrick Wiggins

Donna Canzano
Wiggins & Villacorta
P.O. Drawer 1657
Tallahassee, FL 32302
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