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Mrs . Blanca S . Bayo , O~rector 

Division of Records and Report1n9 
Florida Public Ser vice Commission 
2540 Shumard Oa k Boulevard 
Tallahassee , Florida 32399-0850 

FAA -·~1 
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Dear Mrs . Bayo: 
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6 ~ LO~IDA PUBLXC SBRVICB COMMXSSI ON 

7 DOCXBT NOS . 970172 - TP, 970 173-TP, 
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9 PILED : JULY 8, 1 997 
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lJ Q. WILL YOU PLBASB I DENTIFY YOURSBLP? 

1 5 A . My name i s Mi ke Guedel a nd my business address 

16 is AT&.T. 1200 Peachtree Street. tiE, Atlanta, 

11 Georgia, 30309. l am employed by AT&T as 

11 Ma nager - Network Services Division . 

19 

20 

21 Q . PLEAS& DBSCRIBB YOUR EDUCATI ONAL BACKGROUND AND 

22 tfOU BDBRIBNCBS. 

23 

24 A. I r ece i ved a Mas ter of Business Adm1n1stration 

25 with a concent ration in Finance from Kennesaw 

u 6 8 J 5 JUL -8 :;; 
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State College, Marietta, GAin 1994. I 

received a Bachelor of Science degree i n 

Business Administration from M1ami Un1v.:rsity, 

Oxford, Ohio. Over the past years , I have 

attended numerous industry schools and seminars 

covering a variety of technical and regulatory 

i ssues . I joined the Rates and Economics 

Department of South Central Bell in February of 

1980. My in1tial assignments inc!uded cost 

analysis o f terminal equi pment and special 

assembly offer ings. In 1982, I began working 

on access charge design and development. . From 

May of 1983 through September o f 1983, as part 

of an AT&T task force. : developed l oca l 

t ransport. rates for the initial NECA interstate 

filing. Post divesti ture , r remained with 

11 South Central Bell with specific responsibility 

18 for coat analysis, design, and development 

19 relating to swit.ched ac<·ess services and 

20 intraLATA toll. In June of 1985. I joined 

21 AT&T, assuming responsibi l ity for cost analysis 

22 of network servi ces including acces s charge 

2J impacts for the f i ve South Central States 

2• {Alabama, Kentucky, Louisiana, Mississippi , and 

H Tenne •see) . 
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PLUSB DBSCRIBB YOO'R ctJR.Rmn' USPONSIBILITIBS. 

My current responsibil i ties include directing 

analytical support accivit1es necessary for 

AT&T' s provision o f intrastate communications 

services in Florida and other southern states. 

This includes detailed analysis of access 

cha rges a nd other Local Exchange Company ILECl 

filings to aooeos their impact on AT&T and 1ls 

cus tomer s. In this capacity, I have 

repreLented AT&T through formal testimony 

before the Florida Public Service Comm~ss1on, 

as well as regulatory commissions J n the states 

of Georgia, Kentucky, North ::ar~l~r."• and South 

Carolina. 

WHAT IS TKB PURPOSE OF YOUR TESTIMONY? 

The purpose of my tustimony is co recommend 

that the Co~~ission utilize al! available 

revenues identified through this payphone 

operations investigation co reduce intrastate 

s witched access charges lspeci!ically the 

Carr ier Common Line or RIC elements) . 

) 
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COULD YOO D&SCRIB& TKa OXN&SIS OP THIS 

PRocaaDINO? 

Yes. In order to promote competit ion among 

payphone service provi ders, the 

Telecommunications Act of 1996 (the Act) 

dir ected the federal Communications Commission 

(FCC) to : 

(PI establish a per call compensat1on plan 

to ensure that all payphone serv1ce 

providers are fairly compensated for each 

and every completed i ntrast ate and 

lnterstate call using che1r payphone, 

except chat emergency calls and 

telecommun ications relay serv1ce calls for 

hearing disabled individuals shall not be 

subject to such cn~pensation; 

(B) discontinue the intrastate and 

interstate carrier access charge payphone 

service elements and payments i n ef!ec~ on 

auch date of enactment, and all intrastate 

and interstate payphone auba idiea from 

basic exchange and exc hange access 

revenues, in favor o f a compensation plan 

4 
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as specified i n subparagraph (A): 47 U.S.C 

Section 276(b) 11) (A)& (B). 

Issues pending before t he Comm1ssion in this 

docket ~low directly from this statutory 

language or from FCC orders implementing the 

contained direc t ives. 

HAS TKB PCC UQtrrRZD LOCAL l!IXCBANGB COMPANIES 

( Ll!ICe} TO ZSTABLISR PROCSDORKS TO I!IINSO'R.E THAT 

LZC PAYPHOHZ SKRVICB OPERATIONS ARE NOT BilliNG 

SOBSIDIZJID BY LIIC REGULATED OPERATIONS? 

Yes. Through cc Docket No. 96·128 , the PCC 

required that each LEC !including the BOCa ) 

class ify its payphone operations as non · 

regulated for Pa rt 32 accounting purposes. In 

addition, the FCC requir~d each BOC to 

establish non-structural sa feguards (including 

accounting firewall&) separati~g !ts payphone 

operations from its continuing regulated 

operations . Further, the FCC i dentified the 

interstate financial flows associated with the 

reclassi fication and transfer o f LEC payphone 

s 
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A. 

service operations and ordered each LEC to 

adjust its respective Carri er Common (CCL) 

revenues (a nd/or reduce tho current CCL Cap for 

price cap companies) by the determ1ned dollar 

amount . 

HOW DID TBK JCC DaTSRHINB TKK APPROPRIATI 

AOJUSTMINT AMOUNTS 7 

The amounts were determined in a t wo step 

approach : 

First, the FCC ident~f~ed the costa that would 

be transfer red from the regulated to the non· 

regulated operation · essentially the costs 

associated wi t h tne PayphonP CP£. 

Second, the FCC identified the additional 

dollars that the regulated operation would 

r eceive in new Subscriber Line Charge (SLCl 

payments a s sociated with the payphone access 

lines that t he non-regulated operation would be 

purchaJing from the regulated operation. 

' 
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The sum of t hese t wo revenue amounts equaled 

the required dollar reduct ion in CCL. revenue . 

The net effect o f this process was to hold t he 

regulated operat i on revenue neutra l · 1n a 

reve nue requirement s sense. 

HAW TD LllCS PROPOSI:D JUmOCTIONS IN TH.IR 

XNTRASTATI SWITCHBD ACCESS CHAROI S IN PLORI DA 

AS A .. SULT OF ~ PAYPHONil a.CLASSIFICATION 

PROCilSS? 

No. Be llSouth has identi f ied revenues 

a vailable fo r rate reductions. However, 

i nstead o f utili z ing the available revenues 

t oward reductions in the CCL, BellSouth has 

chosen to apply the amount toward reductions 1n 

rotary hunting charges. For reasons d1scussed 

below, thl s propo•al is n>t in the public 

interes t a nd should be rejected by the 

Commission . 

BAS BJLLAIOOTB AO .. Im TO JUmOCil ITS SlfiTCKKD 

A~SS CBAROI S IN OTHaR STATil JURISDI CTI ONS I N 

7 



1 CONJUNCTION WITH ITS R!CLABBIFICATION OF ITS 

2 PAYPHONI OPERATIONS? 

l 

~ A Yea. BellSouth agreed to reduce its intrastate 

s CCL rate element in Miss1ssippi by $1,380,000, 

6 the amount identified in its Mississippi 

1 Payphone Subsidy Study , without a hearing . In 

e North Carolina, BellSouth s t ated that it d1d 

7 not object to reducing access with amounts 

10 identifi~d in the North Car olina Payphone 

11 Subsidy Study if the North carolina Utilities 

11 Commission ordered it . 

13 

14 

15 Q . COULD YOU DISCRIBB TUB CURRENT LEVBL OP 

16 INTRASTATB SWlTCJlED ACCBSS CHARGES IN PLORDIA? 

17 

18 A. Yes. BellSouth' s swi tcl.ed access charges a re 

19 approximately $.05 (S cents) per minute 

20 including two ends o! switched access or , on 

21 an average basis. approx1mately S.02S 12.5 

22 cents) per access minute of use (one end of 

ll access) . OTB switched access charges are 

24 appr )ximately $.12 (12 cents ) per minut:e 

25 including two ends o f switched access - or, on 

• 
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Q. 

A. 

an average basis , approximately $.06 (6 cents ) 

per access minute of use (one end of access). 

Access chargeti for other Flor1da LECs range 

from approximately 11 cents for Indiantown to a 

hi gh ot over 14 cent for Centel · again 

including t wo e nds o f s witched access . 

HOW DOBS TH:J:S PRICB LEVBL COMPARE WITH TH!: 

UND&RLYINO COST OP PROVIDING SWITCHID ACCi eS 

SBRVIaS? 

Information made available through Fl or 'ida 

Publ~c Service comm1ss1 on ~cket No . 950985 · TP 

indicates tha t BellSouth's cost of providing 

switched access service is less than $.0025 per 

access minute of use · perhaps as low as 5.002 

or less. Thus, the price of BellSouth's 

switched access remains at a level of 10 to 13 

times that o f the underlying cost. Said 

another way, BellSouth i s en joying a mark- up 

above cost of at least 900\ and possib~y as 

much as llOO \ in the provision o f its switched 

access services . This mark-up is signi f icantly 

higher than the mark-up BellSouth enjoys o n any 
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A. 

other major revenue producing service that it 

offers . 

Similar information made available through 

Florida Public Servi ce Commission Docket No . 

950985-TP indicate s that GTE ' S COSt of 

providing switc hed access service is likewi se 

less than $ .0025 por access minute o f use. 

Thus, the price o f GTE's s witched acceea 

remains at a level of 24 timee that o f the 

underlying cost. Sa id another way, GTE is 

enjoying a mark- up above cost of at least 2300\ 

in the provision of Ita s witched access 

services. This mark-up is signif~cantly high~~ 

than the mark -up GTE en)oys on any other ma jor 

revenue producing service that it offers. 

WHAT IS TUB XNCltDIDn'Al COST INctTR.Rm> BY TUB 

LBCS IN PROVTDINQ THE CCL BLBMBNT? 

The incremental cost is zero. In other words . 

a 10\ increase in demand for the CCL wou ld 

retult in a zero percent i ncrease in a LEC ' e 

costa. The CCL is a pure contribution element, 

10 
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A. 

a tax if you will, levied by LECe on al~ 

interexchange carriere purchasing LEC local 

switching access serv1ce. 

WHY IS IT NBC!SSARY l'OR TKB COIOIISSION TO 

ti'TILIZ! ALL AVAILABLB REVENUBS TO JUmUCE LECS 

SWITCHED ACCES S CHARGES AT TBIS TIKB? 

The Coumiseion has long recognized the need to 

reduce Switched access charges i n Florida and 

the Commission has made some sign1ticant 

progress over the years. However, recent 

events have raised the stakes surrounding h:gh 

access charges. 

First, the Telecommunication Act of 1996 has 

become law with a s~irit of introducing 

competition into al e phases of the 

telecommunications industry. H1gh access 

charges have never been conducive of 

competitive development - and they will surely 

become much more of an impediment under the new 

Act. Access charges in excess of incremental 

cost provide the incumbent monopolist with the 

ll 
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Q. 

opportunity to exact a cont r ibution o r ··a 

tribute " from any potential competitor that 

would ''dare•• to attempt t o compete with an 

incumber.t' s reta il servi~es. High access 

chargee can distort th~ economics o f 

competitive local entry - perhaps encouraging 

potential entrants to bui ld facilities where 

other forms of entry such as resale may make 

better economic sense. :n either case, the end 

user receives less than the desi red results of 

competition. 

Second, LEC election of ··price cap" regulation 

under the recent Flor1da statute has greatly 

limited r he Commission's authority to control 

access rates. This instant opportunity may 

offer the Commission a l~Bt obvious chance to 

drive access chargee closer to (chough still 

very far from) the unuerlying cost. 

SHOULD THE COMMISSION POCUS ON APPLYING TBB 

AVAlLABL& ~8 TOWAJU) R&:DOCING RAT&S THAT 

WILL "DLP L&CS KZBT COHP&TITION" 7 
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No. Most LECo have elected price cap 

regulati on unde r t he current Fl o r ida statutes 

as a mea ns to adjust thei r prices to meet 

competi~ive needs . With respect to these 

companies, the Commission need not further 

augment t hie proce es. The Commission should 

instead focus its prescribed rate relief on 

t hos e r ate elements or services that are: 

l)recogni zed to be priced in excess of cost 

today , and 2) either not likely to be 

positively influenced by competition , or likely 

t o f rustrate competition if prices remain at 

current levels. This focus will t~nd to 

optimize the consumer beneflts associated w1th 

this rev~nue disposition. 

WOULD YOtJ SO"MMARIZE YOUR TBSTIMONY? 

Yes. The Commiss.ion should utilize all 

available revenues resulting from the 

r eclassification of payphone operatio ns toward 

.he reduction of e witched access charges. 

Switched access charges currently include mark· 

ups above cos t that are significantly higher 

1) 
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than current mark - ups on any o ther major 

revenue producing service of fered by the LECs. 

In fac t , the incremental cost of providing t wo 

of the s wi tched access elements (the CCL and 

the RIC) is zero. The Commission should t ake 

thi s opportunity to move toward the complete 

elimination of these s witched access elements. 

DOllS THXS CONCLUDE YOUR TltSTIMONY ? 

12 A. Yes . 



CZRTIFICATI: OF SDVICJI 

DOCK&T .OS . 970172- TP , 970173-TP ' 970281- TL 

l HEREBY CERTifY tha: a true copy ~ ( :ne ; oregc:nJ ~ ... s 

been furnished by U. S. Ma;! o r hdnd-dellvery :o the 

to ll owinq parties of record this ~(t-. day o f ~· 1 i'l7 : 

Nancy White , Esq. 
C/o Nancy H. Sims 
BellSouth Telecommunicati ons 
150 S . Mon roe St. , Suite 4CO 
Tdllahassee, fL 32301 

William Cox, Esq. 
Division o f Leqal Services 
florida Public Se rvice Co~~ . 

25•l0 Shumard Oak Boulevard 
Td1lahassee , FL 32399 

Michael Henry, Esq . 
MCI Te lecommunicat ions 
780 Johnson Ferry Rd ., 170C 
Atla nta, GA 30342 

Charl es Rehwinkel, £sq. 
Sprint-Florida, Inc . 
P. 0 . Box 221 4 - (MC 25651 
Tallahassee , FL 32301 

Richard M~ !son , Esq. 
Hopp: ng Bord S.u• s ar:d Sr.11 t h 
P. 0 . Box <.526 
':'al!ahassee , r:. j ., )! 4 

Anqela Green, Esq. 
fL Publi c Teleco~mun1ca• Ions 
125 S . Gadsden St . , Su1ce 200 
Tallahassee, fL 3~301 - 15~5 

Martna aro~n . Esq. 
01v1sion of Leqa ! Sen•ices 
Flor1da Publi C S~r~!ce Co~~ . 

2540 ShJmard Oa ~ Boul~va:d 
Ta llahassee , fL j2)~9 

Ms . B!verl~ Menard 
GT£ F~o~ida , :ncorporated 
106 E. Col !ege ;.ve ., St~ . 1440 
Ta l lahassee, FL j2J01 



r 

CZRTirlCATB OJ' SG.VICZ 

~NOS. •10112~P, 970173-TP ' 970281-TL 

r HEREBY CERTI FY that a true copy of the (orogoing has 

been fu rnished by U. S . Mail or hand-delivery to the 

following parties of record this (j(f,.. day of~· 1997: 

Nancy White, Esq . 
t'o Nancy H. Sims 
dellSouth Telecommunications 
150 S . Monroe St ., Sui t e 400 
Tallahassee , FL 32301 

William Cox , Esq . 
Division of Legal Services 
florida Public Service Comm . 
2540 Shumar d Oak Boulevard 
Tallahassee , fL 32399 

Michael Henry, Esq . 
MCI Telecommunications 
790 Johnson ferry Rd ., 1100 
Atlanta , GA 303 42 

Charles Rehwinkel, Esq. 
Sprint-florida, Inc. 
P. 0 . Box 221 4 - (MC 2565) 
Tallahassee , fL 32301 

Richard Melson, Esq . 
Hopping Boyd Sams and Smith 
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