
     1R ep ort a nd  O rde r, F ed era l-S ta te J oin t B oa rd  on  U niv ers al S erv ice , 12
FC C R  87 76  (19 97 ) .

S  T  A  T  E    O  F    M  I C  H  I G  A  N  

B E F O R E  T H E  M I C H I G A N  P U B L I C  S E R V I C E  C O M M I S S IO N  

 *  *  *  *  *

In the  m atter  of  th e ap pl ica t ion o f  )
GTE NORTH INCORPORATED f o r  app rova l  o f  i t s  )
for w ard -loo kin g e co no m ic c os t stu dy  for  us e in) C a s e  N o .  U - 1 1 6 6 4
de term inin g fe de ral u niv ers al s erv ice  su pp ort.)
                                                                                         )

A t  the  June  26 ,  1998  m ee t i ng  o f  t he  M ich igan  Pub l ic  Se rv i ce  C om m is -

sio n in  L an sin g, M ich iga n.   

P R E S E N T :H o n .  J o h n  G .  S t ra n d ,  C h a i r m a n
H o n .  J o h n  C .  S h e a ,  C o m m i s si o n e r
H on .  D av id A .  Sv an da ,  Co m m ission er  

OPINION AND ORDER

O n  A p r il  1 , 1 9 9 8 ,  G T E  N o r th  I n c o rp o r a te d  f il e d  an  a p p l ic a ti o n  fo r

ap pro va l of its  for w ard -loo kin g e co no m ic c os t (F L E C ) stu dy  for  de term in-

ing  un ive rsa l se rv ice  su pp or t co sts  fo r itse lf an d C on tel o f th e S ou th, I nc .,

d/b /a G T E  Sy ste m s o f M ich iga n, (c olle ctiv ely , G T E ) pu rsu an t to th e

Fe de ral  C om m un icat ion s C om m ission ’s  (FC C ) U n i v e rs a l  S e rv i c e  O r d e r1

t h a t a d o p t e d  r u le s  



     24 7  C F R  p t s.  3 6 , 5 4 ,  6 9 .

     3T h e  f ir s t p a g e  o f t h e  d o cu m e n t s  de s igna t ed  a s  G TE ’s  con f iden t i a l co s t
s tu d y  sh ow s G T E ’s a ve rag e m on thly  co sts  pe r line  an d c om pu tes  a c on stra int
f a c to r  of  .65 34  as  th e ra t io o f  the  C O S T M O D  T S L R I C  p e r  li n e  to  t h e  to t a l
a v e r ag e  cos t s  pe r  l ine .   (GT E de sc r i be s  t he  com pu ta t i on  i n  i ts  r e spo n s e
com m en t s , w hic h a re s um m ariz ed  be low .)  T he  rem ain ing  six  pa ge s p rov ide
a o ne -l ine su m m ary  of  co st  da ta  for  e ach  w ire  ce nter .

     4O n  M a y  2 2 ,  1 9 9 8 ,  G T E  f il e d  a  re p l y  to  A T & T ’ s  r e sp o n s e .
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i m p l e m e n t i n g  a  f e d e ra l  u n iv e r s a l s e r v ic e  s u p p o r t s y s t e m . 2  A c c o m p a n y i n g

t h e  a p p li c a ti o n  w a s  a  c o s t  s tu d y  u n d e r  c o n f i d e n ti a l c o v e r .3

G T E ’s a pp lica tion  sta tes  tha t its p refe rred  co st m od el,  th e In teg rate d

C os t M od el (IC M ), is c urr en tly u nd er d ev elo pm en t an d w ill  no t be  rea dy

for  im m ed iate  u se.   D uring  the in ter im  be fore  th e IC M  can  be  introd uc ed ,

G T E  pro po se s to  us e its “ C O ST M O D ” m od el,  w hic h it  s ay s w as  the  ba sis

fo r  c a l cu l a ti ng  t o t a l s e rv i ce  l ong  run  i nc r em en ta l  co s t s  (TSLR IC)  i n  Ca se

N o. U -11 28 1.  B ec au se  the  U niv ers al S erv ice  O rde r req uire s d isa gg reg ati-

on  of  co sts  to  th e w ire  ce nter  lev el ,  G TE  pro po ses  to  use  the B en ch m ark

Co s t  P roxy  M ode l  3 . 1  (BC PM )  to  de t e rmine  w i r e  c en t e r -spec i f i c  co s t s .

O n M ay  7,  19 98 ,  A T& T C om m un icat ion s of  M ichig an ,  Inc. ,  (A T& T),

M C I Te leco m m un icat ion s C orp orat io n (M C I) ,  and  the C om m ission  Staff

(S t a f f ) f i led  i n i t ia l  com m en t s .   On  M ay  18 ,  1998 ,  G TE  f i led  r e spon se

co m m en ts a nd  a m otio n to  ad va nc e th e d ea dlin e fo r filing  the  rep ly c om -

m en ts  to  M ay  26 ,  199 8,  w hich  w as th e F C C ’s de ad l ine fo r  s ta te  a pp rov al

o f  a  p rov ide r ’ s  FLE C s tudy .   On  M ay  20 ,  1998 ,  A T& T f i l ed  a  r e sponse

o p p o s in g  G T E ’ s  m o t io n .4  O n Ju ne  1,  19 98 ,  A T& T, M C I,  and  the S taff

f il e d  re p l y  co m m e n t s.

G T E ’ s  m o t io n  t o  a d v an c e  th e  t im e t a b l e f o r t h is  c a se  i s n o w  m o o t , a n d

t h e  C o m m i s si o n  w i l l p r o c e e d  t o  a d d re s s  th e  c o m m e n t s  o n  th e i r m e r it s . 
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H ow eve r ,  som e  obse rva t i ons  on  t he  r ecen t  deve lopm en t  o f  un ive r s a l

serv ice su pp ort  issu es  sh ou ld be  no ted a s  a  p rel im inary  m atter .

A s e xp lain ed  in th e F C C ’s U niv ers al S erv ice  O rde r, rele as ed  on  M ay  8,

19 97 , a p rov ide r’s e ligib ility fo r co st su pp ort f or p rov idin g s erv ice  in h igh

cos t  a r ea s  w i l l  be  de t e rmined  by  t he  am oun t  by  w h ich  i t s  FLEC s  exceed  a

na tion w ide  be nc hm ark .  FL E C s fo r no nru ral c arrie rs,  su ch  as  G T E , w ou ld

be  de t e rm ined  by  a pp ly ing  e i t he r  a  ye t - t o -be - adop t ed  FC C d e fau l t  co s t

m od el o r co st stu die s a pp rov ed  by  sta te c om m issio ns .  T he  ap plic atio n in

th i s  c a se  s eeks  Co m m is s ion  ap p rova l  o f  G TE ’s  ow n  cos t  s t udy  fo r  subm is -

sio n to  the  FC C .  T he  U niv ers al S erv ice  O rde r als o s pe cifie d c riteria  tha t

any  co s t  me thod o logy  u sed  t o  c a l cu l a t e  t he  FLE C o f  p rov id ing  un ive r s a l

serv ice m ust  sa t isfy.

O n A ug us t 13 , 19 97 , the  C om m issio n a dv ise d th e F C C  tha t it  w ou ld

us e th e T S L R IC  sta nd ard  leg isla tive ly m an da ted  in M ich iga n, M C L

48 4.2 10 2(f f);  M SA  22 .14 69 (10 2)( ff),  fo r de term inin g u niv ers al s erv ice

cos t s .   On  F eb rua ry  25 ,  1998 ,  t he  Co m m is s ion  i s sued  an  o rde r  i n  Case

N o.  U -11 28 1, w hic h, a m on g o the r thin gs , ap pro ve d a  co st m eth od olo gy

for  G TE  to de term ine i ts  T SL R IC s.   G TE  w as d irected  to  f i le  T SL R IC  an d

re l a ted  s t ud i e s  and  t a r i f fs  w i th in  14  da ys .

A l l  o f  th e  p a r ti e s  co m m e n t in g  i n  th i s  c a se  e x c e p t  G T E  r e c o m m e n d  t h a t

the  C om m issio n re jec t G T E ’s a pp lica tion  in its  en tirety .  A T & T  sa ys  tha t

e v e n  t h o u g h  t h e re  w a s  o n l y  a  s h o r t  p e ri o d  in  w h i c h  G T E ’ s  s tu d y  w a s

av aila ble  for  rev iew , G T E  im pe de d th e o the r pa rties ’ ab ility to  pa rticip ate

by  n o t  p rov id ing  supp o r t ing  do cum en ta t i on  fo r  it s  mo de l s  and  t he i r  co s t

ou tpu t s .   The Staff elaborates that the TSLRIC studies approved in Case No. U-11281 are the

only legitimate basis for calculating GTE’s FLECs, but that GTE’s cost study does not explain

how the capital and operating costs are related to the TSLRICs approved in Case No. U-11281. 



     5T h e  C o m m is s ion  m od i f i ed  and  app roved  A m er i te ch  M ich igan ’ s  FLE C
stud y in  the M ay  11 ,  199 8 o rder  in  C ase  N o.  U -11 63 5.

P a g e  4
U - 1 1 6 6 4

According to the Staff, the absence of a relationship between GTE’s TSLRICs and the cost

outputs for universal service support differentiates this case from Ameritech Michigan’s use of

closing factors to adjust its TSLRICs in disaggregating its total costs to the wire center level in

Case No. U-11635.5

The Staff further says that even if GTE’s proposed study were assumed to be consistent with

Case No. U-11281, the depreciation assumptions used in Case No. U-11281 fall outside of the

FCC’s criterion relating to depreciation.  

AT&T asserts that the BCPM incorporates many unrealistic assumptions and that the cost

outputs are excessive.  AT&T recommends that the Commission rely on the standard model to be

developed by the FCC for computing GTE’s universal service support costs.

GTE responds that the function of the BCPM in its FLEC study is limited to developing a

ratio between wire center costs and average Michigan costs and that the study is otherwise

consistent with the TSLRICs resulting from Case No. U-11281.  GTE explains that its methodol-

ogy (1) developed a weighted average residential/business TSLRIC of $32.71 per line per month

from Case No. U-11281, (2) computed a Michigan average cost of $50.06 per line per month

using the BCPM, and (3) computed a ratio of .6534 ($32.71 ÷ $50.06) as a basis for deaveraging

the TSLRICs per line to the wire center level.  GTE’s response comments, filed May 18, 1998, at

1-2.  With respect to the Staff’s comment regarding depreciation, GTE anticipates that the FCC

will revise its authorized depreciation ranges on a more forward-looking basis.

GTE defends the BCPM as one of only two models that are currently under consideration by

the FCC.  It says that AT&T’s endorsement of the FCC’s default model to compute GTE’s costs

sacrifices accuracy for the sake of consistency.

The Staff responds that GTE’s FLEC study is inconsistent with the TSLRIC study approved

in Case No. U-11281.  The Staff says that use of a constraint factor based in part on the TSLRIC

study is not adequate to convert the outputs of the BCPM to a TSLRIC-based standard.  More-
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over, the Staff notes that the Michigan weighted average cost produced by GTE’s application of

the BCPM is 53% higher than GTE’s TSLRIC equivalent in Case No. U-11281.  In the Staff’s

view, GTE’s use of the BCPM has the effect of introducing an entirely new set of costs.

The Commission concludes that GTE’s FLEC study should be rejected.  As both AT&T and

the Staff noted, GTE’s submission in this case was sparse in detail, did not reveal its underlying

assumptions, and provided minimal computations in support of the outputs.  Although the FLEC

study should have been an adaptation of the TSLRIC study approved after lengthy proceedings in

Case No. U-11281, GTE did not use the BCPM in Case No. U-11281.  Thus, GTE’s use of BCPM

outputs in this case (without providing any computations or other details used in deriving the

outputs) is a significant and inexplicable departure from Case No. U-11281.  Although GTE

claimed that the need to disaggregate its costs was the reason for using the BCPM, it did not

explain why this was so or whether other methods would have been more appropriate.  Using

BCPM costs that are 53% higher than their TSLRIC equivalent in Case No. U-11281, coupled

with the lack of supporting detail, undermines the credibility of GTE’s methodology.

Because this order rejects GTE’s cost study, GTE’s costs for purposes of the ongoing FCC

proceedings shall be determined pursuant to the model and methodology to be approved by the

FCC.

T he  C om m issio n n ote s th at th e n ex t bie nn ial T SL R IC  filing  for  G T E  is

du e in  Ja nu ary  19 99 .  U ntil  a pp rov al o f tha t stu dy , G T E  sh all u se  the

res ults  of C as e N o. U -11 28 1 in  reg ula tory  m atte rs in  M ich iga n.

T h e  C o m m i s si o n  F I N D S  t h a t:

a .   J u r isd i c t ion  i s  pu r suan t  t o  199 1  PA  179 ,  a s  am ended  by  1 995  P A

2 1 6 ,  M C L  4 8 4 . 2 1 0 1  e t  s e q .;  M S A  2 2 . 1 4 6 9 ( 1 0 1 )  e t s e q . ; t h e  C o m m u n i c a -

tion s A ct o f 1 93 4, a s a m en de d b y th e T ele co m m un ica tion s A ct o f 1 99 6, 4 7

U S C  1 5 1  e t  se q .;  1 9 6 9  P A  3 0 6 ,  a s a m e n d e d ,  M C L  2 4 . 2 0 1  e t  se q .;

M SA  3.5 60 (10 1) e t se q.;  a nd  the  C om m issio n's R ule s o f P rac tice  an d

P r o c e d u re , a s  a m e n d e d ,  1 9 9 2  A A C S ,  R  4 6 0 . 1 7 1 0 1  et  se q .
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b .   G T E ’ s  F L E C  s t u d y  s u b m i t te d  f o r  u s e  in  t h e  F C C ’ s  u n iv e r s a l s e r v ic e

su pp ort m ec ha nis m  for  hig h c os t are as  sh ou ld b e re jec ted .

c .   T he  ne xt  bie nn ial  TS LR IC  f i l ing fo r  G TE  is  du e in  J an ua ry 1 99 9.

T H E R E F O R E ,  IT  I S  O R D E R E D  t h a t:

A .  T he  for w ard -loo kin g e co no m ic c os t stu dy  su bm itted  by  G T E  N orth

Inco rpo rated  for  u se in  the F ed eral  C om m un icat ion s C om m ission ’s  un iver-

sa l se rvic e s up po rt m ec ha nis m  for  hig h c os t are as  is re jec ted .

B .   Th e n ex t  bien nial  tota l  serv ice lo ng  run  incre m en tal  co st  f i l ing fo r

G T E  N o r th  I n c o rp o r a te d  i s d u e  i n  Ja n u a r y  1 9 9 9 .

The Commission reserves jurisdiction and may issue further orders as necessary. 
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Any party desiring to appeal this order must do so in the appropriate court within 30 days

after issuance and notice of this order, pursuant to MCL 462.26; MSA 22.45.

M I C H IG A N   P U B L IC   S E RV IC E   C O M M I SS IO N   
                                                                                                                             
                                

/ s/  Jo h n  G .  S t ra n d                                
             

C h a i r m a n

         (  S E  A  L  )

/ s / J o h n  C .  S h e a                                   
             

C om m issio ne r, co nc urr ing  in a
s e p a ra t e o p i n io n .
 

/ s / D a v i d  A .  S v a n d a                            
              

C om m ission er  
 
B y  i t s a c ti o n  o f J u n e  2 6 , 1 9 9 8 .

/ s/  D o r o th y  W i d e m a n                              
I ts  Ex ecu t ive S ecre tary
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A ny  pa rty  de sirin g to  ap pe al th is o rde r m us t do  so  in th e a pp rop riate

co urt w ithin  30  da ys  afte r issu an ce  an d n otic e o f this  ord er, p urs ua nt to

M C L  4 6 2 . 2 6 ;  M S A  2 2 . 4 5 .

M I C H IG A N  P U B L IC  S E R V IC E  C O M M
ISSIO N  
                                                                                                                             
                                

                                                           
             

C h a i r m a n

         

                                                           
             

C om m issio ne r, co nc urr ing  in a
se pa rate  op inio n. 
 

                                                           
             

C om m ission er  
 
B y  i t s a c ti o n  o f J u n e  2 6 , 1 9 9 8 .

                                                           
I ts  Ex ecu t ive S ecre tary



In  the  m atter  of  th e ap pl ica t ion o f  )
GTE NORTH INCORPORATED f o r  app rova l  o f  i t s  )
for w ard -loo kin g e co no m ic c os t stu dy  for  us e in) C a s e  N o .  U - 1 1 6 6 4
de term inin g fe de ral u niv ers al s erv ice  su pp ort.)
                                                                                         )

Suggested Minute:

 “Adopt and issue order dated June 26, 1998 rejecting the application filed
by GTE North Incorporated to use a forward-looking economic cost study
in determining federal universal service support, as set forth in the order.”
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S T A T E   O F   M I C H I G A N

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

* * * * *

In the  m atter  of  th e ap pl ica t ion o f  )
GTE NORTH INCORPORATED f o r  app rova l  o f  i t s  )
for w ard -loo kin g e co no m ic c os t stu dy  for  us e in) C a s e  N o .  U - 1 1 6 6 4
de term inin g fe de ral u niv ers al s erv ice  su pp ort.)
                                                                                         )

CONCURRING OPINION OF COMMISSIONER JOHN C. SHEA

(Submitted on June 26, 1998 concerning order issued on same date.)

I concur in the result only.

______________________________
John C. Shea, Commissioner              


