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1 PROCEEDI N G S 

2 (Transcript follows in sequences f r om Volume 16 . ) 

3 WILLIAM 1?. . TAYLOR 

4 continues his testimony unde r oath from Volume 16. 

S QUESTIONS BY COMMI SSIONERS 

6 COMMISSIONER CLARK: I suggest to you that people 

7 tha t are going to provi de them long distance will. 

8 COMMISSIONER GARCIA: Exactly. Why wouldn't 

9 they? I mean, if he io o big user who has a series of 

10 lines, it ' s efficient to get to him - - I mean, if we we r e t o 

11 toke all thing& equal as they are today, I'm sure that 

12 peopl e who had six or seven lines in ~1eir home, BellSouth 

13 woul d yrobably waive coeee to them . They would say. you 

14 know wha t, don't pay for your local service. And then the 

15 poor grandmother who just hae a basic line and doesn't get 

16 any additional service, she is up the creek. 

17 

18 

19 linea. 

20 

WITNt:SS TAYLOR : Right. 

COMMISSIONER CLkRK: She ia paying for those six 

COMMISSIONER GARCIA: And she is going to pay for 

21 those eix, pluo we are going to say to her, let's pay a 

22 little bit more because you arc getting subsidized uervi ce . 

23 Yet we are willing to subsidize Bill Gates and his beach 

24 home in Key West. 

25 WITNESS TAYLOR: We l l, be carctul1 we're not 



1 oubsidizing Bi ll Gates. What we are doing is providing a 

2 oubsidy for loops whooe coat is higher than average, or 

1940 

3 higher than some otandard. Bill Gates himself can stand or 

4 fall on his own. Yeo, it may be the caoe that Gates io ouch 

5 an attractive customer that in order to market to Gates, 

6 just like companieo market to Gene::al Motoro or oomcthing, 

1 that you will put together a deal for him. Absolutely. 

8 There will be loto of dealo. But any company that io 

9 obliged to provide his loop at a cost, at a price lese thnn 

10 the coat of oupplying the loop, is at a dioadvantage in that 

11 war to become Mr. Gates• supplier. You know, it may be that 

12 the end produat will be AT&T gets him wich some package 

13 where the loopa ll~ fl'oe !lnc;l I" ill c:h;~rge tor the usage, 

14 that's fine, because that is optional and that's the way 

15 markets work. But in that competi~ion, poor U. S. West has 

16 to come into that competition with six hands tied behind its 

'.7 back in the .. anae that it has to provide the loop if nobody 

18 else wants to provi de it . And. in tact - -

19 COMMISSIONER CLARK: But, I guess, the assumpt10n 

20 in ~here is that you will have somebody who w1ll not step 

21 forward to provide it, and somebody will be obligated to 

22 step forward and provide it. 

23 WITNESS TAYLOR: Well, if the world were 

24 perfectly symmetric as we ~tartod , J don't think we would 

25 have a problem. But we do have a oupplier ot laat resort 
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1 who is obligated. 

2 ::c>HMISSION'BR CLARK: So what W'! need to do io 

3 perhaps indica.te some a r eas where we won 't designate 

4 suppliers of last resort, and they won't be -- and there 

S will be no universal service fund and people can compete for 

6 that as tbey choooe? 

7 WITNESS TAYLOR: Well, yeo, I gueoa if we hod 

8 sufficient local competition in some areas, maybe we are 

9 talking about downtown Miami or something, that you could 

10 eafely take ouch a position, and all carriere cou ld compete 

11 for cuatomora, charge whateve r they liked for whatever 

12 pac~~ges of service they want to put together , and it would 

13 be just like an unregulated marke t . And there is nothing 

14 you know, as long as there is sufficient competition that 

15 you can feel safe that customers will have access to the 

16 network and can uee the network, and there is nobody t:hat: 

17 can reap monopoly prof i ts, I t:h i nk thae•s fine. 

18 COMMISSIONER C.I..ARK: Thanks . 

19 COMM ISSIONER DEASON: I havu a question. When 

20 you use the term benchmark in relation to universal service, 

21 what do you mean by that? 

22 WITNESS TAYLOR: I mean a etandard, a dollilr 

23 standard which determinee how much money ohould go to a 

24 company that serveo cua tomeru i n t hat area . And in my view, 

25 the benchmark i s what I have c alled in my testimony " price 



1 benchmark, whi<:h ia the price of basic local service. And 

2 we look ot the diffe.rence between the benchmark and the c-ost 

3 and thot dete~nea the size o f the fund. The FCC has a 

4 revenue benchmark --

5 CKiliRHAN JOHNSON: A coat benchmark. You have a 

6 cost benchmark. 

7 WITNESS TAYLOR: Well, I called it a price 

8 benchmark , becouse I used the price of basic local service 

9 and the difference between that and the cost of baoic local 

10 service which you determine here. 

ll COMMISSIONER DI~ASONr So it's price compared to 

12 coot, but it is -- it's bftoed on cost, because price can 

13 vary. : t we h~ve the latitude -- i! the result of this 

14 study and the legislation which ensues is to give this 

15 Commission some flexibility on setting prices, obviously we 

16 have latitude. If we keep the prices low, the needed 

17 subsidy pool is go1ng to be larger . If the pri ces increase 

18 it ' s going to~ less. 

19 WI~ZSS TAYLOR: That.'o correct. 

20 COMMISSIONER DEASON: Because once '"' determine 

21 cost, they are set unless we, 1n several yearo look a t ~ost 

22 again under this process of reviewing coats, Now, you made 

23 reference to a revenue benc hmark? 

2 4 

2 5 

WI~BSS TAYLOR: Yea. 

COKMISSIONBR DEASON: And that there was some ·-



1 at least at the FCC level there was some discuoa ion ot that 

2 and perhops odoption of that. How does a r evenue benchmark 

3 comporo to you.r definition of benchmark? 

4 WITNESS TAYLOR: Well, it's similar except the 

5 revunue bench~rk looks at t~e revenue from oll of the 

6 services that use the basic loop. 

7 COMMISSIONER DEASON: Now, is that cust omer 

8 specific or is that aver age revenues for a wire center? 

9 WITNllSS TAYLOR: Well . it: otarts with customer 

10 specific, that is they take revenue that each customer 

11 spends and they average that, and it's calcul3ted by wire 

12 center. If chat helps . 

13 COHMISSIONSR DEASON: So the amount of subsidy 

14 poel needed i a1 done on a wire center bosia and it's based 

15 upon the amount of revenue that w~re center generates in 

16 relation to the coot? 

17 WITNESS TAYLOR: For those customers, yea. I 

18 should say that ia t he way 1 would do it if I were do1ng 

19 that. The FCC's number is a national number, eo it 

20 doesn' t --

21 COMMISSIONER DEASON: Well, then it seems to me 

22 you still have1 a distortion there, t he compet J core are still 

23 going to torge·t h.igh revenue cuscomere and could car e less 

24 about low revenue customers because the coats are st ill 

25 going to be chore . 
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1 WITNESS T~YLOR: Correct. Now, I'm not 

2 advocating th~t. 

3 COMMISSIONER DEASON: I understand, but I assume 

4 that is part of the difficulty you have with that concept? 

5 WITNESS TAYLOR: Yeo, that is part of the 

6 difficulty. The main ditf i - ulty is that it results in a 

7 fund which is too small to overcome the subsidy that io 

8 flowing to local, to the basic local exchange loop. 

9 COMMISSIONER DEASON: If we have a wire center, 

10 and just for example, ~t costs sso per l~ne t o serve that 

ll wire center , and let's say that that wire center on average 

1 2 produces $30 per line in revenue? 

13 

14 

WITNESS TAYUOR: R13ht· 

COMMISSIONER DEASON: So there is a $20 

15 difference, and I assume that if someone wins a customer in 

16 that wire center they are able to receive $20 in subsidy? 

17 WITNESS TAYLOR: In a revenue benchmark, yes, 

18 that's what wo uld be correct. 

19 COMMISSIONER DEASON: Okay. But then a 

20 competitor would want to tarset those customers who actually 

21 have more, generate more r evenue, so they are still going to 

22 get t he $20. And the poor li t tle old -- the grandmothe r out 

23 there who doesn't do anything, they are o nly goi ng t o get 

24 the $20 to serve her, and they are going t o be less 

25 concerned about g iving her comp~tition. 
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1 WtTNBSS TAYLOR: That's correct, even within & 

2 wire center in any of these plano there wil l be more 

3 competition to oerve high revenue customers than low revenue 

4 customers. I mean, that's a fact of life. 

5 COMMISSIONER GARCIA : Doesn't it beg the quest.Jon 

6 then that what we are doing i s oimply incentivizing the same 

7 issue that brought us here today. the plight of these 

8 cuatomero, the loon of these customers from the BellSouth 

9 base? 

10 WITNESS TAYLOR: No, I don't think it 's that so 

11 much. I t .hinlc it • s ma.lting sure t'lat "'hoeve r provides the 

12 local loop to thooe customers isn't disadvantaged by the 

13 f~ct that basic local exchange rates are priced below coot. 

14 That ' D my view of it. 

15 COMMISSIONER DEASON: Well, how do you otructure 

16 a ouboidy fund so that it doesn't have competitive 

17 diotortions? 

18 WITNEJS TAYLOR: Well, it doesn't have 

19 competitive distortions. Do you mean by a competitive 

20 distortion that people try to attract h igh revenue customers 

21 and not low revenue cuetomero? 

:Z2 CO!".MISSIONER DEASON, Well, do you consu:ler t hat 

23 a distortion? 

24 WITNESS TAYLOR: No , I actually don't. 

25 COMMlSSlONER DEASON: That is natural in 
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1 compecicion? 

2 Wl'nfflSS TAY!.OR: It ian' r. fun , but it ' 9 life. If 

3 you walk i nco a car lot and you wane to buy a car chat's 

4 loaded and someone else walks in and wants to buy the car 

5 that'e advertieed i n the paper, they will by you coff~e. but 

6 they won ' t be terribly anxiouo co deal w1th the other. The 

7 competitive distortion that I would like to iron out is co 

8 make sure that everybody, all of the potencial playero , the 

9 CLECs, ALSCs, the ILSCs , have no reason not to try to 

10 provi de basic local exchange service to every customer in 

11 the state, in high coet a reas and in low cost areas. Tha.t 

12 is the b i g d i fference. I mean , thac 's what - - if you were 

13 a t 10,000 feet and were e. Mll rtian , and were wondering wna.t 

14 the big picture wlls , the picture is that there isn't any 

15 competition or much competition particularly in rural areas 

16 because no one can make money by providing loops a t very 

17 high cos t out t here, particularly when someone else already 

18 has and is r equlred to sell th~m ilt a statewide 10veraged 

19 rate. And I ~ant to undo that. 

20 COMMISSIONER J ACOBS: Let's take as a 

21 hypOthetica l at the point at which a customer in a h19h coat 

22 area provides revenues that exceed the benchmark, ok"y, 

23 everything else beyond that po1nt is marginal? 

24 WIT.NSSS TAYLOR: Correct-

25 COMMISSIONSR JACOBS: So if we do that, we are 
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1 kind of setting artificial margine on those other services, 

2 aren't we? 

3 WITNESS TAYLOR: Well, let's see. Wu are in a 

4 high coat area, we have Bill Oates who provides enough 

5 revenue that. it more than covers the coat. of serving Bill 

6 Oates. under any kind of universal service fund t hat we are 

7 talking about here, the company that puto in loops to serve 

8 Bill Oates io going to draw f rom the fund some money. They 

9 wouldn't need that money. Granted they would like to have 

10 Bill Oat.ea. In fact, what. would happen I presume io they 

11 would cut a deal with Mr. Oat.ea, whatever package i t is that 

12 he bought, but they would be offering a package on the adme 

13 baaio t.hat. anot.her carrier, AT&T or MCI would who didn ' t 

14 have to put in the loops, that you wouldn • t be dl eadvont .. ged 

15 because you had to sell Mr. Gates these $100 costing loops 

16 for a $15 price. 

17 C~(M!SSIONER JACOBS: Right. And when that 

18 competitor comes in, he kr•owr; that Mr . Oates is going to buy 

19 a package with bella and whistle services. 

20 WITNESS TAYLOR: Right. 

21 COMMISSIONER JACOBS: And he also knows that he 

22 is going to got back from the fund. He is going t~ play all 

23 kind of games with thooe margine. 

24 WlTNI!SS TAYLOR: That' o righl. That's 

25 competition. 
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1 COMMISSIOSBR .tACOBS: And my concern is that --

2 I'm kind of with Conmiasioner Garcia, I don't see how we 

3 have cleared the market --

4 WITNESS TAYLOR: Well, I mean, this also goes to 

5 Commissione r Clark's question . If your concern is that you 

6 don't need the tund to ensure tha t Mr. Gates io going to get 

7 high quality s e rvice, I'm with you. That io exactly r ight . 

B No problem, no problem as t a r as Mr. Gates getting service 

9 is concerned. The problem is i n the folks who are competing 

10 to provide Mr . Gates service , whoever has to provide the 

11 loop is at a disadvantage . Now that isn't fair, you know, 

12 and as long as nobody -- well, if one person didn ' t have to 

13 do it. then it probably wouldn't be a competitive asymmer.ry 

14 or wouldn ' t be a terribly evil thing. 

15 COMMISSIONER JACOBS: Give m.e your t houghts on 

16 this. Let's say then we will go ahead and we are serving , 

17 the provider geto the compensation from the fund, but at the 

18 point where the bundle of -- where the total revenue from 

19 that customer goes over, all the excess margins back off, we 

20 back tnem off the fund support. 

21 WITNESS TAYLOR: Okay. 00 I like that? No, I 

22 don't like that at all. 

23 COMMISSIONER J ACOBS: What would be your critique 

24 

25 

of that? 

WITNESS TAYLOR: Well, you see, first of all, you 
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1 wouldn • t need to do it if the market for toll a ... i vertical 

2 se.rvices and all of these other services is competitive, 

3 because the market will back that out . That is i f I know if 

4 I get Mr . Gates as a customer I can sell h1m a gaxillion 

5 dollars worth of toll, and I'm going to get a check from the 

6 fund for $5, what i s going to happen to that $5? Well, AT&T 

7 knows that, MCI knows that, BellSouth knows that. That $5 

8 is going to disappear. It is going t o be competed away in 

9 the price of the package that I offer to Mr. Gates. So I 

10 don't think as l ong as you have competition for tol l. for 

ll these other optional services, there is not a problem that 

12 the $5 is somehow going to go into someone•s pocket and it's 

13 a windfall. Competition wi ll compete that $5 away. What 

14 will happen is that you will have a fund that is useful here 

15 for competition, but not necessarily for keeping people on 

16 the network, because Mr. Gates obviously is going t o be on 

1 7 the network no matter what. Does that help? 

18 CO~ISSIONER JACOBS: I'm no t sure I share your 

19 opti"'lism. 

20 COMMISSIONER CLARK: Yes. And why should we have 

21 that kind of fund that is useful for competition buc no~ 

22 keeping people on the network? 

23 WITNESS TAYLOR• Well, actually if I were a 

24 Commissioner for a day, we have always talked about having 

25 targeted subsidies, and, in fact, you do. You have Lifeline 



1950 

1 plans which do precisely that: . They tailor all of the 

2 concribution to the people in principle who if you don•t 

3 give i t to them they will leave the network, and that's the 

4 right way to do social subsidization of individuals i n a 

5 targeted way. But the universal service fund is sort of 

6 something else. I think in my mind at least, I ausume chat 

7 you have done all of the efforts that are required to keep 

8 low income people on the network separately with your Linkup 

9 programs and your Lifel ine programs. And that the purpose 

10 of this universal service fund is to be able to set prices 

11 that enable everybody to be on the network , high cost areas 

12 and low cost areal' alike, and so that we can encourage 

13 componieo co earve high cost areaa a~d low cost areas alike. 

14 And it's not so much to keep the poor on the network that 

15 this addreeoes i n my mind, but the other. 

16 COMMISSIONER CLARK: Le t me ask you a question. 

17 I seem to r ecall when we did -- when the Florida Commission 

18 introduced competition into the retail market, or at least 

19 took action to faci litate that, they said when somebody came 

20 in to serve a particular area, an equal access exchange 

21 area, they had to serve everybody in that area. 

22 WITNESS TAYLOR: Right. 

23 COMMISSIONER CLARK: Does it make any sense to do 

24 that same sort of thing here to prevent the oream skimming? 

25 You know, you take a wire center and say if you are going to 

] 



1 serve anyone in th&t wire center you must be willing to 

2 serve everyone. 

3 WITNESS TAYT..OR: Yes, I gueso I don't see 

1951 

4 anything terribly wrong with that. lt ' o not something which 

5 is very enforceable in the sense that, yes, they have to 

6 hol d themselves out to serve, but 1f I come in and my prices 

7 aren ' t regulated, 1 can set prices that would discourage 

8 anybody but the highest volume user from using my service. 

9 I mean, it will be $300 a month flat charge, but r wi II give 

10 you a penny a minute for long distance. And, yes, I will 

11 provide that to anybody in any wire center, but I'm only 

12 going to have high volume customers that will come to me. 

13 :o, ao long as these people -- as long as prices a~·n•t 

14 regulated, it's hard to enforce and have the desired effect, 

15 I think. 

16 COMMISSIONER CLARK: Unless we require them to 

17 offer basic local eervice at a certain rate to everyone? 

18 WITNESS TAYLOR: Yes. Unless you did that, 

19 that 's right. And, in !act - - but what that would do would 

20 be to put every carrier, ILBC and ALEC alike at the same 

21 disadvantage when they try to serve in rural aroas. 

22 COMMlSSIONBR CLARK: Well, then nobody has an 

23 advantage. 

24 WITNESS TAYT..OR: Then no one has an advantage and 

25 you have solved my problern, but I think you have created 
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1 your own problem in lhe sense that compan1es that would 

2 otherwise come in and serve in Florida, or in an EAS area in 

3 Florida, or whatever, now would find i t not profitable if 

4 they couldn't --

5 COHMISSIONER CI..A.RX: Cream skim. 

6 

7 yea. 

WI TNESS TAYLOR: H they couldn't cream okim, 

9 CHAIRMAN JOHNSON: Let me ask you a !ollow-up 

9 quoation oo one ot tho pointe that you were making with 

10 r oapeot to the purpoee of universal oervic6. And I know 

11 that you focused somewhat on the purpose be1ng to make sure 

12 that everyone ia able to have access to the network, but you 

13 talked abouc ic more from a purpr~e of un1veraal aervice 111 

14 to provide for more competitive markoco by more accurate 

15 pricing. 

16 WlTNESS TAYLOR: Yeo. 

1? CHAIRMAN JOHNSON: The competttlve markets that 

18 perhaps IMY be one o f the reaoono f or having Lhlo high coat 

19 fund, but thoae marketc aren't going to happen overnight , 

20 particularly in rural areaa. And you can say - - you can 

21 disagree with me. even if you have the subsidy, the 

22 competition won't occur overnight. So in my mind for some 

23 percentage of time. ! don't know, two years, three years, 

24 four years, the rurals that may be paying increased rates 

2S will be paying tor the competition that i a go1ng to occur in 



1 the urban areas? 

2 WITNESS TAYLOR: Yes, except on average no one is 

3 paying an increased rate. t mean, all we are doing 1s 

4 shifting these coste around and paying them differently. 

5 Yea, high volume users will pay more, low volu:r.e uoers w1ll 

6 pay lees, but on average this is juot a shift1ng of a 

7 burden, it is not changing the total amount that people pay . 

8 CHAIRMAN JOHNSON: Explain that to me. 

9 WITNESS TAYLOR: Well. my view of the universal 

10 aervic~ fund is you calculate a dollar amount of the fund by 

11 whatever method you use, and that then is recovered, that 

12 very amount, no more and no lees is recovered from all 

ll telecommunications uners . generally all users of the public 

1< awicched necwork, generally ao a broad-baaed tax . As a r.ax 

1!' on revenue or something like that. So in net there Ia no 

16 change in the amount chac people pay. That is the fund 

17 causes people to pay lese, the tax causes people to pay 

18 more, and che t~~ are set to be equal . I don't. see it ao an 

19 increase in the aggr~~ate amount chat people pay . It'a a 

20 ohifc, but I don't think it's an 1ncreaoe. 

l1 CONM1SSIONER CLARK: In the aggregace alllounc, but 

2l doeon • t it depend on how you recover that amot.nt? If you do 

23 it o n revenues, aa you suggeac, then the companies who have 

24 more revenues and custom<:rs who are paying more revenues 

25 will pay more, but if do you it such ao has been dono in the 



1 pas~ wh~n eubaldioa have bc~n mad~ expllcit, th~ 3.50 SLC 

2 charg~. then ~hoee people who don·~ us~ ~h~ n~twork as much 

J are going to be paying more. 

4 WITNESS TAYLOR: Yea. I agree with you, l.t 

5 depends upon how it is r ecovered. All my point wao tha t 1n 

6 total th~ amount ia the aame. If you r~cov~r 1t aa a tax on 

7 uaage or something like that, t hat's a v~ry broad ·baoed and 

8 general tax . So from on~ perap~ctiv~ at l~ast it 'D a gooo 

9 th.ing. On th~ other hand, I should say the econom1ata' 

10 first choice in all o f thlo is )uat like the subscriber line 

11 charge, it'a to raise th~ pr1c~s to coat for access to ~he 

12 network to begin with, and we wouldn't be in thio prQbl~m. 

13 But it's because we have decid~d that ia not good public 

•' policy th.at we are trying to f i nd another way to do it. 

15 Subscriber line chargee 18 just that aame way w~ r~je~ted 

16 before in diaguiae . Thia is a way of apread1ng 1t out over 

17 al l servic~a. 

18 CHA IRMAN JOHNSON: Anoth~r po.nt ~hat you 

19 mention~d in an ex~lanation to one of Commiooioner Clark's 

20 points, or maybe it was Commla&loner Deason, when you talk~d 

21 about the revenue benchmark versus your pr1ce benchmark. 

22 And you talked about the FCC metnodology and the 75/25 

23 per cent distribution that they would recover, the 25 percent 

24 and the 75 percent would be either not recovered or otates 

25 could come up wi~h some mechanism. Oo you know the a~atua 
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1 of that partieular policy that was stated in the FCC orde·r? 

2 WITNESS TAYLOR: I guess not r ecently. And I 

3 read the order and I don't know of a nything that has changed 

4 since t hen . So I guess the short answer is no, I don't have 

5 facts as to what the FCC is doinn . 

6 CHAIRMAN JOHNSON: And maybe you are not familiar 

7 and you•re r i ght, they did state that in thei r order that 

8 t hat: was at least a placeholder until they determined wha.t 

9 they should proper ly do. In their report to Congress , 1 

10 think it wee their April report to Congress, they stated 

11 tha t that decision would be t·evioited. Do you remember --

12 WITNESS TAYLOR: I think I have heard thAt , And 

13 it• a alao, ia it no• , e Joint Board metter, eo we l l. It's 

14 not simply the Commission . And , of course, it 's 11 new 

15 Commission from when 25 percent wee established. So, I 

16 mean, if I were to give you my opinion, I would say that 

17 that is a number t hat is still in play. because the FCC is 

18 behind and is dawdling on universal service sort of period. 

19 I believe ~hat number would be in play, too, but I'm not 

20 sure that helps you in your deliberations . 

21 CHAl.RHAN JOHNSON• I was going to ask you to the 

22 ext:ent that t hey determine tha t they were going to whatever 

23 the amount is between your assuming they pick e price 

24 benchmark because they are revisiting that , too, and coot , 

25 i f they were to determine that al l of it should be Cunded 
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1 through interotate revenueo, does that a!fect anything that 

2 you have articul ated? 

3 WITNESS T~YLOR: Well, not for you to decide at 

4 the moment , I think. I mean, the way 1 understand it, and l 

5 don't know how this fits into the Florida schedule, 1f I 

6 were king in Florida what I vould do would be to see what 

7 t he FCC has done, look at the size of their fund, all r1ght. 

8 But today in Florida, I would decide what size fund I need 

9 in total to remove all of the implicit subsidies in rates in 

10 Florida. So, I figul u that out, I figure out what the total 

11 size of the fund is, and maybe that comes to u 2 percent tax 

12 on revenue, I don't know. So I put that down as a 

13 placeholder anrl 1 oit and wait. ~nd then in due course of 

14 time, Washington t ells me they have decided something, and 

15 here is how much money Florida gets. Well, then 1 would 

16 subtract that from the total amount chat I need in Florida 

17 and my tax wouldn't be 2 cents. bc.t it would a cent and 

18 three-quartero, ~td I would be done. 1 don ' t know how thot 

19 fits into your legal processes, but that's sort of how the 

:ZO economiciJ of it, I think, ought co work. Assuming that you, 

21 in Florida is the body that determines what the size of the 

22 universal service fund when all is said and done in Florida 

23 io. ~ I think t.hat probably is correcc, t.hat it .is your 

24 obligation to do that. 

25 CHAIRMAN JOHNSON: Do you think that we ill 
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Florida have the -- the Commission would have the ability t o 

2 set up a un~veraal service fund that didn ' t fund high cost 

3 areas, per ee, but went to low income individuals in 

4 addition to the Lifeline/Linkup program, but that we focus 

5 in on some sort of means testing? Another question is how 

6 would we do it. and that mig'lt be a gx-aver Qltestion. But do 

7 you think we have the authority to focus i n on that? 

8 WITNESS TAYLOR: Oh, sure. I mean, I think you 

9 have already done it in the sense of a Lifeline program . 

10 But I think that the place t • look at that is in the context 

11 of the Lifeline program . Is chat mear.s tested in Florida? 

12 CHAIRMAN JOHNSON: Yes . 

13 WITNESS TAYLOr. : So if you think that ~he 

14 current levels of support coming from the Lifel1ne fund are 

15 inadequate because poor people ox-e being driven o ff the 

16 network or for whatever reason, chen ree~~mine the L~felln~ 

17 program, because that has the inr ome teet bullt into it, 

18 whereas the universal service funi by its construction does 

19 not. And I tlunk it would be very difficult to sort o f mix 

20 the two. I think it is certainly ~onvenient mentally, and 

21 it may even be convenient legally Lo have one subsidy system 

/2 means tested to keep low income people on the network, and a 

23 separate system to ensure that at re~ulatod pric~s for basic 

24 local exchange service all competitots have an equal 

25 incentive to provide service. I think those are just t wo 
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1 oeparace things, and I think we may get inco troubl e if you 

2 cry co means test a high cost fund, you know, or put high 

3 cost on top of a Lifeline fund. 

4 CHAIRWIN JOHNSON: Okay. I mean, you think we· 

5 could do a means teat, the high coot fund, and say certainly 

6 che costa in this area may be $lUO to oerve a line, but 

7 beca uoe Bill Gacea can afford ic, he is going to have to pay 

8 h i s $100. But you don't think that would be wise to do? 

9 WITNESS TAYLOR: No, I do not think that would be 

10 wise. Among other thing&, you would then have competition 

11 t o serve low income people in high coot areao, but we would 

12 have my competitive problem when we are trying to f>nd 

13 service to high income people. But I guess the point io 

14 chat high income people can manage. 

15 CHAIRMAN JOHNSON. They can pay it, so they would 

16 continue co pay it. 

17 WITNESS TAYLOR : Right. It may be inefticienl:. 

18 competition, but there will be en.ough of it that ·o~e don 'I:. 

19 have to worry about it. 

20 COMMISSIONER GARClA: Should we diotinguioh it, 

21 though, by ancillary service? ahould we then- - shouldn't 

22 we sort ot target something that io eaoencial for everyone 

23 ae what needs to be funded 

24 

25 

WITNESS TAYLOR: Yeo. 

COI'CMISSIONBR GARCIA: - - and then let the market 
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1 cake care of ocher forces? 

2 WITNBSS TAYLOR: That's correct . 

3 COMMISSIONER GARCIA: By tha t, I mean, let's say 

4 we have got someone living in a wood hut next to Bill Gates. 

5 and it; costs just as much to get that line to Bill ao 11: 

6 does to -- but the person in t he wood hut, as long as they 

7 get basic phone service, and what l ' m talking about lS 

8 maki ng a distinction as POTS, all they get 10 dial tone and 

9 they get to call out as much as they want and receive as 

10 much, but they've got no other vertical services. Then che 

ll State targets those people for some type of implicit subsidy 

12 or universal fund, but then Bill, who we all know is not 

~J going to got one line, he wanca an Internet prov1der. he 

14 ~~nts a f ax machine, he wants a sat ellite control system. I 

15 don't know what he wants, but BellSoutoh is willing to sell 

16 i t to him. In that case th~t there i s no subsidy because 

17 the other revenues that are generated by those services will 

18 to some degr£e or another compensate the providers? 

19 lfiTNBSS TAY LOR: Well, yes, but if 1 understand 

20 what you ha.ve said, it may be a dangerous thing. If the 

21 deal is I'm the guy who liv~s in the house next to Bill 

22 Gates, and as long as 1 only subscribe to bao1c serv1ce 

23 BellSouth gets $5 Cor hauling a line to me, but the moment I 

24 subscribe to call wa i ting , my $5 goes away, you can do thac 

25 if you like --
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1 COMMISSIONER GARCIA : Maybe . 

2 WITNSSS TAYt.OR: But, first of all. that gets 

3 competed away in the markets for these ancillary serv~ces, 

4 vhich presumably are compet1tive, and toll would be a better 

s example. And, second , 1 think you would probably be accused 

6 of providi ng second class service to high coat people, that 

7 i s or to people who only want access to the network. I 

9 mean, you don't want t o be in the position of telling people 

9 you can have basic service, but, boy, if you have anything 

10 more than that, the conditions are going to change. You 

11 know, if you want to buy call waiting, we are goi ng to 

12 change the amounts of subsidy 

13 COMMISSIONER GAR:IA: Well. but won 't they change 

14 by the very nature o f the industry? In other words, won 't 

15 they change by the very na ture of how buaineoa works? 

16 Essentially when someone soya, you know, I want t ·:> get ~ill 

17 Gates , and I certainly don ' t want to pay Bel lSouth for 

19 resale. So t hey run their own loop or they buy the loop 

19 from BellSouth, a.nd now they are running up bes.i.de this 

20 lady's house, o r , I'm sorry. your house. you are liv ing in 

21 che shack, in the wood.en shack there. And they u a y, you 

22 know, we are here anyway. 

23 WITNESS TAYLOR: Wel l , now you're aayi~ it 

2 4 doesn't coat us that much. 

25 COMM ISSIONRR OARCLA: Yeo . 

________________ _j 



1 WITNESS TAYLOR: Okay, that's fine. 

2 COM:MISSIONER GARCIA: But , see , we are running 

3 300 lines to -- you know, let's tose over a loop to this 

4 guy, he is sitting here. And then they get your subsidy, 
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5 whatever it i s . for basic service. but then you say I wan t to 

6 get vertical this, that, and the oth~r t hing, it may be 

7 worthwhile to t hem without the oubeidy. 

8 WlTNBSS TAYLOR: Sure, but you have changed one 

9 of the assumptions that we were making, namely 

10 CO~ISSIONBR GARCIA: Well, aren't those thin910 

11 that are going to change? In other words. a ren't 1 going to 

12 compete in a different way when I go into downtown Miami? 

13 In ot:.~er wordor, when t go in there , 1 don't c(lre what 

14 BellSouth has got i n the ground , I'm going to run my own 

15 stuff most probably, or I'm go1ng to put in an antenna in 

16 the building next door, I'm go1ng to put a •· and I don ' t 

17 care what Bellsouth has there. so there is going to be 

18 duplication, and this Commission's job is not going to be to 

19 avoid thot cos:tly duplicoltion. But. in the broader sense, 

20 ond 1 think Commissioner Clark couched on chis, it's sort of 

21 shouldn't we would be guaranteeing -- you're right, I •m not 

22 guaranteeing the best service, I •m just guarant<~ciu~ you 

23 service. But better that than guaranteeing a subsidy to 

24 people who don,•t need it, and something that to some degree 

25 will probably hurt competition. 



1962 

1 WITNBSS TAYLOR: Well, the first part, t o people 

2 that don't need it, once we go to need it seems co me that 

3 the question of high coot more or less disappears, and we 

4 are back to aort of the universal service fu~d. If you are 

5 dealing with a poor person in a shack next to Bill Gates, 

6 then I think universal service •• the Lifeline fund is going 

7 to have to keep such people on the network. And what I see 

8 the use of the universal service fund is co enable uo to set 

9 a price below t he cost of a loop for basic local service for 

10 everybody, because we want to do that politically , not to 

11 keep poor people on the network, beca1..se we have another 

12 fund to take care of that, and to be able to undo ~he 

13 distortions that setting 11 p~·ice below the coot ot A loop 

14 causes us to make. 

15 COMM ISSIONER GARCIA: And you don't think that 

16 produces an artificial distortion in the other directlon? 

17 In other words, again, we will go back to t he Bill Gates and 

18 your scenarJo. I think Commissioner Clark used the formula 

19 of it cost $150 per line to service Mr. Gates up there on 

20 this cliff. Before BellSouth was not charging what that 

21 should have been, which is because w~ had thie policy, so 

22 you in the shack and Bill wore getting the same. Now, AT&T 

23 comes in and says, oh, man . I get $150 from the State of 

24 Florida, a government check, and I get Bill O~teo' ten 

25 lines, 400 distance calls, $3,000 in vertical services a 
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1 month , and Florida is giving me a check. 

2 WITNESS TAYLOR: Right. And MCI looks at this 

3 situation and says exactly the same thing, and so docs 

4 BellSouth. And when it comes to Mr. Gatec, they all co~ up 

5 to Mr . Gates with their little presentation of what I can do 

6 for you. And in this competitive market, the $150 check 

7 from the State• of Florida, actually from the telephone users 

8 of Florida 

9 ~ISSIONER GARCIA: They sign the back of the 

10 check and they give it to Bill Gatos. probably. 

ll WITNESS TAYLOR: Well, it gets competed away, 

12 let's put it that way. They are going to charge Mr. Gates 

13 less for toll service becau~c part of what they get when 

14 they get Mr . Gates is a check from the people of Florida. 

15 COMMISSIONER GARCI A: And then you are still 

16 there in your hut, and Florida ~s paying you 

17 WITNESS TAYLOR: Well. Florida is pnying whoever 

18 serves me $150 , ~nd that just means that MCI, AT&T and 

19 BellSouth all can just apply me if they are efficient and. 

20 make a little bit of money, even if I don' t make a phone 

21 call at all . . And now 1 have a choice. It's competitively 

22 neutral. Those guys are all getting the same deal, and tor 

23 once in my life I get to choose. 

24 COMMISSIONER GI\RClA: Well, no, no~ for once in 

25 your life, you get to choose nuw. The system we have now 
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1 

2 

3 

4 

5 

l e t'a you choo~e. We will run that wire wherever you liVe. 

You C6n live in che middle of the Everglades. This 

Conwniesion's rules, more or leo~s, will get 1:.0 you and you 

don't pay more than the guy who io living in downtown. 

WITNESS TAYLOR: Oh, I understand that. but I 

6 don' t ge t to choose among AT&T, MCI and BellSouth . I have 

7 to take whatever the ILBC is who is stuck with me. 

8 

9 

COMMISSIONER GARCIA: Right. 

COMMISSIONER CLARK: l just have one question. 

10 Getting back to the notion of requiring people tc compete in 

11 the whole wire center . Hight we oay that if you serve one 

12 peraon you muat s erve them all, and you must provide baa1c 

ll local exchange service for the same amount ao the 1ncumbent 

14 LSC? 

15 WITNESS TAYLOR; So you would have a regulaterl 

16 price for baaic local exchange eervice. I will tell you 

17 what i a wrong with that one. The problem io if ILECo ·• 

18 COMMISSIONER CLARX: If we don't have regulated 

19 price for basic local ex~hange service, how are we going to 

20 assure thet it remaina revenue neutral? 

21 WITNESS TAYLOR ; Let me answer Lhe lirst queot1on 

22 and come back to that one. The problem io once people atart 

23 packaging aervicea together -- let's pick on AT&T. Once 

24 they provide local service aa well as long dlatancc serv1ce, 

25 they juot have a package. I mean, suppose chey came LO your 



1965 

1 house and said, all rlght, $50 6 month and we will only 

2 charge you a nickel a minu~e for your intrastate toll and 

3 oix cont:o a minute for your long dis~ance. What price are 

4 they charging you for basic local exchange service? I don't 

5 kno~o~. 

6 COMMISSIONER CLARK: Well, I ' m oaying that they 

7 have to •• they have t o be willing to provide the bore bones 

8 service. 

9 

10 

11 

service. 

WITNESS TAYLOR: Juo~ the basic local e~change 

COMMISSIONER CLARK: Right . 

12 WITNESS TAYLOR: Ah, yikes. 

13 COMMISSIONER CLARK; It seems like to me if you 

14 did that then they would be mo~e willing to package things 

15 chat 1o10uld be attractive to those people who normally only 

16 take basic local exchange sen• ice. 

17 WITNESS TAYLOR: well, let's oee. They can 

18 provide any service they wan~. but they also must provide 

19 basic local e xchange and only that for $15 or whac:evcr, if 

20 they are going to provide any 1ocal services? 

21 COM:MISSIONER CLARK: In the wire center. 

22 WI"TNESS TAYLOR: Okay. Then they are in exactly 

23 the same position, it seems to me, as the ILEC is. 

2' COMiMISSIONER CLARK: Right . 

25 WITNESS TAYLOR: That is whenever anyone knocks 



1 on cheir door they have to p~ovide bare bones service at 

2 $15. 

COM:!USSIONER CLARK: Right. 
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3 

4 WITNESS TAYLOR: They have an advantoge that they 

S don' t have to provide local S!lrvice in Lhe wire cenLer 

6 unless you con INike that attroctive co t hem. I mean . they 

'I still have the ehoiee of providing toll in the wire center 

8 but not local service, and if they provi de local service to 

9 one person, then they have to provide local service at $15 

10 to everybody. 

11 COMMISSIONER CLARK: You are suggesting we won't 

12 have competition for local e xchange service if we do that? 

13 WITNESS TA'(L()R! Well, you IMY not, though if you 

14 did, it at least would be efficient competition, because 

15 COMMISSIONER CLARK: Well, you know, l'm j uat 

16 thinking of some o f the t~ral areas where you have prisons 

17 where people would be intereoted in providing them aer.lce, 

18 but then not providi ng the rest of the customers. say. in 

19 the wire center or the rural area. You know, how do we to 

20 some ex,tent combat agai nst that cream okinming, because if 

21 the creom akimnUng does occur it creates the greater need ao 

22 I understand your testimony, or a universal service fund? 

23 WITNESS TAYLOR: Yea, it does, but I would 

24 certainly be wary about trying to drive c t·eam skimming kind 

25 of out of the market . I moan, when we call it cream 
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1 skimming, it sounds pejor ative, but really that is the way 

2 even competitive, fair, wonderful markets we would like to 

3 emulate work . 

4 COMMISSIONER CLARK : But that is fair as lon\1 as 

S all the competitors are on equal footing; it ' s not tair when 

6 they are not. 

7 WITNESS TAYLOR: That's correct. 

8 COMMISSIONER CLARK: So one way to put them on an 

9 equal tooting is to require them to serve everybody at lease 

10 basic local e xchange service a t the price of the incumbent 

ll LEC . 

12 WITNESS TAYLOR: Ye~. and that's almost on a 

13 leve l playing field, except not quice, because you still 

14 somebody, whether it ' D the ILEC or somebody else hao to 

15 provide, be the provider of last resort, if you like. 

16 Someone has to provide service there. 

17 COMMISbiONER CLARK: There will be several 

18 providers of last resort i n that area. As l ong aa you enter 

19 chat area you become a provider o f last resort. 

20 WITNESS TAYLOR: Wel l . e xcept everybody but one 

21 has a choice of whecher entering - - I'm thinking of that as 

22 a wire ce n t er, and everybody but one has che choice ot 

23 providing local service under your terms. 

24 COMMISSIONRR GARCIA: So BellSouch keeps making 

25 money. And, in fact, what was the comparison 

_ ___ _j 
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1 ~~ISSIONER CLARK: They don•c lose the high 

2 volume c ustomers, they keep them. 

3 COMMISSIONER GARCIA: They i<eep everybody. 

4 WITNESS TAYLOR: No . Let's see , they keep local 

5 e xchange service, if no one else wants to provide it. 

6 Though if you do have the universal service fund -- well, 

7 no, I'm sorry. They do keep the local exchange customer, 

8 but why is there - - why are they on a level playing field 

9 vis-a-vis toll and ancillary services. unless the universal 

10 service fund is keeping them whole for providing the loop? 

11 Once you have done that, then I think I agree. The only 

12 part that worries me is that one carrier has a cho1ce of 

13 whether to serve et all in the wire center end others don't. 

1' That is an asymmetry that I'm not sure where 

15 COMMISSIONER GARCIA: Tho concept chnc wao -- l 

16 think was part of GTE's witness I thought was interesting. 

17 His concept was sort of a gun to your head, part1cipace or 

18 die. Well, here are the rules in Plorida. If you want to 

19 be in Plorida, if you want to do business in this h1ghly 

20 profitable market, then you become a carrier of last resort. 

21 Whoever wants service gets ic. And so you ore able to 

22 average it out. Clearly you are going to come into the 

23 market in cream ski~ing and then you are going ~o have 

24 you are acrose the street from Bill Gates, you see the big 

25 AT&T tower that he has got, the building, the lights, the 
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2 and he h as got co give it co you. 
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3 WinlESS TAYLOR: Right. Well, what'S wrong with 

4 chat, if anytning, and I'm just shooting from the hip, 

5 becaus e we all are . 

6 COMMISSIONER GARCIA: Wn all are, I think at this 

7 stage. 

8 WITNESS TAYLOR: In a sense, what you have -- one 

9 thing tha t you have done is you have dropped a rule into 

10 this competitive market that you want co be competit ive, 

11 which pertains to everybody equally. so I can't say that it 

1 2 is anticompetitive or t wisting the market. But it does olow 

13 th~ day or whatever on which the ~~~et taken over all by 

H itself. That is --

15 COMMISSIONER GARCIA: Does it? It allows us to 

16 cont inue to some degree to bring price to coot in a slow 

17 manner, but at the same time i t keeps those -- clearly, r 

18 don't think you would argue that we have done a bad job as a 

19 countr~. but particul arly in Florida we haven't done a bad 

20 job. You knov, I think we have got good telecommunication 

21 service at reasonable priceo and we have got some 

22 competition in certain areas. So it 's not like ther e is a 

23 cancer on this t h ing and we have got to remove it. It's 

24 wor king . But as a nation we have made a paradigm ohi ft w·e 

25 think competition is good, whether it's good for us or not 
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1 that's where We are going. 

2 WITNESS TAY'LOR: Well, it's the direction we are 

3 movi ng. we are not going to get up and change, but we are 

4 going to move in a new direction . 

S COMMISSIONER GARCIA: Sxactly. So , a s we are 

6 heading down this course. a course chat is long, because we 

7 have all talk~ about competition, beginn1ng with myself, 

8 you know, when I make this speech, competition is coming , 

9 it' s there, you know, yes, it's there somewhere. It's not 

10 her e yet. It ' s t here for Bill Gates , i t's there for the 

11 high end customers ar.d the business side, but the t.uch is 

12 it's going to take a while, a very long while. And , you 

1l know, when I hear the GTe wi t ness , that he said he can get 

14 us going with half a billion dollars, you know, I wane to 

15 get up and join the company. And instead of thinking we get 

16 there eventually, and by getting there eventually I know we 

17 are trying to fix the bigger picture, and 1 understand 

18 and obviously you're talki ng to us way up here and you a : e 

19 talking about theo~ies and stuff. But I think Commissioner 

20 Clark i u mAking the poi.nt, and 1 think co some degree 

21 Commissioner Johnso~ . it takes awhile. I mean, you know, 

22 Judge Greene ' s decis i on was quite awhile ago , and I think we 

23 would probably talk about real compet i tion having occurred 

24 in the last. what, four to five years in that market? I 

25 mean, really good aggressive competition where you have all 
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1 sorts of 

2 WITNESS TAYLOR : All sorts of peop le calling you 

3 at night to switch? 

4 COMM1SSIONER GARCIA: Ha r ass you for that margin, 

s which is exactly wha e we want . And I t:hinl<. we boeh want the 

6 same t h ing . But the p roblem is getting there in a flash 

7 cut. 

8 WITNESS TAYLOR: No. I mean , you will get there 

9 in incr emental steps. And it's not just a thing tbe 

10 bureaucr acies do; sensible people do that, too. The syot.em 

ll worko and we don ' t have to change it overnight. You need a 

12 path which con lead you incrementally to an improvement . A 

13 univer sal service fund is useful in that oenoe, because lt 

14 doeon•t have to be, it doeon•t have to oolve everything 

15 overnight. You can take little ste~s in that direction if 

16 you are worried about it. You also have other policies. 

17 COMMISSIONER GARCIA: Ooeon•t that worry you, 

18 though? The concept o f - - and let me tell you how I 

19 per ceive it, and then correct me where I ' m wrong. I see 

20 Hr. Hatch and all the long diotance guyo there, they are 

21 otanding there and wa iting for us, f or the FCC, for the 

22 courts that are deciding to put soma finality into this 

23 game, because they are smart players, they are not going to 

24 -- you know, AT~T. for example. has trled to provide local 

25 service in Atlanta . They are dying. They are losing their 
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2 what: the marg~ns are. So everybody is standing by and 
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3 wat:chi.ng t:his happen. And this Commission, and l think in a 

4 good sense, this Commission is tryi ng t:o stay ahead of the 

5 curve, au I think ic generally tries to do, and we have been 

6 asked by the l egislature to look at rebalancing. And so we 

7 a.re looking at r ebalancing to some degree. We: are looking 

9 at wha t: has co be done. Let me not say rcbalanc~ng, because 

9 t:hat might: not be t:he right word i n t:he stat:ut:e. 

10 WITNESS TAYLOR: I love that word. 

11 COI(!MISSIONBR GARCIA: It may make my confirmation 

12 i n a few yeara a lot harder. ~ut we are looking a t: how t.o 

ll bring rates to o woy thAt the l oop paye for itDelf, and 

14 these compe titors can ant:er with an underst:andable risk. 

15 WITNESS TAYLOR: Right. 

16 COMMISSIONER GARCIA: Wi t:h that. said, all of 

17 t:hose t:hings, a l l o f those assumptions , I t:i>ink, have to 

18 change as we get there through time. So, maybe I 've 

19 answered my own question, but I think it is through lit:tle 

20 st:eps, but: doesn't: it: worry you that those litt:le st:eps may 

21 create an inequity t:hat: allows someone to step in and really 

22 t:ake advantage of the system? 

23 WITNESS TA'lLOR: Not so much that: I woulrl 

24 hesitate to t ake the steps. l thlnllt knowing whore you are 

25 going, and my e xample in this would be che FCC back i n 1984, 
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1 recognizing that they couldn't keep carr1er access charg~s 

2 at 17 cento a minute, took little steps. They brought in 

3 the subscriber line charge at sort of 50 cents a pop ove r a 

4 course of f our o r five years. They knew what t he end 

5 product wao, they had a view of what rate rebalancing was 

6 required, and they also had a view of sort of what pace t.hey 

7 could do i t, at whi ch they coul d d o it without Congress 

8 getting angry. 

9 COMMISSIONER GARCIA: You would agree , though, 

10 t hat all of these numbers that we are looking at are going 

11 to dramatically shift as we move fo rwa rd? I n other wo rda, 

12 the half a bill ion dollars that GTE says it needs, and l'm 

13 using them as an example simply because i t's where we ended 

14 up yeaterday, and so I was thinking about it a long whlle. 

15 The half a billion dollars where we begin today, i f we make 

16 some incremental step at getting t here. so that we can open 

17 up t he rMrket for AT"T· and MCI. and all th«; other players 

18 that want to play, and perhaps open it up fo r GTE to come 

19 into BcllSouth and BellSouth to come into OT£. 

20 WI'rNESS TAYLOR: 1\.bsolutel y. 

21 COMMISSIONER GARCIA: You would agree with me, 

22 tbough, that even if this Commiss ion or the legislature aaid 

23 we need to rebalance, that half a billion dollars is by its 

24 very nature not a static numc~r. That that will change 

25 because of t echnology, because of advances, because of 
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1 efficiencies, becaus~ AT&T decides it doesn't need the lo~al 

2 loop to provide service, or 

3 WITNESS TAYLOR: Sure. All 01 that and one more 

4 thing besides. 1 mean, suppose technology changed or the 

5 world shifted so that the half billion dollars or whatever 

6 was just obscenely too much. That a universal service fund 

7 of that size, and thus a tax of a nickel a minute, or a 

8 nickel -- or S percent of revenue or whatever was just 

9 really not necessary anymore. What would happen? What is 

10 the consequences of that? 

11 

12 

13 up. 

COMMISSIONER GARCIA: But it waun't more than -· 

WITNESS TAYLOR: Well. whatever. l'~ making it 

14 COMMISSIONER GARCIA: •· the tax was going to be 

15 like half a bi.llion dollar<.~ they were talking about, it woas 

16 about 33 percent in tax or 40 percent tax .. 

17 WITNESS TAYLOR: All right, 40 pe rcent. What 

18 happens if tnat i s the circumstance and it's no longer 

19 necessary. Is that the equivalent of, you know, the u.s. 

20 Government taxing us that amount and the money just go1ng to 

21 washington and disappearing, and it'o a dead weight on the 

22 market? The a.nswer is no. The answer is no, because if the 

23 fund does end up by being too large, either becduoe you 

24 screw up or because circumstances change, what happens? If 

25 this is e fund where the carrier who getu the customer getu 
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1 to draw from the fund, and people are trying to supply no 

2 end of services to t hese customers, that extra 33 percent is 

3 going to get competed away? And your - -

4 COMMISSIONER GARCIA: But it will still be there 

5 artificially . 

6 WITNBSS TAYLOR: Oh, it ••ill be there 

7 artificially, yes. But what you will have i s - -

8 COMMISSIONER GARCIA: I t will be goi ng out of 

9 oomeones pocket, but it will st il l be there ae an incent1ve, 

10 as a balancer, as a --

ll WITNESS TAYLOR: lt will be a line i tem on the 

12 bill. But what ie going co happen is that prices that 

13 cua~omers pay !or long dis tance and for ancillary services 

14 and all of that are going to be competed down by juot the 

15 amount that the tax pullo it up. I mean, it ' s stupid, but 

16 it's not venal. 

17 

18 

COMMISSIONER GARCIA: Thank you. 

CHAIRMAN JOHNSON: Any other quest ions. 

19 Commiaaionere? Redirect? 

20 MS. KErBR: No redirect. We would move Exhibit 

21 68 to be inserted into the record . 

22 CHAIRMAN JOHNSON: Show that admitted. 

23 (Exhibi t 68 admitted into the record.) 

24 CHAIRMAN JOHNSON: Thank you , Mr. Taylor. You 

2 5 arc excused. 
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1 WITNESS TAYLOR: Thank you. 

2 MR. WILLIAMS: 1 believe the next two witnesses 

3 will be the Hatfield panel, and I would like to call Frank 

4 Murphy and Tim Tardiff to the stand, please. 

5 Your Honor, while Mr. Murphy is still standing 

6 up, I do not think he has been sworn yet. 

7 

8 

9 Thereupon, 

(Witness sworn.) 

CHAIRMAN JOHNSON: You may be seaced. 

10 FRANCIS J. MURPHY and TIMOTHY J . TARDIFF 

11 were called as a panel of witnesses on behalf of GTEFL and, 

12 having been d.uly oworn, testified as followo: 

13 DIRECT EXAMINATION 

14 BY MR. WILLIAMS: 

15 0 Lee me start with Mr . Tardiff. Doctor Tardiff . 

16 excuse me. Doctor Tardiff, you have filed -- well, first of 

17 all , can you state your name and buuineus address, please? 

18 A (Wicness TardJ ff) My name is Timothy J. Tardiff, 

19 T·A·R·D·I·P·P. 

20 MR. HATCH: Could we get him to move one seat 

21 down? He iu really lost over there. 

22 A Any name ia Timothy J. Tardiff , that is 

23 T·A·R·D-1-F-P. I am wi th National Economic Research 

24 Associates, 1 Mai n Screet, Cambridge, Massachusecto 02142. 

25 0 Doctor Tardiff, you have filed rebuttal testimony 
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2 

3 

4 

5 

6 

in this case? 

A Yea, sir. 

0 And does thAt rebuttal testimony include an 

analysis of the Hatfield model? 

A Yes, it does. 

Q And attached to that analysis are a number of 

7 attachments, is that correct? 

8 

9 

A 

0 

That 's correct. 

I believe 13 in all. And that analysis of the 
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10 Hatfield paper has been authored by yourself and Mr. Murphy, 

11 as well as others, is that right? 

12 A That's correct. 

13 0 I understand that Mr . Murphy has a few changes to 

14 his testimony to the analysis, which we will get to 1n o 

15 minute. Do you have any changes to your ceatimony? 

16 A No , I don't. 

17 0 one other thing, Doctor Tardiff. Are you aware 

•S of a late-filed ~ffidavit filed with the Commissi on on 

19 October :2th, and sworn to by Gino w. Kim (phonetic)? 

20 A Yes, I am aware of that. 

21 0 And this relates to Mr. Kim's v101t laot week co 

22 PNR? 

23 

24 

A 

0 

Yea, chac•s what che statement was about. 

And does Mr. Kim report to you, is he one of the 

25 near economists? 

l 
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A Yes, he io. He works in one of our offices. 

0 And to the ext' at there are any questions about 

that affidavit, are you prepared to deal with them? 

A Yea . 

0 Thank you. Mr. Mu~ny, you too have filed 

rebuttal testimony in this proceeding, is that right? 

A (Witness Murphy) Yes, it is. 

0 And you are the author, along with Doct or 

Tardiff, of this analysis of the Hatfield model? 

A That' s correct. 

0 And you have some corrections to your testimony 

to that analysis, io that ~orrect? 

A 

0 

A 

Yes, that's correct. 

Could you just tell us what they are. 

Yes. I have t wo corrections. The first one 

16 affects my rebuttal t estimony, as well as Exhibit TJT·2. 

17 The r ebuttal test i mony on Page 5, Linea 1 and 2, is 

18 a!fcct ed . Tho Exhibit TJT·2, Pages 65, 97, and 113 of 347 

19 are affected. The pages referenced above discuoo the tandem 

20 power investment in the HA! model. The refer enced pages 

21 state that there is no power investment Cor tandems in the 

22 model. Recent analysiD has been performed that inciicateo 

23 the HAl model does, in fact, include power inveotment, but 

24 this power i s drastically understated. The model contains a 

25 mere $1:1,000 in power invelltment per tand.em office. CHAI 

~~----------------------------~·----· 



Model Version s.oa, Pile R5 . 0a, underscore switching, 

underscore 10 . XLS, Cell 04 . Tltta value ia aignificantly 

lower chan the power investment included i n AT&T's 

collocation and transport increo ~ntal cost models. 
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1 

2 

3 

4 

5 

6 

7 

8 

0 Do you have any ethel changes to your testimony, 

Mr. Murphy? 

A Yeo, there is one ot~er correction . The cluster 

design criter i a in my rebuttal testimony. Page 9, Line 7 

9 through 12 . The question on Linea 7 through 12 should reed 

10 Section 5.5.1 of the HAl model d>eumencation attached to Mr . 

11 Woods' dirert testimony as Exhib i t DJW- 2 states lhot the 

12 cluster design criteria used by t he HAI model constrains the 

13 ri~ht angle distance from the cluster centroid to 18,000 

14 feet , and the lina size to 1800 . ines . 

15 0 Thank you, Mr . Murphy . Now, 1n connection with 

16 your joint preparation of the analysis of the Hatfield 

17 model, am I correct in understand ing that you and Doctor 

18 Tardiff have ottempled to split l p the areas of 

19 responsibility? 

20 A Yea, that ' s correct. There is a modified table 

21 of contents that haa been provi dej. That cable of content s 

22 designates with a 0 those areas that Doctor Tardiff will be 

23 responding to, and an M those areas that I wil : be 

24 responding to. And in a few case • we can jointly respond. 

25 Those are designated as T/M. That io Exhibit 1 of -- that 
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is Exhibit TJT-1. 

Q Thanl< you, Mr. Murphy. could you now bri'lfly 

summorize your testi mony? 

A Yes, I will. 1 have been involved in the review 

of the Hatfield model since approximately early 1997 . And 

what I have found is a systematic bias in the model des igned 

to produce low cost. This bias affects engineering 

deciaiontl that have been made, input decisio ns t hat have 

been made , and customer location methodologies. 

Some ex.amples ot: the engineering flaws are drop 

links are understated. They won ' t reach the houses that 

they are supposed to be serving. Loop links a re 

insufficient to connect customers to thelr oerv1ng wire 

cente~. The model uaee obsolete technology. lndustry 

15 standard switch engineering practices are ignored . Power 

16 investment i s understated for both tandems and end office 

17 switches, and it's nonexistent for circuit equipment. 

18 Operation support ayotems are missing. Systems ouch as test 

19 systems t or both special access type services and parts type 

20 services. InLerottice trunking requirements are drastically 

21 understated. 

22 I think on.e issue tlul t has become obvious 

23 throughout these hearings is that there 1s a funda:.lenta l 

24 question between the HAl a.nd tho BCPM model with respect co 

25 the number and s i zes of DLC remote torminalo that the t wo 

_ _ __ _j 
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1 modele employ. I think one question that you could 

2 legitimately ask is whether the Hatt1eld model deploys too 

3 few and too large DLC remote terminals, or conversely, does 

4 the BCPM deploy too many and too small DLC remote terminals. 

5 I would submit to you that the BCPM model is the more 

6 corr ect of the two. 

7 The few and large DLC te~.!nals that are being 

8 deployed in the Hatfield model are inappropriate as a 

9 forward-looking architecture for a number of reasons. The 

10 first reason is the HAl's failure to adhere to the 12,000 

11 foot customer serving area standard. The second reason is 

12 that the Hatfield model depl?ys outdated T-1 copper baaed 

13 DLC . That is a 25 year old technology that essentially 

14 nobody in this country is deploying at this time. 

15 Recently, comments were filed by the Rural 

16 Utility Services with the FCC. In a filing made on 

17 September 24th , 1997, on rage 3, the Rural Utility Serviceq 

18 states, •Mora important, no one is installing new copper T-1 

19 systems in rural Ame r ica today except in a few cases on 

20 existing plant . • Traditional T-1 copper based subscriber 

21 carrier is not a modern technology, and yet those rural 

22 areas are precisely where the Hatfield model io dAploying 

23 T-1 on copper. 

24 A more appropriate architecture would be to 

25 deploy fiber based DLC with a small remote terminal. 1 f you 
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1 do that, and you have future demand in those rural areas, 

2 for example, for advanced services , then accommodating that 

3 demand i s a simple matter of changing out the electronics on 

4 either send o f the fiber-optic cable. Whereas, if you have 

5 T-1 on copper out there, you've got to go string more cable 

6 along the telephone poles or bury it in the ground. And 

7 what's more, the e lectr onics t hat you take off and r eplace 

9 you can use elsewhere in your network. The standard of 

9 service would be much higher. 

10 An additional reason that the Hatfield model 

11 deploys t oo few and too large DLC units is because they do 

12 such ~ poor job i n the MST analysis. If that MST problem 

13 were corroctad, then it'a obvioug chat the conotr~in~ nn the 

14 

1 5 

16 

17 

19 

19 

carrier serving area, whether it be a 12,000 or an 19 , 000 

foot const raint, which ultimately t his Commission will 

decide, then that constraint will come into play far more 

often and more DLCs, and smaller DLCs will be placed. 

Nto ther reason tha t the Hatfield model doesn't 

build enough OLC units is because it builds i s because it 

20 fails to build to housing units. Now, I heard Mr. Wood 

21 earlier trying to lead this Commission to believe that 

22 vacant housing unit are thinga like dilapidated !,uildings 

23 and barns. I would suggest to yo•J that that is not the 

24 case . Census Bureau data in this country suggest that at 

25 any given point i n time just over 10 percent of the living 
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1 units are going to be vacant. We have an accive real estate 

2 market in this country, and I would chink Florida in 

3 particular would have significant turnover and significant 

4 seasonal vaca:1cies. 

5 I know lot of people from t'le northeast spend 

6 thei r summers in Florida. When those folks go back to the 

7 -- excuse their summers -- their winters in Florida. When 

8 those folks go back to the northeast, the housing unite are 

9 vacant. The telephone line>~ are turned off. When they come 

10 down again in the fall, they want service. With the 

11 Hatfield network, there would be no facilities available 

12 there •o turn that service on. You would have to go out and 

13 build it. 

14 I also heard a discussion that some of the 

15 documents I have in front of me, the outoide plant systems 

16 h8ndbook originally 

17 MR. MELSON : Cotm~issioner Johnson, I • m going co 

18 have to object. This is going beyond the scope of his 

19 prefiled teocimony. He is now doing live rebuttal to things 

20 he has heard in the hearing room over the past couple of 

21 days, and it io way beyond tho scope ot his prer11ed 

22 testimony. 

23 MR. WILLIAMS: Your Honor, I chink it'o cocally 

24 fair. A nu~her of other witnesses have addressed other 

25 iosues that have come up. There are obviously things that 
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1 this commieeion should hear about 1f you listen to the 

2 cescimony. 1 chink ic ' s helpful co hear what Mr . Murphy has 

3 to say abouc these issues, and ic may be thac ic•s going a 

4 little bic beyond, and I won •c disagree wich chat , but I 

S think ic io an 1s sue that has got to be r esolved, and 1 

6 don' t see a better way to do it. 

7 CHAIRMAN JOHNSON: You need to otay within the 

8 four corners of your testimony that was filed. And to the 

9 e~tent that questiona come out and things --

10 MR. wrLLIAMS: Oh, let me - - it is certainly 

ll within the four corners of his testimony. 

12 CAAlRMJ\N JOHNSON : His profi led test lmony? He is 

13 suppoeea to be eummori•1ng . 

l4 MR. KILLIAMS: Yea, and absolutely . And the 

15 point is whether or not we ohou1d be guided by generally 

16 accepted engineering standards and what those are. He ma.y 

17 have prefaced it in view of test1mony of other witnesoes, 

18 but a substantial part of Mr. Murphy'& testimony , he io an 

19 engineer, and he is here r.o teoti fy about what are generally 

20 accepced engineering and design practiceo in the industry, 

21 which is precisely che issue that tl:lie Cottrnission hao to 

22 resolve. 

23 CHAIRMAN JOHNSON: Let me JUSt caution the 

44 witness that you need to -- chio is supposed to be a summary 

45 of your tescimony, and ic io helpful for the Commiaoionere 
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1 eo have that summary, but stay within the boundarieo of y·our 

2 prefiled. 

3 

4 A 

WITNESS MURPHY: I will do that . 

(Witness Murphy) I have before me two documP.nts 

5 chat I conside·r to be generally accepted engineering 

6 practices. The first one is the Outside Plant Engineering 

7 Handbook published by Lucent Technologies. The date on the 

8 cover o f this book is October of 1996. I purchased this 

9 book at approx imately this time last year. In preparation 

10 for these hearings, we contacted t he folks at Lucent 

11 Technologies to try to assure ?ur oelveo that we had the moot 

12 curren• version of the book. Their statements tc us were 

13 that t his was indeed ~he latest version of the book . and 

14 that they do i .ndeed keep it up . And tha t if I wanted to pay 

15 a fee, I could get on a mailing list and they woul d send me 

16 updates as they ar~ produced. And I would like to read for 

17 you an excerpt !rom that guideline. At Page 3-11, it 

18 describes interfaced cable s12i~9 guidelines, which is the 

19 guideline that's used for di~tribution design. Interface 

20 secondary cables are sized for t he ultimate pair 

21 requirements. Accepted standards for pair allocatio~a are 

22 as follows: Residential. two pairs per livinq unit. There 

23 are occas ions when fewer than or mor e than two pairo per 

24 living unit are the optimum choice. 

25 MR. MCLSON: Commiaaionor Johnson , he io r eading 



1 from a document that I don't believe is attached to his 

2 testimony. I don't believe he has quoted from it in his 

3 testimony. Ho io beyond the acope, again. I mean, i f he 
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4 wanted to put this book in there was a time to do it and the 

5 time is not at 6:15 on the third day ot the hearing. 

6 MR. WILLIAMS: Well, let me just note for the 

7 record that that is in his teetimony. One o f our bases of 

8 criticisms of the Hatfield model io the number o f pairs that 

9 it builds to the households, and one of the things that we 

10 cite to in Mr. Murphy 's restimony io the IIT"T Outside Plant 

11 Engineering Handbook. It is right in his testimony. And I 

12 think that's all he is talking about right now. 

13 MR. MELSON: I think there is a difference 

14 between citing to it and quoting from it. 

15 HR. WILLIAMS: Well, if t his helps at all , we 

16 quote in his testimony, in the analysis. But at any rate. 

17 CHAIRMAN JOHNSON: It is late, sir, and you do 

18 need to summarize the teetimony that was filed. 

19 lftnress MURPHY: 1 'll be brief, and close in that 

20 case. The f inal document, the Bellcore ~otes on the 

21 Network, which I also cite in my testimony. This ia 

22 Issue 3, dat ed December of 1997. Also a current document . 

23 And it could not be more clear at Page 7 · 71, that Lhe 

24 evolution to a network that can readily provide d1gital 

25 services via loop facilities lead to the carrier oerving 

-~~----------------__j 
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1 a rea concept. 

2 It goes on and describes that ao limiting the 

3 copper loop distance beyond DLCs to 12.000 feet. And it 

4 clearly iR presented in this publication ao superseding t.he 

5 revised resistance design standard that is the very standard 

6 that the Ha t field people use and cite in the HIPS (phonetic) 

7 document ao justification for an 18,000 foot loop. 1 will 

8 c l ose with t ha t. 

9 BY MR. WILLIAMS: 

10 0 Thank you, Mr. Murphy. One final thing. I 

11 neglect:ed to ask you to provide your business affiliation 

12 and address. You wouldn't be from Boston, would you? 

13 A (Witness Murphy) That's correct. My buoiness 

14 address is 5 Cabot Place, Suite Number 3, Stoughton. 

15 S-T-0-U-G-B-T- 0-N, Hasaachuoetcs, 02072. 

16 0 Thank you, Mr . Murphy. And. Doctor Tardiff, do 

17 you have a very bri ef summary of your testimony? 

18 A (Witness Tardiff) Yes, I do. Good evening, 

19 Commissioner•. It's nice to be in Florida, even in the 

20 evening. My testimony demonstratee that the Hhi or Hatfield 

21 model does no t produce valid costa for GTE or any other 

22 Florida local exchange carrier. And as a result it ohould 

23 not be the basis Cor sizing the universal serv~ce fund or 

2~ any other pricing decision that involvoo costa. 

25 Rather than represen~ economic costs, the 



1 Hatfield model depiete a fictitious firm with coot levels, 

2 chat cannot b6 a achieved by a real firm providing local 

3 service. In s:o doing, ic violates both the economic 
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q definicion an~ the FCC's definition of what a long-run study 

5 does. A long·run study uses current technology ac currenc 

6 prices. In contrast, che Hatfield model uses speculative 

7 technology a~ Dpl!CUllltive future prices. Examples of 

a speculative future prices are che level of sharing. The 

9 Hatfield proponents wil l t ell you that LECs do not share at 

10 chat level now, but they may sometime in the future. And 

11 che problem wi.ch using speculative prices chac may or may 

12 not come true in the future is that no firm can recoveL· i.cs 

13 costs if ;c io basing its prices on conditions that may 

14 occur in the future. What will happen is it will lose money 

15 until that time, if and when it ~eto the conditions assumed 

16 by those f uture conditions. 

17 Now, this brings me co che question of what is 

18 the purpose of a cost s t udy in this proceeding and in other 

19 proceedings. A proper coat r.~del would produce coscs and 

20 prices for an efficient firm. In contrast, using costs &nd 

21 prices that are artificially low would cause several 

22 problems co competition. First of all, as I JUSt alluded! 

23 co, the firm supplying tho servi ces that ore priCP basad on 

24 improperly low costa would lose money and r.hey won't be able 

25 to make it up in the volume. Secondly, the buyers of 
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1 certain of chese services, for ex.ample, the buyers of 

2 unbundled network elements at low prices would certainly 

3 benefit. AT&T and MCI would like to have access prices as 

4 low as possible . But as commissioner Garcia noted 

5 yesterday, competition from new facilities-based entrants 

6 would be discouraged in the proc~ss. !f a firm can buy 

7 stuff from an incumbent and compete on that basis, they are 

8 discouraged from building their own facilities. And 

9 interestingly enough, this type of " situation actually 

10 increases the amount of cross-subsidy in the system. and 

11 this time it's cross-subsidies to these buyers of 

12 artificially low services. And that in part explains the 

13 difference between Mr. Seaman's chart between the d~fference 

14 the coats and pricea o f local service versus the amount of 

15 implicit subsidy. 

16 And f inally and most importantly, basing a 

17 pricing decision on artificially low costa in the case of 

18 universal serlice w!ll result in an inadequate Cund. And 

19 that inadequate fund will delay the onset of local 

20 competition outside of low coat areas, in particular 

21 residential customers outside low cost areas will be less 

2/. likely to experience the benefits of competition. 

23 How do we know the Hatfield model pre¢uces low 

24 costs? I think one of the major themes of my testimony is 

25 the issue of validation. Tho notion that you have to 



1 compare che reeulte of a coat ecudy or a coat eetirnace 

2 againet valid and known external informacion . And my 

3 teatimo.ny in out report offere at leaet two forme of 

4 validation. One is the comparison of the cost levels 

5 produced by the Hatfield model against current coscs as 

6 reflected in ARMIS data. 
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7 The Hatfield model produces less than half of che 

8 expenses and investments GTE currently incurs. What chac 

9 means is chat if you believe the Hatfield model, the firms 

10 serving GTB's territory could charge less than half chan GTE 

11 does now and still do okay. Thac to me is an inconceivable 

12 outcome. GTP. or any other local exchange carrier in Florida 

13 could not be this inefficien: given the regulatory oversight 

14 and the coat cutting incentives that it faces today . 

15 The other area of valJ.dation we looked at was the 

16 design of distribution areas. And this get into chiD <~hole 

17 business about minimum spanning cree or MST analysis. I'm 

18 noc going to go into any great detail now, we have heard a 

19 lot. But our conclusio~1 reinforce what we saw in ocher 

20 areas, that the Hatfield model produces too little outside 

21 plant in low density areas. And 1n interpreting the MST 

22 analysis, I would just like to add the thought thac the MST 

23 is the absolute minimum level that needs to be provided. In 

2~ the real world there are factors that would increase that 

25 amount by a fair amount. For example, if you take into 



1 account that roads and stre~ts are constructed at right 

2 angles , that adde at least about 30 percent more to what 
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3 airline distance would provide. ~d then you add obstacles 

4 in there, barriers and the like, and you have added even 

5 more. so the fact that the model falls ohort in these low 

6 density areas on an MST standard suggeot t •1at it ' a even 

7 further when you loolt at realistic: benchmarks. 

8 The other thing that I mention, which I think 18 

9 kind o! i nteresting in this regard !s that in theee low 

10 density areas the average lot size is large. That among 

11 other things suggests t hat if you implement the suggestion 

12 yesterday thsL one way to overcome the lack of distrlbution 

13 facil1~iee ; a ~o extend the cable out to the ed9e of the 

14 eerving area by adding one lot length, you are going to add 

15 quite a bit more area and increase 1the cost . l report in my 

16 testimony that the average lot s i ze over all clusters is 15 

17 acres. That is a lot that ie 570 feet on one dimension a.nd 

18 cw1ce as long on tho other, eo that would encompass a lot o! 

19 area if you extended the routeo out to the edge of the 

20 serving a reas. 

21 Let me just close by touching on another theme· in 

22 the pQper, and that is we discuss the evolution of the 

23 Rat field model from its initial inca mat ion Version 2. 2. 2 

24 that appeared in the arbitration in this state, t o Veru 1on 

25 5.0, and what we saw is that 2.2.2 by this Commission's 
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1 judgement produced costs that were too low for GTB. version 

2 s.o produced loop costs that are even lower. And in a sense 

3 this is a fairly puzzling result. because if you look at o ne 

4 of the main crit icisms of version 2.2.2, that was that its 

5 design of di stribut ion area was totAlly i nadequate •. and ~hy 

6 was tha t ? Well, 2.2 . 2 designed distribution areas that 

7 placed two feW! cobloo, and thcue ~;obleu were lar9e in llh!) . 

8 And as a consequence it had way too few route miles, and 

9 route miles determine things like need for telephone poles, 

10 conduits, the very types of support structure that are 

11 needed to carry the wires where they need to go. 

12 Hatfield 5.0 has substantially more route miles 

13 and yet the costs have not increased . In fact, t hey appear 

14 to have decreased. Why iR that? Well, if you look at the 

15 inputs to the model, the input pdces for structures. pol eo. 

16 conduit, and the like have decreased on average e,nough t o 

17 basically offs·et the i ncrease in route miles. Another 

18 exampl~ that may explftin the lower costa i s that cable 

19 p.rices in larger sizeo have decreased, as well. Wha t is 

20 interesting about this is t hat those structures and cable 

21 prices are very basic things that a.re based on • · input 

22 prices for which are based on engineering judgment that 

23 appears to haV'e changed quite drastically over the year or 

24 two since the various versions of che model, and thac 

25 suggests something about the process that the inputo were 



1 developed. That io the process seems to be one in which 

2 certain low values have been chosen, certain sources have 

3 been used in a selective way, and we get that in our 

4 testimony. 

19?3 

s For all of these reasons, thAt is that the model 

6 produces unrealistic resulto and does not meet test 

7 validation, we have concluded that it does not form the 

8 proper basis for establishing costs and pricea for 

9 telecommunications services in the State o f Florida . Thank 

10 

ll 

you. 

MR. WILLIAMS: Thank you, Doctor Tardiff. Your 

12 Honor, r would move the admission of Doctor Tardiff's 

13 rebuttal testimony, which includes two exhib!to, the second 

14 exhibit having 13 attachmentu, and I would also move the 

15 admission of Mr . Murphy's rebuttal t estimony. 

16 CHAIRMAN JOHNSON: The testimony will be insenod 

17 i nto the rncord. 

18 

19 

20 

21 

22 

23 

24 

25 

.A 
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• 2 GTE FLORIDA INCORPORATED 

3 DIRECT TESTIMONY OF OR. TIMOTHY J . TARDIFF 

4 DOCKET NO. 1180696-TP 

5 

6 Q. PLEASE STATE YOUR FULL NAML: AND ADDRESS. 

7 A. My name Is Timothy J . Tardiff. My business address i.s 1 Main StreeJ. 

8 Cambridge, MA 02142. 

9 

10 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

11 A. I am employed by National Economic Research Assoclatea. Inc. 

12 i N ERA") as Vice Presldt.nl. 

• 13 

14 Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

15 WORK EXPERIENCE? 

16 A. I received a B.S. degree from the Callfomla lnstttute of Technology in 

17 mathematics (with honors) In 1971 and a Ph.D. in Social Science from 

18 the Unlv81$1ty of California. IMne In 1974. From 1974 to 1979. I was 

19 a member of the faculty at the University of Calrfomla, Davis. I have 

20 apeclaliled In telecommunlcabOns policy issu1111 for the last 17 years. 

21 My research has lncludod studies of the demand for telephone 

22 services. such as local measured service and toll. analysis of tho 

23 marttet potential for new telecommunications product& and services. 

• 24 assessment of the growing c:ompetitlon for telecommunications 

25 services. and evaluation of regulatory frameWOii<a c:onalsttsnt with tho 

l 1 
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2 

3 

growing competltlve trends. I have extensive experience as a 

consultant and expert witness in regulatory proceedings. 

4 Q , DR. TARDIFF, BRIEFlY DESCRIBE " NERA." 

5 A. NERA provides research and analysis of economlc and financial 

6 issueJS arising in litigation. regulation, public policy. and management. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Esta.bllshed In 1961. NERA is an lntHmational firm of consulting 

economists recognized for i1s wor1< In antitrust matters. energy. 

securitles litlgatlon, telecommunications, employment and 

discrimination. Intellectual property. environment. health. 

trensportation, lntemational trade and sports. 

Q . HAVE YOU PREVIOUSLY PRESENTED TESTIMONY BEFORE 

STATE REGULATORY COMMISSIONS? 

A. Yes. I have filed testimony and reports on behalf of Pacific Bell 

before the Callfomla Public Utilities Commission on Incremental cost 

principles. rules for locel competition. universal service funding . open 

acoess and natwor1< architecture, regulation of wireless 

telecommunicatlons services. the treatment of accounting changes for 

post-retirement benefits under price caps. lhe review of Callfomia's 

price cap plan, and nexible pricing for Centrex service. I undertook 

studies and submitted reports on behalf of PacifiC Bell before the 

Federal Communications Commission on price c.~p productivity • 

access to Intelligent networ1<s. interconnection pricing policies. and 

the treatment of accounting changes for post-retirement benefits 

2 

19 95 



• 

• 

• 

1 

2 

3 

4 
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8 

9 

10 

11 

12 

13 

14 

1996 

under price caps. I have also testified for GTE North on Intra LATA 

presubscriptlon before the Illinois Commerce Commission. and filed 

a report with the New Vorl< Public Service Commission on lntraLATA 

pre.subscription on behalf of New Y<or1< Telephone. Recently, .1 

testified in state proceedings and/or arbitrations (pursuant to the 

Telecommunlcatlons Act of 1996) on local networ1< unbundling and/or 

Universal Service In the District of Columbia, Maryland, Califomia, 

New York. Pannsytvania, Texas. M issouri, Oklahoma, Indiana, 

Massachusetts. North Carolina, Virginia. Kentucky. Kansas. 

Arkansas, New Jersey, Maine, Vermont, Alabama, and South 

Carolina. During these proceedings, I have raised my concems abou1 

the HAl Consulting, Inc. Model Version 5.0a ("HAl Model," "Model ,· 

or "HAl 5 .Oa") and previous varslons of this MOdel. 

15 Q . WHAT IS THE PURPOSE OF YOUR TESTIMONY AND HOW IS IT 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

ORGANIZED? 

The purpose of my testimony Is to offer a critique of the economic and 

certain engineering aspects of HAl S.Oa. which AT&T and MCI have 

submlited In this docket through the testimony and exhibits of Mr. Don 

J. Wood. This critique was developed jointly by NERA and Network 

Engineerf:ng Consultants. Inc. ("NECI"). My testimony consists of both 

the attached paper (Exhibit TJT-2), "Analysis of the HAl Model 

Release 5.oa• r Ana/}'3Js") and the questions and answers presented 

here. Exhibit T JT-1 . in the question and answer section of my 

testimony Is a modified copy of the Table of Contents from the 

3 
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1 

2 

3 

4 

5 

Ane/y3Js. This Exhibit wUI help the Commission at .d counsel when 

dlrec1lng their queGtions regarding the Analysis to either me or GTE 

w1tnesa Murphy of NECI, as appropriate. In addition, lam responding 

to the Olnsct Tes1imony of MCI witness James W. Wells. 

6 Q. HAVE YOU REVIEWED THE HAl MODEL, INCLUDING THE MOST 

7 RECENT VERSION 5.0a, FILED IN THIS PROCEEDING? 

8 A. Yea. Over the past two years. NERA has extensively analyzed ond 

9 evaluated various veralons of the Hatfield Model, which is now called 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the HAl Model, to detennilte whether the Model is appropriate to use 

In establishing universal service obligations. 

Q . CAN YOU BRJEFL Y SUMMARIZE THE FINDINGS OF YOUR 

REVIEW OF THE HAl MODEL? 

A. Yes. Ba$0d on our review of the HAl Model, including tltA most 

recent version, we have concluded that HAl 5.0a. like Its 

predecassors. Is subject to numerous economic !lnd engineering 

flaws tha! are so severe as to render the Model unusable for Its 

intendeo purpose. Acc::ofdingly. we recoovnend that this Commission 

not adopt HAl 5.0a as the model for detenninlng the cost of providing 

baalc local seNice for the Legislature's use In establishing universal 

service obllgat.lont. 

Q . DO YOU AGREE! WITH MR. WOOD'S RECv MMENDATION (at 4) 

THAT THE HAl MODEl. BE ADOPTED BY THIS COMMISSION FOR 

4 
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A. 

1998 

PURPOSES OF DETERMINING UNIVf:RSAL SERVICE FUNDING? 

No. Since Its introduction. the HAl Model has proven to be highly 

unreliable. Twelve different versions of the Model have been 

released alnce May 1996. The rov:sed versions were necessary 

because of slgnlfic:ant. Identified errors in each successive version of 

the Model. Yet, the Model's aponaora hove presented each version 

as accurete and reliable In regulatory proceedings. Our analysis of 

HAl 5.0a haa found the following shortcomings 1n th.:; Model. 

1. The Model Ia proctlcolly Insensitive to structure! changes. Over 

the laat twenty months, the modeling techniques end input data 

have changed slgnlf1C8nUy with the bottom line remaining almost 

the some . 

2. Tho Model's inpu1 cbtDbase remains flawed although 11 has 

undergone Axtenslve preprocessing. and It Is still neither user­

adjustable nor open lor lnspectlon by third parties. 

3. Many of HAl 5.0a's default Inputs are not supported by the 

empirical data that the modelers themselves solicited. Indeed, the 

emplric:eJ dela supports default Inputs that are signifiCantly higher 

than the values used In HAl 5.0o. 

4. The Model's apomors tall to provide external or Internal 

justltlcation of the Madera velidity, which should cause regulators 

to mistrust Ita outputs. Ita predictions of currenl Investments end 

coati do not comport with real data. and it Is lr1C8pablo of 

estimating the apptOPriate costa of producing t&locommunk:8tions 

servlcee ullng tho mort olllclant forward-looking technology. 

5 
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1 6. The Model does not accurately reftect how a telecommunications 

• 2 linn operating In the real wotld would offiCionUy provide services 

3 and ne1wo1tt elements for new entrants or even for its own retaU 

4 customerw, espedally a firm operating in the environment fostered 

5 by rapid technological change, Increased risk. and competitive 

6 atmosphere that It resulting from the Telecommunications Ad of 

7 1996. 

8 The Model's coal estimates suggest that In a forward-looking 

9 environment, GTE Florida should Incur 40 peroent of its current 

10 Telephone Plant In Service ("TPIS.) cost and 30 percent of its current 

11 total operating expenses. Forward·looklng costs and current costs 

12 wl not~ match dollar-for-dollar. Nevertheless. a model that 

• 13 produces forwllrd·looklng coats thot oro lo .. thot one-hell of GTE'& 

14 costs Is simply not credible. There are fundamental Inaccuracies in 

15 many of the engineering euumptlons: important co518 have been 

16 Inappropriately exduded; some input prices are too low; the loop, as 

17 designed, does not functlon; the switch cost assumptions ora 

18 Inaccurate: and components of 911 and other services aro not 

19 lnduded. Wdh these end many other flawl. it Is clear to me that the 

20 HAl Modal is not a reliable tool for ostlmlltJng costs. 

21 

22 Q. HAVE YOU OONE ANY OF THE SAME CHECKS ON BCPM 3.1? 

23 A. Yes. Our analylla hero has not been as extensive as for HAl 5.0a. 

• 24 However, to the extent that a model comports well with reality, I can 

25 support It wlthovt extensive analysla. As an external validity test, I 

I 6 
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c 0 

TOCIII 
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made the same comparisons 10 ARMIS expense and invastment 

accounts and to reproctudlon costs as I dld for HAl 5.0a. The results 

for HAl 5.0a are detaUed In the attached Analysis. For BCPM, I 

found that it comportS slgnlftc:anUy better than does HAl 5.0a. Thus. 

I can certainly recommend BCPM ovllr HAl 5.0a. However, I believe 

that company apeclflc models rather tnan proxy cost models aro tho 

appropriate standards to use for costing USF and UNEs. The c:hort 

below contains the results of my comparison (using 1996 ARMIS 

data) of GTE'S reported Investment end expenses to tnose produced 

by the HAl Model and the BCPM. 

I Aallll HM 1 Q«•l DCpMl..1 HMJ&d'tel ecer.,..; 

3,71&,200 1,41NU82 2.«2.«g 40% 1&11. 

,....,. 8pod6c E.lporwu 228.238 7U11 120.~ 34% 6.)% 

Plene Nof>.Speclic Operaaono 45&.574 137.0041 31».420 30% 11411. 

Colpon11t ()peraiiOnl 101 •• 07 37.826 511.022 23% 3811. 

TOCIII Opei8111G ~ 145.m ~.818 487,1W2 :10% 54,. 

Q. 

A . 

Tho repr:>ducllon comparison Ia In lh8 chan below. 

8 CfMJ1 

U<Q'G 

twiR•Ml BCPMffl.tgro 

J1ft 61 ~ 

MR. WOOD STATES (at 4) THAT " ACTUALLY LOCATING 

CUSTOMERS IS ESSENTIAL• FOR A COST MODEL. DOES HAl 

5.0a ACTUALL V LOCATE CUSTOMERS? 

No. The HAl Model's developers claim that one major change 

between HAl S.Oa and Its predeceSSOB is a fundamental revision of 

7 
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the customer location methodology. They overstate li1is assertion. 

however. Our analysis of HAl S.Oa's revised customer location 

approach concluded that this approach does not provide significant 

Improvements over tho altamative approaches taken in ear1ier 

versions of the Model. Geoooding, as lmpjemented in the HAl Model. 

does not accurately locate customflrs because of four signillcant 

shortcomings: (I) li1e success rate for geocodlng is extremely low. 

especially In rural areas. (H) the databases used to geocode are 

neither complete nor reliable, (ill) the geocoded IO>:.lllons are 

clustered befote the Model deslgns the netwo11< architecture: and (iv) 

HAl's •surrogate" method of loc11lng CI,JSiomers Is completely 

arbitrary. Each of these points is d1 tailed In tho attached Analy$/s. 

• 13 

• 

14 Q , SHOULD THIS COMMISSION BE 11\FLUENCED BY MR. WOOD'S 

15 RE.FE~NCE (al5) TO TWO STATE COMMISSIONS THAT HAVE 

16 ADOPTED PARTS OF THE HAl MODEL 7 

17 A. No. While Mr. Wood eagerly mentions stale commissions that have 

18 partially odopted the HAl Model, he ll iiS to mention the states that 

19 

20 

21 

22 

23 

24 

25 

hove re)8Cied tho Model. Just as Mr Wood clteo support for tho 

Model, I can cite oppotlte positions Ia (On by state commissiOns In 

states such as Nebraaka, North Cer~ina, South Carolina, end 

Callfomta. 

In a universal service support arbitration proceeding, tho Nebraska 

Public Service Commlsclon rejected the HAl Model. finding thai the 

8 
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1 HAl p1attonn does not fuUy ·ensure e quality network In high cost 

• 2 areas ••• that is technicaly comparable to the network found in urban 

3 areas·. (Nebraska Public Servloe Commission Order, Docket No. C-

4 1633 (May 22. 1998) at3.) 

5 

6 The Model also was rejected b)' the North Carolina Utilities 

7 Commission over •concerns regarding the geocodlng method used by 

8 the Hatfield Model 5.o· and "Whether costs for (extended range) line 

9 calds have been Included In !he model". (Slate of North Carolina 

10 Utll'rtles Commlulon, Order Adopting Forward·Looklng Economic 

11 Cost Model and Inputs, Docket No. P·100. Sub 133b (April20, 1998) 

12 at 13.) 

• 13 

14 Tho Soulh Carolina Commission rejected tho Model staling thot "the 

15 (HAl 5.0a) geocodlng process Is grossly Inadequate for the largo, rural 

16 areas• and •not ell of !he HAl 5.0a engineering assumptions are 

17 obvious to the user nor can !hey readily be changed". (The Public 

18 SeMoo Commission of Soulh Carolina, Docket No. 27-239-C-Order 

19 No. 96-322 (May 6, 1998) et40 and 50.) 

20 

21 On February 19, 1998, the California Public Utility Commission 

22 rejected an eartlor version of tho HAl Model, Version 2.2.2. citing 

23 sevorallmportanl doRclencles. (See 0 .98-C2-106, Interim Ooclslon 

• 24 Adopting Cost Mathodplogy. Evaluating !he HAl Computer Model, and 

25 Deciding Other luuel Related to Cost Studies of Pacific BeU'I 

9 
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Sys m (Feb. 19, 1998)) HAl 5.0a Is only slightly different from this 

previous ve!U>'l. Most of the problems Cited by the Califomia 

Commission have not been CXlfT'eeted. This is because the underlying 

design of the HAl Model essentially precludes the possibility of 

correcting them. One basic diffi<:tJity Is that the HAl Model was not 

populated, and was never Intended to be populated, with date and 

Inputs that are apeclflc to the ILECs' networks. 

9 Q , HAS THE FLORIDA COMMISSION CONSIOEREO THE HAl MODEL 

10 BEFORE? 

11 A. Yes. MCiandAT&T, alsothroughlhetestimonyoiOonWood,urged 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the Commission to edopl the HAl Model (caDed the Hatf101d Model at 

the lime) In their reapoctlve "interconnection erbltrotlono• with GTE. 

Aa notoo below, this Commission soundly rejected the Halfleld Model 

Version 2.2ln the arbitrations involving GTE. AT&T, and MCI. (Order 

No. PSC-97-0064-FOF-TP (Jan. 17, 1997) at 35.) In rejecting the 

Hatfield Model, the Commission held that 

(u)pon consideration of the evidence, we lind 

that the Hatfleld Model does not produce 

estimated ootts Which are reprasantative of the 

cotta of GTEFL's netwo!llln Florida. The model 

does not represent any one specinc LEC 

networi(. but waa designed to be adaptable to 

any LEC or geographic area. . • . . Moreover • 

• . our review leada us to oondude that the 

10 
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REVI SED 

Hatfield Model appears to understate costs. 

Although It has progressed from Version 2.2 to Version 5.0a, the HAl 

Model continues to have the same 1\aws that made It unacceptable to 

this Commission In 1997. The Commission should similarly reject the 

HAl Model In this prooeedlng. 

7 Q. 00 YOU AGREE WITH MR. WOOD'S CONCLUSION (at 7} THAT 

8 THE HAl MODEL "REPRESENTS THE MOST ACCURATE AND 

9 VERIFIABLE COSTS FOR UNIVER.SAL SERVICE COST 

10 

11 

12 

13 

14 

15 

16 

17 

18 

A. 

CALCULAnONS"? 

No. First, Mr. Wood does not provide any explanation, evidence, or 

backup for his conclusions. Without the details of his analysis, I 

cannot pinpoint Mr. Wood's misunderstanding of the topic. Second. 

as d iscussed above, NERA'a and NECI's Intensive research and 

analysis of the HAl Model have uncovered a wide arTBy of economic, 

engineering, and modeling errors that render the model unfit for ns 

Intended ptlrpoo:~os. 

19 Q. DO YOU FINO THE MODEL TO BE "BASED ON THE PRINCIPLES 

20 OF PUBLIC ACCESS AND COMPLETE DISCLOSURE" AS MR. 

21 WOOD (at10) CLAIMS? 

22 A. No. I am sure Mr. Wood Is well ewaro that major portions of tho HAt 

23 Model oro considered proprletary,lntelloctual property, or contldontlal. 

24 

25 

More apeolllcelly, this Includes the development process of tho HAl 

database - a crucial component In the cost calculations, as Mr. 

11 
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Wood agrees In his testimony. DelBIIs about what partS of lhe Modal 

are closed for extamal review are documented In lhe attached 

Analym. 

5 Q . MR. WOOD (at 12) STATES HIS e EUEF THAT HAl 5.01 

6 SATISFIES THE TEN CRITERIA IN THE FCC'S UNIVERSAl 

7 SERVICE ORDER. DO YOU AGREE? 

8 A. No. As dalaled In Appendix B of lhe Analysis. lho HAl Model fa~s to 

9 

10 

nllsfy most of the criteria. 

11 Q . PER MR. WOOD, HAl 5.01 CONTAINS ADDmONAl 

12 CAPABIUTIES FOR "DYNAMIC MODELING." DO YOU AGREE? 

13 

14 

15 

16 

17 

18 

10 

20 

21 

22 

A. No. Mr. Wood's Slatement Is on olUiggomtlon Ho lista as an 

axamp4e of lhls dynamic modeling tho "Buried Fraction Available for 

Shift" (input 2.5.2 in lho HAllnJ'UlB Portfolio atUJched to Mr. Wo'>d's 

testimony). He claims lhat lhis input ensures "lhat tho most effident 

structure typo Is used In a given area: What Mr. Wood falls to 

mention II !.hat this Input doet not have any impacl on the cost reault:s 

of lhe Model. We have oondueled sensitivity analyses on lhls variable 

and showed lhat lhe effects of this variable on the forecasted loop 

costs were smaller lhan .0035 percent 

23 Q . PLEASE COMMENT ON MR. WOOD'S STATEMENT THAT THE 

24 

25 

MODEl IS ABLE TO NORM£! JZE Rf:SIDENTlAl AND BUSINESS 

LINE COUNTS AT THE WIRE CENTER lEVEL 

12 
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1 A. Mr. Wood Is COIT8d that a normalization of the line count can be done 

• 2 in the Model. but this Is baslcaUy irrelevant The ILEC wire center line 

3 count has to be reftectecl prior to the development of the database. 

4 This moanalhat If the HAl Model were to reflect actual wire center line 

5 counts, the entire HAl database would have to be redeveloped -

6 hardly a task that can be done by the user. 

7 

8 Q. THE MODEL DESCRIPTION OF HAl 5.0a STATES THAT NO 

9 CLUST£!R WITH A NON-zERO AREA MAY EXCEED 1,800 LINES 

10 IN SIZE. IS THIS REAU Y HOW HAl 5.0a WORKS? 

11 A. No. A cluster with non-zero area Ia not treated os a single hl·riae 

12 bulldlng. (HAl 5.0a detlgnatea clusters as a single hi-rise wnon they 

• 13 havo on oroa of loSG than .03 square mtlas and more than 30.000 

14 lines per square mile.) In GTE Florida's serving area. there are 254 

15 cluatara with a non-zero area and a line count exceeding the 1,800 

16 line threshold. The highest tine count I observed for GTE Florida Is 

17 4, 1321lnea- clearly above the threshold. 

18 

19 Q. WHAT ARE THE RAMIFICATIONS OF THIS INCONSISTENCY? 

20 A. Per the modelers. e cluster that exceeds the 1 ,800 line threshold 

21 excaeda thecapeciryofthe largest DLC nsmota terminal. which rNe5 

22 concems eboutthe Model's coda If tho program produces results that 

23 the developera claim are lmpossibje. 

• 24 

25 

13 
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A. 

REVI SED 

IN SECTION VI.A. OF THE ATTACHED ANALYSIS, YOU 

DEMONSTRATE THAT HAl S.Oa OOES NOT PROVIDE 

SUFFICIENT DISTRIBUTION CABLE IN THE STATES OF 

MINNESOTA, TEXAS, AND WASHINGTON. DID YOU DO A 

SIMILAR STUDY FOR THE STATE OF FLORIDA?• 

Yes. I did. 

8 Q . PLEASE DESCRIBE YOUR STUDY AND TELL US WHAT THE 

9 RESULTS WERE FOR FLORIDA. 

10 A. Using an algorithm developed by Stopwatch Maps, Inc. that runs on 

11 Map Info (mapping software), we calculated a Minimum Spanning 

12 Tree ("MSlj for all dusters In GTE Florida's serving territory. An 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MST Is a mathematical graph theory construct used to connect a set 

of points in a network at the least possible distance. The MSTs 

generated by Stopwatch Maps' algorithm was used as the low-end 

benchmark to assess the results of the PNRIHAI data and algorithms. 

(PNR and Associates. Inc. provides the customer location Input 

database thai HAl uss:J.) All Dr. Wood (at 20) correctly points out In 

his tesUmony, •one must oonslder not only the branch and backbone 

cable produced by the model. but the drops as well . . . ." Therefore. 

to make a valid comparison. we calculated the drop length included 

in the HAl Model In edditlon to the Distribution Route Distance 

("ORO•). Next, the ratio of the length of each MST to the modeled 

distribution distance plus drop was calculated for tho same duster 

and summarized by density zone and by wire center. 

14 
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Q. 

REVISE"D 

Based on the results of this analysis, we detennlned that 11 .0 percent 

of the dusters In GTE Florida's sel'llice areas contain less distribution 

plant than Is physically necessary to connect the existing customers. 

In 77 dusters (3.7 percent), the PNRJHAI algorithm produces 

esUmat.ed lengths that are less than 60 percent of the minimal plant 

necessary. When looking at the clusters contained In the lowest 

density zone, this flaw occurs In 46 dusters (92 percent) and 

underestimates dlstnbution plant by at least 43 percent. In the 

second lowest density zone, 85 clusters (39 percent) have less route 

mileage than Is physically necessary to connect customers. 

This Is further complicated by the fact that the MST Is a low·end 

benchmark. The line segments of an MST run directly from one point 

to another and do not represent the actual amount of ORO required 

to connect cuslomers as the MST Ignores geographical features such 

as rtvera. swamps, and rlghts.-of-way. 

Thun, the HAl Model severely underestimates outside plant required 

for \ he provision of service to customers. Furthermore, It does not 

represent the network that an efficient company would engineer or 

Install. SecUon VI.A. and Appendix A, Section A of the attached 

Analysis discuss this In detail . 

ARF. THESE RESULTS CONSISTENT WITH FINDINGS IN OTHER 

STATES? 

15 
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A. 

REVISED 

Yes. We found similar resutts for GTE's territories In Minnesota, 

Washington, and Texas. Further, US WEST end Sprint report similar 

results for their srudy areas. 

5 Q . AT&T AND MCI HAVE ATTEMPTED TO DISMISS THE MST 

6 STUDY'S VALIDITY AT THE FCC AND ELSEWHERE. WOULD 

7 YOU LIKE TO COMMENT? 

8 A. Yes. None of AT&rs and MCI's testimony flied with various state 

9 commissions or AT& rs Ex Parts presentation to the FCC contain any 

10 

11 

12 

13 

14 

15 

16 

17 

legitimate grounds for the dismissal of the MST sludy. Briefly, AT&T 

and MCI claim !hat (I) the model provides sufficient dlstributlon plant 

to reach customers In the lower density zones; (n) the MST analysis 

is based on a misunderstanding of lhe HAl customer location 

approach; Qll) there are offsetting overestimations of distribution plant 

In ouUier clu&1ers; (lv) the drop cable was not Included In the analysts; 

(v) the &1udy does not account for the fact that there are surrogate 

points; and (vi) an MST Is not the mlmmum amount of cable !halls 

18 needed to connect customers. 

19 

20 Q , DO YCJU HAVE A RESPONSE TO AT&TIMCI'S ARGUMENTS? 

21 A. Yes. I will take them In order. 

22 (I) While AT&T and MCI claim that HAl 5.0a models sufficient 

23 distribution ca!Jie to reach all customers. they do not 1Jrovide any 

24 

25 

evidence. On the other hand, I have evidence that HAl 5.0a does not 

provide sufficient distribution cable for the majority of clusters. 

16 
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REVISED 

(II) Again, AT&T statl!S without eny $upport or evidence that the 

criticlsm of HAl 5.0a Ia baaed on a misunderstanding of the 

algorithms. I think the Issue Is clear. The HAl Model provides less 

distribullon cable In the majority of clusters than Is physically 

necessary to reach all customers. 

(Ill) AT&T claims that there are "offsetting• ov<.~restlmatlons In outlier 

clusters. Again. this argument has no merit. and AT&T does not 

provide any evidence in support of this statement. In addition. the 

vast majority of universal service support Is In tho lowest two density 

zones. Further, there Is less than 0.5 ,percent of GTE Florida's total 

lines in oortller clusters. Thus, whether a certain area qualif10s for USF 

support depends almost exclusively on the main dusters In the lowest 

two density zones. The fact that there might be a potential 

overestimation In an outlier cluster( a) In any density zone does nol 

remedy the problem. Most Important, It does not change the fact lhal 

the HAl Model does not contain enough distributlon cable 10 

physically connect all the customers In a serving area. 

(lv) As noted above, this crttielsm does not apply to our MST study. 

Our study does Include the drop cable length. 

(v) AT&T Insists that the MST analysis Is Hewed because no 

adjustment was made for the excess area that exists within the 

Model's cJluaters. AT&T and MCI beth Cllalm that because clusters are 

formed in part from surrogate points placed along the Census P-lock . 
("CB") boundaries, such a correction Is necessary. This claim Is 

Incorrect for severe! reasons. First, the Model'~ sponsors have 
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argued consistently that the data Is highly accurata. It this Is true. 

then 8 few surrogate polnta should not make a difference. Second. 

they are wrong In asserting that placing surrogate points on the 

boundary of 8 CB Is conservative (I.e .. leads to higher oosts). Ptaclng 

surrogate locations on the border could either Increase or decrease 

the length of an MST. This It Illustrated In the following f~gures. 

Agure 1 depicts the actual locations of a hypothetical group of 

customars, with the MST for these locations. The length of tho MST 

for the actual locations Is 6.8 miles. 

Figure 1 

Now suppose that the rightmost location, labeled A In F~gure 1. is not 

known, and a surrogate location, labeled S. In Figure 2 Is used. 
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Figure 2 

.................... 
.• . .. 

! . ..· 
. .· . .................. 

TO,e MST with this surrogate locatiOn is 6. 7 mtles long - less than 

when the aduallocatlon Is used. As Figure 2 111ustrates. the MST with 

surrogate polnta placed on the border can be shorter than the MST 

with the aduallocatlons. contrary to the sponsots statement 

A related poln\ also can be Hlustrated. Placing surrogate polnla on the 

border does not simply extend or shorten some llnos Within the MST. 

The prooadure can change the entire shape of the MST. In Figure 3. 

In addition to the previous point. the bottom-left location (A') Is not 

known and. therefore. Is replaced by a surrogate locaUon (S') on tr•e 

border. as represented by the sttipod point Tho MST with this 

surrogsta location Ia oornpletely different (and again ~hotter) than the 

MST with the aduallocatlons. 
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REVISED 

Contrary to the sponsors' statement, nothing can be said about the 

effect on the dlstn"butlon netwonc length of ptadng surrogate points on 

the border. 

(vi) AT& Tis COIT8Ct that the MST Is not the minimum amount of cable 

that ls needed to connect customers. In fact, the minimum distance 

of a dlstributloo plant network Is believed to be much grestsr than the 

MST. The MST should be used only as en absolute lower bound. 

The line segments of an MST run directly from oM point to another. 

They do not account for geographical obstscJes such 8S rivers. 

swamps, lakes. or freeways. Further, they do not acoount for right-of· 

way issues and building permitS. The MST ls calculated using airline 

mnes (tho straightest dlstsnce between points). Thus, the MST does 

not represent the actual amount of cable (route miles) that would be 
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REVISED 

required to connect the customers given geographical features. 

WHOSE COSTS SHOULD A COST MODEL ESTIMATE - THE 

INCUMBENT CARRIER OR A HYPOTHETICAL CARRIER? 

To answer that question, one needs to remember that In the end the 

prices generated are Intended to mimic the effects of compelltlon. 

The short answer to this question Is that It must be the costs of the 

lncufllbqnt LECs that are estimated, not those of a hypothetical firm, 

which Is what the HAl Model does. 

There are two reasons for this, both of which come from 

understanding how prices and costs Interact In competttlve mari<ets. 

The first role a price serves is to reiJon the use of existing facilities. 

For Instance, If one does not want lhe existing facililies lo be 

overused, the price must be set high enough. Similarly. If a facility Is 

not to be underulililed, the price musl be set low enough. Consider 

lntemet access. If lntemet access was suddenly free, there would be 

an dxcess of callers and access facilities would be overloaded. The 

ln1emet Service Provider ("ISP•) would either have to increase the 

number of access lines or raise prices, Increasing the number of fines 

would require time and could only be done In the long-run. Moreover, 

If the price Is too low, the ISP wlll have no Incentive to Increase the 

number of access lines because it will never recover its Investment 

In the short-run, the provider would have to use the price of access as 

a control to ration the use of Its facilities. Otherwise, there would be 
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no lntemet services available even If people were paying for ll 

Therefore, when It comes to rationing current resources. the 

Incumbents' costs are the relevant ones. 

The second role that prices serve Is to signal the need for entry or 

expansion of facilities as alluded to above. If the price that correctly 

rations existing facilities Is much above cost. then the solution is not 

to lower that price by flat or regulatory mandate but to expand the 

facilities and allow competltlon to drive the price down. A price above 

cost signals new facllitle&-based providers to enter lhe marl<.et. Again, 

the relevant cost hera Is the Incumbent's cost For example, consider 

that the Incumbent's economic costs are 20 percent higher than the 

costs of a potentJal entrant. Pricing at the Incumbent's cost leaves a 

gap that gives a new entrant the ability to enter the marl<.et, begin 

production, end compete the price down. 

If regulation attempts to anticipate the marl<.et by ordering that the 

prlco must be set equal to the Incremental cost of a new, super· 

efficient entrant, there wfll be two unintended consequences. First, 

the super-efflclent carrier now has no Incentive to enter since it would 

only make, at most, a normal rale or retum on Investment. The 

investors wflllook to enter another marl<.et where the retum is higher 

than normal. Second, the customers will not get the benefits this new, 

super-efficient provider might offer. Although rate p11yers might hElVe 

lower rates, this will be on lnefficlenl outcome because tho price no 
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longer correctly rations the use of the exlstlng system. Thus. the 

relevant coals on whk:h prices should be based are the forward­

looking costs of the Incumbent finn. To Its many failings, add that the 

HAl Model does not even attempt to measure the costs relevant to tho 

question here: the actual costs of GTE Florida's networil. Instead, it 

generates generic "proxy" costs, based Upo!'. an entirely hypothetical 

and futuristic telephone networil that does not reflect the likely costs 

or engineering characteristics of GTE Florida's forward-looking local 

networl<.. Thus, at best. one could say thet the HAl Model attempts to 

measure the cost of a hypothetlciJI LEC. 

ARE THERE ECONOMIC CONSEQUENCES ASSOCIATED WITH 

I'Y:ODELING THE COSTS OF A HYPOTHETICAL CARR.IER 

INSTEAD OF THE COSTS OF THE INCUMBENT CARRIER? 

15 A. An Incumbent LEC, such as GIE Florida that Is forced to ;>rice 

16 products below their efficient eco~ costs. cannot possibly survive. 

17 Ironically, the Incumbent LEC would end up cross-subsidizing 

18 alternative telecornmunlcatlon providers. thus facilitating uneconomic 

19 entry by Its rivals. 

20 Q. DOES THE HAl MODEL CORRECTLY APPLY THE CONCEPT OF 

21 THE LONG-RUN? 

22 A. No. The second fundamental flaw HAl 5.0a suffers from Is an 

23 Incorrect understanding and applicatlon of the concept of the long-run. 

24 

25 

Unlike the concept applied In the HAl Model, long-run does not refer 

to a period of time. Long-run is an analytical concept that answers 
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the foCcwlng questlon- What are the costs of a firm producing foday's 

output with today's technology at today's prices under the assumption 

that the firm was freely able and Instantaneously able to vary all of Its 

Inputs so as to mlnlmlze cost? Sometimes. we economists refer to 

thls very loosely as a period of time, most often when teaching 

principles of economics, because it is easier for students to think 

about. Nonetheless, the HAl Model supporters v.-ould have you think 

that extrapolatJng historical changes far into the future and using 

those future extrapolations as the "forward-looking· cost is a correc1 

application of the long-run concept. This is simply not correct. 

Historical changes In network operations expenses already contain 

the effects of changes In Input prices and changes In technology. By 

extrapolating these historical changes Into tho future, the HAl 

modelers tan to hold either the pricas or the current technology 

constant. This is not long-run. Further. tt demonstrates a complete 

misunderstanding of the concapt by confusing a didactic davies for 

teaching economlc principles with a professional oconomlsfs 

analytical tool. For these and many othar reasons as pointed out In 

the actached Anolysls, the HAt Model violates sound economic 

principles and should not be considered a valid cost model. 

MR. WELLS CLAIMS (AT PAGE 14 OF HIS DIRECT TESTIMONY) 

THAT "A CONSIDERABLE AMOUNT OF VALIDATII)N OF THE 

OSP PORTION OF THE HAl MODEL HAS TAKEN PLACE." ARE 

YOU AWARE OF SUCH VALIDATIONS? 
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No. WhUe I strOngly support the modelers' attempts to validate their 

model. I have nol seen any formal verification of any validation 

attempts of the OSP portion of the WiOdel. First. Mr. Wells (at 20) 

claims that Mr. Fassett. an HAl engineering team member, collected 

vallde1ion numbers on the Model's default values. As pomted out in 

the attached Analys}s and the testimony of Mr. Murphy, this analysis 

waa fundamentally flawed and contradicts the Model's numbers on 

several occasions. SetOnd. Mr. Wells lists his own efforts for the 

design of 10 CBGs In Georgia aa validation of the accuracy of the 

model. Thl& study was performed on a prior version of the Model and 

Is not applicable to HAl 5.0a. I have not seen a similar analysis for 

this version of the HAl Model. Further. as I have pointed out In my 

testimony In other states, this analysis (after tne correction or a 

mathematical error) did nothing more than confirm our findings that 

the Hatfield Model (as It was called at the time) did not provide 

sufficient outside plant. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY 

Yes. 

25 

l 



2 019 

1 GTE FLORIDA INCORPORATED 

• 2 DIRECT TESTIMONY OF FRANCIS J . MURPHY 

3 DOCKET NO. 980896·TP 

4 

5 I. INTRODUCTION AND PURPOSE OF TESTIMONY 

6 

7 Q. MR. MURPHY, PLEASE STATE YOUR FULL NAME, EMPLOYER 

8 AND BUSINESS ADDRESS. 

9 A. My name is Francis J . Murphy. I am employed as the President of 

10 Network Engineering Consuftanls, Inc. rNECi-) ~ted at 5 Cabot 

11 Place, Suite 113, Stoughton. MA, 02072. and 2033 North Main Streot, 

12 Suite 3906, Walnut Creek. CA. 94596. 

t) 13 

14 Q. PLEASE STATE THE CAPACITY IN WHICH YOU ARE EMPLOYED 

15 AND YOUR EDUCATIONAL AND EMPLOYMENT EXPERIENCE 

16 AND QUAUFICATIONS. 

17 A. I am a conw!cant spedllllzing In financial analysis and service cosbng 

18 as they relate to tha tefeoommunlcations Industry. RecenUy. I 

19 submitted testimony and testified before the Alabama Public Service 

20 Commission, the Nebraska Public Service Commission. the South 

21 Carolina Public Servloe Commission and the Texas Public Utdllles 

22 Commission regarding the HAl Model, Relea5e 5.0. I havo tostlfled 

23 on behall of GTE relative to tho Hatfield Model, Vof'lllon 3.1 In 

• 24 proceedings before the Public UUiitles Commission of the Stole of 

25 Hawaii, the Washington Utlllties and Transportallon Commission and 
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the ~Mexico State Cocpotation Commlsslon. Also. I have testified 

fOf GTE befOfe the Oregon Public Ut.drty Commission in response to 

AT&TIMCI's Non-Recurring Cost Model. Before forming NECI, I 

worited for Financial Strategies Group (rSG) on behalf of its client, 

Pacific Bell. I was a deponent representing Pacific Bell In the 

California Public Utilities Commlulon's (CPUC) OANAD proceeding. 

relative to Pacific Bell's Avoid&<! Cost studies In June 1996. I 

submlned Jl(&'fded. rebuttal testimony in the same proceeding in June 

1996 and egain In Oclober 1997. In the same proceeding, on March 

18,1997, I fled a Dedaretion with the CPUC relStive to an analysis of 

the Hatfield Model, Ve~ion 2.2.2 that I had directed. t also filed a 

Supplemental Declaration relative to the Hatfield Model, Ve~ion 2.2.2 

with tho CPUC on April 15, 1997. 

I worited In the telecommunications Industry. with NYNEX 

Corporation, f()( over 25 yea~. In my last NYNEX position. I was a 

Staff Director responsible for the costang of lntemate services. 

including bolh recurring and non-recurring cost studies for new and 

exlsting services. and for calcutabng product specifac exogenous costs 

for use in FCC Price Cap Filings. Previous to that, I was responsible 

for calculating and reporting interstate rate of return results to the 

FCC. I was also e Network Manager with notworit operations and 

budget responslbUitles that Included central office operations. 

lnterotflce facUlty operations, cuatomer preml.aoa ln1tollation and 

maintenance opera11ons. test center operations. and project 
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1 management. I have attended numerous technical, managormnt, 

• 2 and service cost related courses. Including Bellcore sponsored 

3 service cost development, and separations and settlement courses. 

4 I received a Bachelors Degree In Business Management from Boston 

5 College In 1986. 

6 

7 Q. WHAT IS THE PURPOSe OF YOUR TESTIMONY? 

8 A. The purpose of my testimony is to offer an engineenng crilJquo of the 

9 HAl Model, Version 5.0{a) {"HAl Modot.· "Model." or "HAl S.Oa"). This 

10 critique was jointly developed by National' Economic Research 

11 Aaaoclatea {"NERA") end NECI. My testimony consists of both the 

12 report attached to Dr. Tardiff's testimony (Exhibh T JT-2). entltlod "An 

• 13 Anatysi~ of the HAl Model Ro/oo$0 S.O{or iAnoly~i~). which 1om 

14 jointly sronsoring with Dr. Tardiff, and tho questions and answers 

15 presented here. Exhlbl1 TJT-1 to Dr. Tardiff's testlrnony is a modtfiod 

16 copy of the Table or Contents from the Analysis. The purpose of 

17 Exhibit T JT -1 Is to assist the Commission and counsel In directing 

18 their questions regarding the Analysis to Dr. Tardiff or myself as 

19 appropriate. In addition, I wm spoelfically respond to the testimony 

20 filed by Don J. Woo4 on behalf of AT&T Communications of tho 

21 Southem States. Inc. and MCI Telecommvnicatlons Coqloration, and 

22 tho testimony of James W. Wells filed on behalf of MCI 

23 T eloc::ommunlcations Corporation. 

• 24 

25 Q. PLEASE SUMMARIZE YOUR TESTIMONY. 

3 



2022 

1 A. Over th& past several months. we have extensively analyzed and 

• 2 evaluated various versions of the HAl Model In order to determine 

3 whether the Model Is appropriate to use in establlshrng universal 

4 service obligations 01' in estimating costs or prices for unbundled 

5 network elements. Based on our review of the HAl Model, includrng 

6 tour review of Version 5.0a. we have concluded that HAl 5.0a, like its 

7 predeces1011, Is subjod to a myri 1d of economic and engineering 

8 flaws that are so severe as to render the Model unusable fOI' its 

9 Intended purpose. Accordingly. we recommend that this Commission 

10 not adopt HAl 5.0a as a means for determining the cost of providing 

11 baslc local tolecornmunicatlons serviCe for universal service support 

12 purposes • 

• 13 

14 Q , IN YOUR OPlNION, IS THE NETWORK PRODUCED BY THE HAl 

15 MODEL CAPABLE OF PROVIDING TELEPHONE SERVICE TO 

16 AU CUSTOMERS? 

17 A. Definitely not The networlt modeled In HAl 5.0a Is fraught with 

18 shortcomings end unrealistic engineering assumptions. Drops do not 

19 reach hooses. 1he loop plnnt Is lnsuffldenl to connect aU subse~Ulers 

20 to the appropriate wire centers. The Model produces less than one 

21 half of the trunks necessary for GTE to proVIde telephone service to 

22 Its customers In Florida. Customers In rural areas may not have 

23 access to advanced services. Tho Investment and expense 

• 24 associated wi1h awttchlng Is Insufficient to ensure customers have 

25 telephone service that Is not sub)oct to blockage. Tho networlt will not 
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functlon because power Investment Is severely undenl!!ted. There 

Is no power investment in tho Model fo.r tandems, for the buildings In 

which switches reside, for transmission equipment found in wire 

centers or for the back-up power needed to ensure uninterrupted 

telephone service. The HAl ll:odel uses unrealistic sharing 

assumptions and a structure mix that lavors tho placement of aerial 

cable, despite the fact that forwurd-looklng network architecture 

favors the placement of buried and underground cable. The network 

produced by HAl 5.0a cannot le tested because there is no 

investment in the Model to provide such funCtions. The land oncl 

building Investment in the HAl Mod( is not sufficlent to house the wire 

centers In the Model. Telephone s Jrvi.ce cannot be provided to new 

customeq on tho HAl network whc• require service In a short period 

of time because the HAl Model cloes not contain sufficient spare 

capacity to accommodate growth 1 uicltly. The network modeled by 

HAl would require signiflcant invo!otment and eKpense ouUays on a 

going forward basis every time tcr ephone service Is needed to be 

pro\flded to another subscriber. Our Analysis discusses all these 

issues. a·nd more, In greater detail 

II. RESPONSE TO MR. WOOD'S TESTIMONY AND CRITIQUE OF 

THE HAl MODEL 

DO YOU AGREE WITH MR. WOOD'S CONTENTION CONTAINED 

ON PAGES 11·12 OF HIS DIRECT TESTIMONY THAT THE HAl 
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MODEL COMPUES WITH THE FCC'S CRITERIA FOR STATE· 

CONDUCTED ECONOMIC COST STUDIES? 

No.I do noL On the contrary, HAI5.0a laBs to satisfy nearly aU of the 

ten cfiteria artlculated in the FCC's May 7. 1997 Universal Service 

Order. Appendix B of Exhibit T JT-2 attached to the testimony of Or. 

Timothy Tardiff provides a delafled analysis of the HAl Model's laUuro 

to comply with tho criteria set forth by the FCC. 

9 Q, MR. WOOD STATED ON PAGE 13 OF HIS DIRECT TESTIMONY 

10 
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25 

A. 

THAT THE HAl MODEL • 1s CAPABLE OF p'ROVIDING ACCESS 

TO ADVANCED SERVICEs.· DO YOU AGRE£ WTTH MR. WOOD'S 

ASSESSMENT OF THE MODEL'S CAPABIUTlES IN THIS AREA? 

No. The HAl Modal does not properly design o networll that Will 

eccommodatt. advanced sorvlcos. because the network utilizes 

copper loops as long as 18,000 feet. Recent RBOC press releases 

announcing ADSL deplo)'ment plans indicate that only homes w1thin 

one to two miles of tho telephone company's central offices will enjoy 

maximum pcrformanee. Wrth copper cable lengths as long as 3 5 

miles, the networit dealgned In HAl 5.0a will Impede the provision of 

such services to many rural customers in Florida and consequenUy 

violates the FCC's "advanced services" criteria. 

In addition, In both HM 4.0 and HAl 5.0a, the HAl mooelors roplacod 

coaraa gauge, loaded loop technology to pro~e aervtce beyond 

18,000 feet with mpoot·fod conventlonal T1 -dl{jltal carrier As 
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1 discussed in the Analysis attached to Or. Tarditrs testimony, 

• 2 conventional copper-based T1 digital earner is a 1970's technology 

3 that requires special design and cable conditlomng to fune1Jon 

4 properly, especially when usod In the small copper cables used by 

5 HAl 5.oa. Copper T1 carrier Is not d fOI'Ward-looklng technology, and 

6 should not be used In a model Jll rportlng to estimate foiWard·looklno 

7 CQ3~. lndoQd, Mr. Wood has previously recognized that, "foiWard-

8 lookW1g OLC architectures euume the use of fiber optlc transmission 

9 tacilties." (Supplemental Olrec:t TestimOny or Don J . Wood on Behalf 

10 of AT&T Communications or the Southern States, Inc. and MCI 

11 Telecommunications, Inc .. Before the Nolth Caroline Publoc Ullht1es 

12 Commiss.ion, Oock.et No. P100, SUB 133d, February 16, 19fl8. 

• 13 Footnote 1 ). lo!AI 5.0a's use of T1 over copper vlololos this fOIW9rd-

14 looking DLC architecture. 

15 

16 Q , IS THE HAl MODEL CAPABLE OF ACCOMMODATING GROWTJol 

17 IN ADVANCE.D SERVICES IN A COST -€FFECT1VE MANNER? 

18 A. No, it Is not. Copper T1 carrier IS not the pn~ferred technology to ~ 

19 a .;commodate the expected growth In demand for advancOO servlcGs. 

20 A fofwatd looking model should account for the demand for advanced 

21 services that will rlao groaUy In tho near futuro . HAl 5 Oa designs a 

22 networll with serving areas served by copper T1 carrier, rather than 

23 fiber optic cable. When the demand lor advc1nce serviCes In o seMno 

• 24 area exceeds the capecity or Its copper T1 earner, the only way to 

25 accorrvnodato ony increase In demand will be to lay more copper T 1 
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wire. S11ch a practice would bo a lime consuming and expenalve 

undertaking. II the serving aroa had properly been designed with 

fiber optic cable, any rise In demand fo r advanced services could be 

IICCOI'IVTIOdated simply by changing the electroniC eQUipment on either 

end of the cable - a more cost effective end forward-looking 

approach. 

8 Q . SECTION 2.4 OF THE HAl MODEL DESCRIPTION AlTACHED AS 
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A. 

EXHIBIT DJW-2 TO DON WOOD'S DIRECT TESTIMONY STATES 

THAT, " HAl 5.0a LAYS ITS DISTRI BUTION PLANT DIRECTLY 

OVER THE ACTUAL lDEimFIED LOCATIONS OF CUSTOMERS." 

DO YOU CONCUR THAT THIS IS HOW THE HAl MODEL 

FUNCTIONS? 

No. The actual customer locations are not passod to the HAl Model 

with the duller database created In preprocessing Therefore 11 Is 

lmpossibfe fOf the Model to plaoe plant directly over actual customer 

locations. To make matters worse. the Model's distribution module 

does not follow standard distribution area design practlces in the 

determination of cable layout or size. 

21 Q , DO THE CLUSTER SIZE ENGINEERING CRITERIA LIMITATIONS 

22 INTRODUCED IN HAl 5.0a MEET ?REVIOUSL Y DEFINED FCC 

23 CRITERIA FOR FORWARD-lOOKING COST STUDIES? 

24 

25 

A No. The FCC, In iU Universal Service Order. has preaCilbe<f certain 

criteria for universal service ooat studies. Speclr.cally. the FCC has 

8 
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stated thai . "the cost study or model must Include the capability to 

examine and modify cn1lca.l assumptions and engineering prindples. • 

Cluster design is critical to properly engineering the loop distribution 

networit. HAl 5.0a's duster design process Is performed outside the 

Model and Is not avaiable fot examination 01' modrf1C8tlon by the user. 

7 Q . SECTION 5.5.1 OF THE HAl MODEL DOCUMENTATION 

8 ATTACHED TO MR. WOOD'S DIRECT TESTIMONY AS EXHIBIT 

9 DJW·2 STATES THAT THE CLUSTER DESIGN CRITERIA USED 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

BY THE HAl MODEL CONSTRAINS THE RIGHT ANGLE 

DISTANCE FROM THE CLUSTER CENTROID UNE SIZE TO 1,800 

UNES. DOES THE HAl MODEL FILED IN FLORIDA ADHERE TO 

n1ESE CLUSTER DESIGN PARAMETERS? 

A. No. the Model in fact violates tho engineering standards listed In lhe 

Model Description. Wnen \he HAl Modal is run for GTE in tho stale 

of Florida, the resutls produce 254 clusters that have greater lh.Jn 

1800 lines and 55 clusters that violate the 18.000 foot distance 

limitation. 

20 Q . WHAT EFFECT DO THESE FLAWS HAVE ON THE NETWORK 

21 PRODUCED BY THE HAl MODEL? 

22 A. The reaull!l produced violate the enginoonng standards that are tho 

23 foundation of the HAl Model- standards that according to Mr. Wolfs 

24 

25 

are "necessary and reollstJc limitations on CSA design to ensure the 

quality service Florida customers expect and the FCC Order requires·. 

9 
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1 (Direct Testimony of James W. Wells, Jr. on Behalf of MCi 

• 2 Telecommunications Corporati?n filed August3. 1998, at 7). In fact. 

3 the service that would be prov1ded to Florida customers over a 

4 notwolil based on tho HAl Model aro oven further degrade.:: duo to 

5 the HAl modelers' use of arbitrary Carrier Serving Area (CSA) slzo 

6 limitations that violate tho irdustry standard CSA parameters. (Sao 

7 Analysis Appendix A, Section A.2). 

8 

9 Q. AREN'T THEBE PROBLEMS RECTIFIED IF THE HAl "LOCAL RT-

10 MAXIMUM DISTANCE" INPUT IS CHANGED FROM 111,000 TO 

11 12,000 FEET? 

12 A . No, they are nol The engineer.ng parameters are hard-coded In tho 

• 13 PNR Clustering software that is part of the proprietary praprocess.ng 

14 stage used to develop Input data for the HAl Model. As such, they 

15 are not available to the user for modiflcatlon WhUe the user 

16 adjustable Input for tho Local RT • Maximum Dlstan:<~ car be 

17 c.Mnged within the HAl Model i1self, Ute results produced ere suspect. 

18 The serving &rea size thai was defined In the PNR Clustenng Process 

19 remains unchanged. Ills optimized for maximum copper lenglhs of 

20 18.000 feet, no maner what input value Is chosen by the user. The 

21 results are further suspect because of the HAl's continual problem of 

22 faUing to place the minimum amount of cable neoossary to connoct all 

23 customers In a cluster. As described In the Analysis attached to Or . 

• 24 Tardlfl's testimony. a study of HAl produced cable lengths In 

25 Minnesota. Texas, and Washington show that the Model faUs to place 

10 
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1 

2 

3 

4 

the proper 6mount of cable, especially In rural areas. Once AT & T 

produces the data that wdl allow us to ronduct a study In this 

proceeding, we fully expect to find similar results In Florida. 

5 Ill. RESPONSE TO DIRECT TESTIMONY OF JAMES W. WELLS 

6 

7 Q, ON PAGE 4 OF HIS DIRECT TESTIMONY, MR. WELLS HERALDS 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

HIS EXPERIENCE AND CREDENTIALS, AND THOSE OF THE 

OTHER HAl ENGINEERING TEAM MEMBERS, A S PROOF THAT 

THEY HAVE CORRECTLY DETERMINED INPUT VALUES FOR 

OUTSIDE PLANT COSTS. DOES THAT EXPERIENCE GIVE YOU 

ANY CONA DENCE IN THE INPUT VALUES FOUND IN THE HAl 

MODEL? 

No, quite the oppo~he. Essentially, Mr. Wells Is telling the 

Commission to •just trust us: which, quite Ironically, Is a critlclsm that 

the HAl proponents h3ve levied against the ILECs in a number of Co.lSt 

proceedings The ptatfonn design o f the HAl Model and the 

overwheltring rrojurity of its Input values are based upon the ·expen 

opinions• of its developers. Including the engineering team of which 

Mr. Wells Is a member. In HAl S.Oa, a very h!gh percentage of the 

user-adjustable Inputs are baaed upon the opinion of the engineering 

team and Model developers rather than on err.plrlcal data (which In 

many cases was collected by the engineering loam). This is 

remarl<able given the fact that there exists a wealth of empirical data 

from which the pta11onn and Inputs could have been developed. 

11 
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10 
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12 

13 

14 

15 

16 

Q , 

Model developers chose lO ignore empirical data and instead roty on 

opinion based Input values that would ensure the HAl Model 

produced desired resulta. 

Input values used in a cost model should reflect •an eiCBmlnallon of 

the current cost of purchasl09 facilities and equipment practices." 

(FCC Universal Service Report and Order. May 7, 1997. Paragraph 

250(3)). The HAl ·expert opinions· ara not supported by omplncel 

data - and are often contredictod by h. Regardless or the "collective 

experience· of the engineering team, the fact remains that the 

empirical data the e09ineerlng team gathered repeatedly Impeaches 

the team's • expert opinion." 

COULD YOU PROVIDE SOME EXAMPLES OF "EXPERT 

OPINIONS" THAT ARE IMPEACHED BY THE EMPIRICAL 

SOURCE DATA? 

H A. There are numerous examples lO which I could cite. I have hsted a 

18 few 81C8mples b&low. 

19 

20 Trunk Ports · The $100 trunk pol1 value Is a perfect eiCBmplo of this 

21 reliance upon •expert opinion" Instead o f empirical data. The aource 

22 lor the trunk port Investment of ~ 1 00.00 per end found in tho HAl 

23 Modal is fntllsted as, "AT&T Capacity Cost Study.· ~ HAJinpul$ 

24 

25 

Portfolio 5.oa. Section 4.5 .4 , attached to Mr. Woor!s Oiroct tosurnony 

as OJW-3 (herelnaller "HIP")). The value for a trunk pol1 In thla 

12 
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13 

14 
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16 

17 

16 

19 

20 

21 

22 

23 

24 

25 

source document lillod by the HAl developers Is in fact $275.00 per 

end. (A Stl.ldy of AT&T& Competitors' Capacity 10 AbsOib Rapid 

DefTIIJnd Growth, June 20. 1990, Page 7). Rather than offer any 

explanation of wtly the value used In the Madella $175.00 lower than 

Its listed source. tho developers resort to their *judgment." (HIP, 

Sadlon 4.1.4 ). In addnlon, tho NBI study used by Model developers 

to calculate switching oosts, contains a trunk port oost of $305. \US 

Central Office Equipment Marl<et Database." Northam Business 

Information, 1996 Database. Exhibit 3-37. Page 89). This empirical 

data Is also Ignored by Model developers in iavor of a lower Input 

value based upon ·expert opinion." 

prop Lengths -Mr. Wolfs' onglnaorfng team received several quotas 

oonoemlng drop length. tho shortest of which was 75 feet. The HAl 

Model, however, assumes o drop distance of 50 feet In high density 

zones. The inpcJts portfolio for HAl S.Oa Indicates that its assumptions 

about drop length are based upon the most recent Bellcore 

nationwide study of 11ctual loop lengths, which shows that the avef1100 

drop length Is 73 feet However. the average calaJiatod drop length 

In the HAl Model for the oompanles Included in the Bolloore aurvey 

Is only 83 foot. When Joseph Riolo, one of the engineering team 

members, was recenUy asked In Howall why the rtAI Model has an 

average drop length of 63 foot. wtlen the Bellcore study show~ an 

average of 73 feet, his only justification for tho lower figure was that 

the HAl engineering team had 'Well aver 200 years of experience." 

13 
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(Testimony of James Riolo on Behalf of AT&T. before lhe PubliC 

UWHles Commission of lhe State of Hawaii, Docket No. 7702. 

Octobe.-15, 1997, Tr. at 1584-88). Not surprisi • .gly. Mr. Riolo was 

unable to quantify how many years of e.xperience lhe RBOCs had. In 

any event, the point Is simple: emplticel data drawn from the Industry 

should not be rejected In favor of the biased speculation of aeveral 

roUrod engineers. Once again, lhe englneerirl{l team's own empirical 

data - bolh the aurvoy responses and the Bellcore study - Impeach 

its expert opinion. 

D1oila! Looo Colliers • The $5.00 per line DLC offset for Integrated 

Digital Loop Carrier (IDLC). discussed In the Analysis al1ached to Dr • 

Tardltrs te.sUmony, Is another example. When this offset was Ora\ 

introduced In the HAl Model. Its value w as S35. With dlfferenl 

veralons of !he Model. lhls value was decreased downward to $5.00. 

Since ita Inception. Model developers have not been able to offer any 

substantiation for the figure ilself (or Its significant reduction) other 

lhan the fact lhat it is an "HAl asllmate." (HIP, Section 4 1.7) 

Notworts Ooora!loos Eaggr • The attempt on the pan of the HAl 

developers to nnd vallda!loo for lhe Networll Operations Factor found 

In the Modalis another example of developen~' usa of ·oxpen opinion" 

wtlen all else fails. Wrth the evoluUon of each verslon of lhe Model. 

developers offered a different explanaUon for lhe valldaUon and 

source of the 50% redudlon 1n lhe NDtworll QperaUons F'actor. (See 

14 
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the Analysis attached to Dr. T ardift's testimony lor a more detailed 

explanation). When the developers ran out ot potential empirical 

explanations, they opted again to rely solely on •expert opinion." 

Sucf&ce Texture Mul!iollem • The input values lor ·surface texture 

multipliers" used by Model developers are also no1 supported by !he 

empirical data gathered ty the •engineering team." The data 

gathered by the team indicates that the cost of plowing an dafficult 

terrain was on average 60% higher than plowing In desirable soil. 

These higher costs. found In the contractor' bids solicited by the 

engineering team, were not reflec1ed in the input values (they 

assumed only a 20%-30% Increase In costs). Rather, HAl modeler, 

cited their source tor the Inputs as "Discussions with excavatiOn 

contra elOra who routinely perform work on a variety of soil cond~lons." 

(HIP, Section 6.5). 

Power lnyostmont - Like many inputs in the Model, the source lor 

power relatlld Investment values is tho ubiquitous "HAl Associalt's 

Eatlmate." (HIP, Section 4.2.3). HAl oevelop'lrs pemlst in basing 

their power Investment estlmates upon "expert opinion" ralher than 

empirical data. deaplto the tact that the primary soonsor of the Model, 

AT&T. has Ita own mode4 which Includes power lnve31ment estimates 

algnlflcantly In excess ot that used In the HAl Mr.jel. (AT&TIMCI 

Collocation Model. Voraion 1.2. Before the PubliC Ulllilies Commlnlon 

of State of California, Docket Nos. R. 93-04-003. 1.9341.002, 

15 
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September 15, 1997). The Inaccuracy of HAl Model S.Oa power 

Investment calculatlons Is discussed in detail in the Analysis. 

4 Q , MR. WELLS STATES ON PAGE 14 OF HIS DIRECT TESTIMONY 

5 THAT MINPUT VALUES HAVE BEEN VAUDATED BY 

6 CONTACnNG A VARIETY OF MATERIAL VENDORS AND 

7 CONTRACTORS OF OSP SERVICES." DO YOU AGREE WITH 

8 

9 

10 

11 

12 

13 

14 

15 

16 

11 

18 

19 

A. 

MR. WE.US' STATEMENT REGARDING THE INPUT VAUDATION 

PROCESS? 

No, I do not. As shown above, the engineering' team collocled some 

empirical data relating to their "expert opinion" based input values. but 

In many cases Ignored that data because it was unfavorable to their 

sponsors. This Is extremely problematic because it ensured thot 

Model developers were able to use Input values that would produce 

lower costa than would have been produced if actual empirical data 

(In many cases their own empirical data) was used. If the engineering 

team had truly been Interested in validating their in lUI values wrth 

empirical data, many of the Inputs would have been •ncreased. 

20 Q , WHAT DO YOU THINK WOULD HAVE BEEN THE PROPER WAY 

21 TO DETERMINE DEFAULT INPUT VALUES? 

22 A. As a threshold mattar, defauN values should not be used as the basis 

23 

24 

25 

for calculatlng tho cost of baste local telephone s<~rvlco. The Input 

values chosen for any cost model should reflect the actual costs 

lncurTed by • company for tho study area In question. Wtth that 

16 
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19 

clarif1C8tlon, the proper method to develop default Input values would 

be to objectively gather actual, reliable data on outside plant costs 

before setting any values, such as the "Best of Breed" approach that 

was used to det.ermine the Input values in BCPM. Dr. Robert Mercer. 

one of the primary developers of the HAl Model. concurs with this 

approach. During recent hearings in Pennsylvania, Or. Mercer 

testified that It would be methodologically correct to use average ILEC 

costs in setting default values. (Testimony of Dr. Robert A. Mercer on 

Behalf of AT&T, Before the Public Utility Commlssion of the 

Commonwealth of Pennsylvania. Docket No. 1.0094035, October 23. 

1997, Tr. et 3382-84). Dr. Mercer went on to testify that average 

costs based upon aclual telephone company expenditures would be 

acceptable because they "already roprosont tho kind of lower bids 

that a telephone company would expect if It thought a contractor was 

qualified." (ld. at 3384). Or. Mercer correctly surmised that tho ILECs 

engage In competltive bidding practlces, and. as such. low industry 

prioes. I agree with Dr. Mercer that input values based upon actual 

ILEC data provide meaningful estimates of forward-looking costs. 

20 Q. MR. WEUS CITES THE WIDE RANGE IN POLE PRICES AS 

21 

22 

23 

24 

25 A. 

SUPPORT FOR THE ASSERTION THAT THEIR "DEFAULT" 

VALUES CAN BE USED TO ACCURATELY CALCULATE 

FORWARD-LOOKING COSTS? DO YOU AGREE WITH THIS 

RAnONALE? 

To the contrary, tho wide range in pole prices contained In the FCC 

17 
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1 study supports the contention of GTE and many others that ttls not 

• 2 possible to calculate meaningful fOIWan:t-looklng costs using default 

3 values. The team's findin~s unequivocally support tho fact that the 

4 cost mechanism adopted by this Commission must Include company 

5 and atate specifiC Input values. and not 50inO "default" value based 

6 on the biased opinion of Modlll developers. 

7 

8 Q. HAVE THE MODEL SPONSORS ENCOURAGED THE USE OF 

9 STATE, COMPANY OR SPECIFIC INPUTS? 

10 A. No, they have encouraged just the opposhe. Tho HAl Model's 

11 sponsora have taken tha poaltlon beforo the FCC that the user 

12 adjustable default valuM must be used unless the user (including a 

• 13 State CommiSllion) has ·substantlal evidence to :support' thot onothor 

14 value Ia more corracL (Sea Comments or AT&T Corporation Before 

15 the Federal Communicat!ons Commission, CC Docket No. 96-45, 

16 June 25, 1998, Pages 6.8. and 10) These same sponsors admitted 

17 before the FCC that. 11Jn fact. the HAl Model default values ware not 

18 based on any price quotM, they were based on the judgment or a 

19 panul of oulllde plant experts wl1h almost two hundred years of 

20 colloctlve experience In the field • (Reply Comments of AT&T 

21 Corporation Regarding "Designated Input and Revenue Bonchmar11 

22 lasuos. • Be'or'e the Federal Communications Commission CC Docket 

23 No. 96-45, June 12, 1998, Page 20). 

• 24 

25 Q . DO THE DIFFERENCES IN PRICES AROUND THE COUNTRY, 

18 _j 
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1 INCLUDING POLE PRICES, ESTABUSH INE:FFICIENCY AND 

• 2 POOR PRODUCTIVITY ON THE PART OF HIGHER PRICED 

3 COMPANIES, AS MR. WELLS MAINTAINS? 

4 A. Mr. Wells simply has not provided any proof fc:.r his assertion that the 

5 ILECs are Inherently IneffiCient. In fact. market realities contradict Mr. 

6 Wells' premise, and I om more Inclined to agree with Dr. Mercer that 

7 the ILECs are paying low prices for equipment and service. 

8 

9 Q. DO YOU AGREE WITH MR. WE.LLS' ASSERTION THAT THE POLE 

10 VALUES FOUND IN THE HAl MODEL ARE IN FACT REAUSTIC? 

11 A. No. As discussed In the • Analysis," the HAl developers violated 

12 standard bidding practices In caiQIIatlng the pole costs used In tho 

• 13 Model. The developers choae a material quote from ono vondor and 

14 a labor cost from a different and totally unrelated vendor to arrive at 

15 a total pole cost. Needless :0 soy, a real-world company would never 

16 adhere to such nonsensical bidding practices. The continual attempts 

17 to find the lowMt possible Input values becomes par1Jcular1y evident 

18 when reviewing th9 hialoly of pole costs from version to version of the 

19 HAl Model. In VersiOn 2.2.2. of the Model. the cost f01 a lhlrty-ftvtJ 

20 fool pole wflhout anchola and down guys was $450.00. In HAl 5.0a, 

21 the cost for a forty fool pole Is $417.00 Including anchor:. and down 

22 guys. It Is puzzling how tha cost of a pole that Is larger and Includes 

23 anchors and down guys can be less than a shorter pole without 

• 24 anchors and down guys . HAt developers attempt to justify this 

25 puz:zfing change by relying solely on •expen opinion." 

19 
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1 PAGE 15 OF MR. WEL.LS' TESTIMONY INDICATES THAT GTE 

• 2 SUBMITTED TO THE FCC A POLE COST ESTIMATE OF S134. IS 

3 IT APPROPRIATE TO COMPARE THE COST IN THE HAl MODEL 

4 WITH THIS POLE COST FILED BY GTE? 

5 A. No, It Is completely Inappropriate. The $134.00 listed by GTE on the 

6 "'port made to the FCC includes the cost of the pole material only. 

7 and does not Include oosts of other materials. such as guy wires and 

8 anc:horl, 01' supply e~q>enses. right-of-way costs, englneenng. 

9 lnven!OI'y costs, sales tax. and '"'ighl This is discvssed In greater 

10 dotal In the Rebuttal testimony of GTE wrtneu David Tucek 

11 

12 Q. MR. WELLS SPONSORS A CHART ON PAGE 21 OF HIS 

• 13 TESTIMONY PURPORTl~IG TO SHOW OUTSIDE PLANT DEFAULT 

14 INPUT VALUES AS COMPARED TO THE EMPIRICAL DATA, AS 

15 WELL AS EXHIBIT JWW-3 FROM WHICH fT WAS PREPARED. 

16 DO YOU HAVE ANY COMMENTS ON THOSE ITEMS? 

17 A. As dlso•ssed In the Anatysl$. 1 believe the chart Is a fiction for several 

18 reasot\5. F' .. ct. we have been unable to find doc:umentatJOn for much 

19 of the data In .JWW-3. It Is ln1possible to verily that all of the pnce 

20 quotas In that exhibit a"' eCQJrete. This is especially Important 

21 because many of the quotes that cannot be verified are those that are 

22 lower than tho default values. Second. many of the quotas ronacted 

23 In JWW·3 were not obtained until aftQr tho default values for those 

• 24 Items had already been determined. We have also been unable to 

25 verily that the default values listed 1n the chart on page 21 ore CXIIT'Oe1 

20 
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For instance, the chal1hsta •deteult" values for aerial strand mounted 

blocll temlinal ('rtem #7). buried pedeslal bloclltarminaJ (rtam #8), and 

trenching ('rtems 1#21-26). The HAl Model does not contain Input 

valUes for those items. Fanally. ~appears that the chan omlta certaon 

data. (When the missing data Is Included, we find that seven. not two. 

of the doafautt Input values reflect the lowest cost received.} For 

Instance, the engineering team obtained data on the cost of aerial 

drop placement and the length of drop lines. None of that data is 

reftected in Exhibit JWW-3. and those two categories do not appear 

on Mr. Wells' chan. 

The Intended purpose :lf this exhibit- to show that tho HAl Modors 

default values ere purportodly 81% higher than the lowest estimates­

Is disingenuous in tho ex1rome. Evon tf all the data sources could be 

verified, which they cannot. tho magnitude of the 81% f19ure Is drrvan 

slgnlflcanlly by a handful or values. o.g .. "trenching in pavement woth 

rostorst: on which tho low estimates are either wrong or demonstrate 

a clear misunderstanding by the survey respondent If these incorroel 

and improbable value• W6re discarded. as they should have been by 

any cerafut modeler - or by anyone who daslrod to present a truly 

unbiased exhibit - Mr. Walls' exhibit would renee! what tho HAl 

edvocetas have admitted for months: that the HAl default values are 

et or n&8r the lowell cost estJmates. Until reconUy. englneerl~ teom 

members took the alrldant view that it was reasonable - and in fact 

required by a proper TELRIC enalysls - to use the lowest possible 

21 
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1 data polnts. (See T&lltimony of Dean R. Fassett, on Behalf of AT&T. 

• 2 Before the Washington Utlllties and Transportation Commission. 

3 Docltet Nos. UT-960369-71 , July 8. 1997. Tr. at 428. 444-45). Mr. 

4 Wells' exhibit notwithstanding. this Is oxacUy what the default values 

5 are based upon. 

6 

7 Q. MR. WEL.LS STATES ON PAGE 5 OF HIS TESTIMONY THAT THE 

8 MODEL CONFORMS TO, "SOUND LOCAL LOOP TRANSMISSION 

9 AND DESIGN PRACTICES." 00 YOU CONCUR WITH MR. WELLS 

10 ON THIS POINT? 

11 A. No, I do not. The HAl Model discards accepted practices and 

12 standards In favor of "e>.pert opinion" based engineering practices. It 

• 13 Ignores standards such as the Carrier Serving Area (CSA) and 

14 Detailed Distribution and Planning (DDAP) Guidelines 

15 

16 Q . DOES THIS CONCLUDE YOUR TESTIMONY? 

17 A. Yet It does. 

18 

19 

20 

21 

22 

23 

• 24 

25 

22 
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1 CHAIRMAN JOHNSON: Now, the exhibits we need to 

2 identify those? 

J MR. WILLIAMS: Yea. Exhibit Number 1 is s 1mply 

4 the table of contents that Mr. Murphy indicated is modified 

5 to p rovid . .! an understanding of which witness was most 

6 qualified t o t estify to which issue. Exhibit 2 is the big 

7 one, 347 pages , a nd it is entitled an ana l ysis o! the HAl 

8 Model Release S.Oa. 

9 CHAI RMAN JOHNSON: We will identify the table of 

10 contents as 69, and the analysis of HA1-50a as 70. 

11 MR. WILLIAMS: Thank you. I also move the 

12 admission o f Mr. Murphy's testimony, if that is necessary. 

ll And with that I would tender the witnesses for cross 

1 4 e xamination. 

15 CHAI RMAN JOHNSON: The testimony will be 

16 inserted. Starting with you, Mr. Melson. 

17 CROSS EXAMINATION 

18 BY MR. MELSON: 

1!1 

20 

21 

22 

23 

24 

25 

0 Good evening, gentlemen. I'm R1ck Melson 

representing MCI. 

Doctor Tardiff, do I understand that in you r 

professional opinion proxy cost models are not tho 

appropriate way to determine costs for purposes of universal 

service funding? 

A (Witnoaa Tardiff) Co•ald you cite something in my 
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testimony? 

Q Well, is that your pro!essional opinion that 

proxy cost models are not the appropriate way to determine 

costs for universal service funding? 

A I don't believe that is my professional opinion. 

My professional opinion is that you need a model that 

reasonably replicates the coots that thP provider of 

8 universal service expect to i ncur. And if the proxy co~s 

9 reasonably close to that standard, then it provides a 

10 reasonable basis for determining universal service SUPPv~t 

11 levels. 

12 Q Could you turn, please, to Page 7 o f your 

13 testimony at ~inea 5 thiough 7, and tell me what th~t 

14 statement means if it does not mean that proxy coat models 

15 are inappropriate? 

16 A Whi ch page is this? 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Page 7. 

A Lines 5 through 7? 

Q Yes, air. "However, I bel~eve that ~ompany 

specific moeels rather than proxy cost models are the 

appropriate standards to use tor costing USF and UNEa.• 

A I'm sorry, could you direct me there again. 

Q I 'm sorry. Page 7 of your testimony, not the 

attachment. Lines 5 through 7. 

A Yes. What I meant there is t hat ao r prefaced my 
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1 earlier answer that What We were trying t o do is to 

2 replicace the coacs tha t this company will actually provide 

3 and accually experience in providing service. And what that 

4 sentence says is that a company specific model will do a 

S better job than a proxy model. But to che e xtent that's not 

6 available and a pro xy model forms ' reasonable basis. a 

7 pr:aetical tool i s better than no t ool at all in that 

8 situation. 

0 And. of the two proxy models that have been 

present in this proceeding. th" HAl and BCPM, do I 

understand that you prefer the BCPM because ito results a re 

closer t o GTE'& actual numbers than the results o f the 

Har.ficld model? 

9 

10 

ll 

12 

13 

l4 A Tha.t i s one reason. Other reasons have to do 

15 with specific design issttes, but this is th" issue of 

16 external validity and clear ly the BCPM does a better job on 

17 the external validity tests that I'm proposing on this same 

18 page than does1 the Hatf ield model. 

19 0 And! when you say that BCPM better predicts o r 1o 

20 cloaer to GTE's his toric costa than Hatfield, do you mean 

21 historic costa as reported on ARMIS, is that correct? 

22 A Yes. This is a comparison to common cost 

23 categories, ARM1S versus model output . 

24 0 That tells you noth1ng about which is a beLter 

25 predictor of f orward-looking coats for building an efficient 
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1 network using ,a eeorehed nodi' approach, is t nat correct? 

2 

3 

4 

s 

6 

1 

8 

g 

10 

ll 

12 

13 

A No, I disagree, I chink it cello you a lot. The 

basic premise that GTB and other companies are providing 

service today, they have certain i ncentives to be efficient , 

and, you know, like we have done in a lot of pricing 

decisions, th&t fortn11 " much better etarting point than some 

speculation that you can be twice as efficient. So I 

disagree with the question. I think it 's a very good basis 

for comparing models. 

Q And if you had your choice and did not uoe a 

proxy coot model, what t ype of model would you use ! or 

determining costs for USF purposes, i! you weren ' t 

constrained by the atatute? 

14 A Well, you know, it depends on the details of the 

15 program. I mean, 1f one is just to determine the shortfal l 

16 in today's prices against coste , and t horo was ~ need to do 

17 it on a forward -looking baeis, 110 I said uarlier, a company 

18 specific cost. :>.!del would be the beat estimate of the niz,e 

19 of tho fund . You gee a complicat ion as the program gets 

20 more geographic speci fi c, mor e geographi c speci f ic where you 

21 want to t arget tho particular areae, and there you might 

22 have to come u,p with some kind of hybrid approach whore you 

23 size the fund based on a prediction from 11 model I 

24 described, but distribute t he funds maybe bas:.d on 11 proxy 

25 model that tells you the relAt i ve costs in different areas. 
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1 0 Let me change aubjeeto jJot a minute. I s it your 

2 testimony thac the HAl model provioes less diotribut~on 

J cable in the majority of clusters than is physically 

4 necessary t o reach all customers? 

5 A I think you're referring to something later on in 

6 the testimony. Basically 

7 0 Doctor Tardiff, could )OU give me a yea or no and 

8 then explain. Is that your teotinony? 

9 A That 's what the testim ,ny oayo, and 1 would like 

10 to explain. That has been our (lnding when we have done 

11 these studies in a number of di f! ~rent states. As we report 

12 in this testimony here, th~ situttion in Flor ida io that it 

lJ providoo leoo cable ~han oecessa1y ln the majority of the 

14 clusters in the lowest denoity a .-ea. 1\nd it's approximately 

15 a majority in the lowest two denaity areas. If you de!ine 

16 all clusters then we report earlier that the shortfall io 

17 not the majority in the State of Florida, lt hao been in 

18 other states . 

19 Q In fact, you report earlier thac the shortfall is 

20 11 percent of the clusters? 

21 A Baaed on the study I described here. that's 

22 

23 

correct. 

0 All right . So 

24 A overall. But, again, in the areas where it 

25 matters the moat it io a majorJty in the lowest one and it 
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3 0 Yes, sir. l was just trying to find out whether 

4 you thought 11 percent was a majority or not? 

5 A No, it's not a majority. 

6 0 Mr. Murphy, at Page 7 of your testimony you 

7 i ndicate around Line 20 that a forward - looking mode l ahould 

8 account for the demand for advanced services that wi ll rioe 

9 greatly i n the near futuro . Do you oee that? 

10 A (Witness Murphy) res, I do. 

11 0 Ia it your understanding that the purpoao c! this 

12 proceeding is to determine the coer. o t basic local servic e? 

13 A Th~~ is my underatanding ot tho proceeding, but 

14 it's al~o my understanding that the FCC's requirements are 

15 that the network that ia envisioned to be deployed for those 

16 purposes not be designed in a manner that wi ll impede the 

17 implementation of advanced serviceo . 

18 0 When you say it should account for th!' demand !or 

19 advanced aervicee, what do you mean by advanced services? 

20 A I nm talking about services like ADSL/ISDN. 

21 0 And is tho network that is designed by the BCPM 

22 model designed to be capable of provi ding ADSL/ISDN 

23 services? 

2~ 

25 

A 

0 

Generally, yes. 

To tho extent that t hat model construe~& a 
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1 network that is more costly than what is r equired to provide 

2 simply basic local service, is tho effect, would the effect 

3 of using the r esults of that model to determine a universal 

4 service fund be to oversize the fund? 

S A No, I don't believe oo. 

6 0 So that if basic local service - - and let me Just 

7 use some hypothetical numbers. If the cost of a BCPM 

8 constructed network capable of provid~ng advanced services 

~ was $35 per line and the cost of constructing a network chat 

10 would provide baoic local oervices were $30 a line. i! yc~ 

11 were to use the $35 a line amount as tho basis for 

12 determining tho amount of universal service funding, it's 

13 your ~estimcmy that wnuld not overstate the amount required 

14 to provide basic local service? 

15 A Well, I think that lt's 1mportant to remain 

16 within the guidelines that the FCC has eet, and that 10 that 

17 t he network tha~ i s modeled in order to provide universal 

18 aervicee ehould not iwpede the deployment of advanced 

19 services. And that meano to me that we ohoulrl be oticking 

20 with the generally accepted engineering practices and living 

21 by the lette r ot what the FCC's guideline has stated with 

22 that regard. If that happens co have a slightly, a alight 

23 increase in coat. near term coat. I might add, then ao be 

24 it. 

25 0 Do you see a difference between design in a 

_ _j 
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network that today is capable of providing advanced services 

to every customer veraus a network that does not impede the 

provision o f chose services in the future? 

A Are you asking me whether or 'lOt che networks 

that are in place today would impede advanced services? 

0 No, air. You have said that the network design 

by a model in order to meet FCC criteria should n0t impede 

8 the provision of advanced services. I believe you told me a 

9 moment ago th&t the BCPM constructed network, in fact, 19 

10 capable of providing advanced servicea to essentially all 

ll users, and I'm asking you is there a difference between a 

12 network that presently is capable o f providing advanced 

13 services and ~ network deelgn that mAY not be c~pable of 

14 providing, but does not impede. Is thal a difference or is 

15 it not a difference? 

16 I'm not sure I fully understand your quest1on. 

17 but let me try to see if I understand where you are coming 

18 from. I th1nk you may have i nterpreted an earlier staten~nt 

19 that 1 made tha t the BCPM is capabl e of providing advanced 

20 oervices. Did I mean by that that the netwo rk had i n place 

21 today all of the componento neceosary to provide advanced 

22 services, and if that's wha t I implied in my answer, then 

23 that was not ~hat was intended. Because, yea, you would 

24 have to add additional investmenc to the BCPM network in 

25 o rde r to actually prov1de thooe advanced servi ces . The 
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1 quest~~ in my mind is whether or not you have re~dicd th~ 

2 investments that you have deployed such that the network 

3 will be compatible with the addition of additional equipment 

4 ouch as ADSL modems. And the BCPM model does not have the 

5 additional equipment that would be require1, but it has 

6 positioned the network ouch that it could dCCept and be 

7 compatible with that addit ional equipment. 

8 0 I t also provides, i n that case, distribution that 

A Well, l (lon't agrel! that the Hatfield network --
0 I wasn't asking about Hatfield , sir. 

A Please repeat your question. 

0 Yea. Isn't it possible to construct a network 

that is capabl.o of providing basic local service, including 

20 A : guess I g~t a little disconnected whl!n you 

21 start to talk about acceptable modem traffic. rt certainly 

22 is possible to conatruct a network that will accommodate 

23 reasonably eatiafactory voice grade type services at a cost 

24 that is lees than constructing a network that w1ll be 

25 compatible wuh the deployment of advanced oerdceo. I have 
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1 difficulty with the modem issue, because as we heard i n 

2 earlier testimony, the bit ra tes at which modems can operate 

3 are s ensitive to the copper cable distance ao well aa analog 

4 to digital conversions. And ao when you start to throw 

S modems in there, you a re beginning to border on whether or 

6 not modem tranamioaion io in and of itself an advanced 

7 service. And in my mind it io. 

8 o All right. On Page 9 oC your test imony you state 

9 that when the KAI model i s run for GTE in the Scace of 

10 Florida, the results produce 254 clusters that have greater 

11 than 1800 lines . 

12 

l3 

14 

A 

Q 

A 

I'm not quite with you yet. 

I'm sorry, Pa9e 9 1 Line 15 . 

I'm with you. 

15 0 Isn't it true that when HAI produces 11 cluster 

16 that hao greater than 1800 lines, it in effe~t splits the 

17 cluater and oeiVea it uaing mul t ipl e OLC remote termi~als? 

18 A I think :::hat may be true. yeo. 

19 0 And. is t.hat essenti.,ll;r what BCPM doaa when it 

20 hao an area with g1eater than 999 lines, it then oerveo that 

21 area with multiple OLCo? 

22 A That io true. I think you need to be careful of 

23 the placement of the multiple OLCo. If you are going t o 

24 deploy multiple DLCs, t hen I think it would be optimAl co 

25 dep loy them to difterent areao within the cluster . And I 



2051 

1 don ' t think Hatfield does that, although r dcn•t know that 

2 for sure. I believe BCPM doeo do that. 

3 Q But you're not sure how Hatfield dc•es it? 

4 A I don • t believe they deploy the1n at different 

s locations , but , no, I'm not sure. 

6 0 On your direct at Page 13. L.1 ne 17, 1 understand 

7 that one of your criticisms of HAl is that it produceo 

8 average drop links o f 63 feet for an area where a Bellcor e 

9 study indicated average drop links of 73 teet. is that --

10 A Yes, that's correct. 

11 Q Isn't it true -- and that is roughly a 14 percent 

12 shortage, is that correct? Will you accep t that subject to 

13 c heck? 

14 

15 

16 

17 

18 

19 

20 

21 

22 

. \ 
Q 

I will accept that math, yes, subject to check . 

Isn't it true that BCPM produces an average drop 

l ength in e xcess of 150 feet, which is more than twice what 

is indicated by the Bellcore nationwide study? 

A I have not conducted a sensitivity analyois of 

the average clrop l ength contained in BCPM. 

Q s~ the answer is you don't know? 

A 

0 

That's correct. 

If we could turn to Exhibit TJT-2, which is t he 

23 analysis of the HAl model releoue that I guess was 

24 co-authored by your firm and Doctor Tardif!•s? 

25 A That's correct. 
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1 Q Al~ right. On page and there are two sets of 

2 page numbero. I'm i n the text of the document. I'm 

3 actually looking at the numbers on the bottom of the page . 

4 Page 5 of the document, which I guess in the upper 

5 right-hand corner is labeled Page 9 o( 3 47 . 

6 

7 

A 

Q 

I'm t here . 

Al~ right. Do you see about the third bullet, it 

8 says the RAl model builds its network only to accommodate 

9 working lines, consequently there is inoufflcient spare 

10 capacity to allow the telephone company to respond quickl y 

ll to a request Cor ne w inotallations. 

12 A Yea, I eee that. 

13 0 ls it your teetlmony that there is no spare 

14 capacity built i nto the HA l produced network? 

15 A No, that's not my testimony, at least not for all 

16 componentB of the HAI network. In general, what opare 

17 capacity is contained in the model is insufficient . 

18 Specif ical Ly, th~ fiber-optic cables that are used in the 

19 DLC are used at 100 percent fill, which is inappropriate . 

20 The f act that the model fails to build to oll houe1ng unite 

21 is certainly problematic with respec t to reasonable 

22 inetallation intervalo. 

23 0 Do you know how much sp3re capacity BCPM builds, 

24 for exa!I1Ple, in distribut1on plant? 

25 A I do not. Let me add her e, though, that --
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MR. WILLIAMS; I think he waa go~ng to --
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3 withdraw. 

4 BY MR. MELSON: 

5 0 Turn, if you would. to Page 18 of the exh~b1t. 

6 Aga i n, I'm looking at the numbers at the bottom of the page . 

7 I guess it's PAge 22 of 347. If I understand the u~co~d 

8 sent ence at the top of the page, it is a criticism of the 

9 Hatfi e ld model for assuming too much aer1al distribution 

10 cable in the two highest density zones, io that correct? 

11 A That • a correct . 

12 0 And tho assumption tha t is criticized is the 

13 assumption of 60 percent and 85 percent in those two zones, 

14 io that correct? 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Yea . . 

0 Are you aware th~t GTE assumes 73.9 percent 1n 

each of those two zones? 

A Aaaumeo that in what context? In the coat s t udy 

or 

Q Would you accept that OTE inputs into the BCPH an 

aerial fraction of 73.9 percent for each of the two highest 

density zones? 

A I have not seen that . I can accept your 

characterization of it. I do need to caution, ~owever, that 

it•a very important in this area when talking about aerial 
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1 cable that we understand the definitions of 3erial cable. 

2 The Hatfield model actually is talking here about riser and 

3 block cable. There is no structure associated wi th this 

4 particular type of aerial cable withi n the Hatfield model. 

5 In other word.st, you will find no telephone poles tor aerial 

6 cable in the two highest density zones. I'm not at all sure 

7 what the definition of the aerial ca.ble is that you' ro 

8 referring to in whatever GTE filing you are mentioning. 

9 0 So you don't know whether the GTE number of 73.9 

10 percent is or is not comparable to the 60 and 85 percent 1n 

ll the HAI? 

12 A I don't know that. 

13 0 I f yov would turn to Page )l of ~hat exhibit, 

1~ please. And the paragraph at the top of the page, if I 

15 understand th& substance of that, it is a critlcism of HAI 

16 for obtaining pricing informAtion and then choosing ao the 

17 mod~l's default value one of the lowest values rather than 

18 an average or sorr~thing eloe. Is that a fair uummary? 

19 A Yes, lt is. 

20 

21 

22 

0 And the example you use lo HAl uolng a cost of 60 

percent for buried drop placement, io that correct? 

A I d.on' t see a percentage. 

23 0 I'm sorry, 60 cents. It's getting late. I don't 

24 even know what I said. 

25 A I aee that, yea. 
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1 Q All right . Do you know what buried drop 

2 v1acemant coats are used aa inputs by any of the 1LSCa ~n 

3 this proceeding into the BCPM model? 

4 A I do not. 

5 Q Would you accept subject to check chat BellSouth 

6 uaea a placement coot of 58 cents, which is lower than the 

7 HAI nw:lber? 

8 A 1 will accept that. 

9 Q Would you accept that the total installed cost 

10 f or buried drop placement for HAI is 74 centa, which is the 

l l sum o f the 60 cents here plus 14 centb o f material coat? 

12 

13 

A 

Q 

Yes, I will accept that. 

And do you know whdther GTE's installed cost is 

14 greater or lower than that 14 cents? 

15 A I don't know the answer to that question . but t 

16 want to point out chat: the purpose of this paragraph is to 

17 demonstrate the methodology that was used by the Hatfield 

18 engineering team and t he HAl team in general in selecting 

19 its i nput valuee . The stated purpose of the survey was to 

20 determine the average coat of the vendor (phonetic) survey 

21 quotes. Ar~ that was intended co be used co validate 

22 default inputs. It did not validate default inputs, and the 

23 

2 4 

25 

engineering team instead opted in most cases to go ior the 

absolute lowest value. 

Q Well, to the extent: the result of chat proceos 
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waa an input assumption that £eoults in a higher total 

2 insta lled COIJt. than OTE Florida uses and 11 total installed 

3 coat that is exactly equal to what Sprint usea , would you 

4 agr ee t hat regardless of tho process, the number isn't t hat 

5 bad? 

6 A In that particular case, yeo. But it you examine 

7 the i nputs in total , you are going to find a lligniflcantl.y 

8 downward bias. 

9 0 And have you compared Any of the other inputs to 

10 the GTE inputs into BCPM for comparable equipment or 

ll comparable inputs? 

12 A No, t con • t say that I have. 

l3 0 Doctor TordHf. thia next one is probably for 

14 you. If you could turn to Page 45 of this exhibit . At the 

15 top it's numbered Page 49 of 347. 

16 A (Witnasa T4rdiffl Right. 

17 

18 

19 

20 

21 

0 I toke it that it's within the scope of your 

testimony, the statement about two lines from the bottom of 

the pa~a . tnac in s competitive environment GTE n~y be 

required to h11ve more, not leoo spare capacit}·? 

A Right. 

22 Q And then I believe on the next page, about the 

23 middle of the Page 46, you ind1c11te that the int roduction of 

24 competition requires firma to be flexibl e enoug~ to respond 

25 to the vicissitudes of the rnorket. Do you aeo t 1a:? 
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Yes. I do . 1 

2 

A 

0 If you've got a model that builds enough plant to 

3 serve 100 percent of the market, and builds an amount of 

4 s pare equivalant to what GTE has in its network today. how 

5 could competition possibly require OTE to have more spare 

6 capacity than that in t he futu te? 

7 A Th~ aparo capacity t~~t they have today is to 

8 accommodate a situation that that is probably much more 

9 certain that they are going to face in the future . Spare 

10 comes about not only because of gro~h but because of 

ll uncertainty of· growth and things like churn, geographic 

12 patterns, and the like . And those are the kinds of things 

13 yQp have to be prepared to accommodate. to be able to 

14 re~pond flexlbly to changes not only in the level of growth, 

lS but where it happenB, where it occurs. And I think that's 

16 what the quote from the FCC in the long distance market 

17 illustr ates. 

18 0 So you 8re telling me that if OTE has got 

19 sufficient network and spare capaci ty today to handle growth 

20 and t o acconmodate that growth perhaps in unexpected places. 

21 that is in a competitive environment where presumably they 

22 wil l have lees t han 100 percent market share, that they a.re 

23 go to need even more spare capacity? 

24 A Tha.t could well be, because, first of all, the 

25 market could grow with competition, so less than 100 percent 
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1 share of a bigger market could be more absolute volume for a 

2 particular firm than 100 percent share of a smaller market. 

3 But not only that, the pattern o f growth will differ, and 

4 the need to be fl~ible to take on custo~ro ao they come 

5 along is likely to be a much b igger concern than it is when 

6 you don't face that k i nd of competition. 

7 MR. MELSON: Thac: • s all I • ve goc:. Thank you, 

8 CcmnUosionera . 

9 CHA.IRMAN JOHNSON: Mr. Hatch, do you have any? 

10 

11 

12 

13 

14 

15 

MR. MATCH: No questions. 

CHAIRMAN JOHNSON: Scaf f. 

MR. COX: About two minutes worth. 

CHAIRMAN JOHNSON: About how much? 

HR. COX: About two minutes worth. 

CHAIRMAN JOHNSON: Okay. 

16 CROSS EXAMINATI ON 

17 BY io!R. COX: 

18 0 ~d evening, gentlemen. Will Cox on behalf of 

19 the Commiesion Staff. And my questions are jusc: directed to 

20 Mr. Murphy. 

21 One of the main differenceo between the BCPM and 

22 c:he !~I model is in modeling disc:ribution facilic:ioo, and au 

23 ic: pertains to ~:he maximum copper loop 1 inko allowed? 

24 A !Mr. Murphy) That is correct. 

25 0 Now·, while BCPM generally conotraino copper loops 
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1 from ~he DLC to the euatomer to ll,OOO feet, the HAl 

2 deliberately designs the loops out to 18,000 feet, is that 

3 correct? 

' 
5 

A 

Q 

Yes, it is. 

No~, a copper loop beyond 12,000 feet requires a 

6 larger gauge cable, doesn ' t it? 

7 A Yes., it doeo. 

8 Q And a loop extending beyond 12,000 feet from th~ 

9 DLC requires an extended range line card. doesn ' t it? 

10 A I think the actual cut off is in the vicinity of 

11 13,400. 

12 

13 

l4 

Q 

A 

Q 

13,400? 

Right. 

So, as long as a copper loop link between 12,000, 

15 or I guoes you are saying 13,400 and 18,000 is provisioned 

16 on 24 -gauge cable with an n extended range line card, 

17 shouldn't it work as well as a copper loop constrained to 

18 12,000 feet? 

19 A Work for what purposes? 

20 Q For the purposes of the grade ot service tha t we 

21 are talking about for universal oervice here? 

22 A If that grade of service io conoidered to be 

23 restricted to voice tranamission, then, yeo, 1 would agree 

24 with you. If that grade of service is intended to 

25 accommodate, say, today'& modem speedo, which typically go 
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u~ to 56 kilobite, I would not agree with that. 

0 Would that be able to handle a 28x8 speed modem? 

A Close to. I think there was a more accurate 

discussion than I can provide provided by ~tor Oufty-Deno 

on those issu~s the other day, but close to. 

0 So then would the main differences in costs 

buween the t"-'0 !OOC!elu be really between the two typeu of 

let me strike that. Then would any differences in cost 

between the two types of installation be the sole basis for 

choosing one over the other? 

A Could you repeat that, please. 

0 Sure. we are still in the context o! talking 

obout the two diffe~ent models ond the constraints one 

having a ~2,GOO limitation and the other having 18,000? 

A Yes. 

0 Based on the discussion we have just had, would 

any differences -- then necessarily would any differences in 

cost becween t.ha two types of installation be the sole basis 

for choosing one over the other? 

No, that certa>.nly shouldn't be the sole basi at 

21 for choosing one over the other. 

22 0 Okay. Would it be a primary basis? 

23 A No, I don't th>.nk so. I think there is a myriad 

24 of items that have to be exam>.ned. Many o f the~ have been 

25 laid out in Exhibit TJT-2. One item that I would urge you 
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l to you look at is the T-1 copper iseuh, the MST issue. 

2 0 We are talking about voice trade service, and you 

3 are saying that basically at a point they can provide the· 

4 same level o f voice grade service, it wouldn't co~ down to 

5 the installation costa as being the primary driver and 

6 difference? 

7 It is a driver in cost difference, but I don't 

9 believe for a minute i t 's the only criteria that you should 

9 JUdge the two modele on . 

10 

ll 

12 

13 

14 

15 

16 

17 

19 

19 

20 

21 

22 

23 

0 Tha.t • s not wbat I •m saying. I •m asking you about 

with regard to the apecific, the specific factor. I mean, 

this limitation that we are talking about in the 12 ,000 foot 

versus t~e 18,000 foot limitation, ond you are trying to 

decide which io the proper limitation in this respect. 

A Oka.y. So you are asking me to help with your 

decision aa to whether you should go for 12 , 000 feet or 

18,000 feet, is that --

0 Right. Basically, what baoia would you choose 

between those two? 

A Well, there is obviously a coat difference, there 

is a service quality dlfterence with respect to -- not wi th 

respect to voice grade services, but with respect to modem 

apeeda and with respect to the compatibility of the network 

24 ~o handle advanced services. I have difficulty e•parating 

25 the MST argument from thie particular item because if you 
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1 fixed tho MST ,problem then the copper loop links i n the 

~ d ioL . ibution obviously have to get b igger, and that being 

3 the case, your cut off points and your cluster development, 

4 for example, is going to change. 

5 0 ~ouming that each provJ.de the same grade of 

6 service, wouldn • t the coot o f i nstallation be the primary 

7 thing you would look at? What else would y~u look at J.f you 

8 assume that they were providing the same quality of service? 

9 And we are t alking in the limited context of universal 

10 service in t his context. 

ll A If your only consideration io coat and the only 

12 service that you want t o provide t o the consumero here in 

13 Plorida is a voice grade service, then, i·eo, it would be 

14 acceptable t o use an 18,000 font etandard. But If you w~t 

15 your consumars here in Florida t o be able to uoe their 

16 modems effectively and to have a network that will be abie 

17 to offer tho advanced services that t he FCC says t he network 

18 should not impede the provision of, then you should stick 

19 with the 12,000 foot standard. The 12 . 000 foot standard, I 

20 need to point out, as I already have several times, i s the 

21 current standard that not only OTE. but all of the ILBCo use 

22 across the country. I see no reason to go backwards to the 

23 revised resistance design standard that was the predeceosor 

24 to the current standard. 

25 0 Does the standard that you arc saying we nhoul<l 
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1 not gO back eo, does that meet the standard established by 

2 the PCC in ita' fourth reconsideration order on universal 

3 service with the 300 to 3000 Hert~ grade of service? 

4 A I'm not familiar with the grade o( service that 

S you are citing . I will accept that that type of language 

6 may be in the FCC's order, but in additlon to that type of 

7 language is tbe language that deals with the deployment of ~ 

8 network that will not impede advanced services. I think 

!l that if you are going to stick with one of the FCC's 

10 criteria, then you probably should be consistent and stick 

11 with all of them. 

12 0 So you are not familiar with the bandwidth 

13 standard that the FCC has pregcribed? 

14 ·' If it i s in the universal service order, I •m oure 

1S I have read it. I'm not - - at this point in time, it 

16 doesn't come to mind oxactly where it is. But 1 accept your 

17 characteri zation. 

18 MR. COX 1 Thank you, Mr. Murphy . 

19 MR . WILLIAMS• tlo redirect. 

20 CH~IRMAN JOHtlSON1 Exhibits. 

21 Mk. WI~~LAMS• Well, I had already mentioned the 

22 testimony, the attachments, and the exhibits t o the ·- I'm 

23 sorry. 

24 CHAIRMAN JOHtlSOtls Yes. I identified the 

2S exhibits, but I will admit 69 and 70 without objection. 
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1 HR. w: LLIAMS: Yeo, thank you. 

2 (Exhibit 69 and 70 received into evidence. ) 

3 HR. RRI!liiNKEL: Madam Chairman, before you make a 

4 decioion on adjourning, =uld I juar. aok H it io poooible 

5 to cona i der pur.ting Mr. Sichter on? l believe he can get on 

6 and oft very quickly. I know 1t's late. 

7 COKMlSSIONER GARCIA: Why do you think you can 

8 get off -- theee gentlemen don't have questions, or --

9 MR . REHWINKEL: I think MCI said they had maybe 

10 fi ve minutes. He pr omised me he could cut his summary way 

11 down. 

12 CHAIRWIN JOHNSON: Actually, I have five minut.ea 

13 for him in total , but polling over here, Mr. Henry 

14 HR. HENRY: I think I can do it in well under 

15 five minutes if we are operating because he wants to get out 

16 of here tonighr.. 

17 COMMISSIONER GARCIA: How about i( he cuts hu~o 

18 intro, too? 

19 OIA.IRWIN JOHNSON: One queer.ion. 

20 Ma. HENRY: Probably two queotiono, one minut&. 

21 CHAIRMAN JOHNSON: Go ahead and come fo,.,..ard. 

22 COMMISSIONER GARCIA1 1 hope it hao nothing to do 

23 w1th the fine time we have been showing you here in 

24 Tallahaaaee. 

25 MR. REtiDIINKEL: Mr . Sl.chr.er, were you sworn 
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previously? Wet you aworn in? 

2 WI TiNESS SICHTER : No. 

3 (Witness sworn) . 

4 Thereupon, 

5 JAMBS W. SICHT¥R 

6 was ca.l led as .a witness on behalf of Sprint and, havi ng been 

7 duly sworn, testified ao followo: 

8 DIRECT EXAMINATION 

9 BY MR. RSHWINKEL: 

10 0 

ll please? 

12 

13 

H 

15 

16 

17 

18 

19 

20 

of 

A 

0 

some 

A 

0 

]\ 

0 

A 

Q 

17 

Mr . Sichter, state your name for the r ecord, 

My name is James w. Sichr.er . 

D~g you previously fil e pref~led d irect testimony 

pages in this matter? 

Excuse me , i t was rebuttal testimony. 

Rebuttal, I apologize. 

Yes. I did. 

Accompani ed by three cxhibito? 

Yes. 

Mr. Sich::er, do you have any changeo or 

21 corrections to mak~ to that t estimony? 

22 

23 

II 

0 

No, I do not. 

If I asked you the questions contained therein 

24 today, would your answers be the same? 

25 Yes . 



1 MR. RBHWI NKEL1 Madam Chairman, 1 aok a t this 

2 time that Mr . Sichter•e prefiled rebuttal teetimony be 

3 inserted into t he record aa though read. 

4 CHAI RMAN J OIINSON : It ~o~ ill be inserted. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

1 6 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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DEFORE Tn£ FLORIDA PUBLIC SERVI\..'E COMMISSION 

REBUTfAL TESTIMONY OF JAMES W. SlCBTER 

ON BEHALF OF SPRINT-FLORIDA, IN CORPORA TED 

OOCKET 910696-TP 

SEPTEMBER 3, 1998 

7 Q. l'leale re-te your oame a ad bu!nm addras. 

8 

II A. My name iJ James W. Sicbtcr. l am V~ee Presldent-Regul111ory Policy, for Sprint 
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10 Corporation. My buJineu adclreu iJ 4220 Shawnee Miss on Parlcway. Fairway. Kansu 

,, 
12 Q. Please describ« rour eduallollll backJround and wo-k eapcrieac~ 

13 

14 A. I hold a B.A. in Economic. from lhc Univenity ofKcnwcl<y (1968). a Maslen in Ewnomlcs 

15 from Wrig)lt State Univenity (1972}. and a Masten in Publie Administration from University 

18 ofMiuouri-Kansu City (1979). I have worked ror Spr nt since 1973. Priocto my eummt 

17 position, I have held aevetal positions with Sprint in the arcu of oostlng and regulatory policy. 

18 including oost analyst, rncrroc anal)'Sl, OO<pOratc strategic planning analyst, staff econornisl, 

ttl managcr-po&y raearch, dlreaor-rcgulatory and indUllry plmning. direc:tor-scrvice eosu. 

20 dircc:tor-- plannina, and assistant vice presidetU·r• gulatory and induS1ry planning. 

21 

22 In my eum:nt position I have rl:$pOIISibllity for developing state and fed en! regulatory and 

23 lcgialalive policy Cor Sprint'• Local Tcleoommunieatioru Division I also actVC on the 

24 E.x&!cutive and lhc Advisory Comminca of the Mlchigan State Univeniry anstitute ofPublic: 
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4 
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Utilities. In addition, I have been 1 member oflbc fAculty of the ModU8Jll Sllte Univcniry­

NAAUC Annual Sru4ia Program Iince 198S, when~ I have taught courae aesmen11 on a 

variccy of areas, ~ -. c:barics. juritdiclional separations, competition. !he 

T~ Aa of 1996. and ITIOSI rcccnlly, Urivenal Setv;oe and Acceu Charge 

Rdonn. In tho put, I eerved on a number ofUoJicd States Telephone Anodarion 

committees, includlna chalrina the USTA Policy AnaJyaiJ Commlnce (1986-1989), Priec: Cap 

Team ( 1987-1989), and Part 69 Concepll Com~nillee (1989-1991) 

11 Q. Have yo11 tatlfled Ia othu atata? 

tO 

t t A. Ya I have~ tcsill'ICd before tho Iowa, K&nsu. Miuouri. and Nevada llate 

12 ~ 

13 

14 Q, Wbat b tbc purpose of your tallmony? 

tS A. Tho putpOsc of my t$imony Ia to rdlur Mr Gillan'a and Mr Gueppn'a rccommendarJons tbar 

t8 •venae revenues be UJcd in the calculalion oflbc amount of univcnal JCrV~CA: suppon that is 

17 rcquimd, and Mr Oucppe'a propoaalthar 1 LEC'a univcnal wvicc auppon be detcnnincd by 

ta •ncttina" revenue ahonJalla •ins! revcruc surpluses. I will also offer acme comments on the 

18 aoosnphic urit tbar should be UJcd tO 6etmnllle universal scMce COIU and suppott. and the 

20 rclallotuhip bctwcmlbc scosraphic: area UJcd to determine uniYCn&l service suppon and the 

21 8COJ111phie uea used to calc:ulate unbundled network clement prices 

22 

23 Q. Bow do Mr. Gillaa aod Mr. Cucppc rocommnd that tht amount of nqul~ uolvenal 

24 aervlcc auppon ~ c.alculattd? 

l 
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A. Under their proposal. Clldl company would ~culatc itJ avenge revenue per residential 

2 - · This avcnae revenue bendlmatl< would inclu<k all r~ gcncnsed by 

3 rcsidentlal customcn. includina. (C)( example, intru.A TA toll. features. and ac:c:c:u revenues in 

4 addition to the buic: ac:Mcc rate The a venae revenue would then be compared to forward· 

5 loolcioa COlli of providing lhil family or ocMccs in Clldl wire c=tet to determine the need (C)( 

e unlvenal leMa: fundina. 

7 

e Q. b tbc eomparboa bctwcca anracc rcvcaua and ~osts an appropriate mu.su~ or the 

11 a.ccd for wtlvuul ~I« fllDdlllcT 

10 

11 A. No. All that such a compariJon can tell us is wt.cthct the revenua genented by njujns 111c 

12 srruqum AR.. oo avaqe. c:ovaUia cosu. The isJuc ofunivenal aeMcc, howevct. is noc an 

13 issue of revenue sutrtdeney. Althouallthcre may be IC)(IIt ou:eptloru. LLECstoday 8tnC!Jit 

U sufficient toiiii"CIIaUCS t O maintain the current level of telephone aeMCC pcnei!JitOn. 

15 The iu..~ rather, is how the rewnues needed to support univonal aeMc:e arc collected The 

18 issue it one of 11to ltrueturo-tpoclficatty, whether the existing p11e1ice of promoting 

17 univcn.al aeMc:e by c:lwJjng above c:oll rata for .orne leMces in order to charge bdow cost 

te r&lca (C)( basic JCrVice is appropriate and aust&inabtc In a compe1itivc enviroruncnt 

10 Udng a revenue bendlmarlc to ddcnnlno the need for universal ICMce subsidies m.ulcJ. if not 

20 completely defines 3way, the Ya"J ~ of supporting univcn.alltrvioe aoal• throuall 

2t impliciliUbtldl_.hat nccdJ to be daroctly confronted by the ltg~slaturc and the Commission 

22 Adoptina the approach rcoonvnc:udcd by Mt. Gillan and Mt Oueppc: would reauh in policies 

23 that would be inconsbtcnc with the Telcc:orNT~JI\Qtions Act of 1996 In addttioft. the CaiJure 

24 to rc:piAcolmpllcit sutnidlca with an e>tpliclt, compc:lltivcly neutral unlverw ICMce fund will 

) 
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inhibit, if ~"t thwan a.hoaed~. the devdopmcnl of a fully competitive local exchange marlcd 

2 for moll residential QIIIOmcn in I he Slate or Florida. 

3 

• Q. Bow II Mr. Glllaa't ud Mr. Guq~pc'a propoulto we avenge revtaun luranJIJtra t 

5 wklatbe Tdccoauau•lcatloou Ad oll"'f 

., 
7 A. The fundamc:nlal goal of the TelcoommunicaJionJ Act of 1996 is to promote competition in Ill 

a ldocomrnunic::a lllllbu, and puticulltty the local exchange service matke1_ It wu 

8 equally rec::ogt&zed that compccllion will drive pricclto cosu. and thai the hi11oric praccic:e of 

1 o aupportilla univa'AIIUVIco Wouah implicilaubsidlcs buU1 into noo-buie ICI'Vic:es wu 1101 

11 IWI&inablc in a compcdUve marlcct. L, order to preserve the poliey goal of univa$Al ICMec 

12 in • compctilivc aMronmcnl.. the Aa requires thai exiJtina implicit IUbsidiet be rep! vee! by 

13 an explicit univasal acMc:c fund 

,. 
15 Mr. Gillan and Mr. Gucppc c:acntially ipn thai rcquirancnl AI the hean of their apptoadt 

18 is the wurnption tlw the c:xhtina I'I1CS for aU eavica arc both cconomially apprQ9riale and 

17 tuSUinable in a competitive environment. That usumption is simply wrong. The •YU'ISC 

IS revenue OOdlmarlr: that u the foundalion of lhdt propDJIIJ Is the PfOduct of monopoly era 

18 pridog pnaiccs wbcnin aome ~a•ices h&Ye bcal priced above coa and baJic: rcsiclcmi•l 

20 terW:cs have bcal priced below COil. 

21 

22 Whal Mr. Gillan and Mr Gucppc &ilto conslcler Is how thai me Wuc:turc tranalatct into 

23 COIUUmct tdqlhone bi1IJ Under the existing me IUUCIUfe, the profilabilicy of a QIJlOm<f Is a 

~ d~ 1\Jnc:tlon of the miJC of.ervic:es used by thai cuatDma" A CONUmct who UJeS only buic 

4 
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acrvlcc would be un.,.-oRlable 10 -. convendy, heavy usen of toll and vcnic:al 

2 features-taV~Ca that arc priced subsuntially above OOSI-would be very profitable 10 ~C~Ve 

3 And tho reality is that contumen do, in fact, vuy widely in their usc of telephone aervices 

• W!Wc most re:sidcntial ~don't acncratetotal revenues suffiCient 10 cover the 00111 of 

S aervina than. otben arc hiahJy profilablo 10 ~. The Iauer customcn, of course. arc very 

8 attractive to new entrant~; and indeed, competition can be cxpcctcd to drive tho prices 10 thiJ 

7 lei of cwtomen down towards OOSI, thereby crodioa lhc source of wbsldies for those 

11 Qlstomcn who do noc a-c CIQI8h revenues 10 covv lhc cost of ICfVIRI them Loolana 

11 only 1.1 avcnac revenues mukJ or ianores what Ia the core iuue the wide variance in 

10 revenues and pro6labillty oflndividual Qlstomen-a variance that i• the direct product of the 

11 wide variance in profiubility ofind"rvidual aervices that IJ pt"oduccd by the cxiJting rile 

12 structure. 

13 

H Q. Do you bavc cvldtDct at to the variaaca on rcvcnuct &cattlltcd by Sprint rCJidcatlal 

15 customcn Ia Florida? 

111 

17 A. Yes Sprint conducted 111 analysil of the revenues gcnentcd by a .ample of2. 7SO of itJ 

111 rcsickntlal oustomcn in tho aervic~ arcu of what wu then United of Florida from ScptL'IIlbcr 

111 1996. The reva:a.es indudecl in the analysis were local sc:svic:e cllat&es (indudina lhc 

20 intmtato SLC), !carura, intrai..A T A rill!, and mtc and intCfllltc ac:ceaJ (origonating and 

21 tmninl.ling). Tho toll and acc:eu rcvcnuCJ were updated using July 1997 intrat.A TA roll and 

22 acc:eu ratca TM tCJUitJ of the Jtudy are summariltcd In the following table 

23 

24 

s 



1 
2 

3 

4 
5 

e 

7 

a 

Toc.ol 

Cd pJ 

<SI S 

e SIS-m 

10 S10-SlS 

11 SU-$30 

12 SJO.Sl.S 

13 ( JS..s-40 

14 S4().S.CS 

15 >S4S 

10 A .... 

17 

20 72 

R.ESlDEmlAL CUSTOMER REVENUE DISTRIBUTION 

- l.alnJ.ATA Tcul 

Tcul - Toll 

R '1 qiel 

o .. • 
IS~ Sl161 s .06 s .S9 S OS Sllll 

l l ll .II ).Jl IH7 

.,. ll.l7 lOS 1200 

1]20 ]I) l7.J6 

llll )90 llS )l)6 

1).38 IJS 17.Sl 217 JHl 

l l.O) S.41 lUI I 21 

I~ l).l9 096 Ja9J SlJ 04 41 

101% Sll.U Sll.ll sus su.oe 

18 M dearly incfieatcd by these n:allts, •11 rc:sidcntiaJ c:wtumen arc not the wnc. While the 

18 •--ao local rcw:nuc:s don't vary much ovef" the distn"bution, • venae local revenues 

20 ($13.13) COilltituto only 4S% of tho avcrllic total rev-enues (n 9.08) of residential customers 

21 ConSWI\l)tion of vertical features and IOIVICCC:U. however. varies aignlficanlly. The 12% of 

22 1c:sidentialc:wt~ ill the highest revenue category gencnte SS I 12 monthly In rcvetlUC:S 

23 from acMces oth« than local acMce, u COMpared to ooly S 70 1 rnooth from the IS% of 

6 
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arc coclay lbe IOIII'Ce of subsidles co IUpp<Kt univcnal ctVice. the iMquicies of the cumnl 

2 race JliUCliUC, L its unsuscalnabilicy in a axnpcticive nwt.ct. arc made rc.doly apparent by 

3 lbe revenue cliJiribution dw .-taincd in lbe cable above. 

4 

5 Q. Bow would Mr. C UIAD' I and Mr. G ucppe'• propoub thwan the dcvdopm<nl or a fuUy 

e 

7 

a 

8 

10 

11 

12 

13 

H 

15 

18 

17 

18 

18 

20 

21 

22 

23 

24 

A. 

competitive local a ebn ac lllariut for ralden iW cwtomen In Florida! 

lu disc"'...! above. some IUI:sct of residential c:w~omen arc heavy ~den~ of coil and vettical 

featu.rcs. and would tepc crt an au.ractlve nwUI to a facility bucd compelitot HowtYCt. 

lbe vast majority of resiclcntial customen yield revenues chat would make them unpro61&ble 

or 1111tl!inaDy profitable f« a new Ci'llnnl co aerve. This is dearly demonstrated in the 

following uble, wbieh is based on a comparison ofche total revenues gcncnccd by a 

cuJiomcr with the eos11 of aerving llhac CUSlomcr For chis analysis. I u...! the BCPM coils. 

averaged at the wire center level. lllod by Sprint in chis proceeding co determine local aervice 

cosu. s .. ICC the BC'PM cost• used in chis 11udy do noc include .. ,Y or che additionAl coils 

usoci•ccd with toUIIICCal and features. I used conaervative estimates of the forward·looking 

COSll f« each of these dixredotwy feacurCl 

7 
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RESmEN11AL CONTRJBUTION (PROPITABD..IlY) DISTRIBUTION 

2 

3 c ,,., ~ol IICI'M 
,._ 

- ......, c 1 

c - c-. 5 >SJO N I IJ.S I A.U ~ SIUI S'I<U m~ UIJ'I 

e J>l IJ.Sl 6.67 JUJ JOO t.OG< l66J :!All 

7 Slc»ll '114 lUI 6117 :16.)4 1.)4 

a I~ IUf I.DI IS 99 I.AJ .1609 nu ... 
(110)40 uo l.ll .I l!Jl liJ) ($AI) 

10 (1:JO){S I 0) Al 19 IS Jl.}l 

11 1m lUI J I llJl .0 1• (lJ 71) 

12 ... 11.66 IAl • O? ()II OJ 

13 
,._ 

IGCm SIJ. IJ Sl.U Sll.ll SI.U SNOI SJ I 19 

1~ · - ... --n:ux:.ts-...--r..-.u.r ........ _...,.,__ __ .. ll'-

15 ttl-..-
1tl 

17 AI shown in the above table. 71% orSprinl•s residential cwtomen arc not prollldllo-tha1 is 

1e resulu dearly dcmonstr&1c thai the profitability or a residential customer Is a dirca funaion or 

20 that cultomer'a u1e or vcnical features and loiV&ccess aervices In no cue docs local aervicc 

21 revenue alone covor COlli. ln ftct. the cum:m pricing stiUCt\lre (or local aerviccs IOI'tleW!w 

23 local BICI in more utban, lower COSI exdwlgcs 

~ Cenlinly. there arc 1 rdalivcly amall number or rcsidcn1ial eustomm 111&1 would be llllnCitvc 

I 
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to a facillty-bucd competitor. However, t.he prirrwy conclusion to be dnwn from this 

2 evidcmo iJ that the residential seamen• of the market b. under eW!i~~& rate Jlructwcs, limply 

3 not annctive to a licllity-bucd entnnl. In UaJu of this data. the almo11 toul abtcnc:c or 

4 faclllty-bucd competition in the residential sqpnent in chis country ~ come u no 

5 IUtprilc. And unlcu the lqjslalwe and the ConvnW;on talce II cps to rauucrute ntcs and!« 

a univenallt:fVioe fundlna to malce the resldc:nti&l marketplac.e economic:ally attnctive co aervc, 

7 tbero will never be vibranl facility-based compc:cltloa in thb .cgmen1 of the marlcct 

a 

D Q. Wbalil Spriat'a recoaa• eaded approadl! 

10 

11 

12 

13 

14 

IS 

10 

17 

18 

ID 

20 

21 

22 

23 

24 

25 

A. Sprint would recommend, fin~, that the Commiuloa quantify the existing level of JUbsidy to 

raidentlallocal cxelwl&e aervicc. ealculated u the difl'erenoe between the residential ba.sie 

lt:fVioe rate and the cost of prcMdina the seMoe. Second, Sprint advocates the dimination or 

exlstlna implk:it I!Ubsldles, and panlcularly the subsidy contributions embedded in access 

clwgcs. To some de11ree.lhis could be ac:complished though rate rcbalancing-t e. 

incrculna residential local eavicc ntesto cost levels llowcver, Sprint Also recognius thlt 

Nil cost-based ratea f« residential b&slc aervicc. espcc:ie'ly in high coil areu, could jeopardiZe 

thc Joal oluni-.'a'lai~Ci~Vice. Tben:fore. Sprint I'CMIMlCtiCfs tlw the CommiSSion determine a 

maximum alfonla~c rate Jlandard for b&slc residential acrvia:, tO the extent thlt the COJI or 

~ t.lsat 1c:t\lice in a p&nicular uea exceeds ctw nte, the ditr.:rcnoe would be funded 

through an cxplicil, oompctitively neutral univenallt:fVico fund, Sprint's plan would be 

rcYCI1UO JICIUital. An)' ,_ senented by local JetVIa: BtC incrcucs or new univeoal 

lt:fVioe funcfinJ would be o.lrsct, dollar f« dollar. tn reductions in cxuti113 imphata~bsufies 

Any eubeldlcs provided through the new univcnal service fund would be portable. thereby 

ioc:.-easina the inccntivea of new mlnnts to s.:nc residential customcn in hi &her cost arCJJ 

9 



2 

3 

4 

5 

6 

7 

e 

~ 
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12 

13 

14 

15 

10 

17 

18 
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20 

21 

22 

23 

24 

25 

Q. 

A. 

2076 

Mr. Clllu polaiJ oul (paca 1-9 of hh tatlmooy) that If JOu compare only tbtlocal 

Hnb nle co cocal local anvke cosiJ, II mi&bl appear that a cuatomtr Ia ~inc 

111bddlud or atedllo be aubsldlud wbtD, Ia rulity, ll~at customu Ia blably proOtabk, 

coaaldtrina !be addillooaJ rcve.>ua aenrrat~ by 1 bat tu$lomu'a un of otbu " "'ka. 

Wily abould we provide a aubsldy 10 LECa for atrvluc 0111omcn wbo art alrudy 

proOtablef 

Mr. Oillan's obsctvation Is bucd on the u.sumption that implicitaubsidics would remain 1ntact 

It the same time 1 new univcnal plan is implemented llw is certainly not Sprilu 's proposal 

The 61win Mr. Gillan'•losk is ba4 dtmOnStratcd in lctmJ of his own example Mr Gillan 

UJa the example of a CWiomtr who Stnerales S I S in local JCNic:e revc:nu~ and S I 0 in 

optional acMcc ~ Corrapondinaly. the CCIII or local~oaV~CC IS ~o and the CCIII of the 

optional scrvicet l.s S I. Mr. Gillan argues that if wt compare tiM: local JCNice rate of SIS 10 

tiM: lc.-.J acMcc cosu of$20, it appc:an that the CWiomtr ntedl1aubsidy 1n the amount of 

SS, whereas in reality the customer's total revenues ofS2S cxeced the total com of$21- • e . 

the CUJiomer lJ already proliublc lO laW and the savic:e providct doesn't rM:cd a subsidy IC 

serve thai cuatomer. 

What Mr. Gillan mliSC$ iJ the clyMmics 0 1 univenal urvicc rcfonn Undct Sprint 1 proposal. 

aJ least.~ IUvicc fundina would not increaJc: a LECstocal reva~UU Rathct. it would 

be wed to~ implicit aubsidies on 1 revenue ncultal buis In lctmJ of Mr Gillan's 

example; lhc CUIIomer iJ prolltable today only bee• usc the below cost rato paid by that 

c:ustomct for local acMcc il ti'IOR l.batl ol&d by lhc above cost rato p.id by that CWIOI'IId' f01 

optional services Wbal would ha.ppctl undct unlvtnal savic:e refonn is that the implicit 

10 
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IIUbsid) bulit into the optional ec:rvloe rates would be dimlnated. Cocuoquently. the revcooc:s 

JeftCRied by l.be ~in the rumple would dcc:reuc by S9 (the diifc:rcnce betwccu the 

cxittJna rate ofSIO and the eos1 ofSI ). trnothlna else bappcncd. that euslomcr would now 

be unpro1i1ab1e. ~ ,_ o($16 c:ocnpercd to coJU ofSll. Thua, a uniwnal subsidy 

in the amoun1 o($$ {cw, altcmativdy, an lncreuc in the local rate) would r.ot only be 

warranted. it would bo absolutdy MMI"'Y in ocder to provide LECa with the incentive to 

-that CWIOmCir. 

The only ocher altcn.tivc to keep that CWlomcr Pf06table to - is to maintain the hiah rate 

few opelonaiiiUVioel. ~. this is the lituation cnviJioned by Mr. Gill&n. It is a result 

that - ccttalnly would not obcain under Sprint' a uniYU'AI servic:c proposal 

Mr. CUiaa auau (pqe ll) tbltlt b aot aa uau.tual cuuamudal practkc to price aomc 

prcdud.l hl&ll ud olbtn low wbca they ~treaD par1 or a family of urvkc:s. Wby 

coukht't tbe 11me 1pproacil be tlllwl for ttltpboac acrvlua! 

In the cxamplct ciud by Mr. Oill&ll, the provider bas a reasonAble cxpccwlon that the 

c:onsumer wiU purdluc the hitfl priced items in addition to the low priced item That is. one 

would cxpecc that 1 °!1!omcr wbo buyl1 razor handle will abo pu~ raz.or blades. since 

the razor handle would have no u.tdlllncu without them. That is not the cue with the 

pnlduct ICI oftdcpl».e JCMcc:s l...ocaJ ICtvice is 1 valuable and usefill ec:rvloe in and of 

lt.c~r. conswncn don' t have to purchuc any additional urvices for their local savicc to be 

fiJIIy fimc:tionaJ and vah•tNe. The cliscrctlofwy naiUre of these add•tioo&l serviecs. and the 

dearcc or~ or demand for these JCMcc:s from the demand fOt buic-- is 

c:vidcnced by l.be revar'C distribution data PfOvided above. aiiUbsuntial propoftion or 

II 
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cu.. -men make 6ttlc oc limited usc ofiCtViocs beyond buic: IO".alaavicc. Atle&ll attoday·s 

lcvd of rata for non-bulc seMcea. a pricina stratesY that presumes most aostomcn will 

purdlue enouah hiab priced clilc:mionaty ICtViccs to ofiJa the below C:OSI price for buic: 

ICtVice would be iU-foundcd. 

Mr. cu,pe llJ"'UOI (par~ 16 or his t~ony) I bat If aD ra-~ua an DOl ladudcd '" 

lh~ beaduaaric, " ••• the unlvcnal aervke f1u1d would be &l:ud too la,-,t, .•• ~ aad " ..• u 

lallatcd ualvtrMI~~t~• ~ fud would aeaa that eouumcn would face prittl for 

tdecoa•DDicaUou tcrrica tlutan too blJb." Do you •cruf 

No. To beain with, it is impomnl to rccogniz.e that the "univcrulaavicc fund" that C>Cisla 

univenaJ .ervicc funclirls ,_u i& to incr,..., loc:al ~ ratca to cost. AbiCIIIthat, all that 

would happen b that the largo RJbsidica built into cxistina ratca would be rcplaud by an 

cqually l&tae unlwnal ra-..icc fluid that would be cxplicil. specific. and prcdicublc, u 

rcquirocl by the Tdecomrnunlcllions Act, u well u bcina ponablc and avaiablc equAlly to aD 

eligible telecommunications carrier&. 

Mr. Gucppo'& &Aertion that univc:naJ ~ funclina would incrc:aK prices for CONUrncr& is 

limply wrona. Mr. Gucppe maku the arne erroneous wumptlon made by Mt Gillan that 

univenal MrVicc reform would kocp cxistina rate JII\ICtures intact 11lat, ag..in, 11 ccn11nly 

not Sprint'a propoul IL£C. don't require any additional revenues to maintain the level of 

univenal M:tVicc that exlat.& today All that b requited b thai cxlstina llo•plldt subaldi .. be 

replaced by explicit uai•oaal MrVicc fundina. CMnll illdustly prices do- need to inctcasc 

to maintain the aorrent kvd or uruomul RtVice. and would not incrc:u<" under Sprint'• 

12 
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1 proposal. 

2 

3 0 Mr. Cueppe abo arpa (pace 19 ofbls tatlmony) thl nveoue allort!llls (wbtrt VIe 

4 eosta at a 1rift cuter levd ac:ftd nveaua) abould be artlcd aplatt nven ue aurpluta 

5 (wlltrt tbe rcY~oua aettd the eosll at the wl" center kvtl) Ia delffllllaln& whmer 

e or not a LEC nttdt unlvuu.l unlee aupport. Do you •&rH! 

7 

e A. No. To reitcnte, univenal lttVic:e rd'onn is an iAUc or rate resuucturing. not of revenue 

II levds. lu disc,.ncd previowly, the exlsting level of revenues ofiLEC.Is aufficicntto 

1 o maintain the cumntlevd or univenaJ lttVic:e. What is needed is not addilion&J revenues. but 

11 a resuuc:turlng of how uniVUAllttVice fUnding is collected 

12 

13 Most dJsuubina about Mr. Gueppc'• proposal, ho-. is 1hc assumption dal 11 is nol 

14 -nry to c:onstJ\ICt a uniVUAl JCNic:e lUnd 1ha1 is ponable and available equally to all 

15 eligible 1elccommunic:atioaJ canien Under his proponl. a wire center lha! wu dearly 

18 .mprofil&ble would not be eligible for universal service fUnding iflho ll.EC currently 

17 providiQa JerVice ill that wire center \VIS gcneral.illg revenues in ..-<c;ss ofits cosu in ocher 

1 e soosraphic areu. In 1~ cin::umsuncea. there would be no incentive for a new cntnont to 

111 provide aavice ill that wire center, since it could not expect to earn a profit in doing so. The 

20 rault is cliroctly contrary 1o the fUndamental goal of the Tdoconvnunications Ac:l of 

21 1996-thc goal ofbrinalns COII\jltthivc alternatlves to all consumers 

22 

23 Q. Mr. COlao AI'JDCI tlut I be cencrapblc unit used to drccnnlnc univuu.l tcrvke costs 

24 and unbundled attworit demtal coJt ahould be t he aamt. De you a&rH! 

25 

I) 



.. . 

1 

2 

3 

4 

5 

e 

7 

a 

8 

10 

11 

12 

13 

u 

15 

18 

17 

18 

10 

20 

21 

22 

23 

24 

2S 

A. 

2080 

Ye$. Unless theao two c:osu at~ determined on a reasonably c:onsistent b&sis. there will be: 

oppotWnitics for uneconomic llbitrqo. Take. for example, a wire cerucr where the average 

C0S1 Ia SSO, and where univenal SCNiec funding of flO is available. If a Ct.EC c:an obtain 

unbundled elements at $40, because they were ba.scd on more broadly averaged c:osts. then 

the CL£C would obtain an unf&it advanta.ge ?~ the ILEC. sin.:e the ILEC would have to 

recover S30 (i.e., the diiTcrcncc bc:lwccn its costs ofSSO and its 1Uppon recc:ipu of$20) 

through iu mail c:hatgea while the CLEC would have to rcco~ only $20 (the diiTcrencc 

~ecn n• unbundled ncsworlc dement c:cus or $40 oritssuppon receipts of S 20) 

Obviously, if the unbundled network element rates were above the cosu used for univenal 

rervicc purposes. it would be: the Cl.EC that would be: disadvantaged 

However, there are ways to a!ljust for difl"ercnc:es in the computacion ofunivcnal rervicc 

coalS and unbundled ne1wortc elemcttt eosts. Eucncially. universal suppon payments to a 

CL£C could be adjusted down (or up) by the difl"ercnce between unbundled nelwork element 

and univenal rervicc costs. In tcnns of the above example., the CLEC's universal service 

IUppon would be reduced by SIO, rdlec:ting the faa 1ha1 its cosu for unbundled el..nenls 

($40) were that muc:h less than the cosu used for universal SCNiee purpoiCS (SSO) 

Obviowly. this would be adrninislra lively c:urnbc:rsomc. and developing unbundled net wort 

element coS1s and universal SCNice costs on che same bws would be: far more pteferablc 

My reasoo for pointing OUitN> option II to demonstrate that the avprop.We level of 

gcographlc diaaggrcptlon of coS1s for universal service purposes should bc: d01ermined on ics 

own meriu, not on the buiJ of the CUI'RI\1 level of deavcragins of unbundled nee wort 

element prices. To the CDIIent that UNvenai scMcc funding is ba.scd on • geog~aphoc uNI 

difl"crc:nt from thai used for unbundled nelwork elements. the Commiuion could uJ4 an 

adjustment mech.lnimiiUCh u I dcscribcd above 10 rcconcilc the diiTa euces (01' the duration 

.. 



. . 2081 

of~ tnntitlon period u required to make unbundled ndWO k dallalt prices 

2 corulstcnt with the development of univenal wvicc costs. 

3 

4 Q. Wlaat b tbe appropriate aeocnpbk ualt for the cakulatl011 o r ualvuul JUYice cosu! 

5 

8 

7 

e 

G 

10 

11 

12 

13 

u 

15 

16 

17 

18 

IG 

20 

21 

22 

23 

24 

2S 

A. At.. acnc:raJ principle, tho aoographic unit used for univcnal acMcc (and unbundled ndWOric 

~) "-lee be one in wbich &he cosu or ICtVioe within that aooaraphic area are 

rdaWdy homoan 'US Basin& unM:nal scMc:e fimdiQa on &he •vente cosu in a 

aCIOliJaPhic ara thai encompasses both very 1ow cost and very hiah cost ucu u ~ 

for acvcnl reasons. 

Flrst, hiah cost areu with exactly the same lcvd of colts would not n«eu.orily receive the 

aam•lcvd ofunlveraal service IUpport, since thatiUppon would be calculated based on the 

avcra~o cosu of10mo broader aeographic area ofwltlch the lliah cortarea is only a pan. 

That b, &he 111ppon r-'liCid by ury particular hiah cost area would be primarily a fimc:tion of 

the cost ~ of thole other areas included in the same gooaraphic area used for the 

detcnninalion ofur;vcrs&l acrvic:c suppon. In fact, 1 truly hiah cost •ru rnlaht receive no 

univeraal acrvic:c support if the scographic area, u defined for univcnal wvicc purposes. tn 

wltlch it happens to be locaud is comprised of low cost u wdl u hiah coli areastueb that 

the a--ao cost within that area is below the level needed to qu.Jiry fN univeraal acrvic:c 

wppo" . 

Second, bub1a both univeraal wvicc suppon and unbundled nc1work eletMnt prices on 

hiahJy a--aed costs dilloru the tompditive marketplace New entry would be detemd in 

low cost areas to the extent that the averaged unbundled ndWOfk pricct greedy c:xcceded the 

IS 
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ac:tut'.....u of~ the Cacilities m 1hotc areas eon-sdy. •wnaina can produce 

attlllcW albltnp opportunltica. For inslaoce, a facility-based en1ran1 c:ould choose 10 

COOJtrucl lidJitia In only lowe.- cost ~ receive univenaiiCtVice aupport for doina 

10-Md. to - iu eUJP"ble tdoc:ommunleatloru carrie.- obliption. - high c:os:1 c:us:1omen 

lhrouaJI raale. 

Wbt -plrical evldeacc to you bave u to tile proper level of dlugrqalioa of cosu 

for nlvtnalsuvlce purposes? 

Sprint"• c:ostiiUdy filed Ill tlU ptocecd'll18 c:alc:ulates c:om at the wire c:entc.- level Ho~. 

ift ordel' 10 analyze the appnlllri.ucness of willa WU'C ccntel' lcvd C:OJU, WC have a1Jo looked 

at COlli diaagrepted to the Cc:Nw Blodc Group (CBO) lcvd The wU-c c:cntc.- maps. 

induded u part of my teJtimocly in Exlli!Xt/WS.t , provide CBO level co" estinwcs, bucd 

on tho BCPM com aubmhted ity Sprint in thla proceeding. for each CBO In that wire center 

Wllllthe clau clemontuatel is thai ew:n willun a wire QCntc.-. there can be sisnifiwlt C:OA 

variances. For ex&mpk,the a-.,e COSl in the Tallalw.a« win c:cnter i: na 4S. but cosu in 

specifiC CBGs within thai wU-c ccnla' rat1j!C from a low of S 17 99 (17% below the average) 

to a hlgh ofSI4'1 (oVCI' Ovc times !he average) 

20 Q. Doet Sprt.tlldvocate tbat IIDivuul urvl« be bucd OD CBGa! 

21 

22 A. Noc at thll time, Bulna unlvcraol acrvlcc ouppon on CIJO• or aimlw lcvcb of geographic 

23 disaggregation would poso fonnidable, although 1101 inaupenble, admlnbtrativc issues 

24 Sprint recoauneacb, thcrd'ore, that unlvenal seM<:e ouppon initillly be based on wire center 

25 avenge costa. lioweva', Sprint 6:I1JIIIy bdiews 1hat the CorNnlasion thould reevaluate the 

16 
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1 leYd of cliJ&agreption in two to three yean, 10 dctennine whether lll&llcet clroulllll&nccs 

2 wamnt or noceAitate buiJ1a unlvaullltt'licc auppol1 on a more disagrep~ed buis. 

) 

4 Q. Doa thluoadudt your tesllmoay! 

5 

II A. Yes. 

17 
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1 MR . REHWINKEL: And that his Exhibits JWf' · 1 

t hrough 3 be identified aa a composite exhibit. 

3 OiAlRMAN JOHNSON: They will be identified as 

4 Compooite Exhibit 71. 

S (Composite Exhibit 71 marked for identification.) 

6 BY MR. REHWI NK.BL: 

7 Q Hr . Sichter, with the glare of dozens of eyes 

8 upon you at this late hour, do you have a summary to give of 

9 your t estimony? 

10 A Yeo, a brief one. The purpose of my rebuttal 

11 t es t imony will address certain recommendations of Mr. 

12 Gillan and Mr . Guepe. To oome ex tent I'm covering the same 

13 ground as Doctor Taylor, so I JUst want to briefly make a 

14 couple of points. 

15 First, : want to empha 'l i ze that the issue of 

16 universal service is primarily an isoue of rate struct:ureo, 

17 not o f revenue sufficiency. The revenues to support 

18 universal service in Florida exist today, the problem is how 

19 those revenues ere recovered. 

20 Today we price local service below cost and make 

21 up the shortfall by pricing other services. particularly 

22 access, toll, and features above cost. ~nd Congress clearly 

23 recognized that lhis system of implicit subsidies was 

24 unsustainable. That competition would erode thr.se prices 

25 and, therefore, the source of the universal service subsidy, 
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1 and that ie why they required tha~ the implicit eubeid1es be 

2 removed and replaced wi th an explicil universal service 

3 fund. 

4 secondly, and perhaps more 1mportantly, it • s 

5 necessary to understand that the exjoting rate structure 

6 effectively preclude& facility·based competition to the vast 

7 majority of customers. With local service priced below 

8 cost, the only profitable customers are customers who are 

9 heavy users of optional services, access, toll, features. 

10 again. 

11 The reality is tha~ moot customers do not, are 

12 not profitable to serve. Sprint undertook a study of this 

13 very issue looking at a sample of our customers in the St.ate 

1q of Florida, and what we found was that looking at the total 

15 revenues generated by those customers, comparing that to the 

16 t~~al costa, that 29 percent of the customers, residential 

17 customers were profitabl e. 71 percent did not generate 

18 enough revenues, total revenues to cover t heir total cost. 

19 Clearly, no rat i onal facility-based competi~or io 

20 going to seek to s~rve those 71 percent of the customers . 

21 On the other nand, the other 29 percent are somewhat 

22 attractive to servo, and we can expect au c ompetition 

23 evolves for that amall set of customers. the sources of 

24 subsidy in universal service will begin to erode . 

25 The solution to Sprint, at least, is clear. 
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1 First of all, we need to identify the difference between the 

2 cost of serving customers and the basic local rate today to 

3 i d.entify the magnitude of the subsidy. Secondly. local 

4 service rates should be increased, and to the extent 

S increasing local rates would jeopardize universal service , 

6 the difference between rates and the costs should be funded 

1 through an explicit competitively neutral. portable 

8 universal service fund. 

9 Any revenues generated from either local rate 

10 increases or new universal service funding should be offset 

11 dollar-fnr-dollar in a r eduction in implicit oubsidieo. 1 

12 hope that was brief enough . Thank you. 

ll MR. REHW INKEL: Mr. Sichter is available for 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

cross examination. 

CHJUJUoiAN JOHNSON: Mr . Henry . 

CROS~ EXAMINATION 

BY MR. HBNRY: 

Q Mr. Sichter, my name 1s Mickey Henry. and 1 

represent MCI in t his proceeding. I have just have a very 

few questions. Hopef~lly we can move through thiu thing 

quickly. 

You criticize Mr. Gillan and Mr. Gueps for 

advocating the use of the average resident ial revenu~ 

benchmark, correct? 

A That iu correct. 
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1 0 And you atato, I believe, on Page 4 of your 

2 ~eatimony , tha t the use of t his is inconsistent with the 

3 Telecommunications Act of 1996? 

4 A That is correct. 

5 0 And you are aware, are you not. that the FCC has 

6 adopted a similar type benchmark? 

7 A The PCC in its May 7th, 1997 , order did adopt the 

8 revenue benchmark . 1 would point out a number of things 

9 there . First o f all, that they are wrong. Secondly. that 

10 many petitions for reconsideration of that particular aspect 

11 of t he decision were filed. The FCC has not yet acted on 

12 those petitions !or reconsideration. and although 1t was not 

U ono of che isa.ues referred explicitly to the Joint Board at 

14 t he Seattle Joint Board meeting, the FCC qulte e xphcltly 

15 asked the Joint Board if they had any recomm~ndationo on 

16 benchmarks, that they would be glad to entertain those. And 

17 

18 

19 

20 

21 

22 

23 

indeed there io a number of proposala out there that have 

some currency, that would propose us1ng cost benchmarks and 

there i s another one that has a variable benchmark. I do 

not take it .<BI accepted that the revenue benchmark is a d.one 

deal . 

0 So, in addition to Mr. Guepe and Mr. Gillan, also 

tho FCC, which. ia charged with administering this, is also 

24 in violation of the act? 

25 A I n my opinion, yes. I mean, you are including 
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1 rev'!nuea that are the source of the implici t subsidies thllt 

2 Congress mandated we get rid of and replace with explicit 

3 subsidies, and that is inconsistent. 

4 0 Let me ask you to turn to Page 13, very qu1ckly. 

5 There you diseuse Mr. Gillan argues the: the geographic un1t 

6 used to determdne universal service cooto and unbundled 

7 netvork elemant cooto ohould be the oomc. And there YQY 

8 agree with M.r. Gillan, correct? 

9 A Yea , I agree with Mr. villan and Mr. Guepe both 

10 with on.e caveat. I don ' t know if Mr. Gillan made chis 

11 error, but Mr. Guepo did, and he a rgued that because -- that 

12 universal service should be set on a statewide average cost 

lJ bec~u~e apparently BollSouth has averaged statewide UNEs. 

14 That, in my opinion, is compounding one error with another. 

15 A8 I argue in my rebuttal testimony. we need co 

16 move to implement USP at a dioaggregated level at least at 

17 che wire center and preferably below. I would absolutely 

18 agree that having dono that, and that h• the proper thing to 

19 do in this proceeding, that UNE prices be deaveraged to the 

20 same geographic area 

21 0 Let me ask yo u to take a look at - - Madam 

22 Chairman, could I have the next exhibit number ? 

23 CHAIRMAN JOHNSON• 72. 

24 0 Let. me ask you to look, Mr. Sichter, at !'.,mething 

25 that we are having marked ea Exhibi~ 72, Hear 1n9 Exh~bit 72. 
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1 And this is a -- it's an ceder of this Commission approving 

2 an a mendment t o an interconnection agreement between 

3 MCimetro Access Transmisoi<n Services, Inc., and 

4 Sprint-Florida Incorporated. Have you got that? 

5 A Yes. 

6 0 Would you turn t<n pages. actually to the 

7 eleventh page back. It would be Page 11 of the document? 

8 A Attachment A? 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

H 

25 

Q 

A 

Yes. 

Yea, !'m there. 

0 Now, if you go dow~ to the part o! that 

a t tachment called loop, ion•t it true that Sprint has or 

does provide deaveraged loop 1ates in Plor1da? 

A Yes, we did. 

0 And so you would agr ee with me, would you not, 

that USP for Sprint ahould be deaveraged to this same level 

of geographic deaveragi ng that you provide UNE loop roteo? 

A Yea. This was a neg~tiated agreement. o f cour~e. 

and what we did here was we grouped wire centers into six 

categories and averaged the cooL for those. r would 

actually propose USP go further tnd do it on a wire center 

specific basis. And, again, 1 w1ll be glad to do the UNEs 

at that same level. 

0 

A 

At ths wire center levul? 

Yes. All this does, if you look a~. say. band 
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8 
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l1 

12 

13 

14 

15 

16 
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one, 1078, as I understand what we did io there io a number 

o• exchanges and they may be listed ~n h~re and which oneo 

are in wirB center banri one, and we averaged the coot Cor 

all of those ~ire cencero within band one to get the 1078. 

0 Would you accept, Mr. Sichter, that Sprint's 

proposal tor ito loops was actually for theoe six bonds, 

that the negotiations took place about the pricing t.~3t 

would go in there? That it was Upr~nc•o proposal to do 

dieaggregate d.~ co aLx banda? 

A Yeo. 

0 Okay. Is chat consistent '"'i th what you have seen 

in ocher places where your company has presented loop -­

deaveraged loop proposals? 

A You are go~ng to clarify whether you are calking 

about our CLEC aide or ILBC aide. 

0 tour JLEC, incumbent LECs? 

17 A Yes, we certainly recognized a need for 

18 deaveraged loops and are willing to negotiate on that basis, 

19 yeo. 

20 0 Ok~y . So, I take it then -- but you do have a --

21 if an ILBC haa averaged r ates, then, UNE rates, loop rates, 

~2 then shouldn't their USF also be on an average, on the same 

23 level of averaging? 

24 A No, I think I would disagree with that (or the 

25 following reason. I think, again, that USF needs co be 
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1 disaggregat:ed to at least the wire center 1 evel. I will 

2 tell ) .JU it is Sprint Corporation's opinion that average UNE 

3 rates are contrary to the ac t, which requires coot-based 

4 r a t es. And th.e solution to your issue , sir, is oimply that 

S the UNE rates need to be deaveraged. 

6 0 Well, in the absence of deaver aging, if you do 

7 USP on a deaveraged basis, ion't true that unleoa these two 

8 costs ere determined on e reasonably consiotent bas~s there 

9 will be opportunity for economic 

10 A Oh, aboolutely. But, again, the solution is not 

11 to do USP wrong; it's to do the UNEa right. And that meano 

12 that USP should be deaveraged and UNEo should be deaveraged. 

13 

14 

15 

16 

17 

l8 

19 

20 

0 What should be the timing of that? 

A Well, I think that I can't address that. You are 

asking I think maybe a legal issue, and that is how quick~y 

can, for example, this Commioaion mandate other compan1es to 

deaverage their UNEa. I don't know the anower to that. l 

think that it h.aa to be reasonably fast, but I can't define 

taot. 

0 Snould this Commission try and synchronize the 

21 timing of ita establishment of an universal service fund at 

22 a l~vel ot. deaggregation being ouggested and the 

23 establishment of deaveraged UNEs on that same basi~? 

24 A I don't feel com!ortable answer that yes , becauoe 

25 I don ' t know what is involved in that synchronization. I 
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1 will say thac they need co proceed with USP at a 

2 disaggregatcd basis end move with all du<! op<!<!d to deoverage 

3 tmEs. 

4 

5 

6 

7 

0 Synchronization is a rancy word. Shouldn't they 

do it. at the s ·ame time? 

A Ide-ally . 

MR . HENRY: That'o all 1 have. I will yield the 

8 balance of my time t.o the Chairman. 

9 CHAIRAAN JOHNSON: Mr. Hatch, you didn ' t have 

10 any, did you? 

11 MR . HATCH: Just a couple. It shouldn't take 

12 very long. 

13 CRO~S EXAM!NAT!ON 

14 BY MR. HATCH: 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

0 You have a chart in your testimony on Page 6 t.hat 

ie a revenue analyoio of your cun tomer base. or Sprlnt'o 

customer bane as o f September 1996, is that. correct.? 

A Thbt'o correct, yes. 

0 Have you updated this analysis to reflect. • • 

A No, I have not.. 

0 · · any of the rate increases and the additiona.l 

revenues generated by additional tariff filingo oince that 

1996 

A No. As I point out in here, we did reflect July 

25 of 1997 access rates, and it was also July intraLATA toll 
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1 races. So ic has been a little bit updated, but it is not 

2 current . And my purpose was simply co writ.e some semblance 

3 of 1dea of what. the revenue distribution looked like. tt ' a 

4 not going to be too sensitive to ch~gea like that. 

5 0 Have you undertaken or are you going to undertake 

6 an update to this table? 

7 A I nave no explicit plana t.o do so, no. 

8 MR . BATCH: NO further quest ions. 

9 O!AlRMAN JOHNSON: Did you say no further 

10 questions? 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

MR. HATCH: No more queeciona. 

CROSS EJW.IINI'.TION 

BY MR. COX: 

0 Good evening, Mr. Sichter. t j ust have a couple 

of questions for you. Will Cox on behalf of the Co111111iasion 

St. aft. 

You stated in your summary of your testimony, and 

i t scates in tho legislation that as a result of this 

proceeding the Commission is to figure out the coat of 

providing basic local twrvice, is that correct'l 

A Yea. 

0 For the purposes of this proceeding and the 

23 report that we are going to file to the legiolature coming 

24 out of this proceeding, how would you define :he word cost? 

25 A How would I define the wore coat? I would do 
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1 oimp" exactly the way Sprint Corporation hag file~ their 

2 coat atudiea i n this proceeding, using !orward-looking costa 

3 i n che BCPM model. 

4 0 Okay. Is that t he total annual or monthly coots, 

5 or is i: the average per line coot that we should report? 

6 A The average monthly cost per l1ne. 

1 0 Average monthly cost per l111e? 

8 

9 

10 

A Yea. 

MR, COX: Thank you. 

CHAI~ JOHNSON: Commissioners? Redirect? 

11 MR. REHWINKEL: No redirect. 

12 CHAIRMAN JOHNSON: Exhibits. 

13 MR . REHWINKEL: I would like to move Exh1bit 71. 

14 CHAIRMAN JOHNSON: Show that admitted wi thout 

15 objection. 

16 (Exhibit 71 r e ceived i nto evidence.) 

17 MR. HENRY: Madam Chllirman, I would like to move 

18 Exhibit 12 . 

19 CHAIRMAN JOHNSON: Show it aamitted Wlthout 

20 objection . 

21 (E>:hi.bit 72 r eceived into evidence.) 

22 HR. HENRY: Thank you. 

23 CHAIRMAN JOKNSON: We will edjoum and reconvene 

24 tomorrow at 9:00. 

25 (Transcript conLinueo in sequence with Volume 
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