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P R 0 C B B D I N C S 

CHAIRMAN JOHNSON: We're going to begin 

the Special Agenda 1 announcement. There may be 

people coming in and out. Tbia waa supposed to tho 

tranacittod lifo over tbe television network, but 

6 we're having problema with tho viaual tranemisaton , 

7 but it can be hoard, so we•ro going to go ahead and 

8 proceed and allow tho technical people to see it they 

9 c~n rectify tbo probloa. But I think at leaat tor 

10 purpoaoa ot tbia bearing. aa long aa tbey can hear ua. 

11 perhaps that will be helpful . And as soon aa it•a up 

12 on the system and being broadcaatod, they can join in 

ll 

14 

15 

and view wbo'a talking and what•e being -- what'D 

happening here at the Commiaaion on thia item . 

And with that , could counsel begin, or 

16 wboaver ia going to preaant . 

17 MS . KINO: Oood morning, Commiaaionera . 

18 During the 1988 logialative aeaaion, the univoraal 

19 sorvicea aection of Chapter 364 waa modified. The new 

20 Section 364 .025(4) (b), Florida Statutes, require• that 

21 the Commisaion, attar notice and opportunity Cor 

22 hearing , aeloct a coat proxy model and determine the 

23 total forward-looking ooat of providing basic local 

24 teleoommunioationa aervioo . For the small local 

25 exchange companiaa, thoaa with fewe r than 100,000 
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access linea, the Commission ie not required t o use 

the aame coat proxy model in respon~e to 

364.025(4) (b). Instead, a different cost proxy model 

may be ueed, or a fully diatributed embedded cost 

5 methodology mAY be e mployed . 

6 Although there was testimony in this 

7 proceeding that went beyond merely selecting the cost 

8 proxy model, this recommendation is co eatie fy only 

!I the requirementa specified in c;ection 364 . 025(4) (b) 

10 and (c). This recoamendation doea not address whether 

11 or not a peraanent univer1al aervice funding mechanism 

12 ia needed, nor doea it addreaa the potential size of 

13 

14 

15 

any ouch fund . Then8 innuea are not the aubject of 

this docket. There are eix major iseuea dealt with in 

tbie recommendation. 

16 Issue 1 addresaes the appropriate 

17 definition of baaic local telecommunication• service 

18 aa it is uaed in Section 364 .025. Staff aeaerte that 

1!1 the appropriate definition ia that contained in 

20 Section 364.02, part (2) . Mr . Cox will handle 

21 queationa on thia iaeue . 

22 Iaaue 2 addreaaea which ot the two modale 

23 proffered in this proceeding, the BCPM or the HAl, is 

24 ,ppropriate f or determining the total forward-looking 

25 coat of providing baaic local service . Of the two 

FLORIDA PUBLIC IIRVICB COMMISS ION 
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aodola. Staff recommends that tho 3CPM 3.1 be adopted, 

2 but with several aodificationa. Mr. Dowda and I are 

3 roaponeible f or thia recommendation. 

4 Ieauo l aeke whether tbe coat detorminod by 

5 the coat proxy model should be on a basis amaller than 

6 a wire center. According to Staff member 

? Mr . Fogleman, coat determination at the wlre center 

8 level ia appropriate at thia time. 

9 Iaaue o contain& what are the appropriate 

10 inputa that ahould be uaed in conjunction with t~e 

11 coat proxy model in Iaaue : to yield the coat of basic 

12 local service. Iaaue 4(al through (tl addroaaee 

l J 

14 

15 

variouo catogorioe of modol inputo . Thooo inputo 

include auch itoma as taxes, depreciation, fill 

factors, and atructuroa. Bach of theao !tams must be 

16 voted out aeparato1y by tho Commiaaion . Ma . Leo, 

1? Ma. Caueaeaux, Mr . Maurcy, Ma . Ollila and mya:lf 

18 worked on tho varioua inputa. The specific Stftff 

19 member aaaigned to tho input ia noted at the beginning 

20 of each aection . 

21 taaue S(al addroaaea which loca: exchange 

22 companies muet determine their coat of basic locftl 

23 aervice using the proxy model identified in Iueue 2, 

24 while 5(bl addreaaoa for thoao LBCa identified in part 

25 (al, what coat reaulta from uaing the inputa 

FLORIDA PUBLIC SBRVICB COMMISSION 
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1 identified in Issue 4 with the model Pelected in 

2 Issue 2. 

3 Structural changes to the model recommended 

4 in Iaaue 2 will need to be made by the model sponaors 

5 before Staff is able to provide final coot results. 

6 However, Appendix B provides preliminary results. As 

7 diacuaaed in greater length in Issue Sib), we 

9 recommend that the model sponsors make a compliance 

9 filing within 25 days of the Commiooion•o vote on thio 

10 recommendation. 

11 Finally, Isaue 6 addreaseo whether or not 

12 the cost of baaic local aervice for the am~ll LECa 

13 

14 

15 

16 

should be computed using t:hc cost proxy mole1 selecL~d 

in Ieaue 2 or through an alternative approach. For 

thia iaaue, there ie a primary and an alternative 

atatt recommendation. Mr. Mailhot and Hr . Wright are 

17 oponeoring the primary, while Hr . Dowda i s sponsoring 

18 the alternative. 

19 Chairman Johnson, Staff ia prepared to 

20 proceed however you prefer. 

21 CHAIRMAN JOHNSON: Thank you . 

22 commissioner&, would you like to go iaauo by iaaue or 

23 direct questions? 

24 COKMlSSIONBR DBASON: I would like to go 

25 iaoue by iaauo . 

PI.ORIDA PUBLIC SBRVICB COMMISSION 
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Ieaue 1. 

COMMISSIONER CLARK: I agree. 

CHAIRMAN JOHNSON : Ieeue 1? 

COMMISSIONER DEASON: I ~~n move Staff on 

COMMISSIONER GARCIA: Second. 

CH~IRMAN JOHNSON: Any discussion? 

7 Seeing none, all thoee in favor signity by 

a saying • aye.• 

9 (Affirmative responaee .) 

10 CHAIIUUW JORllSOII : <;how it approved 

11 unanimoualy . 

12 

ll 

Iaeue 2. 

COMMISSIONER CLARK: Let me juet aok a 

14 question. And this ian•t related to Josue 2. You 

15 ueed the term "TPI.• Io it a price index, TPI a price 

16 index? It's back further in the what is it? 

17 MS. OLLILA: It 'e the t elephone plant 

18 index, and BellSouth uaed it take their current 

19 inveatment and project the pricea in th~ ! uture. 

20 COMMISSIONSR CLARK : That's what I thought , 

21 but I wanted to make eure. I didn't see it in the 

22 list of acronyms . 

23 COMHISSIONBR OARCIA: Let me aak you •• I'm 

24 sorry. Did you have some more? I was juat going ·-

25 COMMISSIONER CLARK: No . 

FLORIDA PUBLIC SBRVICB COMMISSION 
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COMMISSIONER GARCIA : On page 56, you 

recom~end these changes to tho structure . Give me 

3 exactly what changes, the structura l changes does and 

4 why you agree with that, and does it increase cost, 

5 r educe coat, or increase the calculation or re~uce tne 

6 calculation? Just sum it up, becauae I got lost in 

7 the intricacy of it. It's my own fault . 

8 By the way , before -- because there may be 

9 criticism on this. I thought this was a marvelous 

10 report. I know I told you individually, but let me 

11 get it on the record. I thought you guys did a 

12 wonderful job with this. It was actually readable . 

:l3 

14 

15 

1 7 

a nd that makes it much better. An~ when l finished , l 

actually thought I understood it for a little while 

until I started asking myself qucationo . But it was a 

great job done , and it really explored all -- and I 

tbink you pointed out all the ahortcomingo, which I 

18 think we all feel with this . 

19 Every time I try to do this, I harken back 

20 to Chairman Johnson's speech at NARUC, where I think 

21 abe addressed some concerns in a nightmare story that 

22 she gave us about dreams . But nonetheless, it's very 

23 effective in communicating those shortcomings, but the 

24 fact that we needed to decide something, and this ia 

25 the beat you Lhougbt that we could do . 

PLORIDA PUBLIC SBRVICB COMM ISSI ON 
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• 1 That said, I guess my question goes back 

2 to, could you explain this to me, these structural 

3 changes and what effect it baa. 

4 MR. OOWDS: Certainly. There are two kinds 

5 o f struct ural changes that we're recommending. On 

6 page 56, there 1re two changea , the effect of which 

7 should be to increase the route mileage of 

8 distribution plant in order to hopefully narrow the 

9 gap between the route mileage indicated by the minimum 

lO spanning t ree analyais a s oppos~d to the mileage of 

11 distribution plant actually built by the model . 

12 COMMISSIO~SR GARCIA: Right . 

• 13 MR. nowos: The impact nhould be to 

14 increase the coat. 

15 Over on pages 69 and 70, i n the discussion 

16 of switching --

17 COMMISSIO~BR GARCIA: Do me a favor . Toll 

18 t~e which 69 and 70. The middle number or the corne r 

19 number? 

20 MR. DOWDS: I'm sorry. The middle 

21 number. 

22 COMMISSIONBR GARC IA : The middle number, 69 

21 and 70. 

24 MR. DOWDS: Beginning at tho bottom of page 

25 - - the laat paragraph on page 69, there•o d iscuenion 

• 
PLORIDA PUBLIC SBRVICB COMM ISSION 
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,,f certain recommende d c hangea t hat wer e -­

COMMI SSIONBR GARCIA: It'a the one you go 

3 tirat, aecond , third? 

4 MR. DOWDS: Yea. 

5 COMMISSIONBR GARCIA: Okay. 

6 MR. DOWnS: Right. The AT~T witneaa 

7 Petzinge r identified certain apparent errors in how 

8 the BCPM calculate• ce r tain aspect& associated with 

9 &witching. There •a t hree of them identified here, I 

10 

10 believe . And we believe that, aa indicated on the top 

11 of page 70, that the BCPM sponsors uhould implement 

12 these corrections . 

13 

14 

At this atage, we•re somewtat unsure au to 

the d irection or the magnitude of theae changes . I 

15 suspect it may decrease a little bit, but I ' m f~ankly 

1 $ not sure. 

17 

18 

19 

COMMISSIONBR GARCIA: Decrease the coot? 

MR. DOWDS: Yeu . 

COMMISSIONBR GARCIA: Okay. Decrease 

20 okay. A decreaae in the coat, in other words, 

21 increasing the subsidy -- no, decrease the coat 

22 calculation? 

23 MR. DOWDS : Ye• . 

24 CHAIRMAN JOBNSOtl : But on that first one, 

25 that route mileage distributio n plant, that•u going to 

FLORIDA PUBLIC SERVICE COMMISSION 
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1ncrease t.he cost, wouldn't it? 

MR. DOWDS: Yea , that's correct. That 

should. 

4 CHAIRMAN JOHliSON : And at the appropriate 

5 time, I'll - - I just want you to go into more detail 

6 on t.hat. 

7 CONMISSIONBR GARCIA: I do aloo. I want.ed 

8 you to explain that out to me also. But finish where 

9 you were going, and then -- okay. Then could you do 

10 

11 

that for me and the Chairman? 

CHAIRMAN JOHNSON: 

I agree. 

Because it's going to 

12 increase it by more than the BCPM that wao filed. and 

11 

13 

14 

15 

Hatfield would have been a little -- it'D no longer 

Hatfield. HAI. This ia a Staff -- in my mind. it was 

a Staff calculation that I guess neither of the modele 

16 provided ae much plant aa you thought was necessary. 

17 Or you can go ahead and explain how we got t.o where w~ 

18 got and how much of an increase we think this wil l 

19 be . 

20 MR DO~DS: Certa inly. A minimum spanning 

21 t r ee analysis basically ie designed to es timate the 

22 minimum route length to connect a set of pointa . It's 

23 a connect-the-dote calculation. In the context of 

24 these modele, the relevance of tbe MST analyoio is. 

25 using that mathematical technique applied to the 

l!'LORIDA PUBLIC SBRVICB COMMISSION 
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1 cuatocer location• that tbe particular modele 

identifiea , it yield& tho total route length required 

12 

3 to connect thoao locations. 

4 The problema we have here arc that tho 

5 modele do not do what they intend to do with 100• 

6 accuracy. You board extonoivo discussion during the 

7 bearing about the dieperaion problema wi th the HAI 

8 

9 

10 

11 

12 

13 

14 

15 

model becauae of tbe converting of irregularly ahaped 

polygon• to regular ahapcd rectangles and then merely 

banding o f f to the actual model which deaigne the 

plant basically two atatiatics . One ia what'& called 

the aspect ratio1 the second ift tbe area of the 

polygon. And the problem lu, lt can under•tatc 

dispersion. 

Similarly, the BCPM ia building 

16 dietribution plant to ita •• the term they uae ia an 

17 ultimate grid, wbicb ia ita surrogate for a ca rrier 

18 serving area. Civeo tortain o f tbe aeaumptiona ae to 

19 how it build& tbo plant , it too unde rstates the 

20 required diatribution length relative to what it eaye 

21 it•e euppoeod to build to . 

22 Our analyaia indicates t hat of tho two, tho 

23 RCPM, (a), undoretatoe to a aignificantly l~ee degree, 

24 and (b), it appear& that there are plausible. quote, 

25 fixes, unquote, that should remedy the problem . 

FLORIDA PUBLIC SERVICB COMMISSION 
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Sprint Witness Staihr proposed two in 

p~rticular that we recommend ahould be implemented 

oequentially to see what the result would be after 

4 each step . 

5 The first one pertains to -- let mft make 

6 sure I've got the r.ight one here. There i s a 

7 conetraint built into the BCPM such that the maximum 

8 route miles of distribution plant that can be built 

9 into one o f BCPM's distribution quadrants cannot 

10 exceed the route mileage of tbe roads in that 

11 qua dr ant. Witness Staibr t esti f ied that by relaxing· 

12 this constraint, it's likely that in all probability, 

13 

13 more r u r al areas, that t he model would thus build more 

14 distribution facilities to narrov tbe gap between what 

15 tbe MST said the mileage should be relative to the 

16 locations BCPM was supposed to be building to. 

17 The second recommendatio n that he made that 

18 we r e commend that the Commission adopt pertains to the 

19 design of - - I always get this backwards. Of the 

20 backbone cable, or the branch cable, rather, tha t runo 

21 on the back of lots in a neighborhood . 

22 Assume you 've got six l ots that are 

23 contiguous . Bo~ models currently don't run this 

H backbone cab'le all the way to th•e corners of the 

25 respective lots. They atop about a half a lot length 

FLORIDA PUBLIC SBRVICB COMM ISSION 
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l on each end. If that cable were extended, by 

2 definition, that would increase the aggregate 

3 distribution aileage. These are the two changes to 

4 re~edy, ideally, or at least narrow tbe HST problema 

s that we're reoo~monding. 

6 COMMISSIONER DBASOll: You got that now, 

7 Joe? 

8 

9 

COMMISS I ONER GARCIA: Oh, yeah. 

COMMISSIONBR JACOB81 On page 51 through 

10 53, you talk about this whole idea a little bit more 

11 in detail. I want to underotand a couple of points. 

14 

12 Firat of all, at tho bottom of page 51, you 

13 9ive tboae numbers. You aay ehat the BCPM comas up 

14 abort by 20 -- I guess you're specifically lookJng at 

15 BellSouth hero, and you say they come up 24 t and HAl 

16 68'. 

17 Now, I want to go over -- and then you talk 

18 about some of those things that you just explained. 

19 And then at the top of page 57, the first full 

20 paragraph, that•a what I want to underatand there. It 

21 says, "In addition•-- that sentence that begins , • In 

22 addition, the main cluater, aa you know, wben thoae 

23 adjustments to include the respective centroids , aa 

24 nodes are mada, and then you give some different 

25 percentages. Kelp •• understand what that adjustment 

PLORIDA PUBLIC SBRVJCB COMMISSJON 
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15 

really ia about . 1 

2 

3 

4 

5 

MR . DOWDS: I'm ao~ry. Commissioner. Could 

you tell me -- I lost the reference . 

6 middle? 

COMMISSIONER JACOBS : On page 57. 

COMMISSIONER GARCIA: Page 57 in the 

7 COMMISSIONER JACOBS : NO, in the first full 

8 paragraph. The first sentence begins, •curing cross 

9 examination.• And what I'm focusing on are the last 

10 two sentences. 

11 

12 

13 

14 

15 

16 

COMMISSIONER GARCIA: I'm sorry. I can't 

find that paragraph ao I can be with you. 

COMMISSIONER CLARK: Which 57 is it? 

COHMISSIONBR JACOBS: Oh, I ' m sorry . 

MR . DOWDS: In the middle. 

COMMISSIONER JACOBS: No, strike that. 

17 I'm sorry. I'm wrong. I was looking at the bottom. 

18 This is 53. I'm sorry, page 53. 

19 COMMISSIONBR GARCIA: And the paragraph 

20 begins, •In addition,• on page 537 

21 COMMISSIONBR JACOBS : No, •curing c r oss 

22 examination,• the first full paragraph. 

23 COMMISSIONER GARCIA : Okay. Thank you . 

COMHISSIOtiBR JACOBS : Now looking at the 

25 last two -- actually, I guess it's the last sentence, 

FLORIDA PUBLIC SBRVICE COMMISSION 
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1 when these adjustments to include the respective 

2 centroids. 

3 Nov, that's contrasting to - - and I guess 

4 that was page 51 that was I was on before . Page 51 

5 before talked about -- in tho last full paragraph, it 

6 talks about the moJ el estimates and how they fall 

7 ohort of tho actual plant needed to build. ~nd then 

8 you say that -- you talk about why they don't build to 

9 -- why the nodes don ' t go -- in the case of the BCPM, 

10 they don't go to that essential grid, and in the caae 

11 of the RAI, they don ' t go to the centroid. And you 

12 talk about if you do that, if you were to build, make 

13 

14 

15 

the nodeo go to the c enter of what they oay ia the 

center of the population, there ' D a difference. Io 

that --and I want to make sure that that's the 

16 essence of what you•re saying here, that if you do 

17 that, then you ~hange the percentages by which they 

18 fall short. That was what I'm trying to understand 

19 and be more clear on . 

20 MR. DOWDS : Let me try to restate what I 

21 believe - -

22 COMMISSIONER JACOBS: Tell me what you 

23 meant to say, not bow I characterized it . 

24 MR . DOWDS : Tho AT~T witnesses asserted, 

25 correctly, ae it turns out, that in performing their 

PLORIDA PUBLIC SERVICE CO~MISSION 
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6 

7 

8 

9 

10 

11 

12 

• 13 

H 

15 

16 

17 

18 

19 

2 0 

21 

22 

:n 

:u 

25 

• 

18 

KR. DOWDS: It may b e a warranted 

clarification to the DCPM sponsors in terms of how 

they should -- which I admit 1 overlooked, in terms of 

how they should perform the MST analys es they provide 

us with a compliance filing . 

COMMISSIONER JACOBS : I see . 

MR. DOWDS: Does that make •• 

COMMISSIONER JACOBS: So the upshot of it 

is that in the •• and I want to be clear on this, 

because in essence, what we're saying is, when it's 

all said and done, the MST anal t sia should be a 

benchmark. 

KR . DOWDS: Yeo . 

COMMISSIONER JACOBS: That•e a beginning 

point . And then what we say ' a that, BCPM, when you 

attempted to address the plant you would build up on 

the other aide of the digital loop carri er, you 

miastated something. 

HR . DOWDS: What happened was , by not 

including that point, there are fewer points to 

connect. 

COMMISSIONER JACOBS: Okay. 

MR. DOWDS : So thus, the AT"T witnesses 

argued that you should include the digital loop 

carrier as a node in terms of measuring the 

rLORIOA PUBLIC SBRVICB COMMISSION 
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2 

3 

dist r ibution plant. 

COMMISSIONER JACOBS: Right. 

MR. DOWDS: And by not including that as a 

4 point, that understates t he a nalysis . 

S COKM ISSIONBR JACOBS: Okay. Now , how does 

6 that impact oa tho BCPM's compliance with the ~ST 

7 ana l ysis? Do they -- it sound s l ike they fell farther 

8 abort. 

9 

10 

MR . DOWDS: Yea, that's correct . 

COMM ISS I ONER J ACO&S: Okay. That's wha t I 

11 wanted to be clear on. And •• 

12 

13 

u 

ahead. 

HR. DOWDS : And I believe -- I'm sorry. Go 

COKMISSIONER JACOBS: And now what we're 

15 suggesting is a way that they can make some 

16 adjustments tha t would cause t hem not to fall as far 

17 short as doing that would suggest . 

18 MR. DOWDS: Yes, that's correct . But the 

19 changes we're recommending would be indifferent to 

20 exactly -- that would have , all things equal , the same 

21 effect , regardless of how you're going to do your MST 

22 analysis . The issue is whether or not you include the 

23 DLC side as a node . 

24 COMMISSIONBR JACOBS : Okay . I undoratand. 

25 MR. DOWDS: Which we implicitly intended 

FLORIDA PU~ LlC SERVICE COMMISSION 
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2 

that tbey should. And for purposes of doing the MST 

anal ysis, they file a compliance filing. But in and 

3 of itself, it doesn't have anything to do with our 

4 adjustments, if that makes sense. 

20 

5 COMMISSIONER J ACOBS: I think I understand, 

6 but let me try and get it straight. 

7 What you're shooting for in this whole MST 

8 analysis is a reasonable measure of how long the loops 

9 ought to be, and therefore, wha t the plant to s erve 

10 should look like. Okay? 

11 And what I t h ink I'm hearing you say is 

12 that these points t ha t should have been included in 

13 tbot mcaourcmcnt weren't i ncluded, and if you include 

14 them in tbere, the measurement for BCPM gets shorter, 

15 and therefore the requirement that it must meet in 

16 order to be compliant with the MST analysis io 

17 impacted and essentially falls further short of that 

18 meaourement. 

19 

20 

MR. DOWDS: Yea. 

COMMISSIONER JACOBS: Okay. Now, and what 

21 our adjustments don't neceosarily bring them did I 

22 just bear you say tbat what we're suggesting as 

23 adjustments t o that don•t necessarily bring the~ 

24 closer? Or do they 

25 MR. DOWDS: We have testimony that they 

FLORIDA PUBLIC SERVICE ~OMMISSION 
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5 

will d acreaae the ehorttall . 

COKMISSIONBR JACOBS : Okay . Now •• 

KR . DOWDS : Hay I give ·· 

COKHISSIONBR JACOBS: Go ahead . Go ahead. 

MR . DOWDS: Ma y r give you a hypothetical? 

6 Maybe this will help. Lot•a aeeume just fo r aako ot 

7 argument that you do an HST analysie the way the LBCa 

21 

8 did , which ie baaic ally t hey connected the dots , where 

9 the dote are only tho -- exclude the DLC side as a 

10 node. And let•a aeaume you ado them all up and prove 

11 the number ia 8,000 feet . Okay? However, let•a 

12 

13 

aaaume furthe r that for some reaao n , again 

hypothetically, the model only bui lds plant to thoee 

14 s a me locations you uaed in the HST analyeis equal to 

15 6,000 teet. Okay? 

16 Let•a aaaumo one more . Let's assume you 

17 did the same MST analyeia, but inetead of 8,000 feet , 

18 you added the DLC aide , and lot•a assume that it went 

19 from 8,000 to 9,000 . What I'm saying is, the change• 

20 we 're recommending will make the 6,000 bigger, so it 

21 will decrease the shortfall whether it•e 8,000 or 

22 9,000. Does that help? 

23 COMKISSI ONBR J ACOBS: All r ight, oir . 

24 COMMlSSIONBR CLARK : Well, I'm not auro it 

25 did, at least tor me. I viewed your comment• with 
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l 

2 

3 

4 

regard to the HST, HTS , minimum spanning tree, as sort 

of a aanity check on the models. 

HR. DOWDS: Right. It's an internal 

consistency test of whether the model does what it 

5 aaya it•a auppoaed to do. 

6 COMM I SSIONER CLARK: Right. And you found 

7 t hat the BCPM came closer to what the MST told you was 

8 likely to be what you needed . It was just a sanity 

9 check. 

10 

ll 

12 

13 

14 

serve --

HR . DOWDS: Yeo. 

COMMISSIONER CLARK: Okay. 

COMMISSIONER JACOBS: The ultimate coot to 

CHAIRMAN JOHNSON: Let's go back to that 

15 question, though . But it ~asn•t juot a sanity check, 

16 in that we•re going to actually revise -- that•o one 

17 of the modifications to the model, oo it will actually 

18 affect the inputs. 

19 COMMISSIONER JACOBS: Now, that's - -

20 COMMISSIONER CLIIRK: And the modifications 

21 would be what Witness Staibr thought were appropriate? 

22 HR. DOWDS: Yes . 

23 

24 

COMMISSIONER CLIIRK: Okay. 

CHAIRMAN JOHNSON: Out we don't know the 

25 exact -- how that's going to impact the dollars. We 
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just know directionally, it will increase the cost. 

HR . DOWDS: It should increase the 

3 diotribution plant mileage and thus tho dollars of 

4 dist r ibution plant . 

23 

5 COHMISSIO!lBR DBASON: Is that a change that 

6 can readily be made to the model? Or is it a change 

7 to the model, or i~ it a change in inputs? 

8 MR. DOWDS: It's a change to tbe model 

9 structure, in other words, the formula. 

10 COHHISSIOfiBR OBASON: Th&t's ~o.:hat I thought 

11 it was. Now, wben you start chang'ng tho modal. 

12 usually that is a difficult undertaking. And my 

13 quootion io, io that something tha t can be implemented 

14 that's otraightfor~ard, direct, understandable. with 

15 no interpretation controversy, so that we get results 

16 back 25 days from now, and wn say, •That's not tho way 

17 we meant it. We wanted you to interpret it this way 

18 when you made that change to the model, • because I'm 

19 concerned about tho time constraints under whi ch we 

20 have t o operate. 

21 I want to make sure that we give d irection 

22 as to wbat ia required ao that when we get tho reaulto 

23 back, it•o what we intended . 

24 HR. DOWDS: It's my belief that the BCPH 

25 model aponaors will likely -- one of two scenarios 
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1 will occur . Bither Sprint people in Kaneao Ci t y will 

2 do tho c alculations who have been working on this 

3 model f or at least two year a . or they will have 

4 IND2TBC, who is t heir consultant for the last year, 

5 year and a half, implement the changes . I believe 

6 tha t this description, especially since it wao -- this 

7 is essentially ~ paraphrase of what Sprint Witness 

8 Staihr proposed . I t ' s tairly straightforward . It 

9 amounts to, in one case, removing from a formula a 

10 value which cons t rain• the distribution p l ant mileage 

11 in a quadrant. Basically, it's a glori fied , extremely 

12 complicated if-then statement . ~nd what they would 

13 ne ed to do ia go in and make aure they get the ripple 

14 ef fects to sti~l meet the constant, which lo basically 

15 the road mileage. 

16 COMMI SSIONER DEASON: But you're not 

17 incor porating MST per se into the model? 

18 

l9 

MR . DOWDS: No . 

COMMISSIOfiBR DEASON: 'lou used it as a 

20 check on internal consiotency to make a general 

21 finding that there are understatomento in mileage&, 

22 a nd you ' ve look at the model ao to how is a way to 

23 compensate or correct for that . 

24 MR . DOWDS : 'lea. 

25 COMMISSIONER DB~SON: But even with the new 
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• 1 resutte, when you apply the new results to an HST 

2 teut, you st il l may find some situations where the HST 

3 test would Ghow that they 're st ill insignificant -- I 

4 mean deficient mileages, but that should be minimized 

5 with the change to the model that you ' re ouggesting. 

6 MR. DOWDS: That' D our hop e . We don't know 

7 if we can remedy the problem completely . We just flat 

8 out don't know. Baaed on the record we had, these 

9 proposals should move in that direction. Whether the 

10 MST analysis that we want them to file in -- we said 

l l 25 days because of the constrained time schedule. 

12 Whether that matches exactly the route mileag e built 

• l l by th~ model, we don•t know. Th• record ind ieatoo 

1 4 that the two should conver ge . By how much we frankly 

15 don 't know . 

16 COMMISSIONER DEASON : We don't know . We 

17 know that it should be bet ter . 

18 MR. DOWDR: Yea . 

19 COHHISSIONBR DEASON: But what if we get 

20 results back that we are -- arc unant icipated. Do we 

21 have any evidence in the record that shows what the 

22 magnitude of the changes seem to be by making the 

23 modi fi cation you're suggesting? 

24 MR . DOWDS: uo, we don•t. w .. would have 

25 to - - the changes would have to be implemented r e ally 

• 
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in order to know that. 1 

2 COMMISSIONER DRASON: So it's not like -- I 

J know numerous times we have evidencs in the record 

4 where you asked the model to be run wi th different 

5 assumptions or different input, which I think it's 

6 fairly readil} able to do . But when you start talking 

7 about changing the model itself , that 's a different 

8 proposition. 

9 MR. DOWDS : We were a little leery about 

10 trying to do that ourselves, b~cause it's a little 

11 complicated. And in all candor. we weren't sure we 

12 had enough time to make sure we didn't meso it up. In 

13 other wordo, w~'r& ~oderatoly knowlGdgeable about the 

l4 model . We've been working with it for a number of 

15 months. But the model oponsoro should be able to do 

16 this pretty quickly. 

17 COMMISSIONER DEASON : Well, let mo aok 

18 another question . I guess it's more of a 

19 philosophical one. Obvioualy, during the course of 

20 this hearing , the incumbent LECs . with the exce~tion 

21 of the umall companies, generally put forth positions 

22 which tended to increase coats, as compared to the 

23 i ntervenors, who baoically put forth positions which 

24 tended to decrease coats o r minimize costa. I mean. 

25 that's and we•ra trying to take all this 
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l information and try to find wha t we think io 

2 appropria te . 

l My question is, given that observation - -

' and l'm sure there's exceptions . That' s not always 

5 the case, but generally that's the tendency . Given 

6 that tendency, and that thio is a BCPM model basically 

7 that we're recommending to use , and we're finding a 

8 shortfall or a structure within that model wh ich in 

' Staff's opinion has the tendency to underot~te coots, 

10 why is this not something that the incumbent LBCa 

11 themselves identified and modified and told us that 

12 this is something that needed to be corrected to 

13 

14 

15 

present costa aa they deem them? 

MR . DOWDS: The short answer i s, I don't 

know. What we do know and/or have in our record io an 

16 acknowledgement by the LECo tbot there was a problem 

~7 and some proposals which admittedly they apparently 

18 bad not implemented as of the time they testified 

19 which they thought would take steps to alleviate, at 

20 least in part, the identified problems. 

21 COMHISSlONBR DEASON: Is there the 

22 potential ·- and I know that the model is certainly 

23 complex and complicated. Is there the potential that 

24 with changing this, that there are unanticipoted 

25 consequences in the fact that it has an effect on 
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1 something which baa an effect on something which has 

2 an effect on something. such that when you rerun the 

3 model, you don't know what results you're going to 

' get? 

5 MR. DOWDS: That's always a possibility . 

6 But I think on t-alance it should be unlikely . And let 

7 me explain why I believe that's the case. 

8 Most of the shortfalls that are meaningful 

9 are in the low density areas . In my opinion, these 

10 are the areas that if you ever want to provide 

11 univeraal servioe funding, these are obviously areao 

12 that one should target. I have fe wer misgivings about 

].) 

14 

15 

erring on the high aide in ouch areao. b6oauoe on 

balance, that's what -- those are the important 

aspects. 

16 If we want to get something right. we 

17 should strive to get it right in tho rural low density 

18 areas , and that's where the record indicates that the 

19 lion ' s shares of the glitches between the MST and what 

20 the model builds to occurs. 

21 And because of the distribution of MST 

22 the difference between the MST and what tho model 

23 builds to is graateet in the low density areas, it 

J4 becomes almost de minimus in the high density areas. 

25 So it shouldn't really -- these changes shouldn't have 
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l much e ffect on the high density areas. 

2 And it's one of those -- it's preferable , 

3 in my opinion, to come up vith more reasonable 

4 estimates for the low density ar~as , even if the 

5 result is a slight overstatement in the high density 

6 a r eas , because we know· what we did, so we know the 

7 direction of any bias we•re introducing. Mo reover, 

8 we 're not going to -- hopefully we're not go to 

9 provide high coot funding in the h igh dcn~ity areas 

10 such as Miami o r Port Lauderdale. So it's one of 

11 thoae tradeoff&. 

12 

13 

COMM ISSIONER CLARK: I have a general 

guea tion , get t1ng back to -- to ask you the 

14 relationship between the universal service fund that 

15 mlgbt be eatablished in the state and the one 

29 

16 established b y the PCC . Ia it correct that the FCC io 

17 going to adopt a model -- hao it adopted d model? 

18 MR . DOWDS: Yes , but it's not pare of this 

19 -- well. yes . 

20 COMMISSIONER CLARK: And is it my 

21 underetandin9 that a recommendation o n the universal 

22 service fund and a decision by the FCC is due in July? 

23 MS. CAUSSBAUX: Yea, for the large 

24 MR . DOWDS: Before then, because ·· 

25 COMMISSIONER CLARK: For the large 
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1 carricrg, which would include the ones that you're 

2 recommending we uee the BCPH or I can' t remember. 

3 Bench Coat Proxy -- yea, BCPH. 

4 COMMISSIONBR DBASON: No, David ie eleo 

5 recommending that we apply it to the other companiea 

6 too. 

7 

8 

!I 

COHMISSIONBR CLARK: Yea. 

COKHISSIONBR DBASON: In the altdrnative. 

COMMISSIONBR CLARK : Yea. But they will 

10 decide on the model in July , and wil l they decide on 

11 the fund and bow to collect it in July? 

12 

1 3 

14 

MR. DOKllS: What they're already -- they 

1eeued an order t our dayo after your hearingo c 1o ood 

in thie proceeding picking a platform. They picked a 

15 model , which i e neither -- not a model tha t 's in thie 

16 proceeding. so it • e one of those darned if you do, 

17 darned if you don't situations, because your record, 

18 unfortunately, ia limited to two ae oppoaed to three 

19 modele , in my opinion . 

20 But you•ro r ight. I t vas literally the 

21 week after, the week after the hoaringa clooed in 

22 thia . I think it wae on a Thursday . They iaeued the 

23 o rder pic king a platform model . The next otep t~at 

30 

24 t hey're still working on io, they're pic k ing inputs t o 

25 populate that model, and tho July 1 date is their 
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1 

2 

3 

4 

target implementation date for determining funding for 

nonrurnl LBCe using a proxy methodology. 

COMMISSIONER CLARK: Here's ~y question. 

I assume that they are going to determine an amount 

5 that needs to be recovered through their federal 

6 universal aervicd fund. How will that work with the 

7 state universal service fund? Will it is it just 

8 separate, or do you eort of determine how much you 

9 need to support a particular area? Is it wire center? 

10 HR . DOWDS: I'm sorry. Whose wire 

11 center? 

12 

lJ 

l4 

15 

COMMISSIONER CLARK: We're not going to go 

to ceneua block /Ot. wo•ro doing wire center, 

identifying where the support is needed? 

HR. DOWDS: I don • t know. That issue 1B 

16 not a topic ot this proceeding. 

17 CHAIRMAN JOHNSON: In ours, that's Greg's, 

18 the wire center basis. 

19 MR. DOWDS: That's for reporting of the 

20 coat. 

21 

22 

23 

24 costa. 

25 

COMMISSIONER DEASON: It's just •· 

COHMISSIONBR CLARK: That 's what I mean. 

COMMISSIONER DEASON: Right, reporting 

HR. DOWDS: That's all · • 
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5 

COMMISSIONER DBASON: 

anything 

COMHISSIOili!R CLAR!t: 

trying to find out is, you know, 

coat , who ' s going to make up the 

32 

We're not doing 

I guess what I •m 

once you identify the 

portions or the 

6 universal service fund? How are the two going to work 

7 together? 

8 

9 

10 

MR. DOWDS: I don't know . 

COKMISS IONBR CLAR!t: Okay. 

MR. DOWNS : I mean, I can conjecture, but I 

11 don't know. There ' s so many thJngs up in the air on 

12 that, so many -- a multitude of decisions that would 

13 

u 

have to be made. 

COMMISS I ONBR CLARK: Well, presumably you 

15 sort of say that in this area it costo $50 to oerve, 

16 and we believe that 25 of that needs to be subaidizea. 

1 7 

18 

19 

20 

MR. DOWDS: But we're not oaying that here. 

COMMISSIONBR CLARK: I know that. 

MR. DOWDS: Okay . 

COMMISSIONBR CLARK: I know that. I'~ juot 

21 trying to -- but what we decide here is going to be 

22 the basis for determining, you know, bow much you may 

23 need. 

KR. DOWDS : I gueao my reaction would be 

25 yea and no , as usual . 
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2 

3 

4 

5 

In my opinion, you are obligated under the 

terms o f 364.025 (4 J (bJ to select a proxy model for the 

big LBCs. And you only have two in the record, so in 

my opinion, you have no choice . 

Now, however -- what you opt t o tell the 

6 Legislature to do or recommend or any other issues, 

7 we•re -- let me try again. This docket is basically 

8 -- you have to be in compliance with what the statut e 

~ says. You don't have to like what you're 

10 recomm~nding , but you have to make the recommendat ion, 

11 nevertheless. ln other words if you op t to --

12 COMMISSIONER CLARK : I'm not sure -· let me 

1.3 

14 

try again . Suppoao you have -- the FCC develope ~ 

model , and presumably the model would be applied to 

15 the large LBCe in Florida, and there would be a 

16 determination of how much it costs to serve a 

17 particular area, loops in a particular wire center, as 

18 I understand it . And then we would be doing t he same 

1~ thing. And to the extent we don't use the oame cos t 

20 models, they're probably going to be different. But 

21 when we determine what we might recommend or what the 

22 Logiolature might do, it's - - probably you•ro going to 

23 oubtract out how much you're going to get from the 

24 Federal Government from bow much you would have to 

25 you might recommend in tho state . Wou ld that be 
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correct? 

MR. DOKDS: Presumably, yes. 

COMMISSIONER CLARK: And how is the federal 

4 u~iversal service fund going to be funded ? Are they 

5 going to - - I guess I'm --

6 MR. DOWDS : By funding, you mean how 

7 whatever the dollar a mount that •o identified, how will 

8 it be recovered f rom - -

9 COMMISSI~NBR CLARK; Yes. 

10 MR. DOWDS: I can tell you how it's dono 

11 today, but I don't know i f that will be bona fide down 

12 the road . 

13 

14 

15 

COHMISSIONB.R CLARK : Wel \, tell me --

HR . DOWDS: Curre ntly the funding f or the 

interstate high cost and low income programs a re 

16 recovered from -- uaee d on the interstate and 

17 international revenues o f interstate providers . So 

18 basically they identify how much money they need to 

19 recover, and lot's aasumo for the sake of argument 

20 it's around 1.7 billion for those two programs, I 

21 believe, in that neighborhood . That ' s the n umerator . 

22 The denominator is the interstate and international 

23 revenues of all interatate providers . which is -- I 

24 don ' t remember tho number . It•o about so to $60 

25 million. And they back into a surcharge percent, and 
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5 

they send billa to different carriers. 

COKKISSIONBR CLARK: Let me ask this 

question. There's going to be one model, federal 

model. There isn't going to be an oppcrt unity to use 

the model we•ve adopted in Florida. They•re just 

6 going to bave one. 

7 KR. DC'WDb: (Gesturing.) 

8 COMMISSIONER CL~RK: Okay. 

9 CHAIRMAN JOHNSON : I guess David would say 

10 be doesn't know, but actually, on the Joint Board 

11 recommendation, at one point we h~d recommended the 

35 

12 first time around that tho states could perhaps submit 

13 

14 

15 

their own stat:e studies, but: in the luut Joint BoArd 

recommen.dation , we said for purposes of establishing a 

federal universal service fund, it would be best just 

16 to have the federal model. so the PCC still must make 

17 a final decision, but states were not advocating 

18 allowing people to submit their own modelo, becauoe 

19 th~t would just be 

20 COMMISSIONER CLARK: A nightmare. Okay. 

21 CHAIRMAN JOHNSON: an unworkable 

22 problem . So we will probably be stuck with the one 

23 federal model. 

HR. D'HAESELBER : susan , it wouldn't 

25 surprise me that you !lave a federal fund, and you have 
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a model, a federal model. oo that takes care of the 

federal aide. Now, on the state aide, we don't have 

~ the same conotrainto. so you may have many different 

4 modele to recover the state aide of a universal 

5 service problem . 

6 COMMISSIONER CLARK: I'm trying to 

7 understand how the dif~orences in what you calculate 

8 the coat of the rervice to be might be resolved. But 

9 I auppoae it•a not oomething we have to be -- decide 

10 today. 

11 Lot me ask one other thing . You listed on 

36 

12 page 32 some of the criteria, I t~ink, middle 32, that 

13 

14 

15 

16 

17 

the federal coot proxy had to meet. And I presume 

that the coat proxy model that you're recommending 

meets that, those criteria. 

MR. DOWDS: Not necessarily. 

COMMISSIONBR CLARK : Which ones would you 

18 say it does not meet, and why? 

19 MR. DOWDS: Okay . Firat of all, for 

20 informative purposes, these criteria were in the May 

21 1997 FCC Universal Service Order. Paragraph 250. They 

22 were the target criteria at that point in time. 

23 But let me tell you at the outset that the 

24 FCC's model does not meet these criteria either. 

25 Okay? But not all of them. Which oneo does the model 
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1 

2 

not meet? Number '· it says the model uses e ither the 

federal 11.25 or a state-authorized return for 

3 i ntra s t ate services. 

" 
5 

6 

thought. 

COMMISSIONER CLARK: Wel l, we did that, I 

HR . DOWDS: Well , this ,ays f or intrastate 

1 services. What's being recommended here ia a 

8 reasonable coa t o f money applic able to a provider of 

9 universal services, not the LBCa . We're not doing 

10 rate of return prescription here for a local exchange 

11 company. 

12 

13 

COMMISSIONER CLARK : But we 've set a · • 

we•ve l ooke d at i t and set an appropriate rate of 

14 return . 

15 MR . DOWDS: Por a provider of universal 

16 se rvice , not a provide~ of universa l services . one 

1? could -- I mean , you could argue either way . In an 

10 abundance of csution, I would conclude that we're not 

19 meeting that requirement, that c riterion. But you 

2 0 could equally conclude --

21 COMMISSI ONER CLARK: Your distinction 

22 b e ing it's not a provider of intrastate s e rvices? 

23 COMMISSI ONBR DBASON 1 No, that it'D not an 

24 authorized return. We no longer set an authorized 

25 return . 
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MR . DO~DS: That'• correct. 

COKM ISSIONBR CLAR~: Oh, all right . 

MR . DOWDS : We don't s et returns. 

COMMISSIONBR CLARK : Okay . 

5 MR . DOWDS: I would have to defer to 

6 Ma . Lee on numtar 5 whether or not the depreciation 

7 recommendations comply with that . I don't know 

8 offhand. 

9 COMMISSIONBR CLARK: I thought you said 

10 they did in your recommendation . 

11 MS . LBB : For the technology senaitive 

12 a ccounta they do . For the o ther accounts. not 

38 

1 3 

14 

15 

16 

17 

neceaaari ly are they within tho FCC·preecribed ranges. 

o ne in particular that I can think of right offhand i• 

computers . We're recommending a five - year life . I 

think the PCC range atarta at aix . 

COMMISSIONBR CLARK : Okay. What about 

18 n\.lmbar 10? 

19 MR . DOWDS : Por purpoaea of thia 

20 proceeding , I would aay it d oea not meet it , bocauae 

21 tho iesue of support ia not before you, and we have 

22 intentionally not provided any information on posai~le 

23 levels of support, becauao in order to do t ha t, we 

24 would have to go beyond the acopa o f thia docket. 

25 COMMtSSIOtiBR CLARK : Okay . All right . 
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MR. DOWDS: Setting a revenue benchmark or 

something like that. 

COMMISS I ONER JACOBS: Any others? 
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l 

2 

3 

4 CHAIRMAN JOHNSON: Any oth~rs, David? That 

5 was it; right? 

6 COMMISSI ONER JACOBS: Any other of those 

? 

8 

factors ? 

CHAIRMAN JOHNSON: Leon just asked if there 

9 weru any others. 

10 COMMISS IONER JACOBS: An~ other of those 

11 fac t ors? 

12 HR. DOWDS: I think that we could argue 

13 

u 

that we meet all the others. 

MR. COX : Commissione r Clark, r would just 

15 point out one thing with regard to the interaction of 

16 a state, interstate fund versus the federal f und. In 

17 Section 254(f) of the Telecommunications Act , it 

18 states that a state may adopt regulations to provide 

19 (or additional definitions and standards to preserve 

20 and advance universal service within that state. only 

21 to the extent that such regulations adopt additional 

22 specific, predictable , and sufficient mechanisms to 

23 support such definitions or standards that do not rely 

24 on or burden the federal universal service support 

25 mechanisms. So basically it's saying that wo do~·t 
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1 have we can employ our o~n standards. We don't 

~ have to follow these critcr- a, eo long as we don't 

3 burden the federal mechanism. 

4 COMMISSIONER CLAFK: Okay. 

S COMMISSIONER DEASJN: And what do they mean 

6 by burdening the federal mec1aniam? 

7 MR. DOWDS: As lo:1g a a it' o our money. 

8 COMMISSIONER DEAS0N: That'D what I 

9 thought. And obviously, we' le doing Lhio for intra 

10 our own purposeo. so -- oka)'. 

11 COMMISSIONER CLARK : I have one queotion. 

12 And I think I read it later on in the recommendat1on . 

13 

14 

but what is Staff recommendiny with respect to 

copper? That we only use copper for 12,000 feet and 

15 below? 

16 MR. DOWDS: Oh, okoy, the copper/fiber 

17 breakpoint? 

18 COMMISSIONER CLARK: Pardon me? 

19 MR. DOWDS: Thio io the 12 verouo 18? 

20 COMMISSIONER CLARK: Yes, it io the 

21 fiber/copper breakpoint. 

22 

33 

MR. DOWDS : Okay . I believe -­

COKMISSIONBR CLARK : Twelve kilofaet on 

24 page 74, I take that to mean that -- at the bottom o f 

25 the second full paragraph. I took that to mean that 
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• 1 the reaaonable s tand -- that copper loop l ength s will 

2 be l imited -- you'll us c copper when ~t·s 12 kilofeet 

3 o r leas. Above that, you'll use fiber? 

4 MR. DOWDS : Yea. Do you want me to c larify 

5 or explain thar.? 

6 COMHlSSIONBR CLARK: Yes . 

7 MR . DOWDS : Okay . There are t wo 

8 interrelated issues. one of the~ in my opinion is a 

9 red herring. There was a diopu~c between t be parties 

10 as t o wbetber tbe maximum length of a loop that's 

11 comprised o f copper , which ia basically -- which is 

12 equivalent to the portion of the loop t hat' s hanging 

• 13 o ff a carrier system. whether it should be 12 ki l ofcet 

14 or 18. 

15 The HAl model advocate& that it should be a 

16 maximum copper loop length of 18,000 feet. BCPM says 

17 12. BCPM -- I f orge t the exact arguments, but it was 

18 essentially that if you bave more -- they were arguing 

19 that in some acnae, you would be providing deficient 

20 quality if you go beyond 12, and BAI says, •well, 

21 yours is t oo extenaive, so therefore , use mine. • 

22 Baaed upon my review of the r ecord, it's a 

23 red herring. It really doesn't matter ao long as you 

24 build it correctly. 

25 For example, my understanding from the 

• 
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1 

2 

3 

record ia that you can use 26·gauge copper cable out 

to 12 kilofeet without any additional devices added to 

it . If you want to use inotead out to 18 kilofeet. 

4 you have to make two depending upon the exact 

S length of that loop, you have to make potentially two 

6 adjuotmenta . one. you have to use a aifferent gauge 

7 cable. You have to go from 26 to 24, which is more 

8 expensive copper cable. And you need to uoe what are 

9 called extended range line cards. And it's my 

10 understanding-- I'm not an engineer, but I'm winging 

11 it •• that there's two. There's one in the digital 

12 loop carrier facility , and there's one in what's 

13 called the central office ccrmin~1 back at •he central 

14 office. These carda. line cards are different from 

15 the normal line carda that would be used t~ provide 

16 POTS service on ~ 12· kilofoot loop , and they tend to 

17 cost more. But as long as you build it right. it 

18 doesn't make any difference . 

19 COMMISSIONER CLARK: All right . Let me see 

20 if I can sort of return that to you. You're saying if 

21 y~u used copper beyond that and added the conditioning 

22 that you would need to add, it would bring you up to 

23 what you would probably upend if you just put in 

24 fiber? 

25 MR . DOWDS: Okay. All right . Let me 
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finish the 12 versus 18, and then I ' ll get back to 

that . 

COMMISSIONBR CLARK: Okay. 

4 MR. DOWDS: There was -- thr. short answer 

5 ia, there was basic agreement by the parties that you 

6 don't have copper more than 18 kilofeet . The issue 

1 that they were arguing about was whether it should be 

8 18 or leas. 

~ In other words, nobody -- none of the 

10 parties argued tha t you should have copper loops 

43 

11 you should aa a standard practice deoign copper loops, 

12 t~e copper portion of a loop to be more than 18 

lJ k11oteot. That wasn't an i oaue. 

14 COKMISSIONBR JACOBS: But the bottom line 

15 on that fact was that you could if you did the 18 

16 kilofeet, you could do more drops? 

17 MR. DOWDS: Not exactly. Basically what 

:a happens is, the longer tho copper portion, then the 

19 ohorter your feeder facilities are, wh ich io the 

20 portion from the central office to the carrier 

21 system. So it ' s a tradeoff between having short 

22 feeder facilities and long loops, long copper loops, 

23 or longer feeder facilities and shorter copper loopo. 

24 Does that make sense? 

25 COMMISSIONER JACOBS: Yes . 
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3 yes. 

HR. DOWDS: Becauoe •• 

COKHISSIOilBR JACOBS: I'm sorry. I said 

4 COMMISSIONER CLARK: I don' c chink the 

S people sitting at tbc table necessarily 

6 MT. DOWDS: I guess the • · 

7 COKMISSIONBR CLARK: I thought you 

9 i ndicated that you use the i t oaya, •on balance, we 

9 recommend that 12 kilofeet is a reaoonable standard 

10 for the maximum copper loop l~ngth baaed on record 

11 evidence that indicated that overall , this ie a lower 

12 cost option and that longer loops might be an 

D 

14 

15 

impediment to the proviuion of advanced oerviceo.• 

16 you did? 

11 

MR . DOWDS: Right. One of the · · 

COMMISSIONER CLARK: So what does that mean 

HR . DOWDS: Okay. One of the allegatioro:l 

19 was that if you have the copper portion of a loop 

19 beyond a certain length, somehow or other you will be 

20 unable to provide new wbi~ ·bang services if you wanted 

21 to to certain locations. 

22 In my opinion, as I just indicated, the 12 

23 versus •• within the range of 12 and lB kilofeet for 

24 copper, it•a a red herring. As long as you build it 

25 right, it's a coat minimization exercise. It's 
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whichever option is cheaper, given the circumutanceu 

at ban~. It really ~oean't matter. Both will work. 

An~ the only evi~ence we had on the r~cord one way or 

4 the other was -- I believe it wao a late-file~ 

45 

5 exhibit. I forget the exact reference. But basically 

6 there was an ex parte tha~ was made with the FCC by 

1 the BCPM sponsors within a -- about a year ago , I 

8 believe. And the PCC Staff had requested the BCPK 

9 aponsors to provide results for various atates at 12 

10 kilofeat an~ at 18. The reaulta of that ex parte are 

11 part of this record and were a late-filed exhibit , aa 

12 I recall . 

13 

H 

15 

16 

It turns out that the difference between 

the two waa ~e minimua. 

COKKISSIONBR CLARK: Okay . All right. 

MR. DOWDS : It really ·- that'D the only 

17 evi~ence we have, and I would caution that I don't 

18 know what the inputs were. But the two runo were 

19 internally consistent, presumably . 

20 COMMISSIONER CLARK: Okay. 

21 CHAIRMAN JOHNSON : Any other questions, 

22 Commiooionora? 

23 I d1~ have one . I hate to bring it up . 

24 And it waa in the teatimony. I think it waa the 

25 people that supported the HAI. They're arguing that 

FLORIDA P~BLIC SBRVICB COMMISPTON 



• 

• 

• 

1 

2 

3 

and I guess bec a uce their model did , with reapect 

to using T1 on copper techQology, and they were 

articulati ng that that's what their model did and that 

4 was the appropriate thing to do. But I think it wao 

5 - - it wasn't neceaaarily the attorneys. It wee our 

6 attorney that kind of questioned Tl on copper 

7 technology aa to wbetber t!lat wa11 the approprio te 

s technology. And the witneaa kept oaying yea , it waa . 

9 And perhap11 it waa our attorney that stated that, no, 

10 not to provide the quality o f aervice that I gueaa our 

11 definition o f univeraal aervic e would have required. 

12 Do you know the ioouo that I'm talking 

13 about? I cannot find it. 

14 HR . DOWDS: Yell. Whether the modelo ore 

15 modeling forward -looking technology. 

16 CHAIRMAN JOHNSON : And the HAI doea model 

17 the Tl on copper technology, and f or some reaaon we 

18 were thinking -- did we throw HAI out becauae oL 

19 that? Co ahead . 

20 HR . DOWDS: Nell , it'a a strike that waa 

21 made , ia probably a better way o L thinking of it . 

l2 It'• not three, but it'a a atrike. 

23 My recollection ie that there waa croaa 

24 examination from a LBC attorney, and I believe it waa 

25 AT~T Witneaa Welle, either Walla or Lerma . I'm not 
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l sure . And the iaaue vaa whether or not the provision 

2 of T1 carrier on copper cable was a forward -looking 

3 technology, and they kspt hammering the point. And my 

" recollection is that the witness acknowledged that it 

5 waa the least coat, moat etfective te::hnology, but he 

6 agreed that it wasn't forward - looking. 

7 CRAIIU'IAN JOHNSON: Okay. So in that • • 

8 because it waa , and I think maybe they went over 

~ numbers and coat, and it vas a much cheaper 

10 technology, and that was one o f the reasons why the 

11 HAI would have come out wi th lower numbers in terms of 

12 

13 

total coot. 

But •• and I gueua than would you agree 

14 because - - l guoaa you agree that technologically it's 

15 not a forward-looking technology . And becauoe it•o 

16 not a forward-looking technology, ia that why it 

17 wouldn't have been the appropriate thing to uae? 

18 MR. DOWDS : Yea. The record reflected that 

1~ it waa not a standard practice cu rrently and 

20 prospectively to use T1 copper -- T1 carrier on copper 

21 as the norm . 

22 By the way , that's not tbe same thing aa 

23 aaying it would never be uued, but it wouldn't be used 

2 4 aa a standard practice . 

25 CHAIRMAN JOHNSON : Okay. So ·• but it's 
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probably being uaed. 

MR. DOWDS: It waa the inference in the 

J record . 

4 CHAIRMAN JOHNSON: BUt it ' ll probably being 

5 uoed. 

6 MR. DOWDS: I'm eure it is. Rut the iseue 

7 io whether they would still install it as a general 

8 practice , and there no indication in the record that 

9 that wao the caoe. As a matter of fact, both models 

10 -- going back to the HAI, both HAI and the BCPM are 

1 1 basically modeling carrier &erving areas. So they're 

12 using what'a called next generatlo~ digital loop 

4 8 

~3 

14 

15 

carriere. The only time that HAI uoco Tl on copper is 

to aerve what are called outlier clusters that are 

more than -- I believe it•a 12 kilofeet from a main 

16 cluster. But everything else, all the other carrier 

17 systems are basically. you know, the state-of-the-art 

18 kinds o! carrier systems, except this one little 

19 

20 

piece. 

CHAIRMAN JOHNSON : But that would bave been 

21 more in the mora rural areao? 

22 MR. DOWDS: Yea. 

23 CHAIRMAN JOHIISON: So it was almost 

24 backwards, like the more rural areas would not have 

25 the advanced technology . 
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rune? 

M.R. DOWDS: What we cannot predict is the 

3 dollar magnitude of what we expect to be an increase 

4 in distribution plant inveatment . We can intuitively 

5 know tbe direction. and we know what comp onents will 

6 change. And I'll bave t o go back and check , but I 

7 don't believe the lnveetmcnt in DLCe per se would 

9 change . It should just be the copper cable . 

9 COMMISSIONER JACOBS : Yea, because you 

10 mentioned it waa going to be primarily --

ll MR . DOWDS: Right . I b~lieve i t was just 

12 the copper c able , but I'll have to go back and double 

13 

14 

15 

check. 

I lost my pla ce ther e. 

Oh, okay . With respe ct to Commissioner 

16 Dcaaoa•a cascading comment, there io one aspect where 

so 

17 we will be able , once they make the compliance filing, 

18 to fello w through, and one where it will be a littl e 

19 tougher. 

20 Tbe model is a huge Bxcel s p readsheet, for 

21 all intento and purposes, and Excel has what •e called 

22 the audit function, so you can basical ly go to a 

23 formula, and they're tran•parent in the model, and 

24 track all its antecedents and ita successors. You can 

25 basically track all the downstream impacts . 
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1 Now, what I don't believe you could 

~ literally do ia track, you know , etep-wiac the dollar 

3 effe cts of eaob of those downntream impacts. But we 

4 would know in the aggregate, or course, what i1: wae 

5 re l ative to what we've included in Appendix B. 

6 Ia that responsive to your question , air? 

7 COMMISSIONER JACOBS: I think oo. I have 

8 one other. ln those list of criteria, item 7 in that 

9 list had to do with joint and common costa . And I may 

10 have miaaed it, but I didn't aee a specific discussion 

11 on that. What I kind of saw was some · - in the fill 

12 factors in some of thoae other ieeuee. some language 

13 

l4 

where we addressed that. 

You indicated that you thought that we were 

15 meeting that criteria. Could you help me underotand 

16 bow? 

17 HR. DOWDS : sure. We did not addreoo 

18 bead-on a technique to include, quote, joint and 

19 common c~ata, unquote , in the model. What we did 

20 basically waa, there were two !:hinge where we've 

21 accounted for it . 

22 What the modele oasentially do io identify 

23 and design a network sufficient to provide at a 

l4 minimum basic local tolecommunicationo aervico. One 

2 5 of the things. for example, they have t o d ~ ia , they 

F~ORIDA PUB~lC SERVICE COMMISSION 



52 

• 1 have to install a suff icient number of digital 

2 •~itches wi th sufficient capacity to handle the call 

3 demands placed upon them . 

4 Whenever you install a digital awitch, it 

5 bas a very, very large up-front fixed cost component. 

6 So one could opi ne that that meeta the atandard o f a, 

7 quote, common coat. So to that extent, the r e are , 

8 quote, common investment costs by definition, because 

9 you c an't d o otherwise . In other words , you can't put 

10 in half a processor in a switch . rt won't work . 

11 The second way we've eAeentially accounted 

12 for joint and common costs is in one of Me . Ol li la' & 

• 13 iuuuea on expenses . In caeencc, what was done ia, 

14 there were certain nonplant specific e xpensP.s that 

15 were included in the model . And I will -- can you 

16 e xplain it? 

17 MS. OLLILA : The nonplant specific expenses 

18 are ahown in the model as monthly per line expenses, 

19 and these are the expenses that seem to vary more by 

20 line. And they do include general and administrative 

21 coste, marketing coste . And --

COMMI SSIONBR JACOBS: How do we ensure that 

23 they are I guess generic , more so than reflective of 

24 any company 's coete7 

25 MS. OLLILA : Well , what we did was, we • 
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1 firat looked at a way to determine bow much of thoae 

2 coata are attributable to basic local service . 

3 COMMISSIONER JACOBS: That'S good. Okay. 

< MS . OLLILA: Okay. And t~~n once we did 

5 that, we looked at the coat of an efficient provider 

6 in the State of Plorida and believed that theae costa 

7 aren't apecifi~ to any one geographic area. So we 

8 summed the costa for the three LBCs and then divided 

9 by their acceas linea to produce a statewide average. 

10 

11 

12 

13 

14 

COMHISCIONBR JACOBS: So you separated out 

what you conaidered to be the LOsts associated with 

basic service, and then 

MS. OLLILA; That'S correct. 

COMMISO IONBR JACOBS: -· you made it 

15 relative by averaging across the access linea. 

16 MS . OLLILA: Yea . And we alao reduced the 

17 expenses, believing that these kinde of expenaee are 

18 ones that are more -- for an efficient provider , 

19 general and administrative type expenses are sxpenaea 

ZO that moat companiea look to reduce first with 

21 competition , so we reduced thoae expense• by 10, , 

22 MR. DOWDS: Commisaioner, perhapa I can 

23 help a little bit. Baaentially what the LBC 

24 proponents did ia, they identified what aro looaely 

25 called A•G expenses, adminiatrative and general 
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l 

3 

expenses, things liku executive, legal, planning, and 

the like . And oaaontially what they did is, they came 

up witb allocator& to determine what percent of those 

4 dolla~ expenses should be 4ttributable to basic local 

5 services. And I don't recall, but I believe their 

6 allocator& range from something li~e 65 to 90t. 

7 So, tor example, lot's aaaume these kinde 

8 of common and joint expenses were $100. They would 

9 allocate between 65 and $90 to basic local service and 

10 then turn around and divide that 590 in my 

11 hypothetical by the number of access linea to get a 

12 per line per month coat. So they would essentially 

13 

1( 

pro rata assign whatever that works out to t0 each 

line in the study . 

15 What Staff did waa basically a couple of 

16 kinds of adjustments. One waa, from a forward-looking 

17 perspective, Mo . Ollila reduced the overall level of 

18 these A~G expenses. And the second thing we did is, 

19 as described in Iaauo • or •• 

20 COMMISSIONER JACOBS: That was the lOt 

21 reduction? 

22 MR . DOWDS: Well, tho lOt waa the reduction 

23 to reflect a forward-level looking. 

24 Also, He . Ollila developed a different 

25 allocator that differs from that proposed by tho local 
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exchange companies. 

COMM ISSIOnER JACOBS: Okay. And that's -­

MR. DOWDS: To determi ne what portion of 
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4 t hose A&G coats are appropriately considered a coat 

5 aBaociated with the provision of basic local service. 

6 They a ssumed between 65 and 90. And I forget what her 

7 

8 

9 

10 

11 

12 

13 

14 

p e rcent waa, but I can tell you it was much below 

that. 

MS. OLLILA: It was 39.6. 

COMMISSIONER DEASON: That's one of the 

i nputs we 're going to get to; right? 

MR. DOWDS: Yes, sir. 

COMMISSIONER JACOBS: Io it? Okay . 

CHAIRMAN JOHNSON : Any other questions, 

15 commissioners? 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

that? 

I believe there was a motion. 

COMMISSIONER GARCIA: And I seconded it. 

CHAIRMAN JOHNSON : Any discussion on 

All those in favor signify by saying • aye.• 

(Affi r mative responses.) 

CHAIRMAN JOHNSOil : Opposed? 

Show it approved unanimously . 

Iaaue l. 

COMMISSIONER CLARK: Let me just ask a sort 
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ot overall queation . You're recommending coat o f 

equi:y of 11 .25? 

COMMISSIONER DBASON: lasue 3 ia the wire 

4 center ieaue; ie that correct? 

MR . POGLBMAN t Thet•a correct. 
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5 

6 COMMISSIONER CLARK: I have no queationu on 

7 Iueue 3. 

a COMMISSIONER GARCIA: I likewise. If 

9 anyone elae doean•t have a question , I'll move it . 

10 COMMISSIONER DBASOtl: I 'll aecond . 

ll CHAIRMAN JOHNSON : Sh~w i t approved without 

12 objection . 

13 Iaeue 4. 

14 MS. K1110 : Commieaionere, juet to remind 

15 you, Ieuue 4 baa the varioua inputs , and they each 

16 need to be voted out eeparately. 

17 COMMISSIONER DEASON : Ar e we going to begin 

18 with 4(a)? 

19 

20 

CHAIRMAN JOHNSON: 4 (a) . 

COKMISSIONBR DBASON: I have a few 

21 queatione on 4 (a ). Soon -to-be Chairman Garcia wa tned 

22 mo , though , to keep my queationa to a minimum on 

23 depreciation. We would loae our TV ratinge. 

24 The firet queation I have, I think I've 

25 already diacuaaed it with Staff to aomo extent, but I 
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want to make auro that it•a clear here . In going 

through tbia iaaue, I noticed that there was a 

3 question concerning the appropriate depreciation rate 

4 for large PBXa . 

5 KS. LBB: Yea, a!r . 

COMMISSIONER DBASON : And my immediate 

7 question waa, we'l, who cares, because we•ro doing 

8 coat of service for basic aorvicoa, and I don't know 

57 

9 too ~ny reaidontial or aingle line buainosa cuatomers 

10 that bava large PBXa . So what•• --

11 MS. LBB : Yea. air. And it i a not part of 

12 the -- it ia not an input into the cost model . The 

13 only reaaon it wao 6ddroaood waa oometh~ng that wao 

14 proposed by BellSouth in their study . I probably 

15 should bave -- I ahould have put in here that it waa 

16 not a direct input into the proxy model, though. 

17 COMMISSIONBR DEASON: Okay. Tho other 

18 questions that I have relate to the -- towarde the end 

19 ot the recommendation on thia iaaue, which abowa the 

20 various livea aa preaentad by the incumbent LBC• and 

21 the Staff•• recoamendatio na . 

22 The firat quaati on I have is on page 106 

23 for conduit. Staff ia ahowing 1ero . 

24 MS. LBB : Thoee nhould both ba -- thoao 

25 ahould be SO for both of thoae. I'm not euro what 
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• 1 happened to the schedule, but if you'll look at i t, 

2 there aro quite a fev lives like one. 

3 COMMISSIONBR DBASON: We 11, the bot tom was 

4 other work equipment, one year . 

S MS . LBB: Yeo. That's not correct either. 

6 That should be I think 12. 

7 COMMI~SIONBR DBASON: And buildings should 

8 not be four years? 

9 MS. LBB: Right. It should be 40 . I'm not 

10 sure what happened when this schedule wae put in here . 

11 If you'll look -- a nd I know this doesn't help very 

12 much, but on Appendix A. thos e are the correct l i ves 

• 13 and salvage valuoa. It only shows the Rtaff 

14 recommended, though. It doesn't show the parti~e· 

15 positions. But thoae are - - the ones that are shown 

16 on Appendix A I have looked at , and they are correct. 

17 COMMISSIONBR DEASON: So what•a going to be 

18 input into the model? 

19 MS. LBB: The ones on Appendix A. 

20 COMMISSIONBR DBASON: Those are co:rect? 

21 MS. LBB: Yea. air. 

22 COMMI SSI ONER DEASON: Okay. That's all the 

23 questions I have . 

24 CHAIRMAN JOHUSON : That vac on 

25 COMMISSIONBR DEASON: On 4(a) . 

• 
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CliAIRHlUI JOHN SOU: Any other questions, 

Commissioners, on 4(11)? 

COMMISSIONER CLARK: 1 movl' Staff. 

4 COMHISSIONSR DBASON: Second. 

5 CHAIRMAN JOHNSON: ShOW that approved 

6 without objection. 

7 4(b,, coat of money? 

8 COMMISSIONER CLARK: Just so I understand, 

9 th~ overall cost of capital the PCC set was back in 

10 1990 or 1991, and it was 11.25? 

11 MR. HAt1RBY : That •o correct, September of 

12 

13 

1990 . 

COMMI SSIONER CLARK: Okay. And we are 

14 recommending 9.5 overall? 

15 MR. MAURBY: 9.5, yes. 

16 COMMISSIONER CLARK: There was no real 

17 debate on the debt. As I saw it, there were pretty 

18 much agreement . I mean, they were pretty clooe. 

19 MR . HAt1RBY: Yes . 1he range between the 

20 witnesses's eatimate was very narrow. 

21 COMJollSSIONBR CLARK : Where do the real 

59 

22 differences come in with reapect to that the companies 

23 should be compared to? It seems to me that I think 

24 Sprint and BellSouth recommended comparing it to the 

25 Standard ~ Poor industrials? 
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1 

2 

• 
5 

6 

7 

MR. MAORBY: Well, some of the companies in 

that -- well, all the companies in that index were in 

tho Standard & Poor's. But the BellSouth and Sprint 

witneaa uaed an index of 20 oompaniea for each. It 

waa the GTE witness that used the broader index o! the 

majority of the S&P 500. 

COMMISSIONER CLAR~: Okay. And we don't 

8 Staff doesn't agree with that. You used companies 

9 that are in a comparable line of business . 

10 MR. MAORBY: Ther~ was testimony in the 

11 

12 

13 

14 

15 

record that it would be more appropriate to uue an 

index made up of companies in a comparable line of 

business. 

COM.MISSIONBR CLARK: And th~ t 's what you 

used? 

16 MR. MAURBY : Yes . Well, we did not -- we 

17 alao looked at the riek premium analyuis done by 

18 Witness Billingaley that was a broader measure. It 

19 was not limited just to telephone companies. It did 

20 look at an index of equity returns over long- t erm debt 

21 returna for a broader index of companies, not just 

22 telecommunications companies . 

23 But the DCF analysis, yes. that wao baaed 

24 on an index of telecommunications companiea. There 

25 were three different modele relied upon . 
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1 

2 

3 

4 

5 

6 

7 

CHAIRMAN CLARK: I can move Staff. 

COMMISSIONER DBJ\SON: Well, I have a 

question. It's more of a general one. : think this 

issue highlights something I guess we need to get 

clarified here. And obviously, anycime you talk about 

cost o f capital, it •s a very time sensitive issue. It 

changes with time , probably more so than some of the 

8 other issues that we•re going to be dealing with here. 

9 And I know Staff had aome discussion about 

10 the appropriatenees of using TPJ as BellSouth utilized 

11 in their information, and the result of Staff's 

12 

l3 

recommendation was that, well, we ' re trying to 

identify the costa. the current costo, basically. 

14 And I guess I'm trying to get an idea of 

15 what we•re doing here as far aa changes in costa over 

16 time . We're not trying to do that. We're trying to 

17 ident ify costa as they exist as of -· I guess 

18 currently. And we realize that with time, tho~e cooto 

19 are going to change. They could go up, and they could 

20 go down, and probably some coat factors would be going 

21 up and some down. And what the net result would be, 

22 you would have to run the model again and change your 

23 inputs. 

24 Pir st of all, I gueaa, what are the 

25 requirements under the statute aa far aa -· there•o no 
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• 1 mention as to time, and bow do we propose to present 

2 and this may be an issue for another day, but how 

3 do we propose to present this to the Legislature? 

4 ~hat these a re the costa as of a date certain, or 

5 these are the coats gener ally tor, you know , this 

6 year, o r aro these costs general l y good for two years 

7 or three years? What does Staff envision as far as 

8 the time considerations of this entire exercise? 

9 MR. MAUkB¥: I guess • wo comments. One, 

10 the statute, at least to me, reads as though it ' s a 

11 one-shot deal. It says determine in a report by 

12 February 15th, so thus I would con~lude t.hat they are 

• 13 tboeo coats as of on or around tb•t date~ or • 

14 reasonable sur rogate. 

15 Unfortun ately , they didn't aok u~ whether 

16 or not we thought theoe things might need to be 

17 updated, though I wouldn't -- my second comment is 

18 that I believe the alternate to Iooue 6, we alluded to 

19 t he fact that at some point i n t ime , if and when a 

20 model ia adopted and certa in a l cuationa, certain 

21 answers are met, i t may be apptopriate to update these 

22 results . 

23 COHMISSIONBR DSASON : And I gueoa the 

24 reason I'm asking is that, esp ·•cially when it comes to 

25 coat ot capital -- I mean, you c an determine a coat of 

• 
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1 capital aa of a day and Day theDe are the intereat 

2 ratea on thiD day, and generally equity would not 

3 change that much. 

4 But generally when we try to set rateo in a 

5 rate caDc, we try to look to aee wha t cost of capital 

6 i s going t o be, and we try to l~ok a t trends and that 

7 a ort of thing to aee wha t 'D going to be a fair rate of 

8 return ove r, you know, hopefully •· back when wo were 

~ aetting r ates for telephone companieD, we wanted rates 

10 to be fair and reasonable over at least two or three 

11 yearD, hope fully. 

12 

ll 

14 

And I gueaa •· what are we •· as far ao 

cost o f capital, are we aaying, you know, thin in the 

coat of cap ital aa a certaiu date , or thio ia 

15 generally what the fair cost of capital would be for 

16 an efficient provider to provide telephone service in 

17 Florida over the next three years. 

18 That'D pretty risky, espec1ally when you 

19 start talking about coat of capital and start 

20 inputting -- you know, DAY thiD is good for two yearD, 

21 three yearD, or whatever. How iD the coat of capital 

22 -- how are we looking at it in termo of that? 

23 KR. O'RABSBLBBR: Commissioner, I think 

24 when we issue our report, we're free to oay a lot of 

25 different things . And obviously, coat ot c apital ia 

FLORIDA PUBLIC SBRVICB COMM~SSION 



• 

• 

• 

6 4 

very important , and it doee chango over time. So in 

2 our reconmendation or our report to the Legislature, 

3 we can oddreea thoae kind of ioauoa , But in here, you 

4 know, they r6a lly aek for a s pecific number, eo we're 

5 doing t hat . 

6 COMMISSIOtJBR DBASON: Mr . Haurey? You 

7 know, Mr . D'Baeseleer io a coat of capital expert . 

8 KR. D' RABSBLEBR: Among other things. 

9 COMMISSIOtJBR CLARK: He did use to do that. 

10 COMMISSIOt;BR DEASON: He used to do 

11 depr~ciation. 

12 COMMISSIONER CLARK: Yeo, depreciation . 

13 

l4 

15 

16 

You•re right. 

MR. MAURBY: To address your first 

question, this wae estimated as of a point in time. 

All of the witneesee testifying on this ieeue were 

17 recommending a coat of capital ae through a certain 

18 point in time. How long, Staff would eay we really 

19 have no basie for saying thio ie good for a year and a 

20 half or three years. That would just be conjecture on 

21 our part. Capital markets could stay steady, and this 

22 could be a return tbat would be reasonable for a long 

23 period of time . 

24 COMMISSIONBR DBASON: And that wee the 

25 answer, and 1 anticipated it. And I don ' t think that 
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we can r e a lly do much more than that . I think it 

come~ down to , aa Mr . D'Raeaoloer said in our report. 

we juut need to indicate that this is as of a -- you 

4 know, g e nerally as of a certain date or maybe even a 

5 certain year, but to try to speculate that these are 

6 coats that are good tor a long period of time would 
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7 not be an accu~~te assessment of what we've done here. 

8 COMMI SSIONER CLARK: And that•o true not 

9 just for coat of capital, but depreciation ~atea may 

10 change . And I guess that it would be appropriate to 

11 indicate to tbo Legislature tba ~ inputs i nto 

12 determining tho coat of basic local exchange aervice 

13 we can expect to change. and it is something t preaume 

14 will have to be revisited in the future. 

15 Bow often doee tho FCC revisit the high 

16 coat fund? 

17 HR . MAUREY: Under ita cu~rent scheme, 

18 which uses embedded cost methodology, I believe the 

19 calculations are performed by NECA once a year. 

20 COMMISSIONER 01!1\SO!l : Now, as I indicated 

21 earlier, back when we were in a rate setting mode, one 

~2 of the thinga that we did to try to compenaato tor 

23 changes in the cost of capital was -- you really 

24 couldn't predict that, but you would try to aot a 

25 range, you know. And it was generally perceived that 
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l anything within that range was reasonable, because you 

' juet can't be that precise . 

3 Waa any thought given to a range in giving 

4 that, or that vaa not contemplated? 

s MR. MAURBY: It woan•t diacuaeed in the 

6 record, and none of the vitn••••• addressed a range. 

7 And it • a Staff • a ·•nderatanding of how thia return io 

8 ueed within the model that it would neceaeitato a 

9 aeries of rune over time to put in different rate& or 

10 return. 

11 COHMISSIONBR DBASON: D~ we have any idea 

12 o f the aenaitivity of what the costa are as a result 

13 of, aay, you know, a SO baaia points change in return 

14 on equity, or we don't have an idea on that? 

15 MR. DOWDS: We didn't conduct a sensit i vity 

16 analyses on the variables. We just - - we ran out of 

17 

l8 

time. 

COMMISSIONIR CLARK: And you really could't 

19 uee a range, because you're supposed to come up with a 

20 coat to provide tho aarvico al a point in time . 

21 COMMISSI ONBR DBASON: 1 underatand that, 

22 and I gueaa I'm really not euggeating that. I'm just 

23 curious aa to how much coste are going to change if 

24 for some reason there was a significant ewing in tho 

25 capital markets and that aort of thing . But I gue11 
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1 tha t 's somst hing that would be -- that an issue for 

2 another day. 

3 COKMI SSIONBR JACOBS: Am I bearing a 

4 suggsati on that we do include some of those cavsats 

5 when ws maks thsae? 

6 HR. O'HABSBLBBR: We were going to bring 

7 that t o you in internal affair s. You know, that will 

a be a wide o pen deba te on what goes in that report . 

9 COMMIS~ IONBR JACOBS: I think that would be 

10 

11 

wiss. 

Another iaaue that I had is the squity 

12 ratio, some of tbs a ame kinde of concer na. I msan, 

13 

14 

15 

we•re giving soma pronouncements &a to a specific 

ratio, but it aseme like we•rs giving a lot of 

qualifications about what the market may actually 

16 dictats. 

17 Let ms juat -- could you just give me acme 

18 thought• on equity ratio that you're recommending? 

19 MR . MAURIY : Sure . Per purposes , if you 

20 can turn to page 126 of the rscommendation, that 

21 aum~arizss what each of the witnoseee pro poaed !or tho 

22 capital structure. 

23 Aa Staff diacuaesa in ita recommendati on, 

~• it had acme reservation• about a 6Q t equity ratio for 

25 thia narrow line of bueinaee, givsn the testimony in 
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1 the record about t he wide range of businesses that 

2 thes e telecommunications companies are involved in. 

3 There was one wi tness that recommended a 

4 rnuoh higher equity ratio, 77\ . But looking over, as 

s y~u can see from here, the BellSouth and sprint 

6 witness, the ATT/ MCI witness brings them very close to 

7 60t equity. A review of all the orders approved in 

8 other jurisdictions and proceedings that set universal 

9 fund and UNE prices , the equity ratios approved in 

10 those proceedi ngs were in the r ange o f the low soa to 

ll 

12 

13 

l4 

15 

low 60o range . and we looked at that a o a reasonable 

level of equ ity and debt for this purpose. 

COMMISSIONER JACOBS: What's the vintage on 

moat of those deoisiona7 

MR . MAORBY: All of those decisions were 

16 since 1996 . The ones just in '98 r anged from a low of 

17 SSt to a high of 64\ . 

18 COMMI SSIONER JACOBS: That's an issue where 

19 I think aloo we could look at uome ways of really 

20 put t ing it into context, you know, because given the 

21 impact on overall coat, I think --

22 MR. MAURBY: Well , one of the assumptions 

23 o f the capital structure is. how would the company 

2 4 r aise this money o n a going- forward beals. Sverything 

25 io on a forward-looking basis in terms of coat o f 
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is that a aubatantial amount of money ouch that it is 

worth making that change to tho model? 

MS. CAUSSBAUX: With the HAl model, the 

4 witness said that be would recommend that change to 

5 the mod~l . Now, whether that would be extensive or 

6 not, I'm not sure . But with tho BCPM modal, the 

7 witnas» in that case indicated where the ~aer inputs, 

8 it could be changed, ao that that would not be a 

9 modification of the model . So having chosen the BCPH 

10 in Issue 2, it wou&d be a user input change for the 

11 deferred taxes. 

12 COMMISSIONER CLARK: I s it worth making 

13 

l4 

15 

that change? 

MS. CAUSSBAUX: Yea. 

COMMISSIOtlER CLARK: You know the dollar 

16 impact would be worth making that change? 

17 MS . CAOSSBAUX: It would be since 

18 deterred taxes are generally somewhere between 17 and 

19 24\ of capital structure, yea . 

20 COMMISSIONER CLARK : Okay. 
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21 COMMISSIONER DEASON : Well, let me ask, how 

22 do you determine the amount of deferred taxea to 

23 inc lude? 

24 

:Z5 

MS . CAUSSBAUX : The model calculates them . 

COMMISSIONER DEASON: Baaed upon? 
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1 

2 

3 

MS . CAUSSBAUX: Based on the investment and 

t be tax rate used, and the tax livea that are also 

included in tbe model and the book depreciation lives 

4 that are used. 

5 COMMISSIONER DEASON: So it'D not juot a 

6 historic thing. It's looking at what ir.puta are put 

7 into the model as to the depreciation rates --

8 MS . CAUSSSAUX: Yea. 

9 COMMISSIONER OBASON: -- that we are 

10 recommending and the tax lives for those aoseto? 

11 MS . CAUSSRAUX: Yea. 

12 COMM I SSIONER CLARK: ~ove Staf f . 

13 

1 4 

15 

16 objection. 

CHAIRMAN JOIWSON: Is there a aecond? 

COMMISSIONER JACOBS : Second. 

CHAIRMAN JOHNSON: Show it approved without 

17 Supporting atructureo, (d) . 

18 COMMISSIONER CLARK: I move Staff. 

19 COMMISSIONER OBASON: I have a question. 

20 I'm looking at the bottom of page 143, and. of couroe, 

21 we have specific information for BellSouth and Sprint, 

22 and GTE using defaults which are recommended. 

23 My question io , how do tho defaults for GTB 

24 compare to the Bell-specific numbers? And I don't 

25 want any -- it thia is confidential -- well, this is 
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l default. I don•t aeuume thero•a anything confidential 

~ about that . Row do they compare? 

MS . KING: I'm sorry. Commisoioner. 

COMKISSIONBR DBASON: I want to know how 

5 the GTE defaults compare to the Bell-specific data. 

6 MS. KING: On the placement coot for 

7 feeder? 

8 COMMI SSIONER DEASON< Placement coot; 

9 tbat•s correct. It's the last paragraph of page 143. 

10 MS . KING : Yes, air. GTB, if I'm 

11 remembering correctly, used the BCPH defaults. which 

12 are national numbers, which are lower then what BST 

13 act~ally proposed. The BST numbers that I've 

14 recommended are actually higher in some cases than 

15 those defaults. But I believe because they were based 

16 on Plorida-apecific data they were more appropriate 

17 than the BCPM defaults. although 

18 COHMISSIONBR DEASON: So the defaults are 

19 more conaervative? 

20 

22 the motion. 

23 

24 

lS 

MS. KING : Yea . 

COMMISSIONER DBASOtl : Okay. I can second 

COMHISSIONBR CLARK: Is thiB (d)? 

CKAIRHAN JOHNSON: Yes, thia is (d) 

COMMISSIONER CLARK: Okay. Juat 80 I'm 
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eure, Sprint and Bellsouth recommended uoing 

defaults. 

COMMISSIONER DEASON: No. They had their 

t own data. 
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5 MS. JUUG : Yea, ma'am . S!'l'int and Bell had 

6 Lheir data, specific data for Florida. 

7 COM.MISSIONBR CLARK ; All right. But we 

a recommend usinq the defaults? 

9 COMMISSIONER DEASON: Por GTE. 

10 MS. KING : GTE proposed the BCPM defaults . 

11 I recommended in GTB ' e territory that they use Bell's 

12 numbers , because Bell's number~ were baaed on 

13 

14 

15 

16 

17 

18 

F:O.orida-epecific dato, where the BCPM dcfaultu were 

based on national data. 

COMMISSIONER CLARK: Okay. 

CHAIRMAN JORtiSON : There' 8 a mot ion and a 

second on (d ). Show it approved without objection. 

COMMISSIONER DEASON : Well, let's back up 

19 just a second, becauae obviously I miuread thie, and I 

20 apologize. 

21 I thought - - you're recommending that GTB 

22 use BellSouth'a information? 

23 MS. KING: That's correct. 

24 COMMISSIONBR DBASON: Now, it seems --

25 whot•s the basis tor that? Because BellGouth at least 
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18 

19 

20 

21 

22 

l3 

24 

25 • 

is Florida - specific. Are you assuming i : tloere that 

BellSouth'a territory ia generally conaiatent with 

GTE'& t erritory? 
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MS. KING: Absent better dnta, I thought 

that Bell's Florida-specific information io better 

t h an the BCPK information. I'm not trying t o say that 

GTE 'a territory ia i dentica l to Boll's territory, but 

I thought using Florida-specific data for placement 

costs would be better. 

COMMISSIONER DBASOtl : And what' o the 

magnitude of difference? Is th~ defaults half, or 

two-thirds, or 90 t of the 

MS. KING: The de !au1ts were a litt le bit 

less in moat caaea, but there a re several different 

tables involved i n placement coat. And I didn't 

review every individual table , but in general. the 

Bell numbers were significantly higher e xcept when it 

came to the hard rock placement costa. They seemed to 

be significantly higher, and I believed thnt woo 

probably more appropriate, because they did have more 

experience with Florida terrain a nd territory . 

COMMISSIONER JACOBS: I have a couple ot 

questions actually --

CHAIRMAN JOIUISON: You have queationa on 

(d)? 
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2 

COMMISSIONBR JACOBS: Well , there were eome 

comments that go for all of (dl through (t) , 

~ particularly the indexing queetione. You indicate 

4 that basically you rejected the idea of indexing. If 

5 I recall, there wae nome discussion -- and correct me 

6 if I'm wrong . There was eome diacuosion in those 

7 tables of not only inflation indexing , but also 

8 efficiency indexes , for lack of a better term, i.~ .• 

9 tho growing efficiency from digital, conversion to 

10 digital technology. Wae that a par t of that alao? 

11 

12 

13 

MS. KING: Of Iesuo 4(d)? 

COMMISSIONER JACOBS: No. It covered the 

whole issue of tho inputs for aupports And for 

14 equipment. It wouldn't cover (d) probably, but 

15 because you addreae the iaaue for all of them, : 

16 wanted t o juot touch on it briefly here . 

17 MS. OLLILA: The companies uee different 

18 indices. None of tho companies I believe used any 

19 index that was technology-related , in the eenae that 

20 it eaid two years from now we expect significant 

21 technological improvement in digital ewitchee . 

22 COMMISSIONBR JACOBS : Okay. So that waa 

23 not a part of thoee indexing tables? 

24 MS . OLLILA : No , that•a correct . And 

25 Bell's uae o! the TPI ie related strictly to projec t 

FLORIDA PUBLIC SBRVlCB COMMISSION 



• 1 

2 

l 

4 

s 
6 

7 

a 

9 

1 0 

11 

12 

• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 • 

forward-looking -- expenaea in a future period. 

COKMISSIONBR JACOBS : Okay . Thank you. 

COKKISSIONBR DBASON: Could you look again 

at the very last sentence on page 14 3 

MS . KINO : r•m oorry, commissio ner Deason. 

I did tell you incorrectly. 

COMMISSIONER DBASON : Okay. 

MS . KIND : For poles, I went with Ball'a 

nuabor in tbo GTB area. For placement, I went with 

tho nuabera that each company proposed . 

COMMISSIONBR DEASON : Which for GTE would 

be -- which are more conservative . 

MS . KINO : Which are more conservative. 

COMMISSIONBR DEASON: Okay. That•o what 1 

thought you did . 

MS . KINO : And I believe there was record 

-- there vas aomething o n the record aaid that thei r 

witneaa reviewed thoae de!aul ~a and felt Lbey were 

propoae for their territo ry . I do apologi%e . i had 

replace ment coata and pole r.osts . 

CHAIRMAN JOHNSON : Lat'o go back to 

aupporting structurea . Thera was a motion and a 

aecond. All thoae in favor uignify by saying • aye.• 

(Affirmative reapo naea.l 

CHAIRMAN JOHNSON : Show it approved 
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un~nimously. 

(e), structure sharing factoro.) 

CONMISSIONER CLARK: It waan' t clear to me 

4 what sharing factors you approved. to it one sharing 

77 

5 factor. or a sharing factor for each company? Or does 

6 it depend on how tall the pole is? 

7 HS. OLLI LA: I'll address poleo in a couple 

8 of minutes, because that's a little bit more of a 

9 complex issue. 

10 The structure sharing factors that we 

11 recommended were specific to each geographic area, 

12 which meant that we viewed the ILBC as being -- ao 

13 providing a reaoonab1e surrogate for any efficient 

14 provider in its respective territory . 

15 COHHISSIONBR CLARK : Okay. So you used 

16 Bell's sharing factor for them . 

17 

18 

19 

20 

21 

22 

23 

Sprints. 

factors 

HS. OLLILA : Correct . 

COMMISSI ONER CLARK : OTB's tor GTB, and 

MS. OLLILA : That'S correct . 

COMMISSIONER CLARK : And wh .. t are thoue 

again that ore listed on 146 through 

MS . OLLILA: Well, they start on psge 146 

24 and go through page 150 . 

25 COKKISSIONBR CLARK : Okay . 
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1 MS. OLLILA: And as far as -- polea is a 

J little -- the issue of poles is a little bit trickier, 

J because if I recall, different companiea propoaed 

4 different pole heights, or they uaed an average of 

s poleu. And we with the structure sharing just simply 

6 wen t with what each company proposed as being the best 

7 ava ilable. 

8 COMM~SSIONBR CLARK: So you used • • not 

9 only did you use t heir sharing factor for poles, you 

10 would also use thei r pole height that they 

11 recommended? 

12 

13 

14 

15 

16 

17 

18 

MS. KING: For Sprint, we did uoe their 

recommended pole heigh t of 4 5 f eet . For GTB nnd Bell 

we used a 40-foot pole. GTE bad recommended that they 

did some kind of meld of a 10- and a 40-foot pole, but 

we recommended a 40·foot pole. 

COMMISSIONER CLARK: But then you used 

individual sharing factors for GTE and BellSouth? 

19 MS. OLLILA: Well, they're the sharing 

20 ( actors that each company proposed, eo it is 

21 consistent. 

22 COMMISSIONER GARCIA : Stayed individual. 

23 MS. OLLILA: That's correct . 

24 CKAIRMAN JOHNSON : Any other questions on 

25 etructure sharing factors? 
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COMMISSI ONER JACOBS: Seco-1 . 
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l 

2 

3 CHAIRMAN JOHNSON: Show it approved without 

4 objection. 

5 (f) ia fill factors. 

6 

7 

COMMISSIONER JACOBS: I move it. 

COMMISSIONER CLARK: Second. 

8 COMMISSIONER DSASON: I have a quea t ion. 

9 I'm sorry. I have a question. At the bottom of page 

10 158 and the top of page 159, it talks about a model 

11 override. 

12 HS. OLLILA: That's correct . 

13 COMMlSSlONSR 08ASON: And so because of an 

14 override, Staff indicated it was not necessary to 

15 input six pairs per business . Could you explain to me 

16 how that override works and why that results i ~ your 

17 recommendation? 

18 MS . OLLILA: The model uses the actual 

19 number of lines. If it I' m sorry . If it exceeds 

20 the user-adjustable lines . 

21 COMHISSIONBR DBASON : It exc eeds what ? 

22 MS. OLLILA: The uoer-adjuatable lines. 

23 Becauae of that , it didn' t seem necessary to set such 

24 a high default, aince the model will use actual linea . 

25 And in fact, in a later iaaue we talk about the linea 
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that the ILBCs proposed. 

COMMISSIONBR DEASON: Well, how does the 

model determine did actual linea to use as the 

4 ov~rride if it exceeds the default? 

5 MR. DOWDS: Commiasionrra 

6 MS. OLLILA: I wao just going to aay that 

7 because we•re recommending actual wire cente r line 

8 counts, tbe model is building it from the ground up. 

9 so therefore. it would have the number of linea. 
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10 

11 

12 

13 

MR . DOWDS: There's two ways you can run 

BCPM. Esaentially, remember what the meld doea ia, it 

does two things. It builds to houaing units, and it 

build to buaineaa locations. so. for example, it 

14 knowa by cenaua block the number of businesses. 

15 If you -- there are various multipliers 

16 that you can input. One is a second line multiplier 

17 for residences , for example . And the effect of the 

18 second line residence multiplier , it would take the 

1 9 number of residences and multiply it times whatever 

20 that factor is to impute access linea. 

21 In this instant runs in this proceeding, 

22 actual wire canter line counta by claaa of service 

23 were inputted into the model. So the number o! 

24 business linea is baaed on actual. so there was no 

25 need to eatimate how many --
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COMMISSIONER DEASON: So even though we're 

b~ilding a network from the group up for 

3 cost-effici ency as an efficient provider , we otill 

4 Know the actual number of buaineoo lineo within a 
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S specified geographic area that the model io uoing, and 

6 th~t data is put into the model? I thought that's 

7 what you oaid, oo --

8 MR. DOWDS: I think the anower io yeo . 

9 COMMISSIONER DEASON: So that's where if it 

10 exceedo, the model -- if the actual inlormation 

11 exceeds three pairs. then it uses the actual, oo there 

12 

13 

14 

was no need to have a higher default than three. 

MR . DOWDS: That's correct. so basically 

it would -- it would compare the differencft between 

15 the number of buoioessea timeo three as opposed to --

16 the result of that calculation versus the total number 

17 of buuiness lines that were input. 

18 COMMISCIONBR DEASON: Okay . 

19 MR . DOWDS : And would default to whatever 

20 is input. 

21 CHAIRMAN JOHNSON: Any other questions on 

22 fill factors? 

23 COMMISSIONER CL.ARK : I move Staff. 

24 

25 

COMMISSIONER OBASOII : Second . 

CHAIRMAN JOHNSON: Any discussion? 
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Show it approved without objection. 

(g), manholes. 

COHMISS I ONBR JACOBS: I move it. 

COMM I SSIONBR CLARK: I don't understand 

s adders and duct counting. 

6 MS. XING: Commissioner, to be quit ~ 

7 honest, I'm a little unclear on it myself. It's my 

8 understanding 

9 COMMISSION&.l CLARK: Thank you. 

10 MS. KING: - - that an adder is ueed when 

11 you exceed a c ertain number of ducta. And, for 

12 example, Bell said once they hit -- they use nine 

13 4ucto, aDd after that they don't need addere . Thac•a 

14 why they didn't --

15 COMMISSIONER CLARK: What ia an adder? 

16 MS . KING: It's my underotan6:ng that an 

17 adder adds an additional duct to the manhole. Based 

82 

18 on my limited engineering experience, I would say it's 

19 a way of using adding more ducts to a manhole 

20 without having to place another manhole . 

21 COMMISSIONBR CLARK: Well, let me ask it 

22 this way . Was there substantial dispute on how that 

23 was figured? 

24 MS. KING : No , ma'am . 

25 COMMISSIONSR CLARK : Okay . I do have a 
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1 

2 

question on page 66. 

SST's input of 224. 

I understand sort of eliminating 

That clearly appeared to be an 

3 outlier. But when you did your average. you kind of 

4 thr~w out Sprint's 139, you know, without making a 

S juigment call as to whether that was clearly an 

6 outlier too. 

7 MS . KING: The reason I chose not to 

8 include Sprint there in the average, they uoed the 

9 BCPM default. Again, that was based on national 

10 numbers. so I just vent with the specific information 

11 I bad there. 

12 COMMISSIONBR CLARK: Tell me why you didn't 

13 

14 

- - let's see. 

MS. KING: Are you talking about the 

'5 conduit cost --

16 COMMISSIONER CLARK : Yea. 

17 MS. KING: -- on page 166? 

18 COMMISSIONER CLARK : Yes. 

19 MS. KING: We did use AT~T and Sprint. 

20 COMMISSIONBR CLARK : I guess my question is 

21 why you didn't use the GTB . Wao it because they added 

22 costa in thoro such that it wasn't comparable to the 

23 73 and 60? 

24 MS . KING : It also appeared to be an 

25 outlier, just bei ng $1 . 39, when the other numbers wer~ 
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73 and 60. l 

2 

3 

COMMitSIONBR CLARK: Well, I guess I -­

COMMISSIONER DBASON: Well, one could argue 

4 t t at t he 73 and 60 are outliers when compared to the 

s 2.24 

6 

; 

COMMISSI ONER CLARK: Right. 

COMMISSI ONER DEASON: -- and tho $1.39. 

8 The question I bad was that you made reference -- you 

9 opecifically indicat~d that GTB ' s numbers included 

10 engineering and materials loading, and my question is. 

11 well, is that inappropriate? Is that why you 

12 discarded GTE? 

13 

14 

MS. KINO: It I'm remembering correctly. 

based on their confidential data, it seemed like thnt 

15 wae a significant percentage of tho total coat. 

16 COMMISSTONBR DEASON: So then it wasn't eo 

17 much just that the $1 .39 was an outlier as that you 

18 were unsure that they calculated it correctly. and the 

19 reason was because of the inclusion of engineering 

20 loading? 

21 I'm not trying to put words in your mouth. 

22 I'm just trying to understand. 

23 MS. KING: Yea, air. It juat oeemad like 

24 their loadings were just expensive. 

25 COMMISSIONER DBASON: Does Sprint's coat 

FLORIDA PUBLIC SERVI CE COMMISSION 



• 

• 

• 

1 

2 

have loading? 

MS. KING: We do not -- t~ey do not break 

3 down their information the eame way. 

4 COMMISSIONBR DBASON: Ia loading 

5 appropriate? 

6 HS. ~ING: I would aay, y~a. air . 

7 COKMISSIONBR DBASON: And what would be 

8 inappropriate then with just averaging the three, the 
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9 $1.39, the 73, and the bO? la that -- I'm just trying 

10 to --

11 MS . KING: I don't think lt would - -

12 COMMISSIONBR DBASON: get a feel for 

13 M5 . KING: Yeo, air. I d on't think it 

14 would be completely inappropriate tc do an average 

15 that way. As I said, it just appeated that the GTB 

16 number seemed a little bit high baaed on what I bad 

17 before me. I think if we averaged t hose three 

18 numbers, it wouldn't be out of line . 

19 COMMISSI ONER CLAR~: It '-'OUldn ' t be? 

20 MS . KING: I think it - -

21 COMMISSIONBR CLARK : I g uooa I -- I think 1 

22 would be more comfortable with that , because I would 

23 be concerned that -- you know, one of tho thinga that 

24 Staff has a theme throughout this has been, to a largo 

25 extent , wo have to rely on those c o r.pa:ioa currently 
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2 

providing local exchange service and what they say the 

costa are. And when you have the three o f them givin~ 

l a range of 2 . 24 , 1.39, and 73, and when you exclude 

4 two of the co~paniea from calculating where it should 

S be, lt cauaea aome concern . And I think it would be 

6 more appropriate to average the three. 

7 HS. KING: If we included GTS's number. 

8 it would bring ~be conduit coat to 91 cents per 

9 duct-foot. 

COHMISS I ONBR DBASON: If that's a motion 

COMMISSIONBR CLARK: I'll move that. 

COMMISSIONBR DBASON: -- to modify Staff to 

10 

11 

12 

13 

14 

15 

16 

that e x tent, I'll second it. 

MR. DOWDS: What was the modification? I'm 

sorry. 

COHMISSI ONBR DBASON: It was to add in GTB 

17 into the average as opposed to disallowing it within 

18 the average calculation. 

19 CRAIRHAU JORUSON: You made a mot ion ? 

20 COMMISSIONBR CLARK: Yes . 

21 CHAIRMAN JORNSOU : We have a second. Any 

22 other diacuaaion? 

21 Seeing none, all those in favor signify by 

24 saying • aye.• 

25 (Affirmative reaponseo.) 
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CHAIRMAN JOHNSON: Show it approved . 

COMMISSIONER DEASON: We 're going to have 

3 to get reruns anyway on Staff ' s recommendations . I 

4 mean, this ia probably so insig~ificant, it probably 
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5 wouldn't even merit a rerun , but s i nce we're rerunning 

6 anyway . 

7 MR . DOWDS: It shouldn't have all that 

8 significant an impact except in urban areas, plus my 

9 recollection ia that the outside plant mi x of these 

10 l ocal exchange companies io not heavily skewed to 

11 underground facil ities. 

12 CHAIRMAN JOHNSON : I hi? 

13 COMMISSIONER CLARK: I move S tA ff. 

14 COMMISS I ONBR DEASON: Juot one second. 

15 Okay. I'm looking at page 187. and the 

16 top par agraph t~erc looks at •• I'm eorry? I thought 

17 I heard something. 

18 

19 

COMMISS IONER CLARK: 

COMMISSI ONER DEASON: 

20 saying something . 

Somebody eneezed . 

I thought David was 

21 Staff is recommending that we go ahead and 

22 i nclude prices for 18- and 12-pair cable : is tha t 

23 corre ct? 

2 4 MS. OLLILA : That's correc t . It's only an 

25 issue becauaa · - it only bec ame a n iaeue boc auee Bell 
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doea not uae 18· and 12-pair in ita network, and 

conaequently 

COKMISSIONBR ClASON: But we're making •• 

we're going to put thoae price inputa into the model 

5 when ~e run it for BellDouth. 

MS . OLLILA: That•a correct. 
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6 

7 COKKISSIONBR DBASON: Aud my queation is, I 

8 recall aome teatimony o~ it, and the bottom line, ae I 

9 recall , vas that in Bell'• opinion, it juat waen't 

10 coat-effective to utilize 18- and 12-pair cable. 

11 And one of the things that struck home 

12 with me, if you look at the bottom, the laet aentence 

13 

14 

of the third paragraph, it talks about Sprint, which 

doea use 12-pair cable, but that the •• there•a 11 

15 times the material coat (or 12-pair cable, and that 

16 seem• to indicate that there ia a question of 

17 coat-effectiveness . 

18 And I guoaa my question ia . by including, 

19 requiring the 18· and 12 - pair cable. are we actually 

20 increasing the bottom line coot for BellSouth if, in 

21 effect. it waa a correct deciaion on their 

22 management's part not to uee these because they're not 

23 coat-effective? 

24 Are we •• just give me your explanation au 

25 to why you felt it waa important to include 18 · ard 

PLORIDA PUBLI C SERVICB COMMISSION 



• 

• 

• 

1 

2 

12-pair cable. 

MS . OLLILA : BellSouth was the only ILEC 

3 that offered testimony as to why it does not uae the 

4 18- and 12-pair cable. And the model does have an 

5 input f or 18 - and 12-pair cable. It's not very 

6 cxpen~ive cable. And in general 

7 COMMISSIONBR DEASON: Wel 1 does the model 

8 -- even though BellSouth doca not uoe it, doeo the 

9 model -- when it·~ building the network, would it 

10 require the uae of 18- and 12-pair cable, or is there 

11 -- explain that. 

12 MS . OLLILA: My understanding of the model 

1l 

14 

15 

16 

17 

is that it would use 12- and 18-pair cable . 

COMMISSIONER DEASON: Unless you tell it 

not to z correct? 

MS. O~LILA: That I don't know . 

COMMISSIONER DEASON: Well, why ia it an 

18 issue then? If you can't tell it not to, why is it 
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l9 even an issue as to whether you include or exclude 18-

20 a nd 12-pa ir cable? 

21 MR. DOWDS : What it would do le, it would 

22 determine the aize cable necesaary. And let ' s ~ssume 

23 it was 17 paira. Then it would adjust that for fill. 

24 so from 17, the next increment would probably be 

25 25 - pair cable. Essentially what BellSouth did -- it's 
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a look-up table, in eosence . It determinoo tho size 

and then figures out the price of the corresponding 

3 c able. Essentially all Bell did io, where it hao 

4 val ues for 12 and 18, it put tbo oame coot in as for 

s 25 pair. So when the model looko for the coot of the 

6 12-pair cable, what it actually -- in Bell's model, 

7 what it uoed wao the cost for 25. 

8 My recollection , and I would have to defer 

9 to Mo. Ollila on this, is that one of the major 
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10 reasons that Bell contended that it used 25-pair cable 

11 was for standardization, and I'm guessing, but 

12 possibly to make warehousing eimpler or something like 

13 that. 

14 MS. OLLILA: That•o correct, and also I 

15 believe t or training purpoaoa. 

16 COMMISSIOUBR DBASON : Well, then -- you 

17 would think then that Bell ' o training costs , which get 

18 allocated I gueaa through some type of allocation of 

19 general and adminiatrative coste, and their 

20 warebouaing coato would be lese becauae it•o an 

21 efficient thing to do. So are we penalizing them 

22 here, but then not recognizing the true coat of 

23 warehousing and traini ng, if in fact you do save coot 

24 by uaing 25 •• oppoaed to 18 and 12? or are we juat 

25 uaing general coat allocator& or expenses when it 
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1 comes to those type of expenses like warehousing and 

a training and other general and administrative type 

3 expenses? Are we doing Appleo to apples, is my 

'I question. 

5 MS. OLLI LA: I believe we are. In the 

6 cable costa , what we proposed waa a single sot of 

7 statewide rates that happened to be Sprint ' s, for a 

8 number of reaso n ,, 

9 Bell may find i t efficient to use nothing 

10 smaller than 25-pair cable, but that's not to say that 

11 another company would consider Bell' s reasons 

12 insignificant for their purposes and decide to use 12 -

13 

14 

15 

16 

and 18-pair cable. 

So from the perspective of an officient 

provider coming into the State of Florida, it seemed 

appropriate t o have discrete prices for 10 - and 

17 12-pair cable, even though one of the largest 

18 providers in Florida doesn't happen to use it . 

19 COM"IUSSIOUKR DR/ISON : And I don't have a 

20 problem with having the prices. It's a question of 

21 how those prices are used in the model. 

22 Are we saying that since we're including 

23 the pri ces, then that those prices have to be input 

24 into Ball ' s model, and oven though they would put a 

25 conetraint on their model to indicate that they would 
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l not utilite 18- and 12-pair, are we saying, uae those 

2 prices anyway when we run the rnodel for you? Is that 

3 what we•ra saying? 

4 KS. OLLILA : Yea , we are . And their 

5 constraint ia through tha uae of model prices in 

6 determining the cost. 

7 COMMISSIONER DEASON: So we're reversing 

8 their constraint, in other words. So even though it 

9 is their practice to only uae 25, or that would be the 

10 smallest that they would use, we would basically 

11 require them rerun and require 18- and 12 -pair. 

12 MS . OLLILA : That •a correct . 

13 

14 

15 

COMMISSIONER DEASON, And why are we doing 

that? I know that -- why are we doing that? 

NS. OLLILA: Why are we r~versing the 

16 constraint? 

17 COMMISSIONER DBASOtl : Uh- huh. 

18 MS . OLLILA: Simply because Bell's 

19 reasoning -- Bell'v reaoona for not using 18 and 12 

20 may not apply to another company, and it apparently 

21 doesn't apply to Sprint , and in the interest of a more 

22 kind of generic provider , it 

%3 COMMISSIONER JACOBS: Yea , that's what I 

24 understood , is that you were saying that there may be 

25 some efficiencies in using those other size cables . 
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1 MR . DOWDS: But we're not -- · it's important 

to remember , we don't care what BellSouth'B costa are. 

We're trying to come up with a surrogate for, i n a 

4 competitively neutral environment, what would be the 

s reaaonoble coat that a provider of local aervice would 

6 incur. 

7 And we 've done a balancing act throughout 

8 Issue 4 , all 40 million subparts. to not unduly 

9 underestimate what the cost would be. In other words, 

10 we don't want to under- or overestimate. We ' re trying 

11 to do our beet at getting a reAsonable level, which 

12 may be higher or lower than the incumbent, and it does 

13 

14 

15 

16 

17 

not neceaaarily dovetail in all inotancos with the 

particular practices --

COMMISSIONER DEASON: I guess what I'm 

saying ia that their costa - - you do look at the 

incumbent company 's costa. And in determining the 

18 main thing, the main driving force t o me is 

19 determining what you consider an efficient company. 

20 their coots to be. And you make acme changes . You 

21 average some things. Sometimes you pick one company 

22 over another . There's no magic answer to these. You 

23 have to look at it on a case-by-caae basis . 

24 MR. DOWDS: Certainly. 

25 COMMISSIONER DEASON: And I guess my 
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1 queation ia. if Ball aavea other costs, perhaps in 

2 installation or varehouaing o r in training their 

3 technician• or whatever, auch that it•a more than 

4 offset by the little bit of additional material coata 

5 that go along vith 25-pair veraua 18- or 12-pair. 

6 that's their decision. And my queation is that if 

7 there are coat benefits aasociatod vith that and wo•re 

8 using BollSouth'a coata to aome ext ent in these other 

9 things, in•tallation and training and warehouaing and 

10 whatever, do we have a •iamatch? 

11 Pirat of all, let me aak you, do you think 

12 it•a an inappropriate decision by Bell to not uoe 18· 

ll 

14 

and 12 - pair cable? I moon, that•a not an ioouo in 

front of us, but do you think - - I mean, they 

15 presented roaaons why that•o the way they choose to 

16 run their company. Ia that an inappropriate decision? 

17 MR. D'RABSBLBBR : Commissioner. what I waa 

18 thinking vhen we wore doing thia and aomo of these 

19 queationa came up, with Bell and their roeourcoa and 

20 ,. big ae they are, 25-pair probably is a reasonable 

21 and coat-effective way of providing minimum o\zo 

22 c able . 

23 Now, if a small company went to compete 

24 with them in the Miami area or some rural area , maybe 

25 12 cable pair ia all they would need, and that'• whet 

rLORlDA PUBLI C S ERVlCB COMHISSlOII 



• 

• 

• 

95 
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2 

3 

4 

we would do. And that's why a lot of this -- you have 

to get off of the prospect of thia is a particular 

company's cost. What we•re really trying to do iu 

=ome up with a competitively neutral coat, and if a 

5 competitor much, much, much smaller than Bell were to 

6 come in their area, what would they do. 

7 COMMISSIONER DEASON: Yes And I guess my 

8 question is, is the moat efficient thing to do -- and 

9 maybe it's not. And I guess maybe that's your bottom 

10 l i ne recommendation. It ia not the moot efficient 

11 thing to do to limit the smallest pair - - the smallest 

12 cable size to 25. That is not the most efficient 

13 

14 

15 

thing to do. It may be the moot efficient thing for 

Bell, but it•u not the moot efficient thing to do 

generally. 

16 MR . D'HABSBLBBR : For a omaller company, I 

17 would say yea . 

18 HR. DOWDS: And the I think the reaaon was, 

19 the decision to install smaller than ~5 versus 2 5 

20 only, Bell's decision is largely based not on 

21 engineering reasons. It's baaed upon convenience or 

22 other factors . So by putting in disc~ ote input values 

~3 for 12 and 18 , we're affecting the engineering , but it 

~4 d oesn't necessarily translate into differences in the 

25 - - including Bell's level o f warehousing . 
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individual area and each individual ioaue? In other 

worda, you haven't developed some broad definition of 

what an efficient provider would be . You ' re just 

4 looking at each i ndividual issue. 

5 MS . OLLILA : That'D correct . And it's •· 

6 it would be very difficult to come up with an average 
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7 efficient provider, although to some extent we bave to 

8 think in thtse terms. 

9 COMMISSIONER JACOBS: Okay. Thank you. 

10 CHAIRMAN JOHtiSON: Any other questions on 

11 {h l ? 

12 Is there a motion . 

lJ 

14 

COMMISSIONBR CL~RX : Yea. 

CHAIRMAN JOHNSON: And a second . Any 

15 further discussion? 

16 

17 

18 break. 

Seeing none, show it approved unanimously. 

We ' re going to take a short lO·minute 

19 {Short receso.) 

20 CHAIRMAN JOHNSON: We ' re on Issue 4 , Item 

21 {i), copper cable coato . 

2l COMMISSIONER CLARK : I move Staff. 

23 COMMISSIONER DEASON: Second . 

24 

25 

CIIAIRMAN JOHNSON : I a there any diacuosion? 

MR. COX' Madam Chair:nan. the previous 
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1 discussion 

CHAIRMAN JOHNSON • You need to turn your 

3 mi ke on . 

4 HR. COX: I thought it was. I'm sorry. It 

5 went ott. I t was on and off. 

6 The previous discussion was on 4 (hJ and 

7 (iJ, so I'm wondering i f that motion obould have been 

8 for 4 (hl and (i). That was all one section. 

9 CHAIRMAN JOHNSON a I'm sorry. You said 

10 HR . COX : You discussed the fiber cable and 

11 the copper cable , that we voted on and discuooed . It 

12 appeared to mo that you were voting on both at that 

13 

14 

time, because you did discuss both the copper cable 

and the fiber cable. Maybe the earlier vote should be 

15 corrected to be - -

16 COHHISSIONBR CLARK: That's fine with me. 

17 CHAIRMAN JOHNSON: It doesn't matter . 

18 COMMISSIONER DEASON : In essence, that's 

19 what we did, because there•a really nothing there. 

20 HR . COX: Right. 

21 COMMISSIONER DBASONt Okay. Thnt •e fine. 

22 CHAIRMAN JOHNSON: So that was for --

23 MR. COX: It WAD a vote on 41h) and (il. 

24 CHAI RMAN JOHNSON: Okay. Let the record 

25 reflect that we approved (hi and Cil unanimously . 
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5 

6 

7 

( j) 1 

COMMISSIONSR CLARK: I move Staff. 

COMMISSIONSR OSASON: Sec?nd. 

CRAIRMAN JOHNSON : Io there any dis~ussion? 

Show (j) approved unanimously . 

(k)7 

COMMISSIONER CLARK: I move staff. 

8 COMMISSIONBR DBJISON: I have a question on 

9 (k). The NID coat, as I understand it, Sta ff is 

10 recommending that we take the BellSouth coat of 

11 business plus tho ATT/MCI cost for buoinoaa, add that 

12 together and average it to come up with approximately 

1.3 

14 

15 

$50, and then to apply a factor of .6 to tho so to 

come up with a residential coot of $30. 

MS. KING : That•e correct . 

16 COMMISSIONER DBASON: Okay . Firat of all. 

17 bow did you calculate the .6 factor for residence 

18 veraue buaineaa? Where was that determined? 

19 MS . KING: We looked at the relationahip . 

20 And we know that Sprint had a separate residential and 

21 buoineaa NIO and that AT~T and MCI modeled a separate 

22 residence and buainess NIO, so we saw the relationship 

23 there was approximately 60t, and that•a what we based 

24 that on. 

25 GTB and Bell both had the same number for 
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reaidence and buaineaa NXD. eo we believe t~ey were 

~odeling tbe ae~a NID Cor both, where we aaw that 

Sprint and AT'T appeared to be modeling a different 
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4 aize NID for the rea and a different size NI D f o r the 

s bueinese, and it appears to be a 60 ' relationahip 

6 there. 

7 COMMISSIONBR DBASOtl : Okay. 

8 CHAIRMAN JOHNSON : Any further discusaion 

9 o n (k )? Is there a motion? 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

H 

25 

COKMXSSIONBR CLARK : I move Staff. 

CHAIRMAN JOHNSON: Is there a sec ond? 

COMMISSIONBR DEASON: Second . 

C HAIRMAN JOIINGOII , 1\ny discuooion? 

Show it approved unanimously. 

(1), outside plant mix . 

COMMISSIONER CLARK : I move Staff. 

COMM ISSIONER DBASON: Second . 

CHAIRMAN JOHNSON: Any discussion? 

Show it approved unanimoualy . 

(m), digital loop carrier costa . 

COMMISSIONER CLARK : I move Staft . 

COMMISSIONBR DBASON: Se cond . 

CHAIRMAN JOHNSON: Any d iacueaion? 

Show it approved unanimoualy . 

(n) , terminal costa . 
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1 COMMISSIONER CLARK: I had a question. I 

2 didn ' t quite understand. You•re going to uoe one 

3 serving area interface coot: is that correct? You 

4 didn't s ee any reason to uoe individual companies , 

5 because it shouldn't vary by geography? 

6 MS. XING: Yea , ma•am. 

COMMISSIONER CLARK: My queacion is, wh~t 

8 did you base the inputs on? 

9 MS. KING: Give me just a moment, please. 

10 CO~liSSIONBR CLARK: Okay. 

11 MS. KING: What I did was, I recommended 

12 adopting Sprint ' s proposed SAl coats. They seemed the 

13 moat reasonable of the data provided . Thoro wao 

14 little data on the SAl, and I •ecommended that 

15 sprint's data appeared to be reasonable. 

COMMISSIONER CLARK: Is it correct that you 

17 rejected BellSnuth'e because they were -- they didn't 

18 account tor economies of scale? 

19 MS. XING: Yes, ma'am. They applied -- the 

20 engineering, I believe it was linear. 
' 

21 COMMISSlOtlER CL.ARK : Right, Okay. I move 

22 Staff. 

23 

24 

25 

COMMISSIONER DBASON: Second. 

CHAIRMAN JOHNSON: Any diocuooion? 

Show it approved unanimously . 
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l (o), switching coste and associated 

2 variables. 

COMMISSIONRR CLARK: Move Staff. 

COMMISSIONER DEASON: I have -- go ahead. 

COMMISSIONER JACOBS: You g o ahead. 

3 

4 

s 

6 

7 

COMMISSIONER DEASON: I have a question on 

page 234. It'S the bottom paragraph, and it's talking 

8 about the witn~ss of Witness Petzinger and hie 

9 assertion that there were serious questions about the 

10 definition of slightly revised, but he did not provide 

ll an alternative small switch prices. could you give me 

12 a little more information on that as to the basis of 

13 

14 

hie testimony and why it was an issue? 

MS. OLLILA: Witness Petzi~ger didn't like 

15 these small switch prices, but --

16 COMMISSIONER DEASON: Because they were 

17 considered to be inefficient? 

18 MS. OLLILA: She thought they were too high 

19 because they were based on rural utility service, 

20 prices for small switches, and she argued that a 

21 BellSouth or a GTE would expect to receive a bigger 

22 discount than what a small - - a very small telephone 

23 company might receive. 

COMMISSIONBR DEASON: And o n this basis, it 

25 seems that there's some - - I mean , rhat•s plauoible . 
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• 1 You would think that would be t rue. But she did not 

2 -- there was no alternatives p r ovided in terms of an 

3 alternative to those prices? 

4 MS. OLLILA: No, there was not . 

5 COMMISSIONER DEASON: So there was just 

6 notbing in the record to --

7 MS. OLLILA: There was nothing in ~he 

8 record. And lacking an engineering background, r 

9 didn ' t fee l ab~e to recommend a different kind of 

10 price. So it seemed that for these switches, a 

11 conservative approach would be to let the small switch 

12 prices remain as they are . 

• Ll COMHISSIONBR DEASON: Thae •s al l my 

14 questions on that issue. 

15 COMMISSIONER JACOBS : Mine have to do with 

16 the discount factors. To make sure I underotand, you 

17 used the tables -- well, first of all, you said that 

18 the inputs. that they were net, is that correct? So 

19 the discount was already reflected in there, I assume. 

20 Is that what you were o'ying? 

21 MS. OLLILA: In the small switches? 

22 COMMISSIONER JACOBS : Yeo. 

23 MS. OLLILA: Yeo, that's correct. 

24 COMMISSIONER JACOBS: Okay. And then for 

25 the others, you did use the tables ao they were input? 

• 
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1 MS. OLLILA: Do you mean for the large 

2 switches? 

3 COMMISSIONER JACOBS: Yea, for the large 

4 switches. 

5 MS. OLLILA: Yes, I did recommend 

6 discount&, because that's the way the companies buy 

7 their switches . I just wasn't able to discuss it, 

a because the discounts are proprietary. 

9 COMMISSI ONER JACOBS: Okay. All right. 

10 

ll 

12 

13 

COMMI SSIONER GARCIA: I just want for the 

record to move (b) through (nl. That's where I was 

before . And then I 've got a queotion if I can go back 

for a second to --

14 CHAIRMAN JOHNSON: We might want to vote 

15 this one out, unleas you have 

16 

17 tine. 

18 

1 9 clear --

20 

21 

22 

23 

COMKISSIONBR GARCIA: Oh, okay. That'D 

CHAIRMAN JOHNSON: That way it will jus~ be 

COMMISSIONER GARCIA: I move it . 

COMMISSIONBR CLARK: 'What are we on? 

CHAIRMAN JOHNSON : We were on (O). 

COMMISSIONER CLA.RK: Second. 

24 M~. COX: Chairman Johnaon , will this be 

25 for (ol and (p) or just (o)? It's another combined 
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variables, switching and traffic. 

CHAI RMAN JOHNSON: (o) and (p)? 

3 COMKISSIOliBR GARCIA: (o) and (p). 

4 MR. COX: It's another one where they're 

5 combined, and tbe record --

105 

6 COHKISSIONBR CL~K: You need to speak up. 

7 MR . COX: I'm oorry . This is another set 

8 of variables there they're combined in their 

9 recommendations . 

10 

11 (p) . 

12 

13 

14 

COKHISSIONBR O~CIA: I'm moving (o) and 

COHK!SSIONBR CL~K (o) and (p), not ONP . 

MR. COX: (o) and (p). I'm sorry . 

CHAIRMAN JORliSON: That was a motion. Is 

15 there a second? 

16 COMMISSIONER DEASON: Second? 

17 CHAIRMAN JOHNSON: Any discussion? 

18 Show (o) and (p) approved unanimously. 

1~ commissioner Garcia? 

20 COMMISSIONER GARCIA: I was juot curious. 

21 The calculations on (j), I didn't understand them on 

22 the drops. And it's not that it didn't make sense. 

23 but it almost gave me a feeling that -- in other 

21 words, at one point the reg aaya something to the 

25 effect that if tbey•re too expensive to underground in 
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1 areas whe r e they're heavily populated, then they'll 

2 use the outside line search or whatever . I'm sorry. 

3 I'm citing-- I'm quoting you, and it ' s not that muoh, 

4 but it sa14 something to the effect of -- what I 

S didn't urweratand was, why ia it that BCPM did a sort 

6 of • everything is the aame• calculation. But, you 

7 ltnow, congested areas like downtown areas \/here 

8 competition is going to be very imp~rtant are really 

9 much, much, much expensive, and l don't know how you 

10 sort of averaged that out. 

11 MR. DOWDS: Okay. Let me make sure I 

12 understand . 

13 

u 

15 

COMMISSIONSR GARCIA: Hell, why don•e you 

explain to me what you did here. 

MR . DOWDS: Your question is about the 

16 difference between two models as it pertains to drop 

17 length and how that affects the coot? 

18 COMMISSIONER GARCIA : Right. 

19 MR . DOWDS : Okay. Lot me tell you. I'm 

20 sorry. HAI basical l y has aa discrete inputs a maximum 

21 d~op length by density zone. 

22 COMMISSIONER GARCIA: Right . 

23 MR . DOWDS : And in the lowest -- I think 

24 it's the lowest two density zones , the maximum drop 

25 length that's in the model ever is 15 0 feet. Okay? 
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1 And the comment on page 194 in the firet full 

2 paragraph about GTE Witness Tardiff --

3 COKKISSIO~ER OARCIA: Right. 

HR. DOWDS: Tbot's what he's talking about. 

5 He's talking about tbe f act that by density zone, the 

6 BAI model assumee a fixed length. So, for example, if 

7 you live in tho moot deneo area, then you've got a 

8 aborter loop. Conversely, if you l~ve in the boonies, 

9 you•ve got a, quote, long loop, up to a maximum of 150 

10 feet. 

11 What BCPH does is, it models -- it doesn't 

12 use a fixed drop length. It models it differently . 

ll 

14 

15 

In eeaonco, what it aeoumoo in, once it identifies the 

various eizee and ehapes of the lote, which vary 

according to the size of the census block, it will 

16 build a drop iuto the center of the lot subject to a 

17 restriction of a maximum of 500 feet . So the drop 

18 length varies according to the size of the l o t. so, 

19 for example, in rural areas you might have a huge - -

20 what in eeeence is a huge lot of maybe 15 acreo, but 

21 they constrain the maximum drop length. 

22 

23 

Does that help any? 

COMMISSIONER GAf CIA: Right. But that's in 

24 the least dense areas; right? 

25 MR. DOWDS 1 Right . 

FLORIDA PUBLIC SERVICE COMMISSION _j 



• 

• 

• 

1 

2 

3 

COKHISSIONl!R GARCIA : But my question wae 

more for the denae areae. The ~I model seemed to 

account tor the ditticultiea there and recover much 
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4 more than -- if you look at in the buried area at page 

5 1~4. and our model juot doesn' t t d ke that into account 

6 at all. In other words, I aaoume -- and tnat'o why 

7 it wae very light, 10 I wasn't au1e what we were 

8 talking about . But it occurred to me that what we 

9 were talking about b re ia cable b~rying in downtown 

10 areas and things like that. right. where you have 

11 10 . ooo, ::bingo like that? And it •)Ccurs to me that 

12 that ie clearly a much more expeneive concept, and our 

ll 

14 

15 

16 

1 7 

18 

model doean•t recognize tbat at all. 

MS. KING: I'm oorry, ccmmissioner Garcia. 

On page 194, you're talking about the HAl input, $5 . 14 

in 

COMMISSIOIIBR GARCIA : RiJht. 

MS . KING : •• the denait .· zone of 10,000 

19 plua? 

COHMISSIOtiBR GARCIA: Right . 20 

21 MS. KING : Wa make the co~ment on page 19 5 

22 that diacuaaee -- •staff agreea conceptually that 

23 buried drop placement costa would tend to increase in 

24 denaely populated areaa.• la that what you --

25 COKKISSIOW&R GARCIA : Right, right . 
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MS . KING: Okay. 1 

2 COMMISSIONSR GARCIA: But I don't know bow 

3 you explained it away. 

4 MS. KING: Well, conceptually we did agree 

5 that in more densely populated area~. ~oats for 

6 placing buried drop would increase. However, all we 

7 had on the HAI side was the opinion of subject matter 

8 experts saying this is a appropriate number. 

9 What we bad on the LBC side, the BCPM 

10 inputs were baaed on actual LEC costs , eo we telt that 

11 was bett er data to use in this case. And in some 

12 caaes, we believe --

13 COMMISSIONER GARCIA: See, this is the only 

14 question that strikes me. Maybe you can answer i t and 

1~ we can move on. I aaeume that competi tion is going to 

16 come to densely popula ted areas first, downtown areas, 

17 things of that nature . That being the case, shouldn't 

18 we try to model our oost closer to that, because 

19 that's where we're first going to get those issues 

20 coming up? Maybe I' m wrong . 

21 MR . DOWDS: Not necessarily, for two 

22 reasons, tho primary reason being that this cost is --

23 this analysis ia tor purposes of determining the cost 

24 of basic local telecommunication serv1ce, presumably 

25 linked to the proviaion of universal eervio e . 
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1 presumably maybe for a univer.al service fund, and 

2 we•re not going to fund Miami. 

3 COMMISSIONER GARCIA: Right. 

4 MR . DOWDS : so it doesn't really matter. 

~ The other thing that I believe Mo. King 

6 mentioned is that a $5.14 drop cost per buried foot in 

7 a density zone of 10,000 linea per oqu1re mile, it's 

8 highly unlikely that anybody would ever bury a drop in 

~ downtown Miami . It would actually be conduit, or it's 

10 going to be riser cable . 

11 COMMISSIONBR GARCIA: Okay. 

12 

13 

14 

MR. DOWDS: It's just that, you knov -­

COMMISSIONSR GARCIA: Good . Okay. No w I 

got it . And you're right. We really don't care about 

15 thoee areas to some degree, because tha t 's not what 

16 the mix is. That's not where the baLtle is. I mean, 

17 it is where tne battle is, but we•re not thinki ng 

18 about universal service support for that area. 

1~ COMMISSIONSR CLARK: You mean it's not the 

20 area that's likely to need support. 

21 CHAIRMAN JOHNSON: Because you have coats. 

22 The coste of --

23 COMMISSIONBR OARCIA: Thank you for eaying 

24 it better. 

25 CHAIRMAN JOHNSON: Signaling ayotem costa, 
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(q) ? 

COMMISSIONER CLARK : l move Staff. 

3 COMMISSIONER DEASON : Second. 
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4 CHAIRMAN JOHNSON: Shov it approved without 

5 objection. 

6 (r), transport system costa and --

7 COMMISSIONSR GARCIA: I move it . 

8 

9 

10 

CHAIRMAN JOHNSON: associated variables. 

COKMI~SIONBR CLARK: Second . 

CHAIRMAN JOHNSON: Show it approved 

11 without objection. 

12 (a), expenses . 

ll 

14 

COMMISSIONER OBI\5011 : I have a few 

questions on that. And I gueae I can begin on page 

15 263 of the recommendation. Under nonrecurring cooto, 

16 the last paragraph indicates that Staff has not 

17 attempted to exclude nonrecurri ng coats. and my 

18 question io why . 

19 MS. OLLI LA : Only one of the ILBCs exc luded 

20 -- GTE did exclude nonrecurring costa. But in 

21 averaging, we felt that the averaging would really 

22 mitigate the effects of including nonrecurring coato . 

:13 COKMISSIONBR DBASOII : It aeema to me the 

24 question ia more one of principle . ta it appropriate , 

25 or ia it not appropriate aa to vhot the -· i f there 
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are g o ing to be nonrecurring coste , what i a the 

appropriate l evel? Tbe question is, ehould they be 

.l included for purposes of this coat study or not? 

4 And I guess my question io, if there are 

5 revenue mecbania ms •• and you can debate whether 

6 nonrecurring costa a re recovered by th~se mechanisms 

7 or not, but if there a re nonrecurring coa ts and we 

8 know that generally there are revenue mechanisms to 
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9 recover t hose n~nrecurring costa, why are we including 

10 t hem in terms of coot of baaic servi ce. which is 

11 usually in terms of the recurring monthly coat of 

12 providing service to a customer ~• opposed to ·• now, 

l.l X underatand tbero•o cooto imposed on the eyetem to 

14 initiate the service and that sort o! thing. Usually 

15 there are connection charges and things of that 

16 nature . And if the connection chargee are 

17 i nappropriate , perhaps that can be looked at in any 

18 restructuring or that goea on in any legi8lation or 

19 wha tever. 

20 But that 's the concern that I have, and 

21 that's the question . Do •• well, first o f all, are 

22 the costa we are calculating here going to he uoed in 

23 terms of what is the recurring monthly coat of service 

24 or not? So I guess that's kind of the threshold 

25 question . 
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COMMISSIONBR OEASON: But you understand 

3 thaL if there are separate revenue streams, like, for 

4 example, connection charges, and if you ignore that 

5 and just put all nonrecurring coats into the coat o f 

6 service on a monthly baaia, and i f theao coats are 

7 going to be uaed for univeraal service purposes, that 

8 there could be basically over-recovery in the oenae 

9 that customers are going to havo to pay f or their 

10 connection charges, but then there's go1ng to be 

11 universal service recovery of some sort, aesuming 

12 those co&ta are part of the monthly re~urring coat of 

13 service. Anti that's tho di!!ic:u1ty I'm having . lind 

14 you're saying there's not enough data to make that --

15 to distinguish between the two? 

16 MS . OLLILA : That's correct . 

17 COMMISSIONBR DBASON : And, of course, OTB 'a 

18 position was that they excluded it . s o apparently 

19 they had information that they could exc lude these 

20 type of expenses. 

21 MS . OLLILA : That's r ight . And they also 

2 2 believed it was appropriate t o exclude thaae kinds of 

2 3 expenses. 8al1South did not believe so. Sprint 

2' really didn't baliove s o , but said thoy wo uld do 

2~ whatever the Commiaaion ordered . 
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COMMISSIONER DBASON: Let me ask this 

question. If the information were readily availaL:'.e 

auch that it could be identified and excluded, would 

I Staff exclude it , juet ae a matter of principle? 

S MR. DOWDS: Yea . If wo could identify 
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6 thoa e portiona of the exponas accounts for which there 

? 

8 

are • • 

COMHISSIOIIER DEASON: Separate revenue 

!I streams. 

10 

11 

12 

13 

KR . -~WDS: One-to-one revenue atreaaa . 

Bear in mind, for example, things like there are 

service order expenaes that are booked to certain 

accounts. You wouldn't want to oo it acroaa the 

14 board, but you the accounta r xpenee level, but 

15 rather just thole that pertain to service ordering. i! 

16 there's a service nonrecurring charge. 

1? COMMTSSIOIIBR DEASON : So to the extent 

18 they're included, that haa the tendency to stay coats 

19 higher than they otherwise would be. 

20 MR . DOWDS: Yea. And as Ma. Ollila 

21 explained, what abe attempted t o do, given the paucity 

22 u f data we bad available, wae to offset that 

23 overstatement to some extent by an averaging . 

24 

25 

MS . OLLILA : Proceaa . 

COMMISSIONER DBASON: Becauoe you included 

FLORIDA PUBLIC SBRVICB COMMISSION 



• 

• 

• 

l 

2 

l 

GTB in the average . 

MR . DOWDS : Yes . 

MS . OLLILA: And because coot levels do 
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4 vary among companies, from company to company, and i t 

S seemed that an average would really help that problem 

6 of the inclusion of nonrecurring coots. 

'1 COMMISSIONER DBIISON: What are GTE'B costa 

8 generally in comparison to Sprint and BellSoutb? 

9 MS . ~LLILA: They do vary on an 

10 account-by-account basis tor each particular coat . 

11 COMMISSIONER DEASON: The fact that they 

12 -- there are more significant differences in cost 

lJ 

14 

15 

16 

17 

18 

l9 

other than just the fact that oLe company included 

two companies included nonrecurring and one excluded 

nonrecurring. 

MS . CLLILA: That's correct. And an 

example in the expense percent to investment ratio on 

page 266 would be aerial copper. BellSouth'B coat ie 

approximately 4t . GTS's is approximately St , and 

20 Sprint's io almost 7t. So that's a caoe where GTB'o 

21 costa are quite firmly in the middle. But then on 

22 that same chart , COB switching, GTE'o expense percent 

23 is 17, versus between 3 and 5 f or BellSouth. 

24 COMMISSIONER DBASON: But you would need to 

25 look at coot categories which tend to be more 
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l associated with nonrecurring activities like service 

2 ordering; correct? Do we have any indication what 

3 those general type coat a ccounts are and how they 

4 relate between the companies? 

5 HR. DOWDS : I have to defer to Ms . Ollila . 

6 My r ecollection is that the only breakdown we had was 

7 for a handful of accounts for GTB, and l don't know if 

8 it was even for all expense accouLt& for which there 

9 may btl somethir. 1 that '"auld be classi fied as a 

10 nonrecurring e~penae . 

ll COMMISSIONER DEASON: So the bottom line is 

12 that you agree in principle , but it's just •• the 

13 information is not tnere to do it. 

14 MS. OLLILA : That'D correct. 

15 COMMISSIONER CLARK : I move Staff. 

16 COMMISS10N£R GARCIA : Second. 

17 COMMISSIONER CLARK: Are we on (a)? I do 

18 have a question. I don't understand the logic of 

19 including advertising. I just never could get a 

20 handle on that. At first Witneos Lehrman said you 

21 shouldn't include it, and then at some point he 

22 conceded that you should . And it j ust never was clear 

23 to me why when you're looking at the coat of baaic 

24 

25 

service -- I underotand that companies themselves 

might advertise , but they're going to be providing 
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1 

2 

3 

•ore than just basic 1ervice. 1 ju1t couldn't get my 

arm• a r ound why you would include it. 

COMMISSIONER JACOBS: Par t icularly in light 

4 o f wbat we decided were basic 1ervices. More and 

S more , even though I agree that advertising will 

G increa~e . but what you see more and more are the 

7 bundle o f services that are f ocused. 

8 COHMISS I OtiSR CLARK : Right. 

COMMISSIONER JACOBS: And 1 would expec t 

10 that that will continue. 

11 MS. OLLILA : Well , my understanding of why 

12 be agreed that aome advertising expense should be 

13 

14 

included was that in a competitive environment. 

companies are actually going to oe advertising t heir 

15 basic aerviceo . And to aome extent 

16 COMMISSIONER JACOBS: As we define it or as 

17 they define it? Which i1 it? 1 mean. that's the 

18 interesting thing. 1 really -- r agree with the 

19 premise that there will be advertis!ng . 1 disagree 

20 that it will be substantially focused on that baoic 

21 line . 

22 COMMISSIOIIER GARCIA: lfell, they're going 

23 to provide it io in a omall town: right? Am I 

2 4 mietalteo? 

25 MS . OLLILA: That's correct . Advertising 
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comes under marketing. which a l so includes product 

management and sales. so to that. extent., it's not 

account by itsel f . 

I 't 's also very hard to separate out 

5 a d vertising for local service. I see it on TV in 

6 commercials for the $49 per month baoic line for 

7 people who have credit d if ficulties. So to some 

8 extent. it is there . 

9 The numbers weren ' t. really avai lable in 

1 0 terms of separat \ ng out advertising . And --

11 COMMISSIONER CLARK : Let me ask the 

12 question this way. Does the High Cost FunG include 

13 

14 

15 

16 

17 

advertising? 

MS. OLLILA: I do not know tha~. 

MR . MA ILHOT: (Inaudible.) 

COMMISSIONER GARCIA: It's no t o n . 

MR . MAILHOT : The Federal High Cost Fund 

18 would include a little bit o f expense related to 

19 advertising, but very little, 1 believe , becauoe 

20 that•o mostly in one account, and T don't think 
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an 

21 there's much of that apparently included in the coat. 

22 COKMlSSIONER CLARK: And Staff is 

23 representing that would be the same here? It would be 

24 appropriate to allow some advertioing so customers 

25 know that otber --
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• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 • 

COMMI SSIONER GARCIA: See, here it comes 

out to a little bit over lO t . 

COMMISSIONER CLARK: Ten percent o f what? 

The marketing? 

COMMISSIONER GARCIA: No, the total. 

Marketing , yes. 

MS. OLLILA : Wh$t page are you referring 

to, Commissioner. 
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COMM I SSIONER GARCIA: Maybe I'm·· 274 . Am 

I on the right page? 

MS . OLLILA: That's correct . And marketing 

does include thingo other than advertising. 

COMMISSIONER GARCIA: Right. 

COMMISSIONER CLARK: Is it included under 

the general notion that you would lo~k at some joint 

and common costs tbat a company in thi s buoiness would 

be providing, and some of it is appropriately 

allocated to basic service? 

MS. OLLILA: I ' m not ·· 

COMMISSIOriER CLARK Like aircraft. I think 

some people had aircraft and some people didn ' t, but 

becauoe it's a part of the gene ra l busineas of 

providing the aervice, at leaat aomo portion of that 

abould be allocated to the baoic services. That's tho 

rationale. 
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4 that ? 

David , you're shaking your head yeo. 

MR. DOWDS: Yes . 

COMMISS IONER CLARK: Do you agree with 

S HR . DOUDS : Aga in, we have to go back to 

6 the competitive paradigm. It's not a monopoly 

7 envir onment. We may hove wanted to exclude certain 

9 adve rtising expenses in a monopoly environment, but 

9 there are 
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10 r.OMHISSIONER CLARK: All right . All right. 

11 MR. DOWDS: -- busineos case leve l that 

12 would be appropriate in tha t environment. Now, one 

13 

14 

15 

can dispute wha t the level is. 

COMMISSIONER CLARl: : Say the last a gain. 

MR. DOWDS : One can always dispute what the 

16 appropriate level is , but some level is a ppropriate, 

17 even if it 's juot 

18 COMMISSIONER CLARK: And there really 

19 wasn' t much dispute among the witneooes . Mr . Lehrman 

20 came out initially but then said yes, some of it io 

21 appropriate . 

22 Okay . I move Staff. 

23 COMMISSI ONER DEASON: Wait . I have a 

24 question. 

25 COMMI SSIONER JACOBS: I •• 
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2 

COMMI SSIONER DBASON1 I'm sorry . Go ahead. 

COMM ISSIONER JACOBS: Heretofore, what 

3 we've done, we've oaid lot'& look at what a reasonable 

4 provider would do. 

5 MS . OLLILA : That'S correct. 

6 COMMISSIONER JACOBS: Is that standard 

7 applicable here, and if so, how would you apply it? 

8 MS . OLLILA: Well, any new provider, a 

9 reasonable provider would advertise, I mean , to the 

10 extent that you need a basic local s erv i ce l i ne be f ore 

11 you can get caller ID and call waiting . 

12 COMM ISSIONER JACOBS: I can get beyond 

13 that. Now, do we try and asoP.ss whet level it will be 

14 through that same -- through applying that same 

15 analyoio? 

16 MS. OLLILA : Well, in looking ~t the per 

17 line expenses, w~~t we did first was change the 

18 allocation method, which, ! n effect, reduced the per 

19 line expenaes for marketing, which includes 

20 advertising, and then took a reduction f rom that. 

21 But, no, we did not attempt to ioolate advertising. 

22 And really in order to do that, it would 

23 almost be impossible without look i ng at a parti~ul a r 

24 company's campaigns , for example, to see what wao for 

25 voice mail, what wao imogc advertising, what was 
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22 

23 

24 

25 • 
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caller ID and return call . 

COHHISS IONBR JACOBS : Okay. I'll move on . 

That perc entage, t hough, it juet giveo me heartburn . 

I really do think that you're going to find that the 

v~ot - - what 1 would look At 18 what ia tbc re~l fo cuo 

of the meaaago , booaueo that's real l y what a dvertioing 

ia . It'a tho moaaago. and that•a t he coot o f it. And 

I would auopect that tho aaaenco o f the moaaago t hat'o 

baing convoved through advertioing will be t hat bundle 

of sorvicea, and primarily what we now for universa l 

services purpoaea viow ao nonbaaic . And I would 

suggest -- you know, I wodld suggest that the vast 

majority of that expenac would not go toward the 

basic. But I won't belabor !or the moment. 

COHKISSIONBR DKASON: Another ques~ion I 

have along with tho one that I aeked earlier about 

nonrecurring coat• doal l with billing a nd collection 

coats tor toll and accoao. And in staff's 

r e commendation, thoro wao not a specific exclusion of 

thoso costa. But 1 do underotond th~t you do have 

you aro uoing a local aorvi co allocator which you've 

derived beeed upon o rovanuc calculation , a revenue 

comparison. 
So my que•tion io , do you think chat 

capture• the iMpact of th•t. or do you think that 
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these co•ts •bould be included , ,or you don't have the 

information to exclude them? What's the situot ion 

with toll and access billing and collection? 

MS. OLLILA: Let me first explain how we 

developed the revenue calculator. We took the 

revenues for basic local service plud the end user 

common line Tevenues and divided that by total 

regulated revenues. 

And I'm not entirely familiar with how 

billing and collection appaaro in terms of the ARM I S 

reports. But I think the way we developed the 

alloc ator, we effectively excluded billing and 

collect ion . 

COMMISSIONER DEI>.SON: That was my 

question . You think the dllocator already addresses 

it, so you don't have to have a specific 

identification of theoe billing and collection costs 

with an exclusion of them? 

MS. OLLILA : Yea. 

COMMISSIONER DEASON: The allocator should 

address it? 

MS . OLLILA: Baaed on the way that we 

developed the allocator, yes . 

COMMISSIONER DEASON: But you do agree in 

principle that billing and collection coats for tol l 
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and access should not be part of the coat we establish 

her e? 

HS. OLLILA : ¥ea. 

4 COMMISSIONER DEASON: All right . I'm 

S fi n ished. 

6 CHAIRHAll JOHNSON: Any other ques t iona on 

7 expenoea? 

8 

9 

COMHISS I O!lER CLARK: Hove Staff. 

COMMISSIONER JACOBS: Second. 

10 COMM ISSIONER DEASON: Let me aay, I'm going 

l l to vote, but I think at some point we need to -- and I 

12 gueaa when it comea time t o report, we need to report 

13 about the concarnn abouL nonrecurring coots, 

14 nonrecurring revenue streams, dnd how that oomehow 

15 needs to be considered in the mix. 

16 COMMISSIONER JACOBS: Ao we ll a s 

17 advertiaing. 

l8 CHAIRMAN JOHNSON: Show the vote then a 

19 unanimous vote. but Staff has noted the concerns that 

20 will probably discussed in the report, that should be 

;n 

22 

23 

24 

25 

diacuased in the report . 

(t), othe r inputs? 

COMM ISSIONER CLARK: What is loop coat 

investment cap, and what does it do7 

MS. OLLILA : What it basically oayo io that 
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when the coat of a loop ia over $10,000 

COMMISSIONER CLARK: It capa it at 

$10 ,000? 

MS . OLLILA: That'& correct. 

COMMISSIONER CLARK: Io that because it 

presumes that above that, they would he collecting 

contribution• in aid of construction from that 

126 

entity? I mean, vby ia it capped there? Why ien't it 

capped lover, actually, becauee BellSouth seema to 

imply that if it' a above 4 ,000, they might should uee 

cellular? At l eaat that•a the way I und~ratood it . 

HR . DOWDS: Okay. The investment cap 

aaeumee that if the coot per line cxceedo the oum 

dollar amount that's input, that there's got to be n 

cheaper alternative than a wire line network, in 

eaeence . 

llov, my recollection, and I'm aure abe will 

correct me, ie that Bell used a number of around 

4 ,350, and everybody alae uaed the BCPH model default 

of 10,000. I believe that the reason Bell uaed 4,3 50 

is, they didn't have any cooto anywhere that exceeded 

that number. 

MS. OLLILA: Excuse me. They alao had the 

reaulta of a atudy , a study on wireleaa, and that's 

the other reason they choae the 4,350 . 
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COMMISSIONER DEASON: So you're saying your 

recommendation to apply 10.000 for BellSouth io not 

going t o have any material impact anyway, because they 

4 have no coste which exceed the 4, 350; io that correct? 

5 That's what I thought David said. 

6 MS. OLLILA: No, that's 

7 COMJo!ISSlONER DEASON: Tney do have costs 

8 which exceed, so when you put the 10,000 cap, it is 

9 going to change their cost results? 

10 Mr. OLLILA: That's correct. And to the 

11 e x tent that we have preliminary results, that $ 10,000 

12 

13 

cap is already in those prel iminary results. To what 

extent it 1ncroaseo their costo, that I don't know . 

14 COMMISSIONER CLARK . Well, in your opinion, 

15 is thoro going to be much investment batween 4,350 and 

16 10,0007 Is this a material factor? 

17 MS . OLLILA: I'm not sure how material it 

18 is. And in looking at it initially , my firsl thought 

19 was 4,350 looks like a good number. But we didn't 

20 have the study that BollSouth had, and thinking more 

21 generically about wha t might be available, the more 

22 conservative approach seemed to be the $10,000 c ap . 

23 COMMISSIONER CLhRK: More conoorvative in 

24 the sense that you ' re allowing more costs to be 

25 included? 
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l M$. OLLILA: Yea. 

2 COMMISSIONER CLARK: And you have n o idea 

3 how material it would be? 

4 MS. OLLILA: No. 

5 COMMISSIONER CLARK: You know, because I'm 

6 persuad ed by the logic that if the l oop cost gets 

7 above • .350, you probably ought to look at another 

8 type o f servic e, tha t it's not coat -ef fective to put 

9 in a loop if it's going t o coat more than that amount . 

10 COMMISSIONER DEASON: Well, how did Bel l 

11 establish the 4 ,350? 

12 CHAIRMAN JOiillSON: You said the study they 

13 referenced wau not part of the record, the wireleuo , 

14 the study? I thought it was in that study that 

15 MS. OLLILA: It was in a wireless they 

16 referenced a wi r eless study that they did. 

17 CHAi kMAN J OHNSON: They didn't attach it? 

18 MS. OLLILA : No , they· did not . 

19 COMMISSIONER DEASOtl: So baaed upon that 

:o study, they indicated that anything exceeding 4 ,350, 

21 it would be coat-effective to provide service in a 

22 different manner. 

23 

24 

25 again. 

MS. OLLILA : Yea. 

COMMISSIONER CLARK : I ' m sorry. Say that 
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COMMISSIONER DEASON: That it would be 

cost-effective to provide service in a different 

manner if the loop cost exceeded 4 , 350 . 

MS. OLLILA: Yes, that'D 

129 

COMMISSIOnER CLARK: And to me, that says, 

therefore, youz loop coo t investment c ap should be 

that amount, because people should not be putting in a 

loop if another technology ia more coat-effective. 

M~. OLLILA : If I might just have a moment 

to find the reference . 

COMMISSIONER DEASON: I also have -- while 

you're doing that , I guess a ~ore generLt ques tion is, 

when we start approaching a l~op cost of that 

magnitude, it looks lo me like that cuotomor is 

probably going to be well out in the country 

somewhere. And normally aren 't there are CIAC 

collections for t hose situations such that the general 

body of ratepayers -- I know the general body of 

ratepayers io an antiquated concept. but companies 

still collect they have tariffs where they collect 

CIAC when they have to expend a certain amount beyond 

an average. And wouldn't that capture oome of those 

situations , so that it may be appropriate to have a 

more conservative cap ao o ppo sed to 10,000? 

Mr. D'Haeselee r, do you know tho answer to 
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that? 

MR. D'HASSELEBR: We don't have mu~h of i t 

anymore, but there probably are oome cases where 

aiding c onstruction would be charged to a consumer . I 

haven ' t s een it in a long t i me except where somebody 

might have 10 or 20 acreo off of a highway and they 

want a service drop. 

In those kind of cases, I suspect there 

would be some additional cost. But by and large, you 

know, we don't see that anymor e. 

COMMI SSIONER CLJ\RK: They would pay , not 

tbe general body of ratepayers. 

MR. D'HAESELEER · Rig~t , right . 

MS. OLLILA: If I might just read to you 

BellSouth'a description of their wireless. This was 

asked of Witness Caldwell in her deposition, and she 

-- as to why BellSouth uoed the 4 ,350. And she sa ~d 

tha t abe could exp lain wh y BellSouth used that number. 

•originally the 10,000 was the BCPM default number, 

and that waa the only infor mation that we had 

available . Our understanding io that that cap was 

based upon some type of wireless technology, the 

10,000 waa . So we went t o o ur network people , and 

they had comple ted recently a otudy on oome wireless 

tecbnologiea , and the coot w~a leas. So we capped it 
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at tbe amaller of the t.1o numbers based on that 

study . • 

COMMISSIONER CLARK: Wel l, it etrikes me 

tbat we should use the lesser amounc . 

lJl 

MS. OLL;LA : :· taff would agree that we 

certainly could. Not ha~ing seen the study, I wasn't 

comf ortable moving to the 4,350. 

COMM ISSIONER CLARK: Well, I'm comfortable 

if BellSoutb -- that says they looked at it recently 

and it's lesn. You know , maybe we should do someplace 

i n between . But it doesn't seem that the 10,000 is 

justified , particularly be ·auae they've looked at it 

recently and ind icated that for wireless -- I assume 

it means that if you get abovu that amount, instead of 

putting a loop in, you shou t d look at wireless 

technology. 

MS . OLLILA : Staff would certainly be 

agreeable to changing it to the 4,350 for all tl•ree 

companieD. 

COMMISSIONER CLJ\RI: : Well, I would move ( t) 

witb that ebango. 

COMMISSIONER DEASON : Second. 

COMMISSIOtiSR GARCIA: Let me get an 

under•tanding. What was the change we did? 

COMMISSIONER CLARK: Capping the investment 
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1 at loop at ( ,350 instead of 10,000. And tha t•a based 

2 on the rationale that if it coata -- it we have loopo 

3 where it would coat more than 4, 350. BellSouth'a 

~ study, aa I ~nderotand it. indicates that you should 

5 look at a different technology and not put in that 

6 loop . 

7 CiHAIRMAN JOHNSOII: Any further questions? 

8 Show ~bat approved as modified 

9 unanimously. 

10 That conclude& Issue • · 

11 IDaue 5? 5(a)? We have a S(a) and S(b). 

12 COMMISSIONER DEASON: I can move Staff on 

13 

H 

15 

5 (a) • 

COMMlSSIOliER CLARK: Second . 

COMMISSIONER GARCIA: Can we move them on 

16 both? Nell, t~at 'a fine . 

17 CHAIRM.AN JOHNSON: Any diacuosionl 

18 COMMISSIONER CLARK: I move 5(b) too. 

19 

20 one. 

COMMISSIONER GARCIA: I'll accond that 

21 CHAIRMAN JOHNSOtl: We'll ohow S(a) 

22 approved unanimoualy. 

23 COMMISSIONER CLARK: Hove S(b). 

24 COMMISSIONER GARCIA: Second. 

25 CHAIRMAN JOHNSON: Any diacuss~.on? 
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Show Sib) approved unanimously. 

Iooue 6. 

CO:.IMISSIONER DEASON: We have a primary 

4 and alternative . 

133 

5 CHAIRMAN JOHNSON: We have a pri~ary, yes, 

6 and Dale is the primary. 

7 MR . MAILHOT: The primary. 

8 COMMISSIONER DEASON: Commissionero , the 

9 hour is getting late, a nd we have another pressing 

10 matter, and 1 certainly don't wan t to curta i l debate , 

ll 

12 

13 

1 4 

15 

but I'm perouaded by the alternative . 

COMMISSIONER GARCIA: Well , that's 

unfortunate , because I think t hat the primary does 

it . 

COMMISSIONER DEASON: Well, i t seem~ to me 

16 that wha t we• re here -- l know that th i o is really a 

17 nonissue, tha~ the part ies didn't address it, but it'o 

18 really one more one of what io the correct thing to 

19 do. And it seems to me that the correct thing t o d o 

20 is try to es tablish t he coat of an ef~icient provider 

21 such tha t th@y can come in and effec r.ively compete. 

22 And i f we're do i ng it on embedded costs which are so 

23 much lower than that, we're basically -- it's going to 

24 be diff icul t onough as iL is to try to encourage 

25 competition in rural areas, and for these amall 
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companies, you're basically guaranteeing that it•o not 

going to be --

COMMISSIONER GARCIA: Well, again, I defer 

4 to your knowledge of rural areas , since you live in a 

S rur"l area, eo I'm going to give you deference there. 

6 But one of tbe worries that I have is tbat tbe 

7 alternative gives too much money, more money than they 

8 asked for, and --

9 COMMISSIONER DEASON: They're not asking 

10 the small LBCs would juot as soon there is no 

11 competition. They're not asking for this money. 

12 COMMISSIONER GARCIA: Right. But the 

1l 

14 

15 

16 

problem is tbat they're going to get money whether it 

happens or not, and they're going to get more than 

what --

COMMISSIONER CLARK : Well, I think Terry•o 

17 point io, if the forward looking coa ts appears to be 

18 more than the embedded cost, probably becauoe it has 

19 depreciated plant, people will not come into the area, 

20 becau•e they won't be able t o compete . But if you set 

21 it higher. they will be able use that support to begin 

22 to compete in tho rural aroaa. 

23 Is that your point? 

24 COMMISSIONER DEASON: Yes, and I b~lieve 

25 that's baBically what David is saying also . 
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COMMISSIONER CLARK: I ' m trying to 

understand. Do we have to approve either one? Why 

don't we send -- you know, say, •sy the way, we did 

it. We know we weren't required, and we didn't do 

it.• 
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COMMISSIONER DEASON: Well, that is the 

recommendation, is that we basically -- it's not like 

you totally - - the alternative was not totally 

disregard the embedded, and this io the only way that 

you should do it. But I think it was more in line to 

what you suggested, is that we need to have full 

disclosure and express our concern that if you did it 

atrictly on a embedded cost basis that you might not 

get the result that was intended. 

COMMISSIONER CLARK: That you might not get 

competition. 

COMMISSIONER DEASON: You might not get 

competition. 

opposite. 

COMMISSIONER GARCIA: See, I saw it -­

CHAIRMAN JOHNSON: I see it just the 

COMMISSIONER GARCIA: I see it exactly the 

opposite. I may be totally wrong, but I see it 

exactly the opposite. I think what's going to happen 

io that these locals ar~ going -- it's not for or 
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against competition. lt's just more money f o r what 

they already have. And if you get competition, 

3 tbey•re jus t getting more money even i f you get 

4 competition . 

S COMMISSIONER CLARK : And another prov i der 

136 

6 can come in and provide that service, and that amount 

7 of money would be given to that provider as opposed to 

1\ incumbent. 

9 COMMISSIONER DEASON: And the criticism 

10 yo u just levied, doesn' t that also apply to Sprint, 

11 BellSouth, and GTE? The only d ifference io. we don ' t 

12 know what their embedded costs are . 

13 

14 

lS 

16 

17 

Cll:AIRMAN JOHNSON: And I guess we could 

back up a little bit, because we're tulking -- wi t h 

the models , we•re talking approx imate costa. We 

aren't talking actual coots, and I think some of tbio 

discussion will probably occur in the report that will 

18 be issued . 

19 Comment ing on what Commissioner Garcia 

20 said , I guess I s t arted looking at this too -- and 

21 Terry, you made a good point . This analyuia ca n be 

22 made for both , and that's why we might want to b e 

2 3 

2 4 

25 

cautious even euggeating tha t we need a universa l 

service fundd, And the Legislature needs to give us 

guidance aa to why we need one. Are we trying to keep 
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againat competition. It'U juot more money for what 

they already have. And if you get competition . 

136 

3 they •re juat getting more money oven if you get 

4 competition . 

5 COMMISSIONER CLARK: And another provider 

6 can come in and provide that service . and that amount 

7 of money would be given to that provider as opposed to 

8 incumbent. 

CO~MISSIONER DEASON: And the criticiam 

10 you just levied, doesn't that also apply to Sprint. 

11 BellSouth, and CTB? The only difference ie. we don't 

12 know what their eabedded costa 1re . 

l l 

14 

15 

16 

17 

Clti\IRI'\J\N JOIINSOtl : And I gueo• we could 

back up a little bit, because we•re talking -- with 

the modele, we•re talking approximate coots. We 

aren't talking actual coste, and 1 think some of thia 

diacuaeion will probably occur in the report that will 

18 be iaeued. 

19 Commenting on what Commi asioner Garcia 

20 said, I gueae I started lo~king at this too -- and 

21 

22 

:u 

24 

25 

Terry, you made a good point . This analya 1e can be 

made tor both, and that·~ why we might want to be 

cautioue even auggeat ing that we need a univeraal 

service tundd. And the Legi alature needa to give ue 

guidance aa to why we need one. Are we trying to keep 
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1 rates low? Are wo trying to pro·111ote competition? 

2 What is the real purpose, and what a re they trying to 

3 achieve? Because you can look at some of the models 

4 anci oome of the numbers that we have for the small 

5 companies , particularly if you l ook at soma of the 

6 embedded numbers, yea. they're uoually lower than the 

7 proxy numbers are spi tting out . There are a couple of 

8 .'lx ceptions. 

9 And as I look at that from a compet i tive 

10 standpoint , l f the coat of service for -- I won't use 

11 a company name , but say the embedded coot wao $ 40, and 

12 then the forward -look ing cost was $75, and we decided 

13 

14 

15 

16 

17 

18 

we don't want auatomero paying any more than $3 0 or 

whatever . My math may be o ff , $30. Then that means 

they're going to both get a subaidy of $45. If the 

incumbent's Teal cost was only $40, he geta a oubaidy 

of only --

COMMISSIONER DEASON: Isn't that the same 

19 argument from BellSouth? 

20 CHAIRMAN JOHNSON : Exactly. That's what I 

21 said. So the arsument --

22 COMMISSIONER DEASON: So it'S allowing --

23 taking one class of telephone companies and treating 

24 them differently, if the philoaophical argument io the 

25 same regardless . 
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CIIAIRM~!l JOliN SON: We're not . I think one 

of the things that we' re doing, we•re showing the 

legislature we do have the numbers, so we can show 

them both and allow them to make that decision as to 

what are we really trying to achieve. Do we want more 

-- you know, are we trying to promote competition, and 

bow d o we go about doing that? And they could look at 

these numbers and say, •whoo, maybe we ought to look 

at embedded costa for the other companies.• ¥ou know, 

t hey might do that, but at a minimum, we show them 

this, and they --

COMMISSIONER DEASON: I'm not saying we 

hide that we•ve got embedded c •at data. There's no 

need to hide it. I mean, obviou&ly , you report it. 

and I think David recommends we do that as well . 

But I think that it would be naive and 

perhaps not being totally truthful to give any 

impression that baaing a universal service fund baaed 

upon embedded coats was going to somehow stimulate 

competition. I'm not so oure that that would be 

totally correct to even inJinuate that. 

COMMISSIONER CLARK • l think it would be 

appropriate to send Stdff all the information over 

there and then aort of give an explanation baaed on 

the diacuuaion we' ve juv t had . ¥ou might be able to 
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inspire more competition. because people coming into 

the area would get the kind of aupport they need if 

they were going to put it in now. 

COMMISSIONER GARCIA: I think that's 

important, becauee Leon ia looking troubled. 

COMMISSIONER JACOBS: This is exactly a 

point that I brought out early. I thinr. there • s a 

broader discussion here , i . e . . to what extent will 

price signale promote competition? 
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I re~lly ~hin~ ~hat there needs to be a 

real concise discussion o£ that , because this creams 

it exactly. We can do all these things and promote 

this great mode l , but if it ooeen•t in essence promote 

competition vhen it'o al l said and done, we've 

contorted the marketplace . And I really think that 

there's a real honest discussion that needs to be had 

on tha t very icsue , and more specifically on this 

point. 

COMMISSIONER OEASOtl: And I agree with 

you. And that really is · -that 's something that's 

going to have to be dea lt with in termo of structuring 

a univereal service fund, assuming there's even going 

to be one. We don't know . 

Our charge ! rom the Legislature is. tbey 

told ua, "Te~l us how much it costa to provide 
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service. • And they d i d give us the option to at leaat 

look at it fro• the amall companies baaed upon an 

ecnbedded coat baai11 . And that was written into the 

law, and I certainly r espect that. and I think we need 

to give that information . 

But I for one think that if the purpose of 

this whol e exercise io t o try to determine the coat 

level that's going to ot imulate competition, that 

doing it on embedded coat ia not necessarily going to 

do it. I n fact, it may have the opposite effect . 

But, you know, full disclosure , and then let the 

decision-makers decide what is appropriate. But I -­

if it'e good, if forword · looking coet o for on 

economic, efficient pro vider io "ood for the large 

companies, the same sta ndard sho uld apply to the small 

companies. 

COMMI~SIO»ER CLARK : Well , I just th\nk 

since it has been done even 1! we don't send it over 

formally, they will g et the information, and we might 

aa well put that informa t ion o ut and give a 

diocuasion. 

COMMIGSIO»ER GARCIA : So we don't vote it 

out? We juat leave bol h and discuss both? 

COMMISSIOII ER CLARK : Yeo . I think we would 

- - but I think that i o what the alternative ia 
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recommending. 

MR . DOWDS: Uot ::eall y, no, it 's not . 

COMMISSIONER GARCIA : No, it's ft~t. 

COMMISSIONER C~RK: Well , then t disagree 

with it. I think we should send both infor~ation a~d 

then just kind of lrame the debate for them . 

MR. DOWDS: 11ay I comment? 

COMMISSIONER CLARK: Yes. 

HR . DOWDS: And I would like ~o r efer you 

to the statutory language . This is a zero JUm issue, 

in my opinion. What you do in the report, you have 

infinite leevay. But i l. says here in . 025 ( 4 ) (b), to 

aosist the Legislature in establishing a permanent 

universal service mechanism. and so forth . And t~at 

paragraph precedes ·- it•o .OH( 4~(b). and it talks 

about eatabliahing a coat proxy model, which you•ve 

already concluded appllos at a minimum to tho big 

three . Then .025141 (c) continues, and it says, in 

determining the coat of providing basic local, and it 

gives you an opt-out . 

You basically have three options , in my 

opinion . One ia •. 025 (4llbl. or (c) aaya you don'l. 

have to use the same mo dul for the big LECn ao the 

:ittle LBCs . 

COMMISSIONER OARCIA: Right. 
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MR . DOWDS: That ' s the first sentence, and 

it 's got a period. I would infer that you can do that 

J it you want . But if you opt no t to do that , then you 

4 have two decisions . I th ink you have to a~ake one of 

5 them . And it says the Commission shall calculate a 

6 sa~all local exchange telecommunication3 company 's coat 

7 o f providing basic l ocal service, telecommunications 

8 services baaed on one o f the following options , a 

9 dif ferent proxy model or - - and it goeo into this 

10 thing about a fully di st r i buted allocat i on of embedded 

11 costa , identifying h igh coot areas within the local 

12 

13 

14 

exchange area the company serves , includ i ng all 

embedded i nvestments and e xpenL es incurred by the 

coa~pany for the provision o f universal service. It 

15 s ays shal l calculate. 

16 I respectfully would opine , you can't punt 

17 on this. You can turn around in the report and say 

18 wbat we -- we had to make a decision, and we weren• • 

19 comfortable with the decioion. But I believe you 

20 can 't punt. 

21 

22 

23 

Dowda . 

24 quest ion . 

CR.A IRMAN JOHNSOtl : Thank you, Attorney 

COMMI SSIOIIBR CLARK : Well , let me ask tho 

25 CHAIRMAN JOIIIISON: Wh a t do you t hink . 
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Will? 

COMMISSIONER CLARK: What is the •• 

MR. COX: I concur with Mr. Dowdo. 

COMMISSIONER CLARK: What we're sending 

5 over ther e is not ~decision to do something . It ' s 

14 3 

6 the inf ornation we're sending them for them to make a 

7 Jecision. 

8 

9 

MR. DOWDS: I don't think so . 

COMMISSIONER GARCIA: Ther aoked us to do 

10 this, to give them an anower. 

11 

12 

13 

COMMISSIONER DEASON: So you're saying we 

have Lo send over one coat study and say. this ia it? 

COMMISSIONER GI\.RCIA: Well, after our 

14 research, our professional --

15 COMMISSIONER CLARK : I disagree . 

16 MR . D'HABSELEER: commissioners, we have 

17 to, in my opinion. do what they asked us to do . Now, 

18 in our report, we can, •say don•t do this. It'D a 

19 dumb idea, • not in thoue words, but 

20 COMMISSIONER CLARK : I'm not even 

21 advocating that. I'm just saying, 'Here ' s the 

22 information. Here's the rationale for them. You can 

23 use what you want to . • 

24 COMMISSIONER DEASON: Do we have the option 

25 of choosing, for example, the BCPM as modified for the 
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• 1 large LBCs and say . •This abould be the cos t 

2 methodology used f or the amall LBCs " 7 

3 KR . DOWDS: That•• eeaentially what the 

4 alternative recommendation eaye . It eaye -- it 

'> acknowledges there'D a paucity o f data that•• specific 

6 to the coat structure o! small LECa. But f or 

7 ~ompariaon purpoaes, what we would send over under the 

8 alternatives would be a BCPH 3. 1 run baaed on data 

9 what we do have that'e applicable to small LBCs. with 

10 caveats . 

11 And I helieve it also indicate• that it and 

12 when something actually occurs in the legislative 

• 13 ueuuiou, there may ba a likelihood that the coot 

14 inputs for al l LBCs ohould be -- may need to be 

15 revillited . 

16 COKKISSIONB R CLARK: Let me ask it o 

17 different way . If we have to make a choice and we 

18 send t ha t over. are they bound by our choice? 

19 HR . DOWDS : I don't think so. 

20 COHHISSlOtiBR GARCIA : No, they•re not . 

21 They•re not bound by any of this . 

22 COMMISSIONER CLARK: So really, thio io 

23 juat advice to them . 

24 COMKibSIONBR OBASON: Correct. 

25 COHMISSIOIIBR GARCIA: But H they•re • 
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12 

• 13 

u 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 • 

want to do ia submit pria.ary and then provide tho 

al:ernativo information there and specify that this 

may be -- some of the rationale Commissioner Oeaaon 

baa stated ia very strong. 
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I Moan , obviouoly, I'm pushing mine, but we 

can do it the other way around if would you like . I 

just think that tho alternative gives them much more 

than they asked for . And I think it'a an important 

issue that we might want to address, because they are 

tho ones that are wrestling with that question, ia 

coat -- is ttis an indicator for competition. And if 

that's the case, they may very well want to pick the 

alternative . 

COMMISSIONER JACOBS: Can we go to your 

appendix that looko at this r~al quickly and make sure 

I understand what the impact of this would be? 

Nov, what l have ia a table that was given 

us yesterday, the package that came out yesterday, tho 

last page of that . Ia that what you're talking about? 

MR . DOWDS· I'm sorry. l don't know what 

you're --

COMMISSIONBR JACOBS: This is a table 

that's labolad • Rural L&C Summary by Wire Center. • Do 

you have that? 

COMMISSIOII&R CLARK : Let me aee if 1 can 
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frame a -- I'm sorry. When they've answered your 

question, I'll frame an issue. 

COMMISSIONER JACOBS: Do you have it? 

4 I got it from Mart~a. 
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5 COMMISSIONER GARCIA: Where are you, Leon? 

6 CHAIRMAN JOHNSON: This J" tho package that 

7 came out with the summaries table, the very last page. 

8 MR. DOWDS : Got you. Okay. I just didn't 

9 know which ono 

10 CHAIRMAN JOHNSON : The one from yesterday 

11 that waan't part - -

12 C~KMISSIONBR JACOBS: Yes, it came out 

13 

14 

15 

16 

yeatorday .. 

you. 

MR . DOWDS : The one that Greg prepared for 

COMMISSIONER JACOBS: Yes. Okay. It 

17 appears that what you have f o r the embedded study is 

18 one price per company . 

19 MR. DOWDS: That'D correct. 

20 COMMISSIONER JACOBS : For the primary . 

21 The embedded study would have one price per company. 

22 And the alternative would go uy what we•re suggesting 

23 and do it per wire center . 

24 Now, you the.n -- and in your analysis, you 

25 averaged that out per line. David; is that correct? 
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1 David, in your analysis, the alternative analyaia, you 

2 go down per wire center, and you come up with a 

l difference for each wire center between what the 

4 embadde, Cl Udy would have had and what you came out 

with , and then you look at the number of linea in tha t 

6 

7 

8 

9 

10 

11 

ll 

13 

14 

15 

16 

17 

l8 

19 

lO 

ll 

ll 

23 

24 

25 

wire center: is that correct? 

H.R . DOWDS: Yea. 

COMMISSIONER JACOBS : Okay. So 

COMMISSIOtiER DBASON : • need to interrupt 

just a second . Wire center in relation to the 

embedded coat study? 

Mlt . DOWDS : tlo . 

COMI1ISSIOtii!R JACOBS. tlo no, no . He does 

a comparison. 

COMMISSIONER DEASON : Oh, okay, because 

thoro's no -- I mean, embedded coat is something 

M~. DOWDS : What Staff did is, we ran BCPH 

3.1 --

COHMISSIOtiER DEASON: Oh, to get the 

reaults. 

MR. DOWDS : -- with actual wire center line 

counts for the small LBCa. And I believe where there 

was geographically opacitic inputo, we used CTB'a au a 

aurrogate. It wao a coin Loas. we just didn't have a 

choice. I mean, we didn't have an alternative . 
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COMMISSIONER DBASON : Okay. I got you. 

COMMISSIOIIBR JACOBS: Okay. 

CHAIRMAN JOHNSON: Any other questions, 

4 Commissioners? 

5 COMMISSIOtiBR DBASON : Yea. David, I'm a 

14 9 

6 little uncle ar as to exac t ly what you're recommending 

7 in your alter native. could you explain that briefly? 

8 MR. DOKDS : Certainly . My per•pective on 

9 what the statute requires is, it requiree the 

10 commission to determine and report for ten local 

11 exchange companies what the coat of basic local 

12 telecommunication& service ia . ror the big three, as 

1.3 

14 

15 

you've already decided, you have to uoc the ec -- t h e 

model you've already selected with the inputa you've 

already oelected . 

16 As we indicated a minute ago. you've got 

17 t h ree options for the s•~ll LBCs, but you have to pick 

18 aomething . In my o p i nion , you have to make a decioion 

19 as to what you think should be reported. And aa 

20 Mr D'Haeaeleer oaid, if you -- becauoe in my opinion, 

21 that's what the otatute requires . As Mr . n•Haeae leer 

22 said, ws can turn around and tell them, •we did what 

23 you told uo to do, but we think it was dumb. " 

24 COMMlSSIONBR DBASON : No, we won't say 

25 that . 
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MR. DOWDS: !lot being facetious. but you 

know what I'm oaying. 

150 

Anything you want to oay is potentially 

fair game, I guoss , in the report. But in my opinion, 

you have to pick some:hing. 

Mr . Mailhot and I merely disagree on a 

philosophical mat ter. He believes it is appropriate 

to submit ceaulto ot tho small LECo baaed upon 

embedded costa. I. on the other hand , differ . And 

I'm not thrilled about the model runs I have for the 

small LBCs, but I have no alternative, because in my 

opinion, I can't in good conscience come up with a 

rationale for hav ing two disparate cost standards that 

might be used tor universal servi~e funding. In my 

opinion, you need to do one or the o ther . But I can't 

come up with a rationale !or using both . 

And that's basical ly the alternatives . So 

what I've recommended ia, tor illustrative purposes, 

because the Legislature told us to submit something, 

ia to submit the reuulta that are in Appendix B for 

the small LBCs, which ia a result of using the proxy 

model with wire center line counts for the small LBCs 

and large LBC inputs . And I believe I've acknowledged 

in the alternative writeup that it's quite posaiblo 

and likely for certain instances thftt the small LBC 
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1 

2 

coots are actua lly higher than that, because they lack 

certain economies of ocale and scope t hat you would 

3 expect BellSouth to have and Northeast might n..>t. 

4 It'a merely a philoeophical differenc e of 

5 opinion. 

6 COMM ISSIONER CLARK: Let me oee if I can 

7 mako a motion that we can all agree on. Can we oay 

8 can the motion be that under 364.025 -- what io it? 

9 ( t ) (c)? The alternative we chooe between a different 

10 coat proxy atudy and a fully distributed embedded coot 

11 is the embedded cost study. However ·- and we have 

1• included that otudy in thio repor t . Though~ ~ were 

13 

14 

not required to, we also did a ut.udy using t h o oomo 

coot p r oxy model we uoed f or the large companies and 

15 also are report ing that to you, and then say the 

16 reason we' re doing it io oo that you have the 

17 information you would need to make a choice with 

18 respect to the purposes -- you can make a choice so 

19 you accomplioh the purposes you were trying to in 

20 setting the universal service fund. 

21 COMMISSIONER GARCIA : Can you repeat that? 

22 MR. D'IIABSBLEER ; Susan. I'm confused 

23 now. Are you talking for the report to t he 

•• Legislature? 

25 COMM I~SIONER CLARK: Yeo . 
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MR. D'HAESELBER : Or are yo u talking about 

the order that you have ~o put out in this docket? 

COMMISSI ONER : LARK : Well, are they 

4 different? 

5 MR. D'HAESELE~R: Yea. 

6 COMMISSIONER ;LARK: As a matter of fact, I 

7 do on Ieeue 6 or the las~ i ssue. I wonder why we're 

8 putting out an order? 

9 COMMISSIONER 1ARCIA : Because we were told 

10 by law to d o this. 

11 MS. BROWN: Commissioner Clark, if you 

12 

13 

word it fairly close to t he way you tried to describe 

it, I think it can go in the order and still comply 

14 technically with the ter ~a of the statute, becauoe 

15 you •ve made a dec ia ion. But in e xpl ai ning t ha t 

16 decision, you have explained the limitations of it and 

1 7 why you have given t hem ~ore than they asked for, a nd 

18 I don't think there's an.-thing the matter with that, 

1~ in the order or in the r~port . 

20 COMMISSIONER DEASON: But see, we're not 

21 giving anybody more than they aoked for. This is not 

22 a rate proceeding where we•re establiahing somebody•e 

:u rates. 

MS. BROWN: W•· ll, I j ust meant in terms of 

25 the way that atatutc io worded , that people were 
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1 thinking that it forced you to make a choice oetween 

:2 one or the other. just in that term. in those terme. 

l I think if you word it. you're just telling them you 

4 did ooth, just ao Commissioner Clark suggested , and I 

5 don't think there's anything the matter with that. 

6 COKMISSIONEN CLARK: Will somebody explain 

7 to me why we're doing an order and then a report? 

8 What requires us to do an order? 

9 KR. DOWDS: 0:25( 4 ) (b). It says after 

10 opportunity for a hearing. you have to have an order 

11 on the issues identified in this proceeding. And one 

12 of the iasueo iu , should you treat the small LBCs 

13 

u 

15 

COMMISSIONER CLARK: Hba~ ie ~he difference 

going to oe oetween the order and the report? 

CKAIRMAN JOHNSON: The report ie going to 

16 talk about tbe fair and reasonable rateD and 

17 everything. 

18 COMMISSIONER CLARK: Oh, you mean, thia ie 

19 going to 

20 CIIAIRMI\ll JOHNSON: A::en't you? 

21 Kn. DOWDS: Wrong report. 

22 CHAIRMAN J OHNSON: Oh, that•e 

23 MR . D'HAESBLBER: I n my opinion. the report 

24 can say anything you want it to say ~bout the cost , 

25 the need tor a fund . You know . you c ould have 100 
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different things. But this specifically asks you to 

pick a model and to report the (indings to the 

Legislature. But that isn't all, I don't think, 
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4 you're going to send over there . You're going to send 

5 a lot of things over. 

6 COMMISSIONER GARCIA: Susan, could you 

7 repeat your motion? 

8 COMMISSIONER CLARK: Yes. Under Section 

9 364 . 025( 4 ) lei, the alternative we chose between a 

10 different cost study or a fully distributed embedded 

11 cost -- and there I would use what's in the statute - -

12 is the embedded cost study. and we have included that 

study in our order. Though we were not required to, 

14 we alao did a study using the same cost proxy model we 

15 used for the large companies and arc also report~ng 

16 that, including that in our order. 

17 COMMISSIONER JACOBS: To assist the 

18 Legislature. 

19 COMMISSIONER CLARK: Well. then we can -- I 

20 personally don't see the need to draw these bright 

21 lines between the order and the report. 

22 COMMISSIONER GARCIA: 1 don't either , and I 

23 think maybe the point --

COMMISSIONER CLARK: Unless Staff feels the 

25 necessity . 
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1 COMMISSIONER GARCIA: Maybe the point is 

2 tha t whe n we do the report, we can explore it a little 

3 bit mor e • 

• COMM ISSIONER CLARK: Tha~ would be my 

5 mo t ion . 

6 CHAIRMAN JOHNSON: Is there a seco&~? 

7 COMMISSIONER GARCIA: I imagine you • 11 

8 s econd i t, T~rry. 

9 COMMISSIONER JACOBS: I second it 

10 COMMISSIONER DEASON: Oh, no, I wo n 't 

ll second that. 

12 c~~IRMAN JOHNSON : There•o a motion and & 

13 

u 

second. 

COMM;SSI ONER DEASON: I mean, I appreciate 

15 the attempt ·to accommodate my concern , but that mot.ion 

16 s t ill -- the one coat standard that we are adopting 

17 for the small LECs io embedded c~st. I think that's 

18 funda mentally wrong . 

19 COMMISSIONER CLARK: Out with all due 

20 respect, Commissioner Deason, it tells us that we have 

21 to choose on~ ~f those alternativeo, and I think 

22 that's the Staff's point. We have to at lec~t --

23 COMMISSIOIIER DEASON: Ob, I'm all for it 

24 I'm choosing one . 1 choooe the BCPM for tho omall 

25 companiea. That should be the coat model that ' & 
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• 1 center t hat ' s got a cost of $100 and fund it, but 

2 you've got an aggregate cost for a rural telephone 

3 company on an embedded cost basio of $40? I don't 

4 think that's right either. And I would tell you that 

5 you're a whole l o t more likely you're going to see 

6 competit i on in that rural wire center in BellSouth's 

7 territo ry that's got a universal service f und based 

8 upon a $100 per line coot than you will an aggregate 

9 cost in a rural t elephone company based upon embedded 

10 coat. 

11 COKMISSIONBR JACOBS: I would tend to wi th 

12 you, but I think it's going to be premised by growth, 

• 13 by dcnoity. I auapcct that what will happen is, the 

14 density will come to that area. 

15 COMMISSIONBR GARCIA : If this is what we're 

16 doing on this, I can juat imagine on the report . 

17 CHAIRMAN JOHNSON : We're going to have fun . 

18 COHMISSIONBR J ACOBS: But let me not steer 

19 away from where 1 wa s going originally. If you look 

20 at the total number of lines that we're talking about 

21 tor tbeae companies here, you know , wha t these 

22 differences are going to be s pread across, is that a 

23 particularly large percentage of the total lines we're 

24 talking about for the whole coat of the fund ? Do you 

25 understand what I'm aaying? The effect of what the 

• 
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l alternative does is to calculate a variety of 

2 differences which would be used. 

3 MR. DOWDS: The alternative in this 

4 recommendation is totally 100' silent on any scheme 

5 you might want to come up with to fund or not to fund 

6 the univeraal acrvicc fund. 

7 COMMISSIONER JACOBS: I understand . What 

8 I'm --

9 

10 

ll 

12 

13 

MJL DOifDS: All we're talking here is -­

COMMISSIONER JACOBS : Wha t I'm suggesting 

to you io th•t ~~atever -- there will be some 

benchmark. Okay? And that benchmark will be probably 

some number, an4 we won't speculate what that number 

14 will be, whereas, under the embedded, you would have 

15 probably a f~irly narrow band of differences from 

16 whatever that benchmark number is. Under the 

17 alternative, you're going to have a mur.h broader band 

18 of difference&. Would you agree with me on that? 

19 M·R. DOWDS: I'm not oure I understand your 

20 otatement. Hay I restate it? 

21 COMMISSIONER JACOBS: Ye o. 

22 HR. DOWDS: The whole purpose o f a proxy 

23 model from day one waa to ac knowledge that there are 

24 high coat areas and there are low cost aresn. ~nd the 

25 intuition wae that the averaging that occura under the 
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existing mechaniem when you emoosh everything on a 

etudy area baeie overlooked the high -- excuee me. It 

may be underfunding high coet area• and overfunding 

low coat areae. 

COMMISSIONBR JACOBS: Well stated. That•o 

exactly the point . 

MR. DOWDS: That was tne whole reason for 

the p roxy model . 

Now, the fact that a pror.y model aaya that 

wire center number 32 has an indicated coat of $100, 

people can &nd will argue forever after the conclueion 

of this docket ae to whether the absolute magnitude of 

that number is correct, I would imagine, in deciding 

about a fund. 

But I would opine that there's very little 

argument that if you•ve got one that's 100 and you've 

got one that's 30, then you know which one ie the high 

coat, eo you can vxclude tho ones you don't worry 

about. Now, in contraet 

COMMISSIOIIBR JACOBS: Much better eta ted. 

MR. DOWDS: If you're looking at a study 

area number, then you've omooohed everything 

together. You've averaged away the problem. 

Now, if your sole purpoec of doing that io 

to keep a potential fund ae low aa possible, then 
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you've succeeded. If your purpose is to target 

support, then you •ve failed, in my opinion, because by 

definition, the greater the area over which you 

average, the lower tho numbers como out, under either 

methodology, whether it'& embedded or a proxy model 

methodology. 

COMMISSIONBR JACOBS: I still think •• 

KR . DOWDS: But there are • · 

CHAIRMAN JOHNSON : So that was a second7 

COMMISSIONBR J ACOBS: I still think we get 

to it if we follow that rationale. 

COHHISS I ONBR DBASOII: How do you get to 

that with an ombo~dod coo t otudy tha t aggregatoo all 

costs over an entire company? 

COMMISSIONER JACOBS: I think we get •· we 

get the focus on that tisauo. We don't nocoaaarily 

get to resolve the dispute . We get the focus on that 

issue is I guess what I'm saying, because ultimately 1 

think you stated a policy question, whether or not you 

want to focus 

resolved. 

I mean, that policy question was not 

COHMISSIONBR DBASON : And I think that 

policy question io inherent in which cost model you 

choose. 

HR . DOWDS• And I would re•pectfully agree 
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with tbe Commissioner. 

COMMISSIONER JACOBS: I agree. 

COMMISSIONBR CLARK: I disagree with him. 

4 I mean, depending on what you wanted to accompliah, 

5 you choose one or tho other. 

COMMISSIONBR DEASON: And what io it we 

7 want to accomplish? We want to identify the coat of 
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8 providing telephone aervice on a forward - looking baaia 

9 of an efficient provider. That baa nothing whatsoever 

10 to do with eabe~ded coata. If that were the caae, why 

11 wouldn't the Legialature give the option of looking at 

12 embedded coats f or Sprint and BellSouth and CT87 They 

13 OiO not. It has no relevance. 

COMMISSIOilBR CLARK: 1 would only point you 

15 to the atatute that aaye we shall make t~e calculation 

16 of a different cost proxy model or a fully distributed 

17 allocation of embedded coats . We did it on the 

18 embedded coata, and we have an obligation to report it 

19 to them. That's all I'm aay!ng . I'm not saying - -

20 COMMISSIONER DBASON: And I agree with it, 

21 and I think our legal counsel agrees. That meana 

22 we've got three options. Me can use the same cost 

22 model that we uee for the large companies, we can do a 

24 different one, or we can uao embedded . 

25 COMMISSIOllBR CLARK : I disagree. 
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COMMlSSIONBR JACOBS: I never got to my 

final point. When we look at the total number of 

3 linea bare. are we talking about a particularly 
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4 dramatic impact if we use an embedded study? I mean, 

5 just going with that option, are we looking at a 

6 tremendously dramatic impact on the total oize of tho 

7 fund , whatever mechanism we choose, given the 

8 proportion of the lineo of aJl these companieo here 

9 versue the lines of the big three? 

10 CHAIRMAN JOHNSON: You're talking about 

11 like the total size of the fund? 

12 COMMISSIONBR JACOBS: Yes . 

13 

14 

15 

really be? 

CHAIRMAN JOHNSON: How much bigger would it 

MR . MAILHOT : I believe that it could be a 

16 significant impact, because a large percentage of the 

17 high cost linea are in these companies. Granted. 

18 thore•o 10 million lines in Florida, but of that 10 

19 million lines, you might determine that only soo,ooo 

20 of them are high cost lines . I mean, there's only a 

21 small percentage of lines in Florida that are actually 

22 high cost under any measure, ombedc1ed or tho modele . 

23 But this represents probably maybe a third ot those 

24 lines, anc1 this represents a significant number of 

25 high coat lines . 
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CRAIRHAN JOHNSON: I think you're right, 

Commissioner Jacoba, in that this does frame t he issue 

for the Legislatur e . They're going to have to make 

4 the determination . To the extent that they use 

5 forward-looking cos t models, and those numbers f o r 

6 costa a re higher than embedded, they're going to have 

7 to cta lte t he determination ia that what •;e want to do. 

8 does that promote competition, because if the fund 

9 gets larger, some one is going to pay for it, and a re 

10 we going to -- ~nd t h is goes to the report, I know, 

11 Walter , but are we going to increase rates for the 

12 purpose of p romoting competition, not just looking at 

13 high cost, but looking at the competi t ion area. 

1 4 Thoae are going to be the kind o t policy 

15 argument s that I think we should tee up f o r the 

16 Legislature fo r them to look at theo e and d ecide. 

1 7 becaus e there· ~ a risk . Some economists 1ight say , if 

18 you put the forward-looking cos t numbe r o o ut there and 

19 the cost is higher than embedded, wel l, t ~at•s not 

20 going to drive compe titio n, because then . he 

~1 incumbents can give it away tor free . Ot hers would 

22 suggest that, no, that's juat tho kind o f incentive 

23 you would need to bring providers i n. The ~egiolature 

24 is going to have to make that determinat jon, and we 

~5 need to provide them with our thoughts on that iooue . 
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l And we may have thoughts on both aides of the issue 

2 for them to make the final determination. And I think 

3 susan's framing it that way put6 both issues on the 

4 table. 

5 COMMISSIONER CLARK: That would be my 

6 motion, Madam Chair. 

7 COMMISSIONER DEASON: Before you do that, 

8 there•• one thing . You indicated t~at probably a high 

9 percentage or a high -- whatever the number of high 

10 cost lines are out there -- and that all depends on 

ll how you def! oe high cost linea, and hopefully the 

ll 

13 

Legis lature is going to do that . But whatever 

percentage of thoae linea out there, a high percentage 

14 of those are probably locate~ in the small companies' 

15 service territories. Am I paraphrasing correctly what 

16 you --

17 MR. MAILHOT : Right, probably a third of 

18 them. 

19 COMMISSIONER DEASON: All right. If that's 

20 the case, and the idea of what we're •rying to d~ hero 

21 is actually identify the high cost areas, the high 

22 coat cuatome rs. and give the aupport, target the 

23 support wber~ it's needed, why do we use an embedded 

24 

25 

coat study which maoks that and does it on an overage 

baaia and go'ta it down to the point to where you • re 
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MR. MAILHOT: Okay. In the caoe of the 

small companieD, there'D a couple of reasons, I 

believe. 1 believe the number one purpose here is to 

provide support to a high cost a rea. And I understand 

the concern about averaging. But a lot ot these small 

companies , they only consist of one or two wire 

centers. 1 moan, breaking it dow:a to the wire center 

basis isn't hardly any different than a study area 

basis. 

Now, there's a couple of companies, ALLTEL 

and St. Joe, which have more wi re centero, oo ther e ia 

a bit of averaging going on within those companies. 

But virtually every exchan~e in ALLTBL or St. Joe•o 

territory is going to be ~igh coot. I mean, it'o n~t 

like you•re averaging Miami with Pahokee . You're 

averaging St. Joe with Altha. They're both high cost, 

no mattex bow you look at it. 

So I guess the averaging doeon't bother me 

that much, because you're averaging high coat ~reaa 

primarily. 

COMMISSIONER DEASON: Okay. But you're 

assuming then that embedded costs give a good 

indicator of wha t coots are for an o!!ioient provider 
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to come in and compete with an existing company? 

HR. MAILHOT: No, I don't. I'm not say i n g 

that --

COMMISSIONER DBASON : Then why are you 

r e commending it? 

KR. MAI LHOT: I'm not saying that these 

represent the costs of an efficient provider coming in 

to provide service. Like I said, I believe the 

primary purpose right now, at leaoL in the next five 

to t en y e ars, is to provide support to these areas, I 

mean, to provide support for local basic service. 

As far aa the secondary question of 

encouraging competition, that ' s a diff~rent question , 

what will it take - -

COMMISSIONER GARCIA : You're addressing it 

no t from a competition aopec~. 

HR. MAILHOT: Right. 

COMMISSIONER GARCIA: What io necessary to 

keep these areaa going? 

KR . MAILHOT : That ' D right . 

COMMISSIONER GARCIA: You're not saying 

the issue you're addressing, at least the way I 

perceive it, is that there'a not going to be 

competition here, and we shouldn't even be creating a 

price to incentivi~e competit ion . Theoe are high coat 
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areas. We need to figure out bow to keep them going. 

MR . MAILHOT: At leaot 

COMMISSIONER DEASON: Wel l, then why are we 

4 going through this exercise for the large companies? 

5 MR . MAILHOT : Because they were told to. 

o CRAIRMAN JOHNSON: And that's why they keep 

7 saying let's wait till the report . 

8 COMMISSIONER DEASON: But see, I think 

9 that you•re trying to -- never mind. 

10 MR. miLHOT: Well, at the bottom of page 

11 292, I basically laid out the argument why I don't 

12 think that providing a lot of extra support to these 

13 areas 

14 COMMISSIONER GARCIA: Is going to make a 

15 difference. 

16 COMMISSIONER OBASON : And 1 read that, and 

17 

18 

1 9 

20 

21 

22 

23 

24 

25 

that argument Applieo equally well to the incumbent 

large companies. 

MR . MAILHOT : I agree . I agree totally . 

CO MMISSIONBR CLARK: 1 just see th is 

argument as going to what we should be recomme.n.:!ing to 

them, not what we report , and that's the distinction I 

make, and that wae the baaia tor my motion. I think 

that we have to report one or the other under lcl. and 

then we can also report the results of using the aame 
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1 proxy model, and when we do the report we can lay out 

2 for them the pros and cons ot whichever, of using 

3 either model, and that's what I would recommend. 

4 So do you need me to make the motion again? 

5 CHAIRMAN JOHNSON : No, it's been made . 

6 There's a motion and a second. All those i n favor 

7 eignify by saying •aye. • 

8 (Affirmative responses . ) 

~ CHAI RMAN JOHNSON: Oppooed? 

10 COMMISSIONER OBASON: Nay . 

11 

12 

13 

l4 

15 

CHAI RMAN JOHNSOll : Show it approved on a 

tour to one vote. 

COMMISSIONBR GARCIA: Move ? . 

COMMISSIONER JACO~S: Second. 

CHAIRMAN JOHNSON: S~ow it approved 

16 unanimously . Thank you very much. 

17 COMMISSIOtiBR CW\RK: Let me ask one 

18 question. You know, looking over -- I'm looking at 

19 page 483 in the middle. You see some really huge 

20 numbers on monthly cost per line, and Julia tells me 

21 this might be Bglin Air Fo rce Base and another Air 

2' Force baae. Are we going to sort of provide any 

23 explanation of those outliers? 

24 CHAIRMAN JOHNSON : David? 

25 MR. OOWDS : I don't know . 1 hadn't really 
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thought about it one way or the •Other . 

COMHISSIOUBR CLARK : 'Well, you know, you 

3 aee numbers that are •· 

4 HR . DOWDS: We think ~e know the 

5 explanation of this, but we d on 't really have any 

169 

c record evidence. ln other words. for example , the one 

7 that's 257.23, I believe that's Hurlburt Field over in 

8 Bglin, over .in the Panhandle. 

9 COMM ISSIONBR CLARK : ·well , the one I'm 

10 looking at ie, the total coot is 736 for one and 849 

11 for another. 

12 

13 

MR . DOlfDS : Right . The 842 or whatever i t 

is is Hurlburt Field . I c an ' t say that very wel l . 

14 And the other one -· 

15 COMMISSIONER CLARK • Well, you know, I'm 

16 just saying that we need t o look over that and be 

17 prepared to respond to inquir!es as t o why they're way 

18 out there . 

19 M~. DOWDS: It's our understanding that 

20 those are military installations, and the local 

21 exchange companius don't know the exact number o f 

2 2 voice equivalent lines . 

23 H~. COX : Commissioner Clark, by way of 

24 

25 

clarification on your m.otion, I just want to make sure 

I have this etraight. It's not the pr imary or the 
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alternative tbat 1• your euggoeted modi fication to the 

whole package ? 

COMMISSIONBR CLARK : Right . 

CHAIRMAN JOHNSON: Oh, I •• 

COMMISSIONBR CLARK : We're not moving the 

primary or alternative. We're looking at a 

ditferont 

CHAIRMAII JOHNSON : Right . 

COMMISSIONSR GARCIA: We' re movi ng the •· 

but wo' re mo•· ing the • · 

CHAIRXAJI JOHIISON: Let's clarify it . 

COMMISS IONBR GARCIA : Correct me it I'm 

wrong, because maybe I votod wrong . And if you let 

Commissioner Deason opealt agftin, he may conv i nce me of 

hie poeition, eo I don ' t want to open the debate . Out 

I thought wha t commieeioner Cl erk moved ie that we're 

giving her e'• the choice we're giving you, and 

here'• the alterna tive that we looked at, ~ecauee i t 

may be 

COMMISSIONBR DBASON : And as I underetand 

that motion, which I voted againet. it was tho 

interpretation of the law vao that we onl y had t wo 

choiceo . 

COMMISSIONBR CLARK I No. 

COMMISSIONBR GAXCIA : No, no, no . 
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COMM ISSIONER CLARK : We have to --
COMMISSIONER DEASON: That' & what: she said 

earlier . 

COMMISSIONER CLARK: We have to report: one 

of the two. We have to report 

COMMISSIONER GARCIA: She made the 

decision . She made the decision, and then she said 

this ! s something tha t we ohould look at. 

COMMISSIONER CLARK: Let me j us t read it 

again. Under 364 .025(4) (c) , t he ~lternative we close 

between a diffe rent coat proxy study and the fully 

embedded coat is the fully embedded cost. We have 

included that study in this order . Though we were not: 

required to, we also d id a study using the same coat 

proxy model we used for the l arge companies and a r e 

also reporting that. And then when we get to the 

r e commendations. we can tel l them why you would use 

the embedded and why you wouldn ' t, or why you would 

use the coat proxy or why you wouldn't . 

item. 

CKAIRMAN JOHNSON: Do you understand? 

MR . COX: I t hink so. 

CKAZRMAN JOHNSON : That c oncludes this 

(Thereupon, the Special Conference Agenda 

was concluded at 1:20 p . m. ) 
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2 STATB OP FLORIDA 

3 CBRTIPICATB OP REPORTER 

4 COUNTY OF LBON 
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7 DO HBRBBY CBRTIPY that the Special Conference 

8 Agenda in Docket No. 980696-TP was heard by the Pull 

9 Co~misaion at the time and place hore i n otated; it is 

10 further 

11 CBRTIPI BD that I stenographically reported the 

12 said proceeds; that tbe oame hao been t r ansc ribed 

13 under my direct supervision; and that this transcript, 

14 consisting of 171 pages constitu teo a true 

15 transcription of my noteo of said proceedings . 
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