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11 Q. 

12 

13 A. 

14 

15 Q. 

16 A. 

17 

18 

19 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

IUZBUTTAL TESTIMONY 

OF 

KENT W. DICKERSON 
e *  

Please state your name, occupation and business address. 

My name is Kent W. Dickerson. I am employed as Director-Cost Support for 

SprintNnited Management Company, 6450 Sprint Parkway, Overland Park, Kansas 

6625 1. 

Are you the same Kent W. Dickerson who filed direct testimony in this case on 

behalf of Sprint-Florida? 

Yes. 

What is the purpose of your rebuttal testimony? 

The purpose of my rebuttal testimony is to respond to the Direct Testimony of Dr. 

David J. Gabel filed on behalf of The Office of Public Counsel (OPC). Specifically I 

will explain why Dr. Gabel’s criticisms of Sprint-Florida’s TSLRIC studies are invalid 

and/or immaterial. 

20 

21 Q. 

22 

23 

24 

h 

Beginning at page I1 of his Direct Testimony, Dr. Gabel characterizes all three 

ILEC (Sprint, BellSouth and Verizon) Total Service Long Run Incremental Cost 

(TSLRIC) studies for Residential (Rl) and Single Line Business (Bl) Basic Local 

Telephone Service (BLTS) as inappropriate due to what he claims is use of a 
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22 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the Sprint-Florida TSLRIC studies for Residential and Single-Line Business as 

TELRTC costs? 

A. No, I .do not. As I explained in my direct testimony, the starting point for determining 

the direct cost network components of BLTS is Sprint’s recently approved TELRIC 

studies for the. direct incremental cost network elements of Loop, Local Switching and 

Transport. However Dr. Gabel’s criticism ignores several important adjustments that 

were included in Sprint’s TSLRIC studies and explained in my Direct Testimony. 

Q. Why did Sprint use the Commission approved UNE loop, Local Switching and 

Transport cost studies as the starting point for estimating the forward looking 

cost of these same network element costs in the BLTS Rl and B l  studies? 

I used this approach primarily because the recent vintage of those network element 

cost analyses allows the Coiimissioii to avoid a laborious and redundant review of the 

literally hundreds of Commjssion-approved cost study inputs used in those network 

element cost estimates. Stated simply, the forwarding looking costs of engineering and 

constructing the loop, switching and transport network within Sprint-Florida’s serving 

area necessary to provision either 2-wire UNE loops and voice grade switch ports, or 

for use in provisioning voice grade switched retail services such as BLTS R1 and Bl 

has not changed appreciably siiice January 2003 (the date of the Conmission order 

approving Sprint’s UNE loop, switching and transport cost studies and associated 

A. 

prices - see Order No. PSC-03-0058-FOF-TP, Docket No. 990649B-TP). 

Q. Are there any technical differences between the reconstructed network 

underlying Sprint’s UNE-P voice grade 2-wire loops, switch ports and transport 

UNE-P prices reviewed and approved by the Commission in Docket .No. 

2 
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I 

2 A. 

3 

990649B-TP and the network necessary to provide BLTS? 

No, there are not, and there-in lies the simple truth supporting Sprint-Florida's straight- 

forward approach to addressing the loop, switching and transport network components 

4 

5 

6 

7 

8 Q* 
9 

10 A. 

11 

12 

13 

14 

15 

16 Q. 

17 A, 

18 

19 

20 

21 

22 

23 

24 

25 

of the TSLFUC studies. - .+ They make up the same end-bend network and thus quite 

cleady and logically requiri-thg same forward-looking engineering standards, vendor 

costs and labor to construct and maintain. 

What specific disagreement does Dr. Gabel express with Sprint's BLTS TSLRIC 

results? 

Dr. Gabel expresses a generic concem that'tlie TSLRIC studies have included costs 

which he characterizes as costs shared across multiple services. He thus argues that 

these costs should be excluded from TSLRIC results. Specifically, Dr. Gabel cites the 

loop cost components of trenching, conduit, poles, cable placement and Digital Loop 

Carrier (DLC) equipment as shared costs to be excluded in a TSLRIC study of BLTS. 

Do you agree with Dr. Gabel's concerns? 

No, I do not. TSLRIC by definition includes all direct incremental costs necessary to 

provide the entire volume of the product or service being examined. Every unit of 

BLTS R1 or E31 service requires the use of a voice grade loop pair in order to function. 

This simple, undeniible fact demonstrates the direct cost relationship of loop cable 

pairs in the BLTS TSLRIC analysis. While Dr. Gabel indicates his disagreement with 

this reality, he does not directly argue to exclude the entire loop cost, but rather seeks 

now to remove numerous direct cost components of a loop which total approximately 

50 percent of the total loop cost. 

3 
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1 Q. Has the Florida Commission previously addressed this issue? 

2 A. 

3 

Yes. In it’s February 1999 “Report on the Relationship of the Costs and Charges of 

Various Services Provided by Local Exchange Companies and Conclusions as to the 

4 Fair and Reasonable Florida Residential- Basic Local Telecommunications - Service 
* ,  

5 

6 

7 

a 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

17 

18 

19 

20 A. 

21 

22 

23 

24 

25 

Rate” the Commission concluded at page 51 of Chapter 111, “Given such an 

identification of the cost object to be studied, the principle of cost causation leads one 

to the unavoidable conclusion that the decision to have local seivice leads to the 

incurrence of loop costs.” Consequently, at page 10 of the Executive Summary, the 

Commission stated, “It is the Commission’s position that the cost of local loop 

facilities is properly attributable to the provision of basic local telecommunications 

service.“ Thus, while Dr. Gabel indicates his disagreement with this foregone 

conclusion, he is forced in this case to adjust his core argument to now focus on 

specific direct cost components of the loop cost which the Commission has already 

deteimined to be a direct cost of BLTS. 

At page 29 of his testimony Dr. Gabel makes a brief acknowledgement of this 

Commission decision, but then goes on to characterize the Florida Statute’s 

definition of BLTS to include a wider range of services. Is Dr. Gabel’s 

characterization correct? 

No it is not. Section 364.02(2), Florida Statutes, defines BLTS as “voice-grade, flat- 

rate residential and flat-rate single-line business local exchange services which 

provide dial tone, local usage necessary to place unlimited calls within a local 

exchange area, dual tone multi-frequency dialing, and access to the following: 

emergency services such as “9 1 1”, all locally available interexchange companies, 

directory assistance, operator services, relay services, and an alphabetical directory 

u . ~  

4 
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2 

listing.” However, requiring access to additional semi-ces does not equate- to including 

those additional services within the definition of “basic service.” This is easily 

3 

4 

5 

6 to be in error. 

7 

8 Q. Has the Florida Commission also previously addressed the subject of the 

9 

10 A. 

demonstrated by the separate and distinct charges for operator services, DA and 

interexchange services. Thus Dr. Gabel’s testimony, which misconstrues the context 

of the Commission% decision as being applicable to a multitude of services, is shown 
- -  

TSLRIC of a network element e.g. a loop? 

Yes.-- The Commission’s conclusions regarding the use of TSLRTC for costing a 

11 network element directly contradicts Dr. Gabel’s views and arguments. In its decision 

12 in the BellSouth/ATT/MCI Arbitration PSC-96- 1579-FOF-TP the Coinniission 

13 concluded as follows: “The TSLRIC based forward-looking approach considers the 
. .  

14 

15 

16 

current architecture and the hture replacement technology. Upon consideration, we do 

not believe there is a substantial difference between the TSLRIC cost of a network 

element and the TELRIC cost of a network element.” 

17 

18 Dr. Gabel’s 50 percent decrease to the loop cost network element of BLTS via 

19 removal of the trenching, conduit, poles, cable placement and DLC equipment loop 

20 

21 

cost components constitutes a substantial difference between the TSLRIC of a network 

element and the TELRIC of a network element. 

22 

23 Q. Do you consider the trenching, conduit, poles, cable placement and DLC 
.* 

24 

25 

equipment loop cost components to be direct costs of a loop and thus a direct cost 

of BLTS requiring that loop? 

5 
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8 
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9 Q* 
10 

11 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

Yes, the direct cost relationship is abundantly evident and naturally follows froin the 

Commission’s conclusions regarding the .direct cost relationship of the entire loop to 

BLTS TSLRIC. This fact is easily demonstrated via the reality that never has a unit of 

BLTS been sold without an associated loop, and never has a loop been deployed 

without the underlying costs of trenching, conduit, poles, cable placement and DLC 

equipment costs (the latter for those loops requiring DLC only). It is physically 

impossible to deploy a loop without incurring these direct cost components of a loop. 

At page 18 of his testimony Dr. Gabel references a white paper he authored in 

December of 1996. Do you agree with Dr. Gabel’s assertion that the white paper 

provides evidence of overstatement in Sprint’s BLTS RI TSLIUC study? 

No I do not. Actually, this seven year old work serves to support the validity of 

Sprint’s TSLMC study. I. would first point out, however, that the model Dr. Gabel 

discusses in his 1994 white paper is the substantially improved BCMZ, not the BCM 

that he references in his direct testimony. It is important to note that Dr. Gabel’s 

alleged 50 percent difference to the ILEC TSLRTC studies was derived only after he 

excluded dramatic amounts of the direct cost of constructing loops. This exclusion of 

costs is based on a purely hypothetical construct that the network had already been 

built to serve business customers. By so doing, Dr. Gabel attributes only incremental 

cable pair costs to residential customers. 
..’ . 

21 

22 Dr. Gabel’s reliance upon the BCMZ model which has been superseded by some 7 

23 subsequent model releases to validate his approach is totally misplaced. Even though 

24 

25 

I don’t agree that his approach can be in any way validated, it is worth noting that the 

BCM2 does not validate Dr. Gabel’s approach. For illustrative purposes, I have 

6 
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3 

prepared Exhibit KWD-3, which shows the BCM2 results for Sprint-Florida using the 

national default BCM2 inputs. The Sprint-Florida BCM2 results generated in 1996, 

using national default model inputs, is $29.15 which compares quite favorably with 

4 

5 

6 Q* 
7 

8 

9 A. 

10 . 

11 

I2  

13 

14 

15 

16 Q. 

17 

18 

19 A. 

Sprint’s BETS R1 TSLRIC study result of $30.46. 
c 

Are Dr. Gabel’s urgings to ignore substantial direct costs of constructing loops in 

this docket consistent with his views seven years ago as written in his referenced 

white paper? 

Yes. The executive summary to Dr. Gabel’s paper reads “The total service long-run 

incremental cost of residential service is the cost of adding residential service to a 

network that alveady provides business services, including both switched business and 

private line services.” “In such localities, the TSLRIC of residential seivice should 

include only the incremental expense of additional pairs of cable and should not 

include the fixed cost per foot of installing the cable.” 

Does Dr. Gabel’s theoretical construct of adding residential customers to a 

network that already exists for switched business and private line services 

support his exclusion of trenching, conduit, poles, cable placement and DLCs? 

No, even using the never-seen-in-the-real-world construct of an existing network 

20 

21 

”already in place serving business customers only, the alleged avoided construction 

costs to add residential customers ’to that network would not be avoided. It is an 

22 

23 

accepted fact, evidenced by the Commission approved plant mix cost study inputs for 

Sprint-Florida, that 72 percent of the cable in Florida is buried. In the real world, 

24 buried cable is generally placed at least 3 feet below the surface and is covered with 

25 earth. Thus, adding residential customers to an already-existing, business-only 

7 
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14 

15 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

23 

24 

25 

network would require entirely new &d incremental costs for engineering, trenching 

and placing new cables to serve the residential customer locations. Additionally, all of 

the FeederlDistribution Interfaces cabinets, and DLC devices would require expansion 

thereby generating s .  ngw incremental costs for those necessary loop components. 
c. * .  

The result of following through with Dr. Gabel’s misapplied TSLRIC construct would 

unquestionably be a higher cost for loops serving the Residential customers than the 

economies depicted in Sprint’s TSLRIC results. 

This is intuitively obvious because Sprint’s TSLRIC study properly reflects the real- 

world economies of engineering and constructing loop networks to provision loop 

capacity for all BLTS customers requiring a loop. Sprint’s TSLNC study, on the other 

hand, avoids the costly 1-ework and duplicative engineering, trencliing and placing of 

cables, as well as the FDIs and DLCs expansions, that would be necessary in Dr. 

Gabel’s theoretical-but-never-seen overlay construction to serve residential customers 

on a hypothetical existing business customer only loop network. 

If Dr. Gabel modified his hypothetical approach to TSLRIC to acknowledge 

simultaneous construction of loop network to serve all BLTS customer locations 

would that then support his 50 percent reductions? 

No it would not. Given his use of and reference to his historic white paper in his direct 

testimony it is unclear as to the degree to which Dr. Gabel intends to advance his 

hypothetical TSLRIC application in the direction of this reality. However, even 

assuming he now concedes this reality, the existence of 1,048,OOO residential customer 

locations compared with 1 82,000 business customer locations for Sprint-Florida, leads 

8 
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9 

10 

. 11 

to the indisputable conclusion that- an absolute minimum of 866,000 residential 

customer locations (6 fold increase!) require dedicated distribution cable, drop 

terminals and drop construction. Many of these locations also require dedicated sub- 

feeder, FDlI and DLGquipment as well. Although in obvious conflict to his proposed 
. 

k 

... r e -  

50 percent reduction in Sprint’s TSLRIC results, Dr. Gabel has acknowledged this 

reality in his 1996 white paper which contains the following footnote on page 7 

“Where the cable is used to serve only residential customers, the placement cost for 

the cable is part of the incremental cost of serving residential customers. Further, if the 

cable is shared by residential customers and business customers, and the capacity of 

the cable is exhausted, the cost of installing the cable is part of the incremental costvf 

serving residential customers.” 

12 

13 ’ Q. If the TSL‘RIC kethodology assumes that the loop network to serve BLTS 
* 

14 

15 

16 A. 

17 

18 

19 

20 Q. 

21 

22 

23 A. 

24 

25 

business and residential customers is engineered and constructed simultaneously 

what is the result? 

The result is exactly as depicted in Sprint-Florida’s TSLRIC study. Sprint’s study 

depicts the maximum attainable unit cost economies of constructing loop plant to 

serve all BLTS customer locations requiring 2-wire voice grade cable pairs. 

Does Dr. Gabel’s cCbiand99 of TSLRIC also conflict with your experience, 

application and knowledge of TSLFUC in other State and Federal cost work you 

have performed or observed? 

Y e s  it does. Perhaps the most glaring example of how Dr. Gabel’s views regarding 

loop costs conflict with main stream TSLRIC applications is evidenced by it’s stark 

contrast with the FCC’s cost estimation model and process used in conjunction with 

9 
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14 

15 
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21 

22 

23 

24 

25 

-- 

Federal Universal Service Fund (USF) program. The FCC’s USF program uses the 

Hybrid Cost Proxy Model (HCPM) to estimate the forward-looking cost of BLTS, and 

unquestionably includes the entire cost of the loop in its BLTS cost estimates. I have 

also .%. worked . directly with the 

Wyoming and all include 100 

looking BLTS cost estimates. 

USF programs at a state level in Texas, Kansas, and 

percent of the loop network element in their forward- 

Q. Can you suggest a more current BLTS TSLIUC benchmark too1 for this 

Commission than the 8 year old, substainly superseded BCM2 used by Dr. 

Gabel? 

Yes,  I can. The aforementioned FCC HCPM used to estimate the fonvard-looking cost 

of BLTS in association with the Federal USF program is insti-uctive and readily 

ayailable. 1 have prepared Exhibit KWD-4 which shows the BLTS TSLRIC results for 

A. 

Sprint-Florida’s serving area using the HCPM. 

Use of HCPM and the Commission approved Florida-specific inputs from the most 

recent pricing proceeding, UNE Docket No. 990649-TP yields a forward-lookiiig cost 

estimate for Sprint-Florida’s BLTS of $34.72 (see Exhibit KWD-4), thus providing yet 

another objective validation of Sprint’s $30.46 BLTS R1 TSLRIC study result. 

Q. At page 21 of his testimony Dr. Gabel expresses concern for the use of the same 

retail cost figure within Sprint-Florida’s TSLRIC studies for both BLTS Rl and 

Bl.  Do you believe his concern constitutes a material flaw in Sprint-Florida’s 

TSLRIC analyses? 

No I do not. I agree with Dr. Gabel that the exact retail costs (marketing, sales, A. 

10 
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14 
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16 
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I S  

19 

20 

21 

22 

23 

24 

product development) could likely be- shown to be precisely different between R1 and 

B1 service, were one to undertake the effort of a service specific retail cost analysis. 

However, I would not expect that any such additional * .  study effort would materially 

affect the.overal1 study results. Thus I view it as an uneconomic trade-off-between 

labor costs to pursue this refinement measured against it’s potential impact on the 

overall TSLRIC study results. Most importantly, there is no likelihood that a inore 

precise matching of service specific retail costs would alter the conclusion supported 

by Exhibit JMF-3 to Sprint Witness Mr. Felz’s direct testimony which shows the 

current R1 prices to be ($13.96) below cost. The ($13.96) is computed using an R1 

retail cost of $3.03 and thus the retail costs could be zeroed out and still provide the 

. I. 

same dramatic demonstration of cost exceeding price for R1 service. 

Q. 

A. Yes. 

Does this conclude your testimony? 

25 

11 
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State: Florida 

Aggregate Support A R M I S  

At $20 = $ 691,572,138 
At $30 = $ 238,882,332 
At $40 = $ _. 98,309,431 
At$50= $ 46,047,224 
At$60= $ 20,927,594 
At$70= $ 10,654,404 
At $80 = $ 6,289,819 

Annual Benchmark Cost = $ 3,171,236,561 - ~~ 

State Average Monthly Cost= $ 29.15 

Date: 6/23/96 
Time: 1:07:53 PM 

Density Households . Lines ~ 

Less 5 6,020 
5 to 200 783,465 1,288,382 
200 to 650 801,833 1,5 11,055 

338,375 586,892 650 to 850 
2,185,343 3,877,632 850 to 2550 

Greater 2550 1,023,324 1,793,992 
Total 5,138,3 60 9,066,997 

9,043 

BCM2 Summary Page I of I 
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d 
2 
3 
4 

A I B I C I D 
HCPM Cost of Service Comparison 
Sprint Florida, Inc. Settings and Inputs $ 34.72 

List of Inputs Changed to reflect inputs used in Docket No. 990649B-TP: 

21 
22 ~ 

23 
24 

copper cable costs 

DLCcosts 
cost of Capital ~n’pt~ts * 

Economic Lives and Net Salvage percent 
Per Line variable overhead 

17 Structure Sharing H I 8  Cost per drop 

Exhibit KWD-4 

HCPM summary Page I of 5 
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61,207 
1,993 

38,164 
12,991 

1,196 
12,786 
2,735 

445 
21,909 

6,796 
28,930 

7,986 
12,685 
1,291 
4,680 
1,624 
3,885 

12,304 
9,440 

32,321 
28,737 

9,977 
15,940 
20,264 
24,337 

1,178 
37,93E 

9,60C 
13,12C 
13,861 
9,25L 

17,03( 
72: 

2,41: 
I I ,85 
3,72! 

26,32' 
18,80 

1 
2 
3 
4 
5 

6 
7 

24.46 
38.32 
29.1 6 
55.04 
69.24 
38.49 

I 1  I .49 
75.67 
41.93 
68.48 
32.58 
71.84 
38.7 I 
79.45 
86.03 
165.59 
45.65 
47.97 
45.55 
28.83 
30.60 
40.33 
37.67 
34.44 
27.24 

102.69 
27.14 
30.44 
37.45 
24.1 0 
58.72 
32.35 

236.76 
109.30 
26.94 
54.67 
23.49 
33.58 
24.35 

I I B C A 
HCPM Wirecenter Summary 

HCPM Sprint Specific Settings and inputs 
Column from HCPM Investment Inputs tab 

IC ID A 
Sprint lnputs  less Total Monthly Cost per 

HCPM Default Line , Total Switched Lines 
120.89 - 1,645 ALFRFLXA 

47 ~FTWBFLXA 23.81 28,79 

HCPM Wirecenter Summary Page 2 of 5 
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A B - c  
HCPM Wirecenter Summary 

HCPM Sprint Specific Settings and Inputs 
Column from HCPM Investment tnpfis tab 

5 

6 

IC ID A 
Sprint inputs less : ,  xotd 3 ,  ib.$,onthfy Cdst,p'er '. /. 

HCPM Default i s '  ~ .'i@e I/ ' I  : > ' . x  I , ,  I ' Total Switched'Liws 
r48 IFTWBFLXB 

1,299 
1,307 
4,844 
6,443 

18,091 
2,812 
1,495 

13,842 
16,190 

1,286 
20,630 
18,992 

32.40 
99.84 

201 . I 4  
38.72 
25.87 

218.58 
143.60 
58.17 
41 5 9  
50.23 
45.98 
38.35 
28.31 

340. I 9 
332.30 

29.19 
30.57 
30.79 
78.1 5 
35.63 

194.1 5 
37.42 
24.96 
47.65 
52 -46 
31 2 3  

127.43 
124.22 
44.1 4 
91.43 
27.90 
23.85 
86.46 
41 . I 6  
36.71 
46.26 
28.26 
34.43 
27.40 

3,830 
1,594 

660 
23,658 
56,475 

1,149 
1,412 
521  5 
9,782 
1,862 
591 0 

31,342 
14,665 

265 
378 

48,292 
18,951 
12,948 
7,064 

17,156 
1,030 

18,578 
48,595 

1,814 
1231 1 
39,472 

1 88 INPLSFLXC 35.39 36,192 

HCPM Wirecenter Summary Page 3 of 5 
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4 

JSOJOCALFLXA * 

A I B I - c  
HCPM Wirecenter Summary 

HCPM Sprint Specific Settings and Inputs 
Column from HCPM Investment Inputs tab 

OKLW FLXA 

. MPANCFLXA 

~IPNLNFLXA 

30.48 
35.86 
27.33 
28.16 
55.02 
56.09 
47.1 5 
28.95 
33.02 
97.77 
39.50 
45.37 

180.38 
31.02 

159.01 
34.10 
33.20 
74.69 
26.36 
52.85 
72.47 
73.63 
31 .12 
38.01 

178.35 
68.82 
44.59 

176.88 
45.95 
40.05 
34.10 
51.46 
21.20 
25.1 8 
29.A 5 
28 22 
35.72 
60.95 
28.04 

c 

60,038 
25,756 

8,41 I 
4,671 
6,057 

20,424 
2,798 

13,008 
16,425 
1,208 

25,677 
7,941 
1,002 

57,796 
97; 

27,203 
1 1,839 

1,521 
I 1,338 

5,390 
2,619 
1,801 
9,468 
6,587 

799 
1,327 

22,360 
42 I 

9,550 
6,305 
7,960 
4 , 228 

39,974 
27,88E 
34,585 
54,68E 
25,72( 

4,39L 
14,44f 

129lWRSFLXA 31.62 15,346 

HCPM Wirecenter Summary 

Sprint Florida, Inc. 
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Exhibit KWD-4 

Page 4 of 5 



4 
5 

6 
130 

- 
- 

- 

1 

. 
I 

i 
' 

I 
1 

431 
132 
133 

I_ 

- 
VLPRFLXA 
WCHLFLXA 

WLWDFLXA 
WNDRFLXA 
WNGRFLXA 
WN PKFLXA 
WSTVFLXA 
ZLSPFLXA 

WLSTFLXA 
134 
135 
- 
136 
137 
138 
13s 

- 
- 
- 

A I B I - c  
HCPM Wirecenter Summary 

HCPM Sprint Specific Settings and Inputs 
Column from HCPM Investment Inputs tab 

A IC ID 

$ -  29.66 
$ 62.1 5 
$ 73.41 
$ 43.80 
$ 33.84 
$ 28.96 
$ 23 -00 
$ 230.25 
$ 146.60 

C. 

21,875 
7,OI 8 
5,673 
9,396 
7,153 

25,274 
55,173 

134 
1,406 

Sprint Florida, Inc. 
Docket No. 03868-TL 
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