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Ms. Blanca S.Bayo, Director
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Dear Ms. Bayo:

memmm._;" mwdmmmmmm
Testimony of Timathy J. Tardifl, filed earli in this docket. Included are new
pages 11, 14-18 and 20-25, Th @ges replace pages 11, 14-18 and 20-26
nﬂl’Dr.Tardth'._' , Tm' ase discard the old pages that have
been superseded. :

We apologize for any mmahwm cause. This second
ﬂwwwmﬂﬂiﬂﬁﬁmmmmw

AFA __ D GTE on time. "Wmmw please contact me.
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. Hatliel Qﬂ:hi:ppe-nlk:undluuﬂnuuﬂh.

o _""ﬁ

houg i&ﬂmmmuuv«mam the HAI
hhuﬁﬁEUMhuu-luhIM|ﬂuauunlﬂuwulhltm-u-Ituumnqmiuhlu

mmHm The Comidssion should similarty reject the

mﬂ'msmwmmnmr
 "REPRESENTS THE MOST ACCURATE AND
m FOR UNIVEREZL SERVICE COST

:-Nu.Fiitlb'ﬂ!maldu-ltnlpn:duulnyuuﬂunuﬂnn evidence, or

mmmm Without the detalls of his analysis, |
mmﬂ:mmwumm Second,
uaim-um uemummscrmmmm
muumwm-mammam
m.-ﬂ'MmmWMMumwh
intended purposes.

mvmmmmmumuum:mm
OF PUBLIC ACCESS AND COMPLETE DISCLOSURE" AS MR.
mmmw

'Nuw JlnlNMIﬁh'H“ﬂhﬂHr-tilunwuthltﬂﬂiﬂ1xﬂﬂonlcﬂthuFUU

Ntmhhnunuﬁﬂﬁuudpuyﬁdnwinulnmnupu;uﬂy:xcum&ﬂrmd
hﬂ:iinpumhdhrIuliutuhnthldnmﬂbpnnmtpuxnwluiwnuﬂu

database - a crucial component in the cost calculations, as Mr.

11 DOCUMENT NLMEER-DATE
09587 SEP-2&
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Q ﬂﬁmMOFTHEAﬂAWMMYW

CABLE IN THE STATES OF
mn WASHINGTON. DID YOU DO A
mmmmnamwmr

-IYn, I did. __

: mﬁmmnmnmmmmrm
“'_'mummum

o S

:mmwwwm Inc. that runs on

unpmh(nmmﬂum-umm

i

: mmﬁnmummmmmhﬂm An
mh-MWMyMumhmnm-m

dmb-mnmmmm The MSTs

i mwwm algorithm was used as the low-end

benchmark to assess the results of the PNR/HAI data and algorithms.
[Pﬂnmm Inc. provides the customer location input

database that HAI uses.) As Dr. Wood (at 20) correctly points out in

his testimony, "one must consider not only the branch and backbone

' cable produced by the model, but the drops as well . . . " Therefore,

to make a valid comparison, we calculated the drop length included

in the HAI Model in addition fo the Distribution Route Distance

(-bﬂm Next, the ratio of the length of each MST to the modeled
mmwmumpwmmm same cluster
wmwmmmwmm

14
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Mpﬂﬂﬂﬂﬂ#&dﬂﬁmﬂyﬂ.ﬂdﬂﬂ\hﬂdﬂﬂtﬁ.ﬂw
the dlus -ﬂmwmmmmm
mmrmmywmmmmm
in 77 clusters (3.7 percent), the PNRHAI sigortthm produces
estimated lengths that are less than 50 percent of the minimal plant
w When locking at the clusters contained in the swest

d-wmummumwmmw)m

_MWMWNMHM In the

uw ' lmuim ically necessaiy to connect customers.

l 2
muwwwmmmmmm.w
wmmpwummmmm“m

: bmmdnmlwﬂmmﬂlMomﬂnw

bWMnhmThmmMMmm

Thus, the HAI Model severely underestimates outside plant required
for the provision of servios o customers. Furthermore, It does ot
represent the network that an efficient company would engineer or
install, Section VI.A. and Appendix A, Section A of the attached

ARE THESE RESULTS CONSISTENT WITH FINDINGS IN OTHER

STATES?

16
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P m'ﬁmmmmm&mmm.

Q.

Pl

'_..wmw.mrm Further, uswssrmsmmm

MhMMm

'-Aurmmmunmmmmm
M?WAYMFOBMM WOULD

"‘rﬁ. mmat T&T's and MCI's tes:mony filed with various state

m«nmn&mwuumcww
s grounds for the dismissal of the MST study. Briefly, ATAT

e = g i-'j.:‘

.ﬁmmmn}mmmmmummm

?mmhmmmm (i) the MST analysis

‘lo based on a misunderstanding of the HAI customer location
MH}M“MMMWM
In outlier clusters: (iv) the drop cable was not included In the analysis;

(v) the study does not account for the fact that there are surrogate
points; and (vi) an MST Is not the minimum amount of cable that is
needed to connect customers.

DO YOU HA'IE A RESPONSE TO AT&T/MCI'S ARGUMENTS?
Yes. | will take them in order.

(i) While AT&T and MCI claim that HAl 6.0a models sufficient
distribution cable to reach all customers, they do not provide any

" evidencs. Ot ofher hand, | have evidence that HAI 5.0a does not

provide sufficient distribution cable for the majority of clusters.
' 16
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' ﬂ]Aqd\. ATET states without any support or evidence that the

criticism ‘of HAl 5.0a is based on a misunderstanding of the
aigorithms. | think the issue is clear. The HAI Model provides less
durltdun cable in the majority of clusters than is physically

Mhﬁﬂm
{l)AT&?MMMm "offsetting” overestimations in outlier

clusters. mnwnumm-ﬂm.rmm
provide any evidence in sunport of this statement. In addition, the
vast majorhty of universal service suppo. is in the lowest two density
zones. Further, there Is less thar, 0.5 percent of GTE Florida's tota
lines in outier clusters. Thus, wheter a certain aroa qualifies for USF
support depends aimost exclusively on the main clustars in the lowest

MMW The fact that there might be a potential

mmmmwu}hmdmﬂmem
mmm Most important, it does not change the fact that
m___m-mmmmmmdmmm

‘physically connect all the customers in a serving area.

(iv) As noted above, this criticism does not apply to our MST stucy.
Our study does include the drop cable length.

(v) AT&T insists that the MST analysis is flawed because no
adjustment was made for the excess area that exists within the
Model's clusters. AT&T and MC! both claim that because clusters are
formed in part from surrogate points placed along the Census Biock
mmm-mumm This claim |s
incorrect for several reasons. First, the Model's sponsors have
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Mwmmmumm If this is true,
._mmmmm not make a difference. Second,

R

'Mﬁmhmmmmth
mdthwua leads 1o higher costs). Placing

mﬂnhmmmm The length of the MST
Is 6.8 miles.
mg!m
Figure i

Crems Block Boundary

MET withng. summogils oot
Total Lengtte 6.8 niles

Now suppose that the rightmost location, labeled A in Figure 1, Is not
known, and a surrogate location, labeled S, in Figure 2 is used.

18
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‘ B IJ.'f:E s l
ml-l- % ,“ i)
Ch wh

wa,mmmmmummm

effect on the distribution network length of placing surrogate points on
T

M}'Anru&nuuuuusummmmum
that is needed to connect customers. In fact, the minimum distance
d-mmmuwnmmmumm
MST. The MST should ba used only as an absolute lower bound.
The line segments of an MST run directly from one point to anotner.
They do not account for geographical obstacies such as rivers,

.mrpl lakes, or freeways. Further, they do not account for right-of-
3mm-ﬂmmm The MST is calculated using alrine

mmmmmm} Thus, the MST does
mwummumtmmymmu
20
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mmmammmm - THE
wmmammm

mmmmmmmwmm
Wmemmmmmm

. mmmbmmhmnmmmmmm
: MMLEGOMIUW not those of a hypothetical firm,
. which is what the HAI Model does.

MH'MWhu-hbommwhbhmm

-:*Mmmmmwhmm
: mwmammhwmu.-mdmm

quummmmmmummu

overused, the price must be set high enough. Similarly, if a facility is
not to be underutilized, the price must be set low enough. Consider

Intemet access. If intamet access was suddenly free, there would be

m_mdmhmuﬂmlmm“uid be overloaded. The
Intarnet Service Provider ("ISP*) would elther have to increase the

number of access lines or ralse prices. Increasing the number of lines

would require time and could only be done in the long-run. Moreover,

If the price is t0o low, the ISP will have no incentive to increase the

number of access lines because it will never recover its investment.

In the short-run, the provider would have to use the price of access as

@ control 1o ration the use of Its facllities. Otherwise, there would be
21
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no Intemet services available even If people were paying for it
W.wﬁnﬁmhmﬁmﬁmmmﬁmm.m

£

“The second role that prices serve is to signal the need for entry or

wﬁmu alluded to above. If the price that comrectly

mmmummmmmmnﬂt
to lower that price by fiat or regulatory mandate but to expand the
facilities and allow competition to drive t":2 price down. A price above
@wmwmmmhmmm Again,
the relevant cost here is the incurnbent's cost. For example, consider
that the incumbents economic costs are 20 percent higher than the
costs of a potential entrant, Pricing at the incumbent's cost leaves a
mmmmlgmmmmmmmﬂm.wh

If regulation attempts to anticipate the market by ordering that the
price must be set equal to the incremental cost of a new, super-
efficient entrant, there will be two unintanded consequences. First,
the super-efficient carmier now has no incentive to enter since it would
only make, at imost, a normal rate of retum on investment. The
investors will look to enter another market where the retum is higher
ani.mnmwl'ﬂgdhbumﬂuﬂﬂm
‘super-efficiont provider might offer. Although rate payers might have
lower rates, this will be an inefficient outcome because the price no
2
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mmuhmm To its many fallings, add that the

mmmmmmmmmwum
mmmmm of GTE Florida's network. Instead, it

mmwmmmmmnw

-ﬁmmmmmmmwmmm
_ormmmotmmummm

etwork. Thus, at best, one could say that the HAI Model atiempts to
mﬂwwﬂuﬂ hypothetical LEC.

MODELING m COSTS OF A HYPOTHETICAL CARRIER
mmormmur VHE INCUMBENT CARRIER?

An incumbent LEC, such as GTE Florida that is forced to price
lrunically, the Iincumbent LEC would end up cross-subsidizing
altemative telecommunication providers, thus facilitating uneconomic

entry by its rivals.

: mmmmwomcm APPLY THE CONCEPT OF

T!-l!l.ﬂﬂm‘l'

No. mmwmm 5.0a suffers from is an
WUWWWHMWMMWn
Unlike the concept appiied In the HA! Model, long-run does not refer
ha'pprlodofﬁm:__i.-. thmmmmﬂm
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hmwn — What are the costs of a firm producing today’s

h_wmw:mmma—w

mmhmmmmwmm“mwﬂh

'-_mnuhmm Sometimes, we economists refer to
Lmluw.muajggmnmls«mu-;mim:m'tinm» most often when tesching

mqmm.munumhmmmmmn
less, the HAI Model supporters would have you think
mmmmwmmmmmm

: mmmmmummmwmmm
mﬂm long-run concept. This is simply not comect.

wmhMmmem

" e effects of changes In input prioss and changes In technology. By

m,_mmwmmmm,wm
nﬁddui-ﬁlhholdalhrﬁnpﬂauurtﬂwwﬂhmw
constant. This is not long-run. Further, it demonstrates 8 complete

_mumwwmmummm

teaching economic principles with a professional economist's
analytical tool. ' For these and many other reascns as pointed out in
the attached Analysis, the HAI Model violates sound economic
mmmmmm-mmm.

MR. WELLS CLAIMS (AT PAGE 14 OF HIS DIRECT TESTIMONY)
THAT "A CONSIDERABLE AMOUNT OF VALIDATION OF THE

wmlmnli OF THE HAI MODEL HAS TAKEN PLACE.” ARE

wam_wmvmmm
g 24
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A No. mlwwhm'mmmmm

mlmmmmmmumm
wdﬁ-wmdmm First, Mr. Wells (at 20)
mmnlr.huﬁ,nmmmww
mmmmmmm As pointed out in
ummmumdwmmm

y f'__',;_r__mmunmmmmm
mm Second, Mr. Weli- lists his own efforts for the
Muiumnm:mummmdm
model. mmmmm-mmuumm
um#bﬂum | have not seen a similar analysis for
-mnmummm Further, as | have pointed out 'n my
mmhmm this analyeis (after the comection of a
mathematical error) did nothing more than confim our findings that
the Hatfield Model (as i was called at the time) did not provide

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY

Yes.

26
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