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1 •aocaaox•o• 

2 1Tranaoript rollowa in aaqua~ca rroa 

3 Volu.e 2 .) 

4 D. COXI KalCt vitn .. a ia S.llSOUtll and 

5 Sprint Mitnaaa Randall s. Billingalay. 

a. aaavaaa Dr . Billingalay baa both direct 

7 and retouttal teatlaony. He alao baa a total or 28 

a aldl1bite, and tbara ia • .,.. overlap in n11.J:>ering. He 

9 baa 1 tbrouqb 16 direct axbibita, and than 1 through 

10 12 rebuttal exhibit• tole a total or 28, and I requaat 

11 that both bia direct and rebuttal be inaarted into the 

.l2 record end that the exhibit• be .. rlted tor 

13 identification and adaitted. 

14 MPIDD• JOK!I1lQalt How are tllay labeled? 

15 Are tbay RB? 

16 a. aaavaat Yea, ...... It ' a RSB tor both 

17 tlla direct and rebuttal.. 

18 aaAiaxa. JoSMaa.a Okay . Wa will inaart hia 

19 direct and rebuttal t.aatlaony into tlla record aa 

20 tllough r .. d; identity RSB-1 tllrough 16 on direct and 

21 RBB-1 through 12 on redirect aa Coapot'ita Exhibit 7 

22 and adait it into the record •• though -- adait Jt 

23 without objaotion. 

24 (twhibit 7 aarlted tor Jdantlflcation and 

25 received in evidence.) 
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ON DEb I P • F BELLSOU111 TELECOMMUNlCA TIONS INC. 

AND SPRINT -FLORIDA INC • 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMftUSSION 

DOCKET NO. 980696-TP 

AUGUST 3, 1998 

L Ifii"TRODUcnON 

Please state your DAmC, occupation. IIDCI business address. 

My name .is RanclalJ S. Billlnasley. I am a linancc profes50r at Virslnia Pol)'l«hnlc 

lnstiiUtc aod Swo Unh-cnlty. I also ec:t as a fllWIC:Ial COIIS\IItant in the areas of 00111 

of capital analys!J, linm:lal aocurity analyais. and val~.~ation. More ddalb on my 

qualifications may be fowld in Billlnpley Exhibit No. RSB-17. My business 

address Is: Ocpert:mcnt of Finance, Pamplin Collosc of Business, VIrginia 

Polytodlnit lnstitulc ll!ld Sla!C Un!vcnil)', BliWbw:a. Vlfiinia 24061.0221. 

This statement pcacnta my indcpcudcnl ptOfeuiond opinions and is not prcscntod 

by me as a rcpracntativo of VirBJnla Polytechnic lnstilllle and State Unlvmity. 

Have you prepon!d cxhlbita to aa:ompany thi• JI&!Cment? 
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Yes, my IWtmcnl md I"' cxhlbiu were prql&tCid by me oc under my direction and 

supervision. 

0. PURPOSE OP STATEMENT AND SUMMARY OP CONCLUSIONS 

A. PURPOS£0PSTATEMENT 

My purpose is 10 provide lho Florida Public Service Commission (Commission) wilh a 

dctmoiMtion of lhe ~ of lbc UJC of 10 overall COSI of a~pilal of 11.25% 

ill !be COSI IIUdla of 8d1Sou1b Tdccommunlcellona Corporation (8S1) and Sprint· 

Florida. lncorpon&led (Sprint·FL). to 10 doina. I ~mate lbc compani~' fOfWVCI. 

loolcir.a COSIJ of capilal. This provides cvidmcc uxful in preperina univ=al t:rvice 

fund COSI studlcaln lhc swe of Florida. 

B. SUMMARY OF BST AND SPRlNT· FL COST OF CAPITAL 

ANALYSES 

Please describe lbc app"OidleJ lhat you u.x to dctennlne lhc cosu of equity capilal for 

BST and Sprini-FL and summarize your conclusiOIIJ. 

My aoalyliJ UICJ objoctive IIW1Iet dala 10 cklemllne costs of equity capiiAI for BST 

and Sprini·FL from lhrce c!Utinct but complcmenwy ~ Since BST is a 

P~ary of Bell SoW! C:O.pca...,..IIICI Spiui-FL Is uhimalcly aiUblidWy of Sprint 

CorponlioCI, odlher COIIlJ*IY bu equity lr8dlna in lbc nwkd. Thus. !here is no dii"CJCI 

markel evidence on lhc IWO llnns' COSIJ of equity capital. Jt i• comcquenlly nccess&l) 

2 
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to infCT the casu o( equity (or BST r nd Spriru-PL using availabl~ rrwltet data. 

l 

3 tn the first approach I apply the DCF model to a group of firms identified as 

4 comparable in risk to :SST and 119PlY the model 10 anothcr group of fimu identified as 

~ comparable in risk 10 Sprint-FL. A--ae casu of eqwty capital arc calculated by 

6 applying the DCF model 10 each of tbc$c two 5Cplll'llte groups of comparable fimu in 

7 ordC1" to provide objective, matkct-detcnnined casu of equity caphAl for BST and 

a Sprint-FL. ln the scoond ~ I usc the CAPM 10 estillUik the cost of equity 

9 capital for the group orf publicly traded firms thai I$ comparable in risk to BST and also 

10 for the publicly rnded group of firms thai u comparable in risk 10 Sprint-FL. Finally, I 

11 conduct a risk pmnlum analyW. 

12 

13 The cost of equity for BST II in the range of 15.26% ~o 15.28% u.ting the oomparab.le 

14 firm group DCF model approach. Under the IIIIIDC approech. the C0$1 of cctuity for 

u Sprint·FL iJ in the range of 14.!8% to 15.07%. The CAPM approach indiC4leS that 

16 BSTs cost of equity capital Is in the range o! 14.61% to 14.64% and that Sprint-Fl.'s 

17 cost of equity iJ in !the ruac of 14.32% to 14.35%. The risk premium app!'ODCh 

n indlcates that the expc:eud retw11 on the overall equity ITI.IIfket, 111 meast~Md by IJlC 

19 S&P SOO, is c:unently bdwecn 13.63% and 14.86%. Billin&Jicy Exhibh No. RSB-1 

10 explains bow my analytical approecla arc consistent with llo"tii«Cqllcd rcgulctory 

21 and cconomlc llandard5 in cost of capital analysis. From tbCIC! analyses, I conclude 

22 thai tbec:wmu costofequitycapital for BST Is within the range of 14.61% to 15.28% 

2.3 and thai the eum:nt cost of equity for Sprint·FL is within the mnge of 14 .32% to 

24 IS.01%. 

2S 
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Please delcrlbc bow )'Oil CVilliA!b the ftAJ()ftAb!eness of using an ovmll cost of capi141 

of 11.25% in the cost stucli:cs of SST and Sprint-FL and sumnwizc your fllldilliJ. 

Two indl=t testa of tbc reasoDDbleness of each company's use of lll1 11..25% ovcnll 

cost of caphalarc performed. A din:et LCil of rcaton~hleaca is abo used to c:valwuc: 

this rate. The fusl lndiRoc:l l.c:SI uses eecb company's reponed book value capillll 

Sll\ICtUI'C and embedded~ of debt. OST's rcpot1Cd capital~ is 58 .. 50% equity 

and 41.50% debt and Its embedded cost of debt is 6.33%. Sprint-FL's repol10d book 

value: capital Jtruc:ture is 60.8~ cquily and 39.11% dc:bl and its embedded eost of debt 

is 7.21%. An overall oost of capital ofi1.2S% using t'-c Jllll1llllc:lc:tS implies a cost of 

equity of 14.74% for BST and 13.84% for Sprint-FL. The second tc:s1 uses an eqully 

ratio for BST of 60%, an euod•lcd debt nulo of 40"/o, and a current forward-looking 

cost of debt of 6.65%. The teeOnd test for Sprint·FL UJeS an cquily ratio of 59.58% 

and a debt rauo of 40.42% but usc:s Sprin1-PL 's eurrea1 forward-looking cost of debt of 

7.02%. An overa11 COlt of capital of 11.25% Implies a cost of equity of 14.32% for 

BST and 14.12% for Sprini·PL. ~two Indirect tests loaieally imply costs of equity 

lbat III'C Jowe:r lban or within my c:st!mltcd 11111gc for BSrs oost of cqui1y caplllll of 

14.61% to 15.28% and lowe:r lhao my cstim•tcd range for Sprint·FL's cost of equity of 

14.32Yo to I S.07Yo. 

IU a di=t test of rc:asonabiCIICSI, I rely on my cstinuU«< forwvd-looking cquiry and 

debt cosu along with the ~ valuo-bucd capital llr\.ICIUI'CS of Clldl company to 

esllmatc an ovcnll COlt or capital Cor SST in the range o:f 13.83% 10 14.44Yo and an 

overa11 oost of capital for S~FL in tbc range: of 13.39% to 14.0~%. This indicates 

lbat the use of an 11.25% rate In ill COlt studies undetltatcs SST's forwatd-looklna 
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ovmlll COS1 ofc:apltal by 258 to 319 besls points ilt1d underestimates Sprint·FL's 

l fo!W8rd-looking cn.uall cos& of capital by 214 to 280 bub poinu. Therefore. the use 

3 of an 11.2SYo COli of capital In the cost JWdles of SST IUid Sprint-FL u reasonable end 

4 quiteoonservative. 

) 

6 m. CtJRRENT STATUS OP COMPETITION JN THE 

1 TELECOMMUJNlCATIONS INDUSTRY 

• 
9 Q. What Is !he CWTCDI status Of competition in !he telc:communic:aJ.iom ind~atry'? 

10 

II 

ll 

I) 

14 

" 
16 

17 

II 

19 

lO 

21 

2l 

23 

l-4 

2j 

A. 

Q. 

A. 

~petition In the tc.1CCOniitiunieatliW lnduluy 1w lnerea.sed dramatieally in recent 

years. The IOUfCCS of that lllCRUOd c:ompedtion include a llf\'lllet thteat of new 

entnlniS In !he industry, a •ianJfleant illCR8SC in the number and strength of existiDB 

eompecltor5, a 8JU1a: lhrelt of substiMc tei§COIM!unic:atiOD$ prod\ICII and sen ices. 

more iruensc rivalty among cxilting competiton in lbc industry. o.nd cnhaoocd 

~ risk at both !he Ill&~ and !he fedaal levels. Thus, both IIClual and po~entia'J 

competition have incacacd ~ !he business risk of the industry has oonsequently 

increucd. What lnveston believe about the future eocnpecltioo that the local exchange: 

oompe.oicl (LEes) will r.cc iJ c:rillcal 10 co.~t of capital analysis. lnveston" 

cxpecWions of oompclition and ita lmJ*! on risk arc ~nccled in lbc upilll costs 

faced by Sprint·I'L and SST. 

Specifiully bow bas oompecltioa IDGrc:II$Cd in recent yan? 



3 7 1 

competitive in R~Cml years. IA1c bosh cr have been able 10 bypau the LECa' 

2 priVIIC lloe IIIII eccea JCnica lllin& 6bc:r opck lldWOrb, mktowave ltai\Smlsslon 

3 and vay sma:t apcrtulC tmnina!J (VSA 1). The 1110W111 of competitive access providtts 

• (CAPs) lOCh Q Mwopollun Fiber S)'llcml (MfS} and lbc Tller"ff C •mmuniudOOJ 

S Oroop (TCO) has allowed ~ bnth 1 C\.ISIOmm in maJor cities 10 conncc1 with 

6 lona cfisuncc eMim (inlemcdlall&c c:arrietl Of lXCa) without pe)'ina access chara:s 

7 10 U!Ca. 

' 
9 Ills clear that lnvnton believe thallllljOf CAl's, lXCa, a:nd cable television (CATV) 

10 comptnles are potitlonJna thcmJclva to oompetc viiOf'OU'ly for c:ustolllC1'S in the local 

II cxehitise i:illltct. BST llld Sprint·FL face beiaJ!tmecl pocentiaJ competitlon thai JlOfeS 

12 lddjtioaaJ risk 10 thdr opallioaa and their ability 10 ~ CX1alsl\ 'C infrutrue~ure 

ll in•UUnentJ. lnveaiOn- IUdl oompctition comlna from wired. wirrlcu, and Jntm~et 

14 IIOUl'CCS. Consider lbc repre..,.t•live R~Cml obtervatlons on oompetltlon In Dusl11eu 

IS W~k ("Zoomlna Down The 1-Way," Andy Reinhardt. Peler E!Jirom, and Paul Judae. 

16 Apri17, 1997, pp. 76-17): 

11 [O)ulslde the ~ of telecom't alanu. illiiCindoa is JWCqlina the wiml 

II and wirclea world • bobblin& up from the bottom. Hwxln:dJ of allm'Wive 

19 wricn and nimble llarl\lplarc lc:lpina bced·fim into the newly dercauJatcd 

20 environment (p. 76). 

21 

22 

1J 

14 

The llllmlct It al10 aivina rile 10 nc:w producu thai could undmninc u.d.ltional 

pbooc ICI..icca. The one that ICnds shivers do10a the aplncs of 1elec:om ~ecs: 

101\wwe lhlt leu you place pbooc eaJ1s over the oct (p. 77). 

6 
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The lnlemd Is not the only lhreat to the tdtpbone companies. A slew of startups 

1re flndina W&)'8 to cu Into lnldillonal tclcphooc 11511iC ... PCa are becoming 

tdcpbooe comnwncl ccn1en for video cooftrenclc and unified mesaqina thai 

combiocs o-mail. fax. and voicemail (p. 71). 

The provlalon of wirelcsaacrvlcet aucll u pen<•nal comm~onicallon ayttems by CAPs, 

C!. TV qpcrllOO, &ad cl«trlc utilities allo cr'llnca the ability of tuslomers 10 

complcldy bypallocal exc:hqt llCrVices. Wlrelc:a JCtViccs are becomina a viable: 

COIISWilCr altcmativc to L£C ICrvices. Thc.c aJICmalives will only rna- the 

compclltlvmess of thai environment and thUJ maanify tbe bUJineu rislt of LCC 

opctationa. lbia powina rislt Is incrcaslna tbe cosu of msina capllal for Sprint-FL 

IDdBST. 

Hu tbe buslncs.s risk of the telccommunicatlonJ Industry increased In rccc:nl yean and 

II h cxpccCod to cootiiiiiiC blerealna ill tbe future, ~Ially diiC to tbe ~ of and 

uooc:rt.alnties illlmplcmcollna tbe Tdc:communicadons Act of 19967 

Yea. The puaaac of tbe Tclcc:ommunicatlOOJ Act and IUpOIIXJ to hs JIGSSGie 

clnunatleally lndkalc that b11slncu risk fl.o, been lncreasina and will IIICIQ5C evm 

more Ill lbe furure.. The Ace. which wu llp!Cd in1D law by PraldQII CliniJlll on 

Febn.wy I, 1996, essentlally allows toea!, loq-diPanao. and cable companies to act 

into ono IUIOiber's hnsine11a While marltet prcasuru have bccn erocllna theae Hmha 

in rcccnt years, the vario~o~~ compctliOI'II are oow movlna forwanl rapidly. However. 

open compctlUoo bri.o,p a alanlfiCIIIII ina cue in risk. 

1 
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10 

II 

12 

I) 

14 

IS 

16 

17 

II 

19 

lO 

11 

22 

2) 

24 

2S 
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The pw~p of the T tlecollll!llillitilions Aet is appom!lly viewed as risky by 

investors, compctuJa kleoommunleatlons firms, and by lhc FcdcRI Comrnunic:atlons 

Commiuioo (FCC). lodcecl. the FCC has obtcrvocl: 

... [l]ncumbcm LECa r.cc polalllal competition as a result or the Ac:t lhal !hey 

did not fate pm'iclusly. This polmlil.l competition could incruJO the risks 

facina tbe incumbent I.ECI, and thus incmuc their 0051 or C4piiAI, lhUJ 

mlllpllnJ. to IIOmC ex1a11, lhc fiCIDQ ~UpCS~Ina that incmnbalt UiCa' 0051 of 

capital baa dec:a Jed Iince 1990 (Notice of Proposod Rule Makin&. Third Rq!Ort 

IOd Order, And Notice of Inquiry, FCC 96-418, December 24, 1996. p. 101. 

pmarapb 221). 

The impllcatloo Ia lhal in\"CCIIOI are rcquirioa hiaJ!er ralel of rdWn 1D compensate for 

the hiaher in~csweut risk rcsultina from tbc new competitive environment fostered by 

tbc implementation of tho Tclcc:ommunlC4tions Act. 

How have receot Jllallen and ecquisilions cbanaccl the nature of competition in 1M 

1Ciecommunicallons indusuy? 

NumoroUJ mxm mergers and ecqulaltlons bavo sianlflc:antly incteascd tho dcaree of 

competition amona ldccommllllk:ltlon5 fi.nns and c:ooJOqucnlly have lnete~Kd lhc 

risb (aeccl by iodusuy inveiiDn. Thia implks th£1 lnves100 must increase lbeir return 

requimnenll to be adequaiCiy compalSIICd for the incmuccl riskiness of holdina 

ICiccommunlcalions JUICks. 

I 
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lndusby: WoridC..m I MCJ Communicatlons, SBC CommllftiCitionJ I Southern New 

l Fnafend Ttk.,OO.., (SNEl). SOC Communicatlocu I Amaitedl. Allt.d I 36(1-

3 Communic:ati0111, llld AT4T I Tcle-Commwtiuti0111 (TCI}. The planned ecquisition 

• of Tel by AT&T iJ a signlfiCIIlt I"CCJCI\t IIOIIrCC of 8JUkf invesunent risk. The 

s followina comments 111ppor1 the cnonnous pm:clvcd significance of the deal, u 

6 reported in Bulaaa Wedl. ("At l..ul. Tcltcam Unbowld.~ Peter Eiltrum, Catherine 

7 Amlt, and Roaer Crocltcu, July 6, 1998, pp. 24·27): 

t ... [Jln an ironic: twist, AT&T. the company thai bu pcrllaps misled the most 

9 oppol1llnitics ill the new wotld of cllaital comm~ons, bu come up with the 

10 deal tbal, if it worts, will take adVIIIII&e of all the5e trends - and could be the 

II calaiYJI fell' olbcr dc:als and busincu plans tbal break the bonlmcck llld finally 

n dcUV.:foo the ~ofcllaital convaac:ncc. "This u the deal that'•aolna to act 

u competition eol:na." AY' former FCC Commiuioocr Reed Hundt. -rhi.s is 

•• exactly wba1 rqulators envla!o-' - consumm having choice." (p. 24). 

u 

16 The lncn:ulna risk tbal t.dtcammunlcati0111 lnvmons face rauil.l not only f'om the 

11 competitive Implications of pcucllna mc:racrs and ecquisiliom but ftom the additional 

11 unccnainty tssoci••""' with the otlcn lenalhy ~ approval pnxas. For 

19 c:umplc., tbe MCJ I WoridCom mc:racr bu been ~w by European llld U.S 

10 rqulaton for 11l01111u. Indeed, In July of 1998, the EIII'Opcan CoaunWioo opptOved the 

21 mc:racr aubjcd 10 the ciivatinn ofMCI'I IniCI'IId husjncss wbUc the U.S. Ocpuuncnt 

:u of Justic:o only IIJlPfOVed the 111C111Cr as MCI Ajii'OCld 10 sell 11.1 lnlemct bockbonc 

:u f.c:illtles and wlloi-.Je llld retail III!Cmel buJlnesxs 10 Cable 4 W'mlw PLC. The 

~ MCI I WorldCom combination, lhouah widely expected, still awalll final approval by 

2S the Fcdcnl CommlllllctdOOI Cornmlalon. Sueb lqUiatory UIICCttlinty ~ 

9 
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in~esunau risk in lhc indumy. 

2 

J Q. Is lhcre any Qj)iw marllcl cvidcnce that L£C lm'CSIOrS believe that lhc ATctT I TCI 

4 deallw iuaeued competitloo llld invesuncnt risk In lhc: tdecommwtlcallons 

s lodusuy? 

6 

1 A. Vu. The annow1c:emeat oflhc deal wu UIO<'ie•ed with a slanilicant drop In lhe ltOClt 

a prices of :;ome key LECs. 1biJ -.m-we rcactioo 10 lhc deal is described in a repcK1 by 

9 Bloomberg's busin:sr ID!onnallon site on lhe Internet (llttp:/lwww.bloomberg.com). 

10 "Baby Bell Shares Fall a AT.tTTIIJCU Local Madcet. ~ JUDC 24, 1998): 

II 

12 

I) 

14 

IS 

16 

17 

II 

19 

20 

21 

22 

2) 

24 

2S 

Shares of Bell At1antk Corp.. BeliSoutb Corp. llld other local tclcpbooc: 

compenles fell after AT.tT Corp., the laraest U.S. long-diatanc:c telephone 

company, launched a.n uaault on their marlc:ct 

The Standard ct Poor's Telephone Index, which !niCks the pafonnancc of the 

local pbooe oompaoy IIOCb, dtoppcd 23.60 points, or 3.8 pen:cnl. 10 S99.79, the 

biagest ~decline linl:e Oct.l7 Lut year ••. 

ATctrs JDOYe would live It direct IICCCU 10 Tel's 10 million customers In the 

U.S. llld break the Baby Bel1'1 llllllalc.bold on the SIOO billion-a-year loc.al 

pbonc market.. "This buic:ally puts ATctT on their door tep," sald Miu:hc.ll 

Weisberg, an information tcehnoloar c:onsul&ant Who, as an AT&:T employee i.n 

the early 1980s, helped put toactbcr the c:ompaoy'• divcsllturo plan. "There's 

sipilllcaot revenue a1 risk" for the Baby Bella. WeisbcfK said. 

10 



2 

3 

4 

5 

6 

7 

• 
9 

10 

II 

12 

13 

14 

15 

376 

The local phone companies SWld to lose in two ways ~ the AT&T-TCI 

com.binalion. Customers in regions wbefe TCI operates cable system.• will have 

the option of using AT&T for local o;a!ls, which means lost n:vcnuc for thai 

n:aloo'l Baby B<ell ... . What'• more, AT&T now has 10 pay ecccss charaes 10 ti-e 

Baby Bells for using their network 10 complete long-distance calls. That won't be 

tho~ for~ ro!!!Q<! throu&h the TCI network. ' 'It's a certainty this will slow 

clown the eamlngs growth~ of the BAby Bells, said Paul Wright, o 

tclccommunieelioDJ analyst at Loomis. Sayles & Co., which o .vncd shnres of 

Bell Atlantic and BeiiSouth 113 of the mel of Match .... The [LEC's] stocks abo 

dropped after Mmill Lynch analyst Daniel Rcinaold cut hit rating ora Bell 

Atlantic, SBC and Ameritec:h. AT &T's move ~incrr.ascJ the perception thai the 

(Baby BeUs) will face competitive risk from local entry on both the business and 

consumer lldc:s," Reingold wrote in a report. 

16 The fact that LEC ~hate prices fell in response to thoe GMOuncement of the purchase 

11 ofTCI by AT&T Is strona. COilCI'CIC capital nwicet evidence that inll$ors believe 

11 that LEC risk has incn:esed significantly. The above Bloombers report documenl5 

19 the primary sowce .of c.oncem to be a liiQlficant lou in both local call and acc-.ess 

20 charge nM!IUCS. The ln1·estrnent community IJllliiiCntly vicwa tho dCliiiU the adven1 

21 of significantly gr=JC1' competition in the consumer and business segmentS of the 

n loc:alldcphooe mallet. 

2) 

24 IV. DCF MODEL ESTIMATES OF EQUITY CAPITAL COSTS 

liS FOR BST AND SPRINT·FL 

II 
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A. FORM Or THE I)('T MODEL USE.D IN THE ANAL VSIS 

l Q. What fonn of the DCP model do you use 10 csllmale equity capiLli costs for BST and 

4 Sprint·FL? 

s 

6 A I use the eonsllnt arowth form of the DCF mockllhlt auumcs an inddWk Of inftnile 

7 bolclin& period. Since most U.S. firms pey dividends qUIII1ctly,l use the qllltkfly form 

1 of the DCP mockl under ~ realistic wumption !hal aueh dividend, ~n changed by 

9 firms once a ycar, on avm~p In the middle of tho year. Spceifically, lhc eoll of equity 

I 0 K is calculaled a : 

II 

11 K• [ 0'0 (1 + 0)/ P.., ]+ 0 • [D',I P.., ] +0. 

ll 

14 where 0 b the most rocaTtaw:raac fi-yc:et cemlnp per abarc arowth rate projected 

IS by anal)'SII. a.s reponed by eilbcr Zlcb lnvaiiMnt Rc:scan:b Inc. (Zac:ka) or by the 

16 IBES, and P.., lathe aYm~p of the llfte most l't'CCIII months (April to JUIIC 1991) of 

17 higb and low prices (Of lhc equity. 0.' and 0 1'1'C'Ilcct the most rec:aumnual and t.~ 

11 anticipated next year IIIDOW1I of quarterly cllvldcnds. oapective:ly. o,• u aolculaled u : 

19 

10 D,' • d, (I+ K)" + d, ( I + K )"' + d1 (I + K )" + d,, 

11 

2l v.'bcrc d1 and d, ~nthe qiW'krly cllvidcnda peld prior to tbc: ..ssumccl ywly change: 

ll In cllvidendJ meld, mel d. ~n tbc: t- quanerly dividends paid after the aivcn chana~ 

24 In the amount peld by a finn. Thus. dividend o,• cap1wa the qUIU1c:rly pa~nt of 

ll cllvidcnda lhlt BJOW at rate 0 . 

11 
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In onlcr 10 ren~ 1ho JlanifiC&Ilt dT~ of flol&tioo c:osu on the coS1 of equity. I 

directly reduce the marUI price P.., USC!d In my lllAiylis by a consavallve S JlCTCCilL 

BUJJnaalcy l!.dllblt No. RSB-2 elaborates on the nAtw-e and applicability of the DCF 

model In CllimaUna the cost Of c:apitalln reauJIIOfy procec:dinp.. It aiJo d fJCUISCI lite 

imporunce of adjusdna for boch the payment of quanaiy dividends and foe fiowioo 

c:osu. 

B. S PECIPJC APPLICATION OF niE DCF MODEL TO ESTIMATE 

EQUITY COSTS FOR 8ST AND SPRINT-fl. 

Spccific:ally bow do you 8pply the above DCF model 10 BST and Spnnt·FL, since 

neither company bu equity IJadina in the nw\Clplacc7 

8ec=$e BST I• owned by ita pemtt boldifli co.mpa.ny, BciiSouth CoiJ)Onllion. and 

Sprint-FL is uhlmaJ.cly owned by Its parent holdlna compeny, Sprint Corporation.. 

ocitbcr of the compMies bave equiry trldlna In the maUl. It is cocucquently 

occessary 10 infer the equity c:osu of BST and Sprint-FL by 8pplyina the DCF modcl 

10 eec:h of tbc two 8J'OUPS of fmns idmtificd u comparable in risk to OST IUid Sprint­

FL. respective! y. 

What method Ia UJCd 10 identify finns of llOmpatllhlc risk to SST and finns or 

comparable risk 10 Sprint-FL? 

I ux a clusli!t lllAiyabl model10 Identify finna thai are llOmparab.lc In risk to ciCh fllttL 

I) 
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Tbc modd b lppiJcd lint to Identify fums th8l -. u 1 CJ0U11, eompltlble in risk to 

BST and Ibm II II ~pplicd ~ly co idenclfy finns chat - compuablc in riJk. u a 

aroup, to SprlnC·FL. Thus. BST and Sprinc-FL may be viewed as two o.IIJtillCC "larict" 

firms in a COIDparaU\'C riJk. analysiJ of aiar&e I&Dljlle of firms. 

Two dimcnli0111 of risk are u.s to COC'IIplll'e firms. Fine. the fliWlClal riJk or fimu is 

measured and u.s u • buiJ or c:ompcriJOn. Scc:ond. busiocss or opcntina riJk is 

competed _,. fllllll. Tbcte dimcnsioas are, In ciTed, 1\'m~&cd in a manner !hac 

generates a c:omprchensi~~C risk profile. Thus, finru ue not just c:ompon:d on 1 

characterlsllc-by-chlnlctttUtJc bub, they - compared in lighc or those choJCD 

~ aod lbe rel.Uioosblp amona lboJc~ 

A SIII:UDllt)' measure CXptUICS the distanc:e bdwccn each finn and BST and MICb finn 

llnd Sprinc-PL. Two aroups or the 20 fimu cbac ate cloKSt to each wacc finn, BST or 

Sprint-FL. in c.erm. of lb1J IUIIl.llllll)' clistanc:c mrasurc ate chosen for analysis. A more 

detailed discuaion of lb1J cluster analysis is concalned in Billiuplcy Exhlbic No. RSD· 

s. 

How do the individual mcuurc:a of riJkincn n:lauo to the wmparability of the if'OIIP 

of finn.J in the cltlllm in tmnJ or ovmll risklncss? 

It may be ccmptlQa to sin&Jc out one company in • clusta of co.npltlble fums and 

inc:omctly c:omp1n ill 'Wiout risk meuurca Individually to tboec of BST Of 

indJvidually to tboec of Sprint-FL. II~. none or the indlvidual c:ompanlcs 

identified ln thc BST.comparablcs portfolio ue prccixly like BST in wcry rcspecc nor 

t• 
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an: any of the iDdividual eootpMiea idcnllfic:d in the Sprint-FL-companbltS ponfolio 

cucdy like Sprint-FL In -.very way. The firms an: allcrnative lnvcslmall opportllllitiu 

that. In the eaa;rep1e. have 0\-cn.ll rUle aimUar 10 lbl1 of the sjvcni&I'Jid firm. BST or 

Sprint-FL . 

In summary, nooe of the Individual firms In A ch11tc.. 1LR1 precisely like the alvcn waea 

finn In termJ of QCb Individual measun: of risk. A cluster should be viewed u • 

ponfollo of finns that. u a IIJ'OUP• b comperable in rilk 10 a given waet firm, BST or 

Sprint-FL. 

C. DCF MODEL COST OF EQUITY ESTIMATES fOR BST AND 

SPRINT·FL 

What cost of equity capital do you Cltimatc for BST using the DCF model? 

Billingsley Exbibit No. RSB-3 lbu lhc portfolio of 20 !inns that an: comparable ln 

risk 10 BST aod repocu the ~''aii&C cost of equity for the portfolio using both IDES 

aod :z.cks growth~ forec:asu. The evidence indieales thai the cost of equity for OST 

it in the range of I S.26% 10 IS.21%. 

What cost of equity capital do you estimalc for Sprint-FL using the DCF model? 

Bllllng~lcy Exbibit No. RSB-4 lisu the portfolio of 20 fums .lult an: comperab!r im 

risk 10 Sprinc-FL aod repocu lhc AYef1ic eos1 of equity for the portfolio usina both 

IBilS and Zacb powth rwte fOI'CICIIIU. The cvldenc>c indicattS that the cost of equity 

u 
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foe Spriol-FL iJ in the~ of 14.88% 10 15.07%. 

V. CAPITAL ASSET PRICING MODEL EST1MA TES OF EQUITY 

CAPITAL COSTS FOR BST AND SPRINT-FL 

Whal fonn or the CAPM do you usc 10 estimate equily capilal cosu for BST and 

Sprini·FL? 

I use the comm n fonn of' lhe model, wblch calculates lhe rislc·adjiiSled rate of rc1um 

Ku: 

K• R.+ B [R. • RcJ. 

where R. is lhe expecled I'Ctllm on a rislc·frco ICCUrity like a U.S. Tn=sury bond, B is 

the cxpec1ed beta or systematic risk of the equily secwity. and R, is the exp«~ed 

return on o broad index of equity market performance • the S&.P SOO. 

llow and where do you obtain lhe bela coefficient dst.a needed to estimAlc e.dl 

company's cost of equity capital usina the CAPM? 

Since BST is a subsidiary of BeiJSouth Corporation and Sprint·FL iJ a subsidlary of 

Sprint Corporatioo. neilber company hu Its own equity trading in the lnlll'ket and 

therefore neither comJIIUIY hu the beta coefficient required by the CAP'A. Thus, as 

dJJc:usscd above in my OCF analysb, It b nc c ery 10 lcleotify a group of fUTIIJ that Is 

compuablc In risk 10 eKb taract fum thai docs have u.ded equity and therefore 

16 
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meuunble bela coefficlenll. Conlequcnlly.lhe bcu coefficienll for lhe two groups of 

fu:ms used in my DCF lnalyJes thai are identified in Billinpley Exhibit No. RSB·l for 

BST md BilliniJley Eldu'bh RSB~ f0t Spriru·FL are relied on to estimate equity 

c.pital costS. SpecifJeally, the •vmtac: bela of C.U for the ponfollo of finns 

eompnblc in ri.dc 10 BST and the avaagc bcu of o.as for the portfolio of finns 

compGrlblc in risk to Sprint· Pl. arc each used In the CAPM equation pn:sented above. 

Tho bela coc:fficknu uaed in my CAPM anal)'JCS ere the most recent prospective 

meuw-c:s JVpplled by BARRA, a widely rcc:oanizcd provider of data and d«bion 

JUpport ll)'llemS for instilllllooal investcn. Blllinpley Exhibit No. RSB-6 c:lllboretcs 

on the lllllft IIIII lilllifiC~Dee of us!ng piospeclh"i! rather than historical bela 

How do you estiJnl1e llhc risk·frcc: rate of return oc:cdcd in the CAPM equation? 

In oRier to be consisknt whh the expecu.tional empbasb of the CAPM, I UJe the 

6.13% a~c: c:xpectcd yield Implied by the prices of the U.S. Treasury bond futures 

COIIInlCII qUOICd durin& June of 1998. The prices oflhe5c contniCU renee~ the nwilet'a 

COOSCIIIUS forecast for 20-yc:ar U.S. TIUIW)' bonds, lhe lonac:st marurny with futurca 

elm av.Jiablc:. BillinasJey E.du'bil No. RSB-7 dcxribc:s the futures wuu-.--u uaed in 

the anal)'lil in IIIOI'C dcuilll'ld abowl the calculations necaary to derive the implied 

expected future ri.dc-&ce rate of return. 

24 Q. How do you ~c the expected return on a broad index or equily lnlltkc:t 

25 performaooe for UJC in lhe CAPM? 

17 
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I use expcc1Ational data to estimate the return of the S&P :SOO AS my proxy ' '" <~vera! I 

equily market perfomlAIIcc. Billingsley Exhibit No. RSB-8 elaboralc3 on how the DCF 

model is applJed to estimate the expected return on the SLP 500 using bolh Zacks and 

IBES growth rat~ fnrec:asts. 1be cxpeeled return during the most recent moolh (June 

I 998) for which 1hta is available is used in the CAPM analysis. 

What cost of equily u pital do you eslimnte for BST under !lhe CAPM approach? 

Summarizing the rcauiiJ of the llhovc analysis, I use a rislc·frcc rote of return of 6.13%, 

an average beta of 0.88 for firms comparable In rislc to BST, and IBES and Zat:.ks 

growth n.te estimates thai. imply an expected return on the S&P SOO of IS. 77% ano 

15.80%, respec:tivcly. These objective. nwket-ddermincd data indicate thAt DST's 

cost of equity capital IJ 14.61% usina the rBES growth rate and 14.64% using lhe 

Zacks growth rate forecast. 

What c:ost of equily capital do you estimate for Sprint·fl under the CAPM approach? 

I use the same rislc-frcc rate and expec1ed rates of n:turn on the S&P SOO AS above and 

nn avcmga beta of 0.8S for the group or lirrru OOmi'Ofllblc in risk to Sprint-FL. TheK 

assumptions yield a forward-looldna c:ost of equity estiJlllltc for Sprint·Fl of 14.32% 

using the IBES growth rote and 14.35% us1na the Zlocb srowth rate fcmcast. 

VI. MARK.ET RJSK PREMIUM ANALYSIS OF THE COST OF 

EQUJTV CAPITAL 

II 
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A. NAT1JREOFTH£APPROACH 

2 

) Q. Wba1 is the market risk premium lppi'OICb? 

s A. 

6 

7 

I 

9 

10 

II 

12 

n 

14 Q. 

IS 

16 A. 

17 

II 

19 

20 

21 

Jl 

2) 

24 

lS 

The awtct risk premium epprl*h quandnes the rbklreturn lrlde-orr dittiWOd in 

dct.all In Billinasley Exhibit No. RSB·I on the economic: sund.vd.t used In c:ost o:f 

equity analyals. The equity nwi(et riak pmnlum Ia defined u the cllrfcrencc bctw~n 

the rdum 011 a broad bakct of equlty lOCUli Ilea (the Mmukct1 and the return on a low· 

risk Ill' "rUkJaa" beudunct aecurity Cl' portfolio. The return on Jona·tmn U.S. 

Treasury boadllllld lbc rcturD on utillcy bonds 1R1 C»JIII"'II beocbrlwb. 

B. SPECIFIC TYPE OF RJSK PREMIUM ANALYSIS USED 

What rpccific Conn of the risk premium llpPIOCidl do you UJC? 

I examine the matioruhip bctw~n expccced retums on the s.tP SOO, u c:sdmaled by 

tbe DCf model usina IBES poW1h 1111.e forec&IIS. &ad the curmu m&Rct yields on 

public utilicy bonds fiom Oc:lober of 1917 to J~me or 1998. Two public uulily bond 

bcndunarb III'C llled: I) the yldds on AaHIIcd boncis, ,..ilic:b are used ....... .,.. this Is 

the bond l'1llina on Bsrt debt, and 2) the yields on A-n~ted bonds. which are used 

bec:auac this It the bood 111tlna on Sprint·Fl.'• debt. Additional detail on the lssuet and 

the ICChniquct asaoci&IOd with calculallna the expected m·un on the nwl<.c:t Is 

pm~ented In BllllnasJey E.d!lbh No. RSB·I. 

BIUin&Jiey Jixbjblt No. R.IIB·91hows that lhe avc:raae expected rille premium relative 

It 
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to AM-rated public utility boods from 1917 10 mid-1991 is 6.74%. The avcnaae yie.ld 

oo AM-rated public utility over the most recent ~Me months (April to June or 1998) Is 

6.89%. Thus, lbc •venae lrialt premium of 6.74% II added 10 lhe rwent avcnae Aaa· 

publio utility bond retwn or 6.89% 10 yield an apec:tcd cost or equity return on the 

S.tP soo or 13.63%. 

Billlnpley Exhibit No. RSB-1 0 abowslhatlhc •vcnaae expc:Qed risk pmnium relative 

to A-Mied publlc Ulllll)' bond$ from 1987 10 mld·l991 1s 6.57%. The avcnaao yield on 

A-rated publlc UllUty ove:r the most recent ~Me months (April to JwJC or 1998) IJ 

7.12%. lbiiS, the avaqe risk premium or 6.51% iJ added to the RlCCnt avcnaae A· 

public ullllty bond rdum of 7.12% 10 yield an exp«<ed e05I of equity rerum on lhc 

S.tP soo or 13.69%. 

In JIIIIU1W)', risk premhm !ID&Iyaes usina both Aaa· lllld A-.-.ted public utility bond 

return reference point~ indicate that the cxpcciOd retwn on lbe broad equity matke1. as 

mcaun:d by the s.tP soo. iJ ~ 13.63% and 13.69%. 

C. ADJl.ISTMENT FOR I'O'TEl'n1AL CHANCES IN Til£ RISK 

PREMIUM OVER TIME 

I. EVIDENCE O:P CHANGES IN mt: IUSK PREMIUM 

Can any cbanacs In the risk premium be adjumd for so as to l.naeuc 1M confidence: in 

its •epescntatiYeDCI(I 

Yc.. AI clahcnted on In Blllillpley Exhibit No. RSB-1, 11Udics of the historical 
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behavior of the cquily risk ptemlwn Indicate lhat it wries considerably OVct time. 

lmpofuol.ly, !here is evidalce llw lhc equity risk pn::miwn is rdalcd invencly 10 the 

rct~orDI oo low-risk bcodwario: debe JCC:Uritiea. Thus. when in!erC$1 111tes decline, the 

equity risk prc:mlum. laldJ 10 widen and when lnterw rates rise. lhc equity risk 

pmnium laldJ 10 lllti'OW. 

Rcsccdl oo lhls pbmomcnon by profCPOrS R. S. Hanis and F.C. Mats1on, published 

In Fl••• d•l ~~ in 1992. fmd.s thallhc equity risk pmnlum moves an 

&\'CIII&C of ·.651 of CJMJ-1-ICOIIJ dlanaes in lhc rerum on a bcoc:Jun.uk low·riJk 

JCCUrity (l.lldex). In ocher words, if illlm:SliiiiCI dcdine by I 00 basis poiniS. the equily 

risk pmnium will ina ease by an •YC111&C of about 6.S basis poinu. 

2. SPECD'IC ADJ\ISTMENT FOR CUANCES IN Til£ 

EQtJITY RJSK PREMIUM OVER T IME 

What apeclfiC ~jUS1malt do you make to your risk pmnium analysis in llaht of the 

above cvldmce oo the in"-cnc rdatloosblp bdwcen the risk pmnlwn and the b-el of 

intcralllllCS? 

Durin& lbc period ofHmis lnd MilliOn's study, thr avmec: risk premium was 6.47% 

..xllhc •venae yield on &oaa-~mn U.S. Treasury boad.s was 9.84%. As noted abo~, 

the equity marltet risk. pmnium is Cllpcded to chanJc rm •~fi&C of ·.6S I of clwlaca ln 

the lcvc:l or lona·tcrm Treasury bond yldds. Oi~ thai lhc Cutmll DVt:lllliC yield on 

30-year Treasury boad.s Is S.69% (June 1991), the~ eurmu risk premium It 

9.17%. 'Tbis Is calc:llllled by multiplyina the 4.1S% decline in I1IICI Jlnce lhc time 

ll 
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paiod of Harris aad ManbJ 's siudy by ·.6S I and .!dina b6ct the n-mae risk 

2 pmnium of 6.47% 10 tbe indicmd cbanac of 2.70%. This altanadvc: approech 

3 consequently provides an cxpec:ted return on the ~P SOO of 14.86%. whl~h is the 

4 cwrent avcnee level of 30-yar Treasury yields c.: S.69% added 10 the lldjustccl rUk 

s prcalumof9.17%. 

6 

7 Q. What is your conclusion .vith n:ptd 10 the equity capital cosu of SST and Sprini·Fl? 

I 

9 A. Based on my cost of cquil)' analyses, I belii!YC that BST't oost of equity Is In the mngc 

10 of 14.61% 10 15.21% and Sprint·FL'a cost of equity Ia in the range of 14.32% and 

II IS.07%. 

12 

13 VlL DEBT CAPITAL COSTS OF BST AND SPRINT -FL 

14 

U Q. How do you clctamlnc the1 Curtail debe capital cosu feccd by SST and Sprinl·l' l7 

16 

17 A. The costs of debe capital arc eatimau:d using cwrent forward·lookina nwtc1 data. 

II 

19 Q . How c:an a company'• forward·looldng cost of debe be empirically estimated? 

20 

21 A. A firm's forward·looldng COli of debe c:an be estimaled by adding the c:umnl yield 10 

2l IIIIIUrity on lO.yC8r U.S. Trc:aswy banda to the •vcnec spmld (dliT=nce) between 

23 the yidds oo IUCb booclllllld the yicldt oo bcncbmal1c bonds luucd by ftrmJaimll.v In 

14 risk to !be caract linn. As dlwnrd above in my btoedet riJir: pmnium analyxa. two 

23 bcocbnwlcJ 1n1 u.cd 10 ll&P(IIIC tbe clilferent debe nwU1 cimJmslanccs faced by SST 
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and Sprim·FL Tbus, the yi~lcb on Au-lilted bonds are used as one bcndu!wit btc:aUJC 

thb i1 1M bood ralina oo BST'1 dcbl and 1M yieW. on A-lilted bonds arc used as 

another bmclunalt bocaUJC this is 1M bond 111tina on Sprint-FL 'a ckbl. 

For 1M pmod from April to June of 1998, 30-year U.S. Treasury bonds )•iclded en 

averaac of S.83~. AI shown in BiUin$11cy Exhibit RSB·11, 1M spread bel ween Au· 

111cd public utility boodJ and 30-yec Treasury bonds avcrased 0.80% from Octobtt or 

1987 throllah June of 1998. Addlna 1M avcrasc spread of 0.80% to 1M abo'-c rcccnl 

avaaae Tn::asury bood yield to lllllllrity of S.83~ produces a yield of 6.63~. whieh 

does not reO«tiM llllllaial effeca of Oowlon c:osu. 

AI shown in Billinas Icy Exlu"bit RSB-12, 1M 1pn:lld between A·rated public utility 

bt>nds end 30-yw TreasutY bonds avcraacd 1.1 S% fro:m October of 1987 through June 

of 1998. Addlna 1M avct'llie tprcad of 1.1 w. to the above· noted rcc:cnt nvcruge 

Trcaswy bond yield to maturity of S.83% produce~ a yield of 6.98%, which doe~ nol 

~Occt 1M Dlllc:rial elf CCI of flotation COltS. 

Wlw are yourcstim&tc:l of the (ON'Inl·looking COSIS ofdcbl f01 BST and Sprint-Ft.? 

Sued on my aoai)'Rf.,l bcliew IIIII BST"a forwud·lookina cost of dcbl is 6.65% and 

that Sprint·FL 's fo~-.nl-looklna cost of dcblls 7 .00%. 

VIII. REASONABL'ENESS OF USING AN 11.15% COST OF CAPITAL 

IN TifE COST STUDIES OF DST AND SPRINT ·FL 

ll 
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How do you ICS1the reuonableocu ofusJna Ill overall co.st of tllpital of 11 .25% in the 

cost 11Udlcs ofBST and Sprint-FL? 

I conduct indl.rcct tesu uslna two diff=t sets of asswnpdCY.U; one using the repented 

book value capilli SIJ\ICIWU and csnbcddcd costs of ckbt. and the other using the 

capital 51n1etUrc and the forwanf.Jookina c:osu of debt for BST and Sprint-FL used in 

thelr cost studiCJ. ln addlllon 10 tbctc indirect assessments of the 1 C830Mblcness of 

each fum's use of Ill 11.2S% overall cost of tllpital, I dlircctly estimate each finn's 

overall cost of capital usi.oa the n:sults of my abovl: analyse~ and the market Vllue of 

equity-based capitalllniCturcs for cacb of the firms. The comparison of my estimated 

ovcmll costs of caplial for BST and Sprint-FL with lht 11.2S% nne used in 1M 

companies' respcc1ivc cost Jtudies ilhcds light on rile reasonablcneu of that assumed 

nut. 

PI= dCS(:ribe the lint test of the ~nablcncss of each firm's use of on 11.25% 

overall cost of capitAL 

A5 shown in Billi.njplcy e:xhiblt RSB-13, u of Mach 31, 1998, BSTs reported book 

value capital SIIUallrc was SS.SO% equity and 41.SO% ckbl and Its embedded cost of 

debt was 6.33Y .. An ovcnll cost of capital of 11.2W• implies a cost of equity of 

14.74%. As shown in BillJn&slcy Exhibit RSB-14, as of March 31, 1998, Sprint-FL's 

reported book value capiul JIIUCtllrc wu 60.89% equity and 39.11% debt and its 

embedded cost of debt was 7.21%. An ovcnall cost of capi1al of 11.25% Implies a cost 

of equity of 13.84%. 
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!'lease detcribe the second test of the rcasonableneu of us!na 11t1 11 .25% ovcrall cost 

of capital in the co>utudies ofBST and Sprint-~L. 

Allumlna the ell Ita! Slr1K1UrC that is U5Cd in the cost studies of bollh firms and the 

current forwanl·looldna OOSIS of debl for ctd! firm (6.6S% for BST lind 7.02% for 

Sprint:-FL), liD 11.259(. overt!! cost of capital implies a cost of equity or 14.32% for 

SST IUid 14.12%forSprint·FL. 

How do you esdnuue SST's 11t1d Spriot-FL 's overall cost of capital? 

I usc my esllmaled costs of equity and debt alooa with the average nwltet value·bascd 

capital allUCtwu for cecb of the two poups of 20 firms shown to be comparable in 

riJk to SST and Sprint-FL. The analyJis uses a cost of debt of 6.6S% and a c.ost of 

equity of from 14.61% to IS.ll% for BST. As shown in BiUiJ!asley Exhibit RSB·IS, 

the IIWtlgC market vaJIIC-bucd capital 5tniCIUrC is 90.24% equity and 9.76% debt. 

These data Indicate that BST'1 overall fprwarci.Jooldna cost of capital is in the range or 

13.83% to 14.44%. 

The analysis of Sprint-FL uscs a cost of debt or 7.lKH' and a cost or equity or from 

14.32-A to 15.07%. As shown lo Billinasley l!>thibh RSB-16. the average mArket 

vlllue·based capital structure is 87.31% equity and 12.69% debt. These data lndiC41c 

that Sprint·FL 's overall forward-looldna cost of capital is in the ranae of 13.39% to 

14.05%. 

What eoncltllloos do you draw cooccmlna the =-Wllcness of u:tlna an 11.25% 

l 



2 

3 A. 

' 
5 

6 

7 

• 
9 

10 

II 

12 

13 

" 
u 

16 

17 

II 

19 Q. 

20 

21 

22 A. 

lJ 

24 

25 

391 

0\"Cnll eos1 orcepiial in lbe cott lludles ofBST and Sprint-Fl? 

Bucci on lh6 above teN. lhe UIC of an 11.2S~ overall COSI of capital by BST I• 

reuonable and quite cooxrvativc. Specifically, !he lwo indirect c.esu lndle&~e lhat an 

overall COSI of capital of 11.25% Implies a COSI of equity bc:twOUJ 14.32% and 1<4. 74%. 

Tlle&c Implied rates NC beCow or wllhln my e$Cimaled ranae for BST' • cosl of equhy of 

between 14 .6 1~ and 15.21%. My overall coSI of capital estimate for DST Ia in lhe 

raaac of 13.13% IDd 14.44%, whkb Ia bccv.cen 2SI and 319 buis points above lhc 

11.25% ra1e WICd lo cbc comp~~~y'a coststudjcs. 

Simll.v1y, lhc ute of 1D 11.25% overall 00S1 of capilli by Sprlot·FL iJ reasonable and 

quite COOJCrV1Itive. The IWO irldlftd c.esu indic:ac.e lhat 10 overall c:osc of capital or 

11.2S% Implies a 0011 of equity bc~¥~cen 13.1<4% and 14.12%. Tbesc: Implied nuea are 

below my cstlma!cd n111ge for Sprlnt-Fl'a core of equity of bet~ 14.32% and 

I 5.07%. My overall cost of capital c:stimale for Sprint·FL ia in lhc range of 13.39% 

and 1<4.0S%, whkb is bc:t.wcen 214 lOCI 210 buis polnll abo\"C the t'llle WICd in thr 

finn • I COSI Jl\ldjes. 

Are you aware lhlt the CommWioo bas ool previously ~ lhc need 10 adJust 

cost or equity cstimala for OOCIIloo COlli or the qlllrtCrly paymcn! or dividends? 

Yes. I am aware of Ibis. J bavc esllmated the COlli of equity for BST and Sprint-Fl. 

with acOustmenll for bolh flocaUon costa and the qWII'krly paymenl of dlvidend.t 

bec:ausc I believe that thele rac10n all'cc:t equity COlli. Tbe economic rationales for 

these ac0ustmenll are cllbcnlcd In Bllllnpley Exhlblt RSB·2. 

26 
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Wbal 1n: your reviJod csti!Mict of lbc equity capital c:osu for SST and Sprint·FL 

-anlna IIDIIU8l dividend peymcnu and no nocation cosu7 

An 11111ual DCF moclellhat ianorcs flotation c:osu produces a cost of equity for OST of 

IS. I !I% uslna m es 8Jt!wth rate forcc.uu and IS. IS% usina Zacb powth rom:a.u. 

The lllltiC reviJcd DCF model produces a cost of equi;y for Sprint·f'L of 14.79% usina 

mi!S powtb l1l1c (ORQIJU and 14.99% usina Zacb powth foreeasu. The revitcd 

CAPM iippioocb iodial" lhat 8ST'J eost of equity is in lho n1111e of 14.63% 10 

14.66% aDd lbli Sprilll.fL'• eost or equity iJ in lbc fllll&e of 14.34% and 14.37%. 

Thus, UDdtr !he usumpdoll of 111111111 oompoundina aDd no OOII!ion COliS 1bc rrviJcd 

estimate ofBST'• oost of equity iJ within the ranae of 14.63% 10 IS. I !I% and Sprint­

FL'• cott of equity I• within the range u l 14.34% and 14.99"4 

Do you believe lhat it would be reasonable for BST and Sprint-f'L to use an overall 

eost of C8ph&l of 11.2S% in their eost ~let ;r flotation c:osu and quanc:rly 

compOUndina lldjuszmcntt 1n: omitted from yow ~irnaiU? 

Yet. The~ COli of equity capital ellimatcs for BST arc in the ranac of 14.63% to 

IS.I9% and 1n: in tbc rqc of 14.34% and 14.99% for Sprint-FL. The same two 

lndlred tcslll of rco'IOIIfbl~ UICd above lmpl y cosu of equity lhat are below or 

within lho ranac of m'- RIVUed co.t of equity et~lmi1CI for boch flmiS. Further. 

calculation oflbc ovc:rall OON of cap! Ill for G<ICl1 film in tbc AlliC DWUICr u dc:Jeribcd 

above but U$1na lbc abol.-e reviJcd oost of equity ro1J11c::t yields a ranac from IJ.8S% to 

14.36% f« SST and produce~ a ranac from 13.41% 10 13.98% for Sprint-FL. Thus. 
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lhe usc of an J I .25% cost of capital by BST or Sprinr.FL iii tbtit CO!! stud.iet iJ quire 

2 conservative even in the absence of ~ustmcnll for Oowlon com and the quanerly 

l payment or dividends . 

• 
$ Q. Does this c:on<:ludc YOIIT dl.rccttestlmony? 

6 

7 A. y cs, it does. 
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BEI..LSOUTH TELECOMMUNICATIONS II'!::. AND SPRINT -FL.ORIOA I NC. 

BEFORE THE 

FLORJDA PUBLIC SERVICE COMMISSI ON 

DOCKET NO. 98069.0-TP 

REBUTTAL TF.sTIMONY OF 

I . INTRODUcn\)N 

DR. RANDALL S. DILLINGSLEY 

SF.PTEr.mER 2, 1998 

PI cue JLatc your name, occupa1ion.lllld busines3 address. 

My name is Randall S. Billlnplcy. l am a liiWIClC professor ct Virgini1 l'olytc:chnic IMtitute 

and State University. I abo act as alinaneial COI\S\Jitant in the IIJ'eM of cost of capital WUilysis, 

finMclal sccwity analysiJ, lind valuation. My busineu llddress is: Department of Finance. 

Pamp.lin Collci< ofBuslncts, Virginill Pol)1c:chnic Institute IUld Stale Unh·cnity, BIK.ksburg, 

Virsinla 24061..()221. 

Thia rcbwttal testimony prc:scnts my lhdepenJcnt professional opinions 11J1d is not presented by 

me as a rcpresc:nwive ofViraJnill Poly!Cehnic lnBtituiC and SIBle Uni\'<TSlty. 

Ha\'e you previously submitt.ed testimony in this proceeding on ~half or BciiSouth 

Telecommunications Corporation (BSD and Sprint-Florida. lru:orporuted (Sprint-FL)? 

·1· 
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HAve you prepared exhit IS to IICQOmp&ny this testimony? 

Yes. my testimony and 12 exhibits were prcpoml by me Of under my d~ttttion and 

supervision. 

U. PURPOSE OF REBUTTAL TESTIMONY AND SUMMARY OF 

CONCLUSJONS 

A. PURPOSE OF ~"BtrrrAL TESTIMONY 

What is the purpose of your tadmony in lhis procm!i.na? 

My purpose is to rtiJ\11 Mr. John I. Hillhlcifer's direct ~imony on behalf of Al&T 

Communications of lbo Southern Stales, Inc. (AT&T) and MCI Tclccomrnunlclllions 

Corporation (MCI). He erroncoll!ly estimntes the cost of equity capital for BST to be only 

9.3S% to 9.96% and BSTs ovaall avcraac cost of c:apitalto be in the range of only 7.94~• to 

9.0S%. Mr. Hirshleifer a1Jo inc:orm:tly estimates the cost of equity cnpiUII for Sprint·FL 

(clulracteri:r.ed as Central Telephone and United Telephone, "'1uch merged together to fonn 

Sprint·Rorida oo Decanbcr 31, 1996) to be only 9 74% and Sprint·FL's o,·crull avmtac cost of 

c:apltal to be in the range of only 7.97% to 9.12Ve. In n:buthng Mr. lhllhlcifcr's tcsumony I abo 

n:but tho cost of capital assumptiON mad' in the teStimony of Mr. Don J. Wood, l11in11 on 

behalf of MCJ and AT&T in this pTOCA.l~htll· Mr. Wood Jll'e!!enls Rclca'IC 5.0• o( the 111\1 

Model sponsored by AT&T and MCI in an elTon to dctcnninc the forwanf.Jookin; economic 

cost of provldina t.ric local klccommunlcatlons ..:rvicc in Flonda. In 10 domg. he mdtcates 

·2· 
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that "(t)be Model bas bocn run usiJ1I the proposed inlli.Stale cost of apital desaibed in the 

testimony of John Hirsdlleifcr'' (Direct T~imony. p. 16, lines 4-5). Since my rcbunal shows 

that Mr. Hinhlrifer sisnifiCmlly Wldcn:stimates the capital cosu for both BST and Sprint-FL. 

Mr. Wood's cost analysis Is biased due to his reliance on Mr. Hirshldfcr's incorrect cost of 

capital cs11matc. 

I also updotc my diRICitc:stimony that wu submitted to the Florida Public Service Commission 

(Cotnmissioo) on August 3. 1998 In this proceeding. Thus. I determine the rcOJOIUiblcnns of 

the UJe of an ovmall cost of capatal of 11.25% in the cost studies of BST and Sprint·FL and 

estimate the companies' forward·lookina costs of capital in liaht of updated capital nwl"t and 

company dala. This provides eviclcncc usefUl in preparing universal service fund cost stuches in 

the Sllltc of Florida. 

B. S UMMARY OF REBUTTAL OF MR. JOliN I. 11/RS/IL£/F'ER'S 

TESTIMONY ON BEHALF OF AT&T AND MO 

Whalissucs docs your rdJuual focus on in Mr. I hrshlcifcrs direct test11nony conttmll\11 cap1tal 

coslJ of BST and Sprint·FL? 

My rebuttal explains the crron and inconslstcncica in Mr. llirshlcifer's discounted cw<h flow 

(DC F) and capitaliSSCI pricinJ mock I (CAPM) analyJCI of BST and Sprint·FL 's cost. of 
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equity c;api1al. hiJ cost or debt estillllllion. his =ommcndcd capilli structW"C. and his 

misundcrslllndins of the llAiurc and &isniftCMCc of the risk iness of investing in th~ 

telecommunlca!.lons indusuy. llis won in cstimatins the cons of equity for BST and Sprint·FL 

using the OCF llppi'08Ch include: I) usc of a hishly subjecth-c threc-suae model !Mt is not 

reP"'S""tativc of the inVCSIOf's pcupectivc; 2) uu of &10"'111 l'lliC forecasts thAI do not reflect 

conxnsus lnvcsuncnt community expee14tion.s; 3) InappropriAte c.'1d un.suppor1ed rclillll« on 

Bc:IISoulh, the other rqional Dell holdina compllllics (RJ3HCs), and selected indcpcndrnt 

telephone compenlc:s as companable in risk to OST and Sprint·FL; 4) failure to .edju.st for 

flotation oons, and S) fllilun~ to usc the appropriate form of the DCF moJcl thnt n=cognizcs the 

qwuterly plytn4ml or dividendL 

Mr. Hirshldtcr'o CAPM etran In c.alculll.in& the costs of equity for OS1 and Sprint-Fl. 

include: I) sisniftCAnl WldctesUmallon of the equity risk pmnium in pan uuc to the 115< of his 

fla•·'ed thrce-Jllic model, ud 2) arbitrary o.clusion of all mcmben of the Sl4nd4rd and Poor's 

Composite 500 lodcx (Scl.P 500) from apiul cost analy1is thAI do oot ba•e a davidcnd yadd of 

at least 2%, Tbcsc CITOn explAin wily his CAPM Nllm&ICS of the cons of equity for BST and 

Sprint·FL III'C ao seriously undereslimaled. 

My rcbut1al shoWI m.t Mr. Hinhldfcr'l cost of ckbt analyses ore flawed by his reliance on 

dated maltet lnform41ion from Occ:ember of 1997. lie abo inconttlly includell debt in his 

analy~~c:• that was 1101 islucd to ftnlllc:c lona-tA:rm telephone network asscu nnd thnt wns issued 

by the porent holdina compenlcl of OST and Sprint· FL. Morco1u, Mr. llirshkifcr piiiCCS too 
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much rc:lilncc: on book values in ddmninina his recommended capital slt\ICtun:. Finally. I show 

that Mr. Hinhleifcr's V>CWS on lhc: rim !Nt arc: n:levant to &WCSSina eapital cosiS in lhc: 

telecommunications indusuy arc: confused 1111d inconsistent. In the same vein. I show that his 

argwncnt that lhc: businea or lc:asina nctworit ektnmiS is or n:latively low risk is unsupponed • 

C. SUMMARY OF UPDATED BST AND SPRJNT-FL COST Of CAPITAL 

ANALYSES 

Plcue ~Oc the appniKhes that you use to update yow C$1itnatcs or the COstS of equity 

c:apital for SST and Sprint·FL and swnmarizc your conclusions 

I use lhc: ame epp!OIChel that were used In my previously filed dir<et t~timony on lhis 

proceedina. The, updated oost of equity for BST Is In lhc: 11111ge of 14.45% to 14.46,_. using the 

comparable firm llfOUP OCF rroodel llppfOIICh. Under the same opproodo. the updated cost of 

equity for Sprint-FLIt in the ranac of 14.43% tn 14.53%, The CAPM approach indicates that 

BST't upd.alcd c»s1 of equity capital is in the ranae of 14.,20% to 14.4~~ and thai Sprint·n·s 

oqx!atrd c»s1 of equity b in lhc: ~of 14.30 t,o 14.SO%. The risk premiwn approldlondial.eS 

that lhc: expected rctum on lhc: overall equity murkct. as mctllured by the S&l' SOO. is cum:nlly 

between 13.79% and 14.86%. From these updated analyses. I conclude that the currtnt cost of 

equity capital for BST Is within the 11Ullle or 14.200/o to 14.46% and that the current co" of 

oquity for Sprint·PL iJ within lhc: ranae of 100% to 14.S3%. 
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Please dc:tcribe bow you cvalcllc lhc: rc&JOnlblcness of using an overall cost of apital of 

11.2S% In the cost studies of BST and Sprint·f'L usina updaled dw and swnmarb.e your 

lindinp. 

I ux Jbc samcappoacb as thai in my previously filed d::-cc:ttestimony in this procttdinll. Two 

lndlrut tests of the rca.son~~bleness of <*h company'• usc of an 11 .25% overall cost of CApital 

11re perfonncd. A direcltcstofreaaonablmo:Q b also usod to cv.dwuc thU rate. TI~e llrst indirut 

lelit UJCS eaclt eompeny's rcpocled l.oook value capitaiiii\IC1ure and embedded cost of debt as of 

JWlC 30. 1998. SST's ~ "9ital Jttucrurc is S6.44% equity and 43.56% debt and its 

embedded cost of debe is 6.39%. Sprint·f'L's reponed book val~ capital Jttucturc is 60 ow. 

equity and 39.95% debe and its embedded cost of debt is 7. 13%. An o•'CBII cost of CllpiW of 

11.2S% usina Jbcse peramc1en Implies a cost of equity of IS.OO% for BST Md 13.99% for 

Sprint·FL. The sceond lest uses an equity ralio for OST of 60%. an rwoclatcd debt rutio of 

40%, ond o c:wrcnt forward·looklna cost of debt of 6.60%. The second test for Sprint·I'L uses 

an equlty ratio of S9.S8",.., o debt rotlo of 40.42%, nnd uses Sprint-Fl.'s forwrud·looking cost of 

debt of 7 .02%. An o~'CBII cost of capital of 11.2S% Implies a cost of equity of 14.35¥. for llST 

and 14. 12% for Sprint-FL. Thctc two Indirect tcstJ logically imply costs of equit) t.h4t w< 

within or only about SO basis poinll blaJlcr than my ntimltcd ranac for nsr • roo;~ of equrty 

Cllpital of 14.20% to 14.46% and that arc lower than my cstlrru~tcd range for Spnnt·fL · J cost of 

equity of 14.30% to 14.S3%. 

AI a dlm:t lest or n:aonablcocss. I rely on my updated fof'WIU'd·looking equity ond debt 

cotlf nlong with the marlcet value·bucd capital ltruc:tumr of cub company to cstlnuur '"' 

O\aal l COlt of capital for OST In the runge of 13.14% to 13.36% Md an ovcrnll cost of Clll'ital 

for Sprint·f'L In lbc ranae of13.10% to 13.29% Thill indicates that the: usc Offill II 25% nu. :n 

-&-
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1 
its cost stUdies unclerstatel asr. forward-looking overall cost of capi!Al by 189 to 211 bosis 

2 
poinu and undcrcstinuues Sprint·FL 's fo-.rward·lookina o,-erafl cost of capillll by ISS to 204 

3 basis polnu. 'Tbm:forc, lhc use of 1111 11.2S% c.1st of c-apilli! in the cost studfe.o~ of DST and 

4 Sprint·FL is rauonable and quite coll.SCTVath•c In ll11h1 of updAted capi!Al nurkel data 

5 

e 
7 

UJ. REBlTIT AL OF MR. RIRSIILEJFER'S DIRECT TESTIMOI"V ON 
8 

9 
BEHALFOFAT<ITANDMCI 

10 A. ERRORS IN DCF COST OF EQUITY ANAL VSIS 

11 
1. FAILURE TO REFLECT INVESTORS' PERSPECTIVE 

12 

13 

1<1 
Q. Is Mr. Hirshleifer's use of a IIIRie-uge DCF mode:! repre>enllltivc of investors· vuiUlltion 

15 perspective and Is II D oommon approach in regulatory proceedings? 

18 

17 A. No, Mr. Hlrshlclfct'J IJ\re.,·SII&C model is complex, subjeCihe, and uses growth rate forrasu 

18 
that rellcct his own oplnioas ralhcr than those of the on\'CS!mcnt communoty. l)uc to lhcsc: 

19 
limlllltions, ~lie approaches ""' not commonly used in regulatory proceedings. Mr. 

20 

21 
Hirshlcifer's resulu do not provide Insight Into the cum:nt or forward-looking cqui:; c"pil41 

22 co$1.$ of BST or Sprint·FL. 

23 

24 Mr. Hirshleifcr's IJ\re.,-stage approec:b mU.cs use of ftrm-specific invcs•"lmt community 

25 consensus growth 1111c forcc:asu. Q lllC:UURlC! by lnstitutlolllll Brokers l~irnnllon Service 
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(IBES), for only tbe first rtaae (five years) or his llllllysis. After this fh"e-}c:llr period, he 

liSSWlltl a IICCOnd stage of l S yean durin& which the iJ0"'1h mle falls from the initial IDES 

growth mte to a projeetcd arowlh rate for the overall U.S. economy by the end of the lOth ycM. 

After that time. Mr. H'll'lhlelfer ~WUmCS that tbe 111'0"'-lh 1"11<: remains at that projc:cted mte for 

the economy indefinitely (Direct Tettimony, p. 24, line 7 - p. 28. Hne 19). 

Mr. Hinhlclfer'1 lllllllysis misso the lll4l'k in the current proceeding. l'M goal here is 10 

estimate BST and Sprint-FL's cosu of rmctina their equity lnVU~Dn' rdum rcqwrcmc:nts in 

market terms. Thus, !he MAlyaiJ abould reiO«llhc in•esuncnt analysis process a.nd expectations 

of investors. Mr. Hlnhlcifer'a analysis of the c:osts of equity for OST Md Sprint·FL dcp4fiJ 

from investors' perspcc:tivc by subslltulln& his cxpcclatloos for those of Investors for t\\1> out of 

tbe lhrce rtagcs in bis analysis. 

How relevant is Mt. Hinhlclfer'a critlcilm of the constAnt 8rD"1h OCF model on the basis thnt 

tdccommwlicatioos firms' projccled poWib mtct ~not sustainable "into perpetuit)'7' 

Mr. Jllrshlcifc:r's criticism of tl1c consWlt arowth version of lhc DCF model is practically 

irrelevant and misauidcd In the CWTetlt eootcxt. lie observes that: 

... modem telq>br.nc companies ue c:omposcd of 1 vuicty of busi~ , liOffiC of whtch • 

such ~ cellular- arc cxpcc1ecl to grow at mtcs of 30 percent or more m the shon run. Such 

hiQh llf'Owth mtes arc clearly not su:stainablc Into perpetuity, so that the 1lmple const.lnt 

gro-..111 model cannot be appliod ... (Direct Tes1imony, p. 20. lines 22 - p. 21, line 3 ). 
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Mr. Hinhlclfer'a unsupported apparent coocem iJ that "telephone comp:mics ArC composed of a 

variety of buJincuc:s" !hat canoot be capcured ry a JinaJe poWih rate. However. in\'CSiors 

routinely price JCCuritics for firms composed of numerous busineu uniiS by evaluating 1hc net 

conlribu' on of each unit lO 1hc overall poWih of the finn. 

Mr. H.irshleifer's rc,j"'Ction of 1hc amstant 810"'111 DCF model because he assumcs thlt 

telephone eornpaay powtb ratct an: "nol S!JS!•iMhle ioto perpetuity" docs nollldc.1U3kly re.late 

valuationlhcory to pnletioe In llaht of realistic in\'CIIOr conccms. While 1hc constant powlh 

DCF model docs lhcoretic:&lly usume a co:utant groW1h rate for perpetuity, there i~ no evidence 

that investors pnctic:ally consider perperuity in thc:ir valuation dccisi~. Simply put. 1hc 

present value of 1hc cash nows projeeted from IU1 investment beyond the foreseeable future is so 

smAll that it hu little pracdeal effect Ofl invcstol'l' deciJions. While it is very difficult to 

fon:cast tbc: cliJtant flllure, It It a1IO not proctic:&lly relevant to enc:mpt to do so in a present ,·alue 

--
Mr. Hinhlelfc:r'a theoretical critlc:iarn of the corutant powlh DCF model is irrelevant. lliJ 

decision lO repl~ee it with a thrcc·lllage DCF model only .ntroduea A more subjcetJve, 

900'1plieatcd approlldl that Jubslhut.cs his growth forecastJ lor those of the investors who are 

acumlly puuina money Into atoeka. 
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What support does Mr. llirsblcifer offer for limiting lhc lona·kfm grov.1h of 

tel~mmunicotioM firms to the atov.1h ~~ote of the U.S. economy? 

He otrm only bls opinion that ~(a) perpetual KfOwth nate that cxc:ecdcd the grov.1h nate of the 

~nomy would lllogkally imply that C\"l:lllually lhc whole economy wo uld be ~ompriscd of 

nolhina but telephone comp;udes~ (Dl=t Testimony, p. 24, lines 13-IS). Mr. Hirsbldfcr's 

observation bu no pnaical rdcvaoce In assenins the u~efulness of the coi\SW!t aro"1h OCF 

modd In lhc current poeeecllng. Investors could easily believe lhAI telec:ommuni ... w ons firms' 

consensus KfOwth rate projectio.u an: sustainable beyond the next fh.., yean to the foreseeable 

futon: but leu lb&o forever, which is not a realiltlc emphasis of inve>tors in their valuation 

etroru anyway. 

Would you provide an example that shows how un~alistic Mr. lllr$/tleircr's consltllint on the 

long·kfm ,arowth 111te iJ1 

Yea. Consider lhAilhe lUES and Zacb cutrenl (August 1998) c:onseii!UJ live·) ear grov.1h tllte 

fo=a.su for MCI = 11.85% and 12.25%, rapectively. Mr. Hlrsblcifer would p~mably 

argue lhal lhcte rile$ are UIISUSUinable beyond live yean and that the UK of cit!~Cr rate for a 

longer peri9ll of time would imply lhll MCI " 'OUid e\'Cntually dominate the u.s. ecouom). 

However, a.ceordlna 10 Vain U.e'• most recent rcpon on MCI (July 10, 1998), thc company's 

a.-engc co.ming1 growth rwto over the Jlll.fl ten years lw been 25%. which ws more thAn twice the 

Zacb or IDES COOSCIUI&S ifOwth rate for twloe the lime period. 
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From a prn~htoll pe~sl'fdive, I believe that most investors would relak these projections to the 

past perfonn!IIICC ofMCI and thttcby use them to asteA MCI's forc:seeoblc: futun: It docs not 

ICCfll rcuonable that such ln\'CS!On would be tmJp(cd to conclude that Mn'CIItually the whole 

eeonomy would be oomprited of nothing but telephone companies" or MCI in pnMicular. 

Further, Mr. Hlnhlcifer offm no evidence to support his use of a second sl!lge tlult Is IS yurs 

lena. Why DOt 10, 25, or 30 )''CUI? His three-stage model is llllllCCCSSIIrily subjecth·c:, 

urucpccter~tative ofinVCSion' aroWih rate expccWions. oonuwy to investors' realistic oonccrns, 

and puticularly useless In the dynamic tcl~ommunleations industry. While Mr. llinhlafer's 

model is admittedly iovaui\~ it is not infonnative coooc:ming the realistic, 11\attcH•scd 

capital costs of BST or Sprint-FL. 

In atkmptina to justify his use of a thtee·stage rather tluln a consllnt growth Y<:fJion of the DCF 

model, Mr. Hlrshleifer cites a book by l'rofcuor AJwath Damodaran as a key reference: (sec 

paga 22-23 and footnotes 13 and IS of his testimony). Is Mr. Hirshlcifer's decision to usc: a 

three-5Uiie vmion of the modd c:onsistc:nt Wtth Damodar.n's swed oonditions w.der " 'hoeh the 

moclc:l is appropriale? 

No, Mr. Hin.blcifer's use of the three·stage model is inconsistent with the: circum~W~CCS 

dC~Cribcd for the: best usc of the: mode: I. Oarnodantn lndicuu:s tlult " ... this may be: the more 

appropriate model to use for a Omt whose cnrninas arc arowing at very hiah rntcs ... " 

_,_ 
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(Duudaru 0. Val"lliiM, .1o1m W"!lcy .t Sons, 1994, p. 119). Oamoclann QlOsidm a 

arowtb ralo co~ "wry hlah" lfll oxceccb 25%. 

Attac"-'U nf .... lbows lial DODC of lllc companies 10 whlch Mr. Hirahldfc:r 8plllies his thnlo-

~ OCF model 11m: poWib m~a ewer 25%. Thus. biJ decision 10 1110 lhlJ form of lllc model 

Ia lnconaiJiant with the oondltlons for lu appropriato 1110 dctaibed in the Oamoduan mcn:nce 

cited ID bb t"*bnony. 

Docs lhJa mcrcnce cited by Mr. ltlrahleifer d~ 111y limitations in usina the tbree-staac 

vcnion of the OCF model? 

Yes. In comparina the tbRlO ma" model 10 the other vmlons or the OCF modc1, Oamodum 

observes tlal: 

... it n:qllira 1 mlXb lqer number or lnputa: ycer-tpeelfic peyout ratio•. srowth ra~e~, 

and blul.. For tua. In wblcb lbrft Is •ubctemW nobe in the CICim8lion p ocess, the 

crron In thac lnpuu Clll overwbelm IJlY bmclltJ !hal ICCNO from the addillonel 

flexibility ln the model {DI•odaru 01 Valuatloa, John WUcy .t Sons, 1994, pp. 11 I 

-119). 

Oarnoclann'• concem oyer the dl'cct or "'ubbtantlal nolee" iJ p111icularly releviJll 10 Mr. 

lllnhld!Ct'• analysil. Ho applla a ~ OCF model 10 the RDHC.. OTE. and selected 

lndcpcodcnt tel~ holdlna companies. The dramiiJc effects or clcrquladon. lncrcaslna 

·12· 
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"0" Frlidon. the ~ of tbc Telccommunlcallons Act of 1996. and iodusuy 

co1110lldatloa cenal'nly lntroduco much noise Into the csllmallon of such firms' eqully costs. 

Thus, Mr. Hlnbld!cr'• DCF mockl b patlc:ularty lnlppropriale for estimatiq the C05IS of 

equity of BST and Spriol·FL. My mctbodoloaJcalllpp'CNICb Is IIIOR ~liable because it uses a 

poup of firma dial ia derrto•llllably oompatlblc In riJk to BST and a arcup of firms that iJ 

demonstrably comptlllblo !n riJk 10 Sprillt·FL. These two aroUJI3 of flmlS, which capt­

oomi•able firms coa lad:uluy ll-. ~ noc.aiously alfCCICd by aucb "noise." Fwther. my 

lppi'Oadl c1oet noc require the bJahly 1\lb;eetlve lnpuU that Mr. Hinlllelfer's ~mae model 

docs. 

Mr. Hir:lbld&r aiJqlea thll his ~alloo or the lhroe ~ DCf model b dlfrennt trom that 

presented by Profc:SICJI' I>ttnoclasn bul don noc explain the naiUie of the dlfrcmx:e 01 why it is 

suppoledly alpific:anL Would )'011 CliJIWn Mr. Hll1bldfer'• llatenwnt and how it relatc3 10 the 

ICCii001 ofProfc:SICJI' Dlmodlnn'• boolc concemlna the ~~laic model? 

Yes. Mr. Hlnhldfct'1 vaeue "''""""~II: 

It lhoWcS be noted that wbal be {Damodlnln] c:all1 the "'brec-ltlic model" is dltren:nt 

ftom lbo model I employ and It noc aKnpnblc. o.moduan'1 "II model" is more 

oomparable 10 tbc model that I - {Din:lo:t Testimony, p. 51, f001110tc IS). 

AI DOled above, Mr. Hinbleifcr clelcribcl bll ~model as followt: 

The 11m 11ap luU five ycm ... 'Jba ICCOod •111c 11 Ulumcd to last 15 yean. Durlna 

thb .. tbc JIVMb niC lll1ls from tbe blah le\ocl of the llm five ycm 10 the aroWih 
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rille of tho U.S. CCl!DIXDY by tho eod of y~ 20. f WIIl tho twattieth year onwud the 

growth ra1e is IC1 equal 10 the powtb ra1e Cor the econo1ny because n tcs greaiCr' tbsn 

thai CIIIIIOI be P«•lncd illto papc:tulty (Direet Testimony, p. 24, linct 7·13). 

Professor Damoduln 's clelc:riplloo of the it~rco 111gc modellhoWI that he and Mr. Hlnhldfer 

uae the same buk IJlPIOIICb: 

The ~ dhridcnd-diiCOIIIU mocld combines the features of the 1\\'IMII&C mocltl 

and the H model. Et allowl for ~ inidal period of blah growlh, a tnwltlonal period in 

wltlch pWih declines, IIIICI a final SlabJc..amwth phac (Duaodaru oa Valntloa, 

John Wiley A-Sons, 1994, pp. 117). 

For furdlcrpcnpccdve, COIIllidcr Profeslor Dllmod8m'•dacriptioo of the H model: 

The mocltl Is baod on lbc asumptlon thai tho eaminp arowtb ra1e swu at a high 

initi.IJ raiC (a.) llld declincl lincatly Ovtl tbe extr11ontln.uy-arowtb period (wbich is 

assumed 10 last 2H period.) 10 a lllblc arowtb ra1e (aJ (Damodaraa oa Valuadoa, 

John Wiley a: SaM, 1994, pp. I I 5}. 

Does tbcrc appear 10 be my lianlriCII'II ditre:nmco between the lhrce-mae DCI' mocld used by 

Mr. Hll'1hlcifer and the 1Jno.ltap model di~1111Cd by Profcuor Oamooanul? 

No. Mr. Hlnhlclfer appllr'CIIIly docs oot rea!IZIC that the lhree-<ltagc mode:! dlscussod by 

Prof- Demodarm cloldy fitl b!J ~"bod model. It Djl)JOIIS that Mr. Hlnhlcifer docs 1101 

Wldcnlmd thai bls mocld Is c 1 dlolly an CICICnlion of llhc multl-s~a~ H model 10 wltlc:b he 

men. Thtll, Mr. Hlqblejfer'l *-' tbKt hiJ mocld is Mtl04 comparableM 10 ProfCSIOr 
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I>amodanm's threo-stacc moclcl iJ S\lljiOCllllld reflocu a fwldarocntal miswJclmlandina of !he 

methocloloaY that be uses 10 Miimare lbc costs of equity for BST and Sprint-FL. This dnws into 

question lbc overall rcll&bllit) of his cost ofc:apilal analyiCS of BST and Sprint·FL. 

1. INCORRECT RELIANCE ON BELLSOI.ITB, l'HE Ol'HER RBHCS, 

AND SELECTED INDEPENDENT TELEPHONE COMPANIF..S AS 

COMPARABLE IN RJBK TO BST A.ND SPRINT·PL 

What justification clota Y r. Hlnhlcifer si~ for applying lhe DCF lllld the CAPM approaches 10 

BcliSoutb, lbc ochct RBffC., C1d sclecud l.ndepc:ndcnt telephone companies as finns 

eomperablc in risk 11.1 BST and Sprint·FL? 

Mr. Hln.blcifer offm 110 jiiSilfJCIIion for lbc usc of lbc supposedly comparable finns listed in 

AttJduncru JH-2. He only ~ In passing that lbcy are - sclee1Cd tiS likely compar:eblcs" 

(Ditoet Testimony, p. 26, lilies 4-6) and lhat lhey " ... ~ derived from lhe UJt of telephone 

operating c:omplnles in Standard and Poor'tlndiiJtl)' Survey" (Direct Testimony, p. IS, linea 3· 

4). Thus, Mr. Hlnhlciier 11$SU1DCS that BST is eompuablc in risk to BellSouth, lhe other 

RBHCs, and IIClecud indepc'lldcnt telephone c:ompanlcs. He does not demonstnltt 

comparabifuy. Similarly, for Sprint·FL (rc:femd to tiS Ccnt.cl and United) he " ... asaumcs lhat 

the cost of equity "for tbc provision of univmal service iJ approximatod by the avCf'liC cost of 

equity for the wbole set oftbc tclepbcnc boldlna companies~ (Direct Tesdmony. p. 16, lines 17-

· 1&-

1 ·= n ·zz 
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20). Mr. Rinbldfcr cooclucu oo S]'l'amtk, anplrical mal)'lil usin& objecth-.: sc:rcenina 

crilai.IIO idcalily firm~ oom.,.,-.blc: in risk to BST OC' eom.,.,-.blc: in risk to Sprint·FL. 

In llOIIIniSl 10 Mr. Hlnblclfcr, I identify comparable firm~ uy measurina risk and tUti.stically 

det.e:nnlnin& risk CMif"••blllty. My mal)'lil lboWio that ~ltbcr the RBHCa. u a aroup, nor the 

inclcpe> A 0! tclepboQe eompenl• U'C eomparable In risk to BST or to Sprint-Fl. 

3 . FAILURE TO ADJlJST FOR FLOTATION COSTS 

Do )'011 ape with Mr. HJnble((cr'• opinion that It is appopriatc 10 iaoore the impaet or 

OoQtioa cot~~ lnatlmllfna theeosls of equity c:apltal for BST aod Sprint-FL? 

No, I do not qn:o l"fth hla oplnlcn. Mr. Hi11hleifcr attcrnptJ to justl(y IIJtlorina Oo!Atlon costs 

bec:eu~e the prica of the c:ompanlc:s' stodc "... hu eooountod for Ootatlon cosa aln:ady" 

(Di=t Tesllmooy, p. S4, lha 23-25). While his IJ'8umenl implicitly usnma tbas flowioa 

COliS IIIIICrially alfoct cqully ~ be prelei1IS no CYidax:e lhat the I'DIItd hu made sud! an 

ad,i'JSTmeDt Mr. Hlnhlclfc:r'e rathm: to adjUS1 for Oowion costs bjax, hiJ cost of equity 

estimates downward. 

4. FAILURE TO ADJUST F'OR QUARTERL V DIVID£ND 

PAVMVn'S 

-18-
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b Mr. Hinlllcifir's -of ~be MDIII form of tbe DCf model oonsi"cnt whh the in~'CSIOr·s 

No. Mr. Rinblei6r -!be --.1 form of the DCf model even lhoulh all of the manbcn or 

hll wnple of ~y ~ fii'IIIS pey cllvldeodJ on a quar1erly bt:sls. The annual Corm 

of tbe DCP model doel not ~DCUMCI.y ponra.y the inVCI'IOr's pc~apcctl~, and consequently, 

Coosidcr lbe c•• '""' of llow tbe I'CIUnlt on an ltadlvldla1 Recita:Dcnt Acc:ouol ORA) dUrer 

wbeo CODlpOUIIIIed q•lal) rllbcr dian ~ly. The oppMUrlily 10 cam a I'CIUm qlllt\erty 

n1ber lhaD -'ly bu a liplfiQIII effect on the ,..)uc -or m IRA 10 an lllvacor. The ~JA~ne 

economic pdnciplo Is II --'t wbea IIIYCII«< ,..)uc the opportullily 10 RO:dve divldcocb on a 

Jlodc quartel'ly rather !han 11Mually, 

~ AJICmlllYdy. If yea lllOIDe)' ccns lbr n4 ~ quancdy, )'011 will hive about 

Sl4,.4~ bcbe caxcs iD 2$ yean. Tb111, yovrlltA wiU be wonb .bout S792 more If 'fOVI rriums 

.,. compound"" qllll\crly nth« lhln annually. This sm dill'amcl l.t pracnl lxauJC' )'011 

cam an cfl'ccdv. r.~e of abouc 1.24"' UDder qlllltefly w opolllldlna ralhct !han jus& 8% 

annually. Obvloualy, ~~~~ wollld )nfcr 10 haw $792 more In 25 YC411 and •uuld 

·17· 
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divldcncb are n:ccived by lmulon qu.1cl'ty, bo 1 dally lrJIICS IIIII inYCSIUIS are indilfetent 

to wbdbcr dividellds 11e peid -·ny or qlllnerly. Slmilaiy, Mr. Hlrshlci/er cumtially araua 

that tbc IRA lmutor in tbc above (')l•mple would not care wbdbcr he or abe could earn Ill extra 

$792. Yet tbc c:om!IIO'I - of lho lnwsior'1 pet~pcedve In lx.:b CUCJ convlnclnaly 

dcmooslral.ea that If qlllnCrly COfiiJIOIIIIdi. l1 DOC CIOilSidcrlld in eos1 of capital ltlal)'lis, tbc 

implied ra1c of return is uuda •"""ed 

Would you provide ID cva:yday maJoo chis COiiQe..,ly lbowl bow Mr. Hlnbldfct'l failure 10 

adjust his cost of equ.Uy c:stjman in 1laht oflbc Cll*ferly peyalCD1 of dividends Ia ml•aulded? 

Yea. ContiderwhethcrMr. Hirlbldfcr'¥\)llld libly prc.fcr to be paid by AT&T and MCI for his 

cost of capital C0111111tlna WOJic jUil onao a ,..., or _. the completion of cad! c:uc. While it 

would be inlpproprialc for mo 10 IJI"""''"" m his ..-1 Jlft/CICDIU. It Is -.onablc 10 

believe lhat Mr. Hinhldfcr milbt price the ICI'VIoCI that be provide~ 10 AT•T and MCJ 

diffcmrtly if be ~ paid oaly • the cod of acb yar. This II beauv beina paid only at the 

end of the )'CU would edYately affect bb ability 10 111\Ut or otbcrwiJc UIC his euninas. By 

anaJosy, lnvat0f1 derive the owket price~ of JIOCb in Uabt of their ability 10 reinvest 

dl~ldcnds quarterly rwtbcr thM jllll lllllllllly. lnvaton' Implied rct\lm requimncnta 

con~equently reDect the imJ)IICC of quarterly rather lhan annual dividend paymcnta In a I11IIIU1CI' 
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A. 

Q. 

A. 
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diG iJ eMJotlnlaa to bow Mr. Hlnblcifcr 1J1ii11t prefer 10 be paid IJlOfC frequently than ~nnually 

for1hc ~iccl 'w bo provldcl10 AT&T IIIII MCI. 

8. EJUlORBIN CAPM COST OF EQlll1"1' ANAL YSlS 

b Mr. Hlrsblelfer'a arlm•" or 1hc eqully matk.d rls.'t premium ulina the tlllw~c DCF 

model ec • "mjrally manfnafl,ll? 

No, It iJ 110( -ally mcanlnaf\11. Mr. Hlnbldfc:r IIIC:S hit Oawcd tlllw·~~~&e DCF model 

10 arlm"o ., «'P'<wd RtUrn oo lhc ovcnll equity martel, a l1lCISUI'C!d UJ!ng selected 

rncmbcn oldlo s.tP S()() IJICicx, of oaly 9.12% <-Anadlment JH.6). 

What effect does Mr. Rinblcifc:r'• e~tclusioo or all mcmbcn of the S&P SOO not paylna a 

dlvideod yield of 81 leal~ (p. 36, llnes 11· 13 or Mr. Hinhldfer'a tMlmony) have on hia 

arime!ecflllllht I'CUinl ol oaJ19.J2%? 

Mr. Hlnhldrcr•a ubltrwy ac:rccnlna etitcrlon bi~~e~ downward hil etlimatcd expected ratum on 

the l!llrtd IIIII thereby C1111C1 all of hia CAPM ealculatl0111 10 undcrcatimate equity apital 

00111. Tbb Plftlally aplefno wily bls lllll)'lb undcratii'DIId the overall upital eosu of DST 

IIIII Sprint·FL u well. 
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Consider 1110 !}'PO of Pnns tlw J11Y a dividend yield of lea thin 2%. Such llnns cypically pay 

lower ciMdcod ylcldt bcc:tlutc they reinvest above-av~gcc amounts ill tbdr busi"CS'CS Thus. 

apilal COlla. Mr. Hinllleilcr'1 ~criterion COOJC!Queolly cxcludca dac members of the 

SU SOO likely to !lave the blabcst capital cosu and lhcrcby ~ the expected 

reiW1II OOiiipotdna the ma'tct proxy. Hil CAPM-bltcd oqlllty cosu that'* lhiJ blued rne.uure 

of equity ma'tct e 'JIIlC r•io• el-ty proclucc WJRalilticaiLy Low capital COli atimatcs. 

C. D.RORS IN COST OF D&BT F.SnMATION 

WMl Mbt•k"" does Mr. Hlnblcifer make iD caUmatina !he cosu of clebl of BST and Sprint· Fl.? 

Mr. Hlnhlelfer fills to ~ the CO$! of debt that I• rclcVIUit 10 dc1cnninlna !he forward· 

loolcina cosu of BST md or Sprint·FL pmvldlna unl\/a1&1 sen-ice in Florida. Finn. he 

iP.IPJ"apiiately relics oo lbo OOIU of deb! lQUed by the parmi holding companies of BST and 

Sprint·FL u weU u the c:ost1 of debe Issued by subsidiaries of those hold ina companies in cases 

where the ptCICCCICb have not been uled 10 fiiWlcc telephone network useu. Specifically, in 

Attacluncnt JH-3a Mr. Hinhleihr lllbppcopdatdy uor' rhe costs of debe luutd by BeiiSouth 

Corporation and Bei!Soulh c.pital FWldina u pr,utiet for SST's debt eosts. Similarly, in 

At18Chmmt JH-3o be Inappropriately UJeS the costa of debt iJsr'Cd by Sprint Corponuion and 

Cmtcl Capital u proxies for Sprlnt·PL 'a debt CON. Second, Mr. Hfrshldfer'a cost or debt 

c~matea for both BST and Sprint·FL rely oo dated debe market information from IXccmber of 
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1997, Tbu., Mr. Hlnblcifcr'a COli of debt a.nalysiJ i.J uun:l.l!oble because II relies on 

inappropriate debt lleCIIritiel • d '*' historical debt nwkd data lhal produces backward· 

looldni esti!DIII.CI. 

ERRORS IN RECOMMENDED CAPITAL STRUcrt.IRE 

Do you 11fC!D wi1h Mr. Hinhlelfcr's heavy rdlancle oo book value capital SWCtures? 

No. I do DOL Mt. Hlrsbldfcr gives equal welaht Ul book values and IIW'Icet values in 

produclJia bit capital~ recommc:odatioos for BST .and Sprint·FL. He relies on book 

value c:apiul siNcturcl Ul deleuninc 1hc low end of bit recommended c:ost of eephai11111Jes, 

while maBct value ctpltal structures produce 1he hlgb end ofhls nngea. The use of IJlllrlce1 

values iJibGDRiieally appropriate and coruiJicnt wi1h cstllbliJhina 11 fOfWiltd.tooldni cost of 

capital for use In • unlvcnal-me fund proceeding such u this one. 

Market valuca deserve hip welabt because 1hey arc dynamically detennined in the 

marlcctpl- by lnvCIIcn. wbllc book values arc the result ofhlstoricaiiiCCOuntlng pl'l!Ctices. 

Ono-timc IICCOUildna cv~ dill do oot change nwket values can slanllicantly ahcr book 

values. Bum pies of ono-tlme evenll Include resCructuring chariJes, 1he adoption of SFAS I 06 

for OtbeT Poat.Employmcmt Benelits. and 1he dilcontinWil'ICC of rquiA:ory ecc:ounling under 

SFAS 71. Add.itiOIIIIJy,lbe point In lime 11 which a comp&~~y iasued f!a<:k in 1bo J>U1 can 

ln1JU~el~Ce btl:kwvd·looking book valuea, while forward· looking m&ri(ct values m not 

-21· 
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Over d-. IDIIht value. vvy from book value. u lo\'C:IloOrl clwlac lhe llotk p;icc io 

" Ktloa 10 ocw illftw!!!ftlm. Ita oew en:a1 or -·ammtJipir.c.ntJy enbmrn or 

clelnlcla &om ahareholdcr value, that change u il1UI'Iedlately translalCd loto • marlc:c1 value 

chan&e, while lbere Ia lllc.cly to be no Immediate ..banac In book value. Mr. Hll1hlcifer'a OVCJ­

relimce 011 book val~~e~ Ia uautjA ..,..tive of lhe iovmor'• f'CISPCCtl•-e and inii'Odllccs yet 

aaachcr downward bill to hb OC* of c.piu1 ccimetca 

Mr. Hlrsbldfer't RCIOIIIIIIoCI1d Clpilal stn1C:111rea for BST and Sprint·FL are a1Jo fla\Wid by hb 

loapprvprillc rdiaDce 011 daiCd Qpllal marlc:c1 information from Dcccmbcr of 1997. Thus. u u 

lhe cue In hb COlt or debt eatil1WCI for BST and Sprint·FL. Mr. Hlnhldfer recornmcnds 

backward- rather llWI (or'WII'd·looldna capi!alauucturel. 

E. MlSlJNDBRSTANDfNG OF THE NATURE AND SIGNIFICANCE 

OF THE RISKINESS Of JNVESTINC IN THE 

TELECOMMUNICATIONS INDUSTRY 

Do you 111JCe wilh Mr. Hll1hldfer's ot.avatiom about lhe auppoJCdly low relative rUk of 

"leasina"lotal excbanae telephone networlt elcmen1110 mall providc11 and providina unlvtnal 

service'/ 

·22· 



4, 6 

A. No. Mt. Hlnhldfet oaly offcn bb ~ opiDloo !hat "{t)bcte buslneaca lhould have 
1 

2 

3 telcpbooc boldlaa 4*"ies" (Dinct Tellimoay, p. 49, 1iDes 17-19). lioWC''Cr, be llJo 

4 
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0 
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10 

11 

letnowlcdaa tt.l "·- Ibm mnal11110111C rltk !hat OOtUUmCn, petticularty buslneu UICtS. will 

bypul the octwoot a Olbcr allel'llldves become available- (Dirm Tatimony, p. Sl , lines 22· 

lA). Mt. Hlnb1eifcr COIIIOqUCDIIy I'CICOpliza tbe li8JIIflcant risk of conswncrs aod buslncucs 

bypaulna tbe netwocb or BST or Sprint-PL but ooly offcn his unsubslantialed opinion !hat 

this is a "low riJk" Clldca¥or. Once epln Mt. Hinbleifer substitutes bit opinion 1~ that of 

12 Q. Why b I '"'looa-term tdqlboac lldWOrt aacu putiaJI&rly risky? 
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A. The lculna of lons·term well c.an be quito rbky, CIJICCially wben lcasins rates an: rcaulatcd. 

In order for BST or Sprint·FL to CCII rcuonable rct:umJ on their network IJJCII. they must 

oblaln revenues OYer tbe lcalna period that co_. their CIOJlJ aod appropriate risk-adjusted 

proflta. liowe-lu, BST and S¢ot·PL are pwtlally clcpcndeot on reauJIIDrl rather than 10lely on 

tbc martcc to obuiD sutb rdl1ml. Mt. Hlnhldfer obviously rcc:oanizes !hat rcaulatots' 

dcciJlont may wdl DOl be "W"flina to lhareholclen • wben be no~a: 

There b stiU tbc risk or rcaulatlon I ~~elf. The rate of mum a network I• allowed to cam 

dcpcodt 011 tbc Oldcomc or Pf!'CC'Cdin&s auch liS this aod rcmainJ JOmcwtw uncertain 

(Direct T~ny, p. Sl,li.nca 17·19). 
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RccaUIC such uneeruinly 1mpiJcs rirt 10 Ia'"-. Mr. Hinhldfc:r acmowledaea uw lh= is 

111bltanaal rirt ill cbe I luc olBSr1 or Sprilll·f'L'u~twodt elcmcn1.S. This risldmpllea 

hiabc:r R"qllired n11a of recum IIICI c:apllll COlli. Howeva-, Mr. Hirshlcifct's coauuents on the 

IUIItl _.tlylowrdlliverbkoflletWO!t lcasinaarc lnoonslstmt with his ra:oanitlon orhiib 

reauJatory risk llld tho lipiBcant rilk of consumer eo.:~ bypus or the local service 

netwocb of BST IIICI Sprint·FL. Moreover, builclina llld ownlnanetwodc f~~:IUtlcs to lcuc 10 

competlton I• ,.nic:ullrty rilky Mica ore colllldera thai the lcaxs tmd 10 be lbon·tmn in 

llltUrc. A COiJICICdwlblt buildl up aiUCilciGillllllllber of CUSIOmCrl can subsequently c~ 

10 build 111 OWD &dlltics, thus IIJmdlna tho lncwnbcntlocal achanae company's (lL.eC'•) 

fecilltla. 

How docs ~ dw!&o alrcct the rialt or lnvcttina ill Joca.wm telephone network 

wcu? 

Network fadlltlea rdlect a liven IOChnoiOJY that often becomes oo.olctc quiddy. BST llld 

Sprilll·FL must IQIPJfCI!IIy laveat 110 keep tbeit network dcme nt• up 10 dale llld should have 

the flexlbility 10 Cllablish leaslaa n11a ltOO!IfmaJy. flo wever, as no4ed ~-e. they do not have 

tbi.J ability llllder cum:at ~ This rialt of ~ obsolea:cnce makea Jcasina 

necwork elcmcnu rilky. Thus. such obeolctc ~occ imPI*S cosu llld lb=fo~ rilks. The lc:asina 

or BST'a and Sprilll-f'L'I octwodt uact1 J101C1 &IIPII6cant rilks to thc:lr lnVCIIOrl that P'll 

upward prcssun> on their oost1 of equhy. 
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Do )'OU III'CIC with Mr. Hinbleifct'l views OD lbc riJb lhat 8Rl rdleclcd ill Clpilll costs? 

No. Mr. Hlnbleifcr Is luc:ou"'"' and !DOONi"mlln hit testimony conc:cmin& !.he risks cJw alTcct 

capital COlli. FOI'cxamplc, be cmphnizrs cbal; 

... lbc risk chit a com0111y will lose cUSIOmCtl 10 compcticion • IUCh as a network 

1"'111 COIIIPID)' 01' a local cxdw!ee company • ls a di vmifiablc rialc whkh does not 

loa- chc ritk premium IICCOI'dlng to capilli nwtec lbcory (Ditee1 TCIIimooy, p. 30, 

lluel 17 ·20). 

Yet, u noled above, ill dilculllna wba1 be pn:IUIJiably consldcn to be !.he rciC\'IIDt riw 

"IOCI•*od with tbc bo•in:tr or lculna unbuodlod networlt clcmenlJ he notel that "... lhen: 

rc:malm- risk chit •m••tocn. panicullrty h;Wum utcts. will bypas lbc network as otbcr 

alltmallwt become aYil'lablc" (Dirccl Testimony, p. S I, Unes 22·24). 

Ontbc oac baud Mr. Hiahldfct ques chit lbc rille or IOJ!oa aiSlOrllaW 10 c:ompcticioo should IIIII 

affec::c capilli COlli and, on lhc otbcr hand, be incooslJICnlly aueru liW cbc rille or bypass, whic.h 

is jusc one way or Jo.1oa ""'Q!!!CQ, Is rclevanl and lhua all'ec::ll capilli eosu. 

Mr. Hlnhldfcr abo Jrwxm«iPcacly IIJUet thE: 

In lhis -. cadi or tbc ~ in q~ioo iJ IIIII a dh"Cf''lficd tck, .1001: boldtu& 

company, but a company In !.he more tpedallr.cd (and lm risky) business or providina 

Dct-.tc cJemaJQ and lllliYctiiiiCr'Yioc (Dirccll c:stlmooy, p. S6, line 14· 16). 
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Tbi.a obJcmlioa iJ lotlki[Jr tiP.~ end iDconsiJialt. If -IICCCpl Mr. Hinhlcifcr' • IS1UID~ 

!hal dlwnificMiao •educe~~ idcvaal or priced risk, !beD lbc r.ct that ~adl of 1hc ~pMics in 

qlation iJ not a clil'aliflod lid~ bo14iJ1a comp111y" coWd imply that each iJ riatdcr, not 

wlca risky" lblll!a dlwniflcd boWJDa ~· Mt. Hlrlblcifcr's positions on Kl-1 rillt aK 

eonfusina end IDCOIIIislalt. 

Mr. Hlnbld.fcr'a view lbl& 1fti11a ~of compelllloo iJ 001 compensaLcd in 1hc cost of c:apll&l 

il noc prw;tically ldiMot. Wbllc lbil II lllkdy 11'\lC in the priltinc lbeoR1lcal WOiid of II.~ 

CAPM,Ihc Jddlcal malitlczs ofillvatiQa -aa' odlerwiK. lnclocd, u noLcd lbove,lhc FCC 

has swec1 that M -· JIO(allial COIIIpdillon oould loa m the risks fadna 1hc inc:umbcnt L.EC, 

end lh111 !Daeue their COil of ~M (Notioe of Propotcd Rulem-!tina, Thlnl Rql(ll't and 

Order, and Notice oflnquiry, FCC 96-.cU, December 2A, 1996, paac: 101, pua~VSpb 221). 

Consequently, ln oonbU11 10 Mr. Hlnblcifet, 1hc FCC viewl 1hc c:nbai'C#'d risk poiC'd by 

eompctlllon u a pncdcaJI. lianlfic:ant lnOIICOCIC on capital cost~. While 1hc CAPM provides 

IIIC!ul insl;blllniO Cllpitll co.u, it mUll be MlpplcmcaLcd with Olber methods lhal ~ 1hc 

full amy of pi'IICtlc:al riJb fldna lnvalors. Mr. HinhJeifc:r' 1 expreacd views on risk aK 

incomple~.e aocl Joalcllly t_.as:Cftl. 

F. SUMMARY OF R.&lll11T AL OP MR. HJRSBLEIJ'ER'S CO.:.T OF 

CAPITAL ES'J'IMAT£8 FOR BST AND SPRINT·FL 
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~ ~ your cvallllllco of Mt. Hinllldf(f's cost of c:quhy ~males for BST and 

Sprint·FL. 

Mr. Hinhldfcr iocoroec&ly =cinw= BST's oo.t or equity to be be1w~n 9.35% and 9.96% and 

Spriiii·FL '1 COil of oqulry to be 9. 74% due to lllllllCrOoiS croon in 1m appllc:atloos or Lbc DCf' 

and CAPM appiOidla. HlJ DCF mOdel Is !\awed due to: I) failure of hla subjective l.hreo-

11110 model to oe1locl iovaton' pc:upcctlve; 2) lncoc1~ and lllllllpp(JnCd reliance on 

Bc:IJSoulh, tile olber RBHC., md ~elccled IOO!pcndaillekphoot campaniLI .. comparable in 

riJk to 9ST llld Spriat-Fl; 3) failure to 8Cijlllll for Ootation cosu; 4) failure to adjust ror 

qu.ncrly cliviclcod pa)'IIICIIIJ, tUid 5) w:v-ealistlc undacstbnallon of the rilb of inYLIIin& In 

ttL. pbcwoo D«NNolo: .-. in the oew, bJably COiilpdltlvc envinllllnc:nt. Mr. Hlrlhlc:lfa's CAPM 

cost of oqulry ~ for BST tUid Spriat·FL are abo ~~~~rtlllble bccanx they we baed on hil 

flawed lluoo 111P DCP model. 

Plcue IUIIID*izle )'0111' II 1<"1 of Mt. Hlllblclf(f'l oost of dcbl and capital structure 

cstim•ttl for BST and Sprint·FL. 

Mt. H1nhleifcr "-ooec&ly Llllllllla BST'1 001t of debl .. 6.65% and Sprint·FL's cost ., 

6.63% Ullo& d.eed ..td ~&om Ocean~ of 1997. He ml-lme•ed eecb flnns' 

toll or dcbl 8l tb.t time beeauM be lnoacoced> rellt1 on lhe COSIS or debllslued by lhe parmi 

bolclina oompules or BST IDCI Sprint-FL. Fwthc:t, he lncorrcetJy i~~CIOO... debt luues in his 

analyxsllw were IIOC luuod 10 l\llld idc:pbcMoo nriWOrk ..a. My updaed ltllimoQy lboww 

·21· 
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d:ll UDder cumu1 aqXIIJ mutct cooditloos BST'• Cocwu:d-lookin& cost of debt iJ 6.60% ancl 

Sprint·FL '• - of clcbl is 6-'S%. Mr. Hlrlbldfcr'• 111e of capital math! cl.l&a from Oeccmbtt 

or 1997 makes biJ cost of debt alima1cs ~!ooklnc-

Mr. Hinblriftt ~y p!Mes •lanificant wd&J!t on book valu.: capital IIIUCtures In 

dc1etmlnina biJ I'COOUIIDC'lXIe COli of capital J'll1iC, thus slanificantly Wldctesdmatlna the 

ovaall COli oC C!llpital Mllbt value Clpital 11NCU1ra, IIICb u those mown in Billinasley 

Elthibit Nos. RSB-11 and R.SB-ll, 1n1 approprialc for use in thiJ uniwnal ~e~vice tilnd 

pee c lina Further, Mr. flldbJd!cr da!va his l'flCOIIII1lCnd capitaiiUUCIW'et uslna hiJ10rieal 

l.nformatioo &om Decnnber or 1997 this makes them beckwud-lookina like: his cost of debt 

C!lfimetcs 

IV. UPDATED DCFMODI!L ESTIMATf.S OP EQVITV CAPITAL COSTS 

FOR 8ST AND SPRINT·FL 

tlow haw you updl!cd yew analflb.&a you flkd dlrcctlc:Stimooy In lbls pOC<M!Ina on 

AUIUit 3, 1991? 

Two IDIJor c:l-llaoc pcaco~ln my •lpclatcd analysis. Flnt, I use l1lOI"O n:ccntl1oclt, intcrc:Sl 

rate, lfOWih me. ancl bela .ooc:fficlc:nt cl.l&a in my JW~iatleal mal)'ICS. TblJ usura that my 

capital001t estimates for BST and Sprint-FL ve u timely IUid forwvcl-lookina as poulblc:. 

Soconcl, Iince ID!na my~ ratimooy, 1997 y&W-cnd fiDIDclal dat.t have becomo available 
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on alllfficiall-bcroffums 10 allow me 10 update my identified portfolio of finn• 

comp~~able In riJic 10 rsT and 10 update my ldenllllcd portfolio of firms comparable in risk to 

Sprint-FL. 

Wb8l ~,COlt of equity apital do you c:Jiimc:c for BST using tbc OCF model p~QC!l'cd in 

your prcvioully tllcd eli~= tnlimooy7 

Bill~ &hlblt No. RSB-1 tlJts tbc updated portfolio of20 ftrms that~ comparllble in risk 

10 BST and rcpocU 1be a~ oost of equity for the portfolio using both IDES and Zacks 

arowlh rau: f-.u. The evidence indiC3tes that the cost of equity for BST iJ In the range of 

1<4.<45% 10 14.A6%. 

What updated oosr of equity <:aJ!ltal do you estim.tte for Sprint-FL usina the OCF model 

pmentcd in your pc-cvloualy flied clin:ct testimony? 

BllllngJley Exhlbll No. RSB-2 IIJIJ tbc portfolio of 20 firms that ~ compuablc in risk 10 

Sprinr,.FL and rcpocU tbe avcnce COlt of equity for tbc portfolio using bolh IDES and Zacb 

1J0W1b rau: (orec;asg_ The mcleotx inc!ica•es lhallhc cost of equity (or Sprint-FL iJ in lhc range 

ofi4.4Woto 1·4.~3~ 

V. UI'DATBD CA/'ITALASSET P.IJCING /tiODEL ESTlMATES OF EQUITY 



423 

1 Q. Whll updeted COlt of equity c:.pital do you Cllimllc for BST Wider lhe CAPM approech? 

2 

3 A. UI!Qa July. 1991 elm. I esdmm 111•1pdi'M rUk·frw n1e of mum of6.14%, anavcnae bela of 

4 0.13 for firms llO!Ilpll'lble In rbll to BST, and IBBS and Z.Cb arowth rate cstlnuucs IMt Lmply 

6 ar. ~ mum oo tbe S.tP 500 of JS.85% and 16.09%. respectively. Thelc objective, 

8 mulcct-dctamlDcd data iDdltale that BST'1 COlt of equity capital iJ 14.20% usina lhe ilBBS 

1 aroW1h 1111c and 14.40% us1na tho Zacb arowth race forecast. 

a 
8 Q. Wbll •'¢.W COlt of equity Clpital do you Cllimllc for Sprint·Fl Wider lhe CAPM ~Old!? 

10 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

I uao the- rlak·&ce ra1e and C'X"pCded raid of ~um Oil the s.tP SOO u abovt and 111 

~bela ofo.l4 for l!w: IJOUP oftinns CIOCDpanble In risk 1o SpriDI·FL. Thctc apwnptions 

yield 1 forwatd·looldna COlt of equity estimate for Sprint-Fl.. of 14.30% usina lhe IBES arowth 

rate and 14.50% 1111na lhe Zacb arowth n~e fORCUt. 

VI. UPDATED MARKET RJBK PREMIUM ANAL YSI:S OF THE COST f)F 

EQUITY CAP IT .U. 

A. Au-AND A·RATED PUBLIC trrn.rrY BOND RETlJRN 

R£1P£1l!NCE POINT ANAL VSlS 

Bllllnaslcy l!xblbit No. RBB-.5 eboww thlllhc averaae c:xpeeud risk pmnlum rclati"" 1o AU· 

rated pubUc utility bonda ftom 1917 10 July of 1998 Is 6.94%. The avt'raac ylclcJ on Aa.o·mtcd 

publlo uilllty debt avu the-- throe mootlu (May co July or 1998) iJ 6.15%. Thus. !he 
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aw:nae risk premium or '\94% Is 8ddcd 10 tbc recent •veraae Au-public utility bond return of 

6.85%10 )'ldd Ill cxpoc1lld COil of equity return on tbc SAP SOO of 13.79%. 

Billinpley Exhibit No. ~ shows that tbc •venae cxpe..-u.d risk premium rdatlve lO A· 

I"IIA:d public udlhy boadJ &oml9l7 to July of 19"11• 6.76%. The •venae yield on A-rated 

public 1.GJily over the - ,_ lbrcc IDOillbt (May 10 July or 1991) I• 7.07%. Thus. tbc 

•Ym~F risk paD!um of 6.76% Is lidded to tbc recent •vcncc A-public utility bond return of 

7.07% 10 yield 10 cxpee~ COlt of equity return on tbc s.tP soo or 13.83%. 

!Jlagnawy, Nit paDIII!ft IIIII)'ICI usina both Au- and A ·rated public utility bond return 

mereDCC poW. lnd!cetc that the c:xpcdcd rdum OcllM braid equiry market, u llle&SW'eld by 

tbc s.t.P SOO,IICU'IaiiJy bdw~ 13.79%and 13.13%. 

B. AD.J'USTMt:HT .FOR l'O'TE.NTlA!. CHANGES. lN TK£ RJSK 

PR.EMJUM OVER TIME 

Wbal specific .cljtllln!ft!! do you mat£ 10 updalc your risk pr .:miwn analysiJ it. Ua)lt of the 

evideocc cited ill your pRVIoudy filed clln:ct testimony oo the invcnc ~tionship bdv.'eCflthe 

risk pranium llld tbc ·~· or Interest l'lla? 

M oo1ed In my clln:ct taRimony, dwma tbc period of the: HatriJ and Manton Jtudy (:R. S. 

Harris llld F.C. Marllon, ~Eitlmcina SbatdloldtT Ria I mnia Ulina Allaly.u' OroWih 

F01-.~ fleaedal M•••a at, Vol 21, No 2, 1992. pp. 63-70), the •vcnl&t' risk 

pranium- 6A1% IIIII the.,.~ yield ooJooa·tam U.S. Treasury bonds was 9.84%. The 

study finds cvldcnce tblll.hc equiry market risk pmnlwn b expecled 10 chanae an •venae or· 

·31· 
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.6S I of cbaQac:l illlbe lcYd .,r looa.cam Trasury bond yields. Given thai lbc cumnt avaqe 

yield on JG.r-- Treaury bonds Is S.61% (July or 1991). lbe appop ia~e current rUk pmnlwn 

is 9.11%. This il calcubtcd by muldplylna lbc 4.16% dccJiJic in ntcs s!neo the lime period or 

Huri.uad Mlnloa'utuclyby -.6$1 and lddlna bide the·~ risk pmnlwn of6.47% to lbe 

indicated cbaalac of2.71%. This allcmalivc appoech I'OIItCquently provides an c:xpcclal mum 

on the s&P 500 of 14 .16%, whle.h il the CUITtllt •~-nqc level or 30-year Tn:uury yleldl or 

5.68% addod 10 the edjUSICd risk premlwn or9.11%. 

What Is your c:ondusioa wilh reprd 10 lbe equity Qpilal costs ofBST and Sprint-FL In light of 

the molt RlCCIII apltal marUt data? 

Bated 011 my •qldalcd COil of equity ~yxs. 1 bella..: thai BSra c:ost of equity Is In the ranae 

of 14~ 10 14.46%and Sprini·PL'acost of equity Is in the rmge of 14.30% and 14.S3%. 

VU. UPDATED DEBT CAPITAL COSTS OF ~'T AND SPRJNT·FL 

17 Q. Wbalaro your updalcd cstimalcl of the fol'wanl·lookin& costs of deb! (or BST and Sorint·Fl? 

18 

18 A As In my dJn:ct lelti!DOQy,l ute lhe yields 011 Aal·rated bonds as onr bc:ndunut In my anal)'lis 

20 bccaute lhil il lbe bond 11t1nc 011 BST' 1 deb! and the yields on A·rated bonds are uted as 

21 IIZIOiba bcnchma1t boca•• lhls Is the bond nallna on Sprint-FL's debt. For the period from 

22 May to July of 1998, 30-yc:ar U.S. Treasury bonds yielded 1111 avenge or 5. 77%. As shown in 

23 Billinasloy Exhibit .RSB-7, lbc •Pft*l bmwen Aaa-ratcd public utility bonds and 30-ycar 

24 Tfcuury bonds •vcnt&cd 0.10% from Oculber of 1917 through July or 1998. Addlna lhe 

28 
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Q. 

A. 

4 26 

~lpftlld ofu.IO% to the lbo\oe rocent ~ TRIUIII)' bond )'kid 10 matwiry ofS.77% 

prodUCICS a yield of 6.S?%, which docs not reflectlho malcrial dfcct of flotation cosu. 

A$ thoWII In Bi11inpley Exhibit RBB-8, the lpftlld between A-llied public uillity bonds and 

JO.yaw TraM)' bonds avaqcd I.JS% from October of 1987 throuab July of 1998. Addina 

the aver~p spread of 1.1 S% 10 the above-nolt'd rocent av=gc Treasury bond yield 10 malwity 

of S. 1m proch!O"'a yldd of 6.92%, wbich doa not reflect the material effect of lloWion costa. 

8ued 011 my •apd 0 J -.!,.et.l believe that asr. flliWMI-lookina COli of debt is 6.60% and 

that Sprint-FL 'a flliWMI-Iooklna coat of debt is6.9S%. 

VIJL REASONABLENESS Or VSING AN 11.15% COST OF CAPITAL 

IN 1111! COST snJDO:S Or BST AND SPRINT-Fl. 

Wbat nre the raullJ of your upc!tted first ICSI of the n:uonablcoela of CIICh llnn 'a usc or 1111 

ll.lS% o-.D oc.c of Clpltal? 

As abown in Billinplcy Bxlu'bll RS8-9.as or June 30. 1998. Bsra reponed book value 

aapital ruuctun: was S6.44% oqulry and 43.56% debt and lu embedded cost or debt was 6.39%. 

An overall cost of capilli of 11.25% implles a COlt of oquit)' of I S.OO%. As shown in 

Billlnplay Exhibit R.SB-10, a of J._ 30. 1991, Spritlt·A.'s reponed book nhx: Qj)illl 

llniCIW"c wa 60.0S% equlry IIIII 39.9S% debt and iu cmbeoldorl COli of debt was 7 .13%. An 

o-.D COlt of capital of 11.25% Implies a cost ofoqulry or ll.99"r... 
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Plcuc dctcribe the raulll of the updalcd ICCOnd tat of the '"~bleness of uslnaan 11.25% 

owniJ costofQPiw ill theeos~ltlldics ofBST and Sprint·FL. 

AalmJIIII the Cllpital .uuctute that Is used in the cost studies of both fimu o.nd the focward· 

loo!rina COlli of debe fill' CKb fum (6.60% foe BSI and 7.02% foe Sprint·FL), arJ 11.2S% 

owniJ cost ofQPilal implies a eoslofeqult~ of 14.35% for BST and 14.12%for Spriru·FL 

Willi arc your updated cstimalel of the ovttall cosu of eapllal of BST and Sprint·FL? 

As ill my pnioualy filed cllrcct lestimony, I UIC my estimated cosu of equity .:nd deb! along 

with lho ~ llllltd valoc-bucd Cl9ilal IUUCt\II'CS for cadt of the t..-o aroups of 20 firms 

lbowlli.O bo COIIIJ*'Ible ill rilk to BST md Sprim·FL. The IUialysis uses a cost of debt of 6.60% 

and a COil of equity offiom 14.20%1.0 14.46% foe BST. Iu shown in Billinplcy Exhibit RSB-

11, tbe 11pd•tcd •venae muted val~~e·bascd eapltaiiSINCturo is 86.06% equity olld 13.94% deb!. 

Tbcsc data Indicate IIIII SST's CMriiJ forward-looklna cas~ ofeoplw Is In the ranac of 13.14% 

1.0 13.36%. 

The upda~cd IUialylil of Sprint·FL uses a COli of ckbt or 6. 95% IUid a cost of equity of from 

14.30% to 14.53%. As lbowll in Billinpley Exhibit RSB-12, the avaaac marlcrt valuc-b:ucd 

eopital SUUCtutc Ia 83.72% equity IUid 16.211% debt. These data Indicate that Sprint·FL's <"-etall 

fcxwud·lriina COli ofeaplw is in the ranac of 13. 10% to 13.29%. 

Willi cooclusions do you draw c:ooccmlna tbe ,_oabiCIICSI or usina an 11.25% ovcrall eos1 

or Cl9ilal in the costlllldla orBST and Sprint·FL? 
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Sued on lbc above npc!e!ecl tes11, the a: or an 11.25% o•"Cnll cost or ::apiw by BST is 

lt'ICt•ble IDd quite COIIKh'ldve. Spccillcally, the IWO Uldirtct laU indintc lbalan o•'Cfa!l 

cost of capiw of ll.lS% lmpllts a cost of eqwty between 14.35% and 15.00%. These Implied 

rate1 ue within or only about S~ basit polnu hlaJv than my estimated range for DST's cost of 

equity of bet weco 14.20% 1011 14.~ My 0\'alll cost of capiw cttlmatc for BST is In the 

rqc of13.14%..S 13.36%. wblch It bcf\l1Ctllll9 and 211 bais points above the ll.lS% i1lk 

used In tbc company' a CCJI awdiet 

Similarly, tbc 1110 of an ll.lS% ovaall cost of caplw by Sprint·PL Is reasonable and quite 

corM~ vadve. Tbo two 1od.lm:t ICIU indiette llw an ovcnll cost of eapiw of 11.2S% Implies a 

cost ofoquily bef•oen 13.99% and 14.12%. These Implied ratct are bdWIXII 31 and 41 basis 

polntt bclclw my Clllnwed rqc for Sprint·FL '• cost of eqwty ofbctOiioe:l 14.30% and 14.53%. 

My ovaall COli ofCIIpllll Z"'i!Mie (or Sprillt·FL Is In tbc rmgc of 13.10% and 13.29%, which 

is bctwoen liS and 204 basis poiDII above the rate IIICd in the fum 'a cost 11udiea. 

What are your revUccl and u~ted cttlmatct or the equity capilal costs for BST and Sprint·FL 

-mina IDilllll dlvlcleacl.-ymca:dS and no ncx.Joo coau? 

An annual DCF' 1110dcl that la;nom flotation cON produce~ a COli or equity for BST of IUS% 

utlna IBES arowth rate • ~" • and 14.34% utlna ZaW JPOwth rorccas~~. The - reviled 

DCP model proclucct a COli of equity for Sprinr·FL or 14.34t. usina IBES J110wth rate forec:uu 

and 14.43% uslna laW pvwlh ~The rcvllled CAPM approach lodlcatct tlw DST's 

COli of equity IJ In the n~~~~c of 14.21% 10 14.42% and lhat Sprint·FL't cost of equity is in the 

ranac of 14.3<M aacl 14.51%. Thus, 1111c1ct the -.mptlon of annual compouodina and no 
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Oowion cosu the~ esrimuo of BST'a cost of equity is within the 1'1111&C of 14.21% 10 

14.42% and Sprillt·FL's cost of equity b within the 1'1111&e of 14.30% and 14.51%. 

Do you believe IIlii it would be reaiOOable for BST and Sprillt·FL 10 use an overall cost of 

a~pltal of 11.25% iD tbciJ' cost lt1ldles lr OOI.IIIon eosu and quarterly compound ina ldjustmcnts 

arc omitted from your cstll!llllOI7 

Yet. The reviJcd cost of c:qulty ctpilal eatlmatea for BST are l.o the l"'ll1&C of 14.21% 10 14.42% 

and are In the nap of 14.30% llld 14.51% for Sprint-FL. The same two indirect laU of 

rcaaonablencsa IIICd .bovc imply COIU of equity IIlii are within or close 10 the 1'1111&C of Ibex 

revUc:d cost of equity esrimurs for both fimu. Further, calcula!ion of the cn'Cr'&ll costs of ~tal 

for c.:b flltll In !be - IDIDDef .. dac:ribcd .bovc but usina the above revifC'd cost or equity 

ranaes ylelda 11'1111&C from 13.1S% 10 13.32% for BST and produca •1'1111&c from 13.10% 10 

13.28% for Spr:int·I'L. TbuJ, tho use of an 11.2S% cost of cnpllal by BST or Sprint-FL in their 

cost atudiea is quite COIIJei'VIIlive even In tho absence: of odjustmcn!l for Ootatlon coSII lind l'>e 

quancrly payment of cfjvidencls. 

20 A. Yes. h cloc:s. 

21 

22 

23 

24 

25 
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1 D. COll i Tba next 9roup is the saall LEC 

2 p roposal witnesses. All ot these have bean stipulated 

3 with the exception ot Oennia curry, who will teatity 

4 at the beari"9 for ALLTEL. 

5 I think the easiest thinq to do on thue 

6 would be to allow -- there aro only two a ttorneys that 

7 rapreunt th ... parties, and if tlley could present 

8 their var.a.oua parties at this ti-. Jeffry Wahlen, it 

9 be oould pruont his oliente tiret. 

10 CDXAOJI JODIO. I Kr. Wahlen. 

11 D . li&BLDI 'tee, aa ' a8. Northeast Witness 

12 Lynne Braver bad direct t .. tiaony. we would request 

13 that bar diraot t .estiaony be inserted into tho record 

14 as thou9b read. 

15 C!!1\XRM!• .70D80lll It will be so inserted. 

16 a. nar·D• She also had a ooaposite 

17 exhibit labeled LGB-1. we would l i ke to have that 

18 identified, pleau. 

C!!1\UO• .701Df80lll We will identity 1 t aa 

20 Coaposita Exhibit a. 

21 xa. waaLDI And inserted into the record . 

22 C!!1\U!QW JOJDQO. I And adaittod vitllout 

23 objection. 

24 (£xhi.bit 8 .. rked tor identification and 

25 received in evidence.) 

JI'IJ:lRlDII PUliLIC SERVICE COKMlbSIOII 
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NORTHEAST 
DOCKET NO . 980696-TP 
FILEOt 08/0l/98 

88FORJl THE FLORID,A PUBLIC S ERVI CE COMMISSION 

DIRECT TESriHONY 

OP 

LYNNE 0 . BREWER 

Pleaae atata your name, addraaa •nd poaition with Northeast 

Florida Telephone Company. Inc. ( 'Northeaat • ~r "The 

8 Cocnpany• I . 

9 

10 A . 

11 

Hy na- h Lynna o . Brewer. I am employed by Northeaat a a 

Director-Revenue Requi ramenta and Regulatory Aftai re . 

1:1 buainaaa ad.draaa ia 130 North 4"' Street, Macclenny, 

13 Plorida . 

15 Q. Pleaae give a brief d .. cr 1pt1on ot your educat1onal 

16 background and experience . 

\7 

l8 A. 

19 

I waa graduated from Rollin• College wi th a B.S . degree in 

Accounting and auaineaa Adminhtration. I have been with 

20 Northlllt tor tl\ree y111ua. and have over eight eon yean of 

21 experience in the telecommun ication• induatry . 

22 recant aaaign.ent, pr ior to joining Northeaat, waa •• a Coat 

23 Analyaia Hana;ar wich the National Exchange Carrier 

24 ~aoc:iation (NBCAI in the Atlanta regiona l off ice . I apent 

25 eleven yeara with NBCA in varioua management aaai;nmenta. 
OOCUI'(r;r 'i "l"' fq·C.\TE 

0 8 I 9 I AUG -J :: 
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1 Prior co joining NBCA, I was a Telecommunicacione Conaultanc 

2 with a consulting firm owned by TOS, Inc. I began my career 

3 in 1978 with Onited Telephone Company of Florida (now called 

4 "Sprint •) as an Accounting Clerk. While at United, I moved 

5 rapidly through this company to levels of increased 

6 responsibility during my employment. 

7 

8 Q. 

9 

10 A. 

ll 

12 

Please daacribe Norcheast. 

Northeast h a small local exchange cO<Ttpany that serves 

approximately 8, 400 access linea in Baker County, F1o~ida. 

Northaaat baa not elected price regulation and is re~tated 

13 under che COI!Iftliasion •" traditional form ot rate baiJe. rate 

14 

15 

16 Q. 

17 

18 A. 

u 

ot return regulation. Northeast haiJ two exchangeiJ . 

Whac ia the purpose of your teiJtimony? 

The purpose of my testimony is eo aeeeee eo ehe coae 

information used as inputiJ in Noreheast • a el!lbedded coat. 

20 study, des~ribe the coae IJtudy and pre11ene the resulea of 

21 chat. at.udy. 

22 

23 Q. ·Have you prepared an exhibit to accompany chis eeetimony7 

2 4 

25 A . Yea . Exhibit ___ IL08·1l is a composice exhibit consisting 

2 
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1 of two doc:uJH.IIt a, both of which were prepared under my 

2 direction and aupervieion for t.hia proceeding . The f i ret. 

3 document i s t.he embedded coat at.udy described in t.his 

4 

5 

6 

7 o. 
8 

9 A. 

10 

ll 

testimony. The second ia a document showing the deeailed 

assumptions uaed to perform t.he coat study. 

Please describe the data used i n your embedded c:oae study. 

For the embedded coat study, I used 1997 financial 

inf ormation for the regulated operations o f No•~heaat. 

Florida Telephone Compa.ny. Thirteen-month averagu for t.he 

12 period from December 31, 1996 through December 31, 199~ are 

13 reflected tor investments, reserves, and deferred income 

14 taxes. For axpe.nees and other taxes. I utilized 1997 

15 cal endar year data. Depreciation reserve and the aaaociat.ed 

16 expense balances a.re atated in accordance with the last 

17 approved depreciation rates prescribed by t he Florida Public: 

18 Service COci:Diaeion (•Florida PSC" ) in Docket 1950640-TL. 

19 The data that supports the embedded coat st.udy l• the sa.me 

20 aa that reflected in the Annual Report (PSC/AFA 18l and the 

21 Telephone Barninga Surveillance Report (PSC/AFA lSl . which 

22 are rilec1 w1t.b the Flor1c1a PSC, and the ... . , derly1ng deca uucc1 

23 to calculated tba National Exchange ca.rrier Aaacc:1ation 

24 (NECJI.l Part. 36 coat study. 

25 

l 
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Are t he rate base items and expense data ut ilized in your 

costs in the embedded study the same that. you utilized in 

3 determi ning your comp~ny's access costs for interstate 

4 

5 

6 A. 

7 

8 

9 

10 

11 

12 

13 Q. 

l4 

15 

16 A . 

17 

services you provide? 

No. For this embedded st.udy, an adjust.mont. was made to 

exclude all paystation-related COlts, since theee costs were 

inoluded in the 1997 interstate coat study submitted to 

NECA. On April 15, 1997 , then COlt I wore reclassified ae 

non-regulat.ed coneiaten~: with the f'CC' s Payatation Order in 

cc Docket 96·128. 

Have you made adjustments to your study for non-regulated or 

deregulated aervice you provide to your customers? 

Yes. Our company adheres to the FCC mandat1d rules as 

codified in the Code of Federal Regulations CCFRs) for Parts 

18 32, 36, 64 and 69. Non-regulated activities have been 

19 removed from the regulated accounts through the application 

20 of FCC Part. 64 rules. This 11 consistent with the 

21 procedure• Northeast. follows in · .1e development of its 

22 intar1tata COlt study chat is submitted to NECA . 

23 

24 Q. 

25 

What depreciation rate• did ~ou use in the study? 

• 
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We uaed the depreciation ratee l aat approved by the FPSC !or 

Northeut in Docket No . 950640-TL . 

Did you IIIOdify your •tudy to comply with the am4ll Lri:C 

company methodology in ita embedded coat atudy approach aa 

o diacueeed ia the teetimony of Hr . CUrry? 

7 

8 A. 

9 

10 

11 o. 
12 

13 

14 A. 

15 

16 

17 

18 0 

19 

20 A . 

21 

2 

23 

24 

25 

Yea. Northeaet followed the embedded coat atudy approach 

adopted by the emell LECe in thia docket. 

What ie Northeaet'e coat o! basic local t e lecommunication• 

aervice baaed on the atudy you performed? 

Baaed on Northeast • e embedded coat ecudy. which ia included 

in Exhibit (LGB-1), tho Comp&ny•e tocal embedded coate 

are $6,332,511 o r $65.87 per accaee line . 

How did you arrive at your acceae line counta7 

The average number of acceaa linea waa computed by takinJ 

the average loop count infonnation provided to NECA in the 

annual Oniverell Strviet FUnd (USFl data eubmiaeiona tor the 

1997 and 1998 fili nqe. The LECa are required to report thia 

information to NECA by July 31 o f each year . I believe that 

thia approach to determining the company'• coat on an acceaa 

5 
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1 line basis i a both reasonable a nd consistent with i ndus cry 

2 practice ! ,r this type •Of st:udy. 

3 

4 Q. 

~ 

6 A. 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Does this complete your t:eat:imony at chis t:ime? 

Yea, i t doea. 

25 ht\cJ.at-a\j1w\ M \ IItCH .tn.doc 

6 



1 a. nn.na 'l'ba next witneaa Cor 

2 Viata-11nited Telacowaunicatione ie Willi•• 

3 HUttenbower. He did not have an exhibit. We vould 

4 requut that bu taati.ony, direct taetiaony, be 

5 inserted into the record •• tbou9h raad. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

C!lDIROJI JOJDI80JI I It will be ao inaarted. 

rLORIDA ~LlC SERVICE COMMISSION 
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VISTA-UNITHO 
OJCKET NO. 980696-TP 
FILED: 08/03/98 

BRPORB TKE FLORIDA PUBLIC SERVICE COMMISSION 

DIRECT TESTIMONY 

OP 

WILLIAM D. HUTTBNHOWER 

Pleaae otate yo~r name and buaineas addreos. 

My name ia William D. Huttenhower. My businesa address io 

9 3100 Bonnet Creek Road, t.ake Buena Vista, Florida, 32830-

10 0180. 

I I 

12 Q. 

13 

14 A. 

IS 

By whom are you employed and in what capacity? 

I am employ~d by Viata-Uni ted Telecommunications ("Viota• o r 

e,he •company•) as Regulatory Affairs Manager. Hy 

16 roapeneibilitiea include liaiocn and point of contact with 

17 varioua regulat,ory agencies and entities relating to Vista's 

18 local exchange operations. Other responaibilitios include 

19 message proceaaing and tell rating, acceas revenue budgeting 

20 and forecasting and local number portability. 

21 

22 Q. Pleaae doaeribo your educat ional background and work 

23 experience . 

24 

I W!l.l gJ'td!,lal;o~ fr0111 che Univeraity of Contnl Florida in 

L_ __________________ ·------------------------------------------------------------~ 
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I 1978 with a Bachelor of Science degree in Businooe 

2 Adminhtrati.on. Prom 1973 to 1975, I worked f or General 

3 Telephone Company of Florida in inetallation and repair. I 

4 began working at Viata in 1975 in the customer service nrea , 

5 and have bold various poJitiona in finance and carrier 

6 billing areaa over the paat 23 years. 

7 

8 In addition to my education at che University of Central 

9 Florida, I have obtained apecialited training and education 

10 in the area• ot carrier access billing and coat aeparacionu . 

11 

12 o. 
13 

14 A. 

IS 

16 

17 

18 

19 

20 

21 

22 

23 o. 
24 

25 A. 

What are tha purposes of your cestimony? 

The purposes of my tea·timony are co describe Vista and to 

describe th~ inpuco Vista provided to John Scaurulakio, 

Incorporated (JSI") for use in the embedded coat scudy they 

prepared on be hal! of Vista for thia proceedi :19. That 

embedded coat study is explained in the prepared direct 

cestimony of Oaniel C. Weaver. 

Pleaaa describe Viaca . 

Vista ia a amall local exchange telecommunications carrier 

2 



2 

3 

4 

5 

6 

7 

8 

9 

10 o. 
I I 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 

24 

25 A. 

4 4 0 

within the meaning of Chapter 364, Florida Statutes. It has 

been providing local exchange telecommunications servic~s in 

its PPSC·certificated territory since it wao created in 

l97t. Viata.•s territory is in the Orlando area and includes 

a significant portion of the Orlando/1·4 reeort: and 

entertainment corridor. 

approximately 14,000 

business access lines. 

As o f June 30, 1997, Vista served 

access lines, most of which were 

Hao Vista elected price regulation os provided in Chapter 

364, Florida St:atutes? 

Yea . Viat:a is no longer regulated by the PPSC on a rate of 

r et\lrn basis. However, Vista continues t:O maintain ito 

accounting recorda in accordance with Part 32 of the Federal 

Communications Commission • s rules. and submits an annual 

cost study to the National Exchange Carriers Association 

("NECA"). 

Coat Study Input• 

Please deacribe the inputs provided by Vist:a to JSI Cor use 

in the preparation ot Vista's embedded cost study. 

The infor1:1ation and data provided by Vista to JSl is 1997 

3 



4 4 , 

hist orical •ccounting informacion con~ained in the 

2 •regulated• accounting books and records of the Company. By 

3 this I mean that we gave JSI historical data that excludes 

4 the eff ect of our activities thflt have been traditionally 

5 consider ed non·regulaced by th" FCC and the FFSC. 

6 

7 More specifically, for investment rolated accounts , such as 

8 oucs ide plant lind central office, we provided JSI with 

9 average-of-average balances for 1997. For expenses and 

10 taxes 1 Vil.lta gave JSI •regulated* expenses incurred during 

11 the 12 months in 1997. The informacion we gave eo JSI for 

12 use preparing the coot study is the same information uoed in 

13 our Part 36 Cl'at study submicted eo NECA for 1997. 

14 

15 o. 
16 

17 

18 A. 

Did che i n formation Vista gave to JSI i nclude t he 

inveatmenca and expenses assoc iated with paystations? 

Yea. The informacion provided to JSI included all 

19 payetacion·related coats. These coste were included in the 

'20 Un !!t\!QY f!\lllqtieeed to NECA. However, as of April 15, 

:2 1 1997, payetation costs were classified as non-regulated o r 

:22 de-regulated, ao JSI excluded payseation-related costa and 

:23 investments frOGI the embedded cost study performed by JSI. 

:24 

:25 o. Do the inputs provided to JSI include inveatmants and 

4 



4 4 2 

I expenses attribut~le to non-regulated or de-regulated 

2 services? 

3 

4 No. The underlying accounting i nformacion provided to JSI 

5 was prepared in a manner consistent with the Federal 

6 Communication commission (FCCI requirements outlined in che 

7 Code of Pederal P.e.gulationo (CPR I, Parts 32 and 64 . This 

8 mea.ns t hat Vis ta :Uis accounted for non- regulated activities 

9 and those activities are not reflected in the data used to 

10 prepare the embedded cost study for Viots. 

11 

12 Q. 

13 

14 

15 

16 "· 

What depreciation rates were used to compute the 

depreciation expense and reserve balances supplied by Vista 

tor use in the coat study? 

Vi sta used the depreciation rates last approved by the FPSC 

17 and used whe.n Vhta laet tiled a surveillance report with 

18 the PPSC. 

19 

20 Q. Does this cgmplote your direct teAtimony? 

21 

22 A. Yea. 

23 

24 

25 ht \ det.a\ JJ"\ v•t \b.l-cu.n. u' . 6oc: 

s 
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1 a. waBLDa The ne.xt vitneee !or 

2 Vieta-Uni~ is Dan waavar, direct teattaony only. 

3 W•'d request that his teetiaony be inserted into the 

4 record •• thouqh read. 

5 

6 

OKat•-.. 3~80.1 It Yill be so inserted. 

a. nu.ua Mr. weaver bad a c:oaposite 

7 exhibit labeled 011-1 !or Vista-United. We raquut 

8 that that be idantitie~ and inserted i nto the record . 

cwaun• JODia.a It vill be i dentified aa 

10 Coapoeita 9 and a.cblitte4 vithout objection. 

11 (Exhibit 9 aarked for identif ication and 

12 received in evidence.) 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 
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6 Q. 
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8 1\. 
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VISTA·UNITED 
DOCKET NO. 980696-TP 
PILED: 08/03/98 

BEFORE THE FLORIDA PUBLIC SeRVI CE COMMISSION 

DIRECT TeSTIMONY 

OP 

twiiEL C. WEI\VER 

Please state your name, title and business address. 

My name is Daniel c. Weaver. I am Staff Director of Revenue 

9 Requirements for John Staurulakia. Incorporated (JSI). My 

10 buoinesa addreaa ia 6315 Seabrook Road, Seabcook, Maryland 

11 20706. 

12 

13 o. 
14 

Please describe JSI. 

15 1\ . JSI is a conaulting firm sp-ecializing ln financial. 

16 management and regulatory services . JSI aaoista in the 

17 preparation and aubmiAJaion of jurisdictional cost studies 

18 and univaraal service fund data by telecommunications 

19 companies to the National Exchange Carrier 1\asociation 

20 INECI\), and routinely prepare• and files tnriffu on behalf 

21 of many telecommunication• company clients. 

22 

23 Q. Ploasa describe your educational and profoaaional 

24 background. 

25 



2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

A. 

18 o. 
19 

20 A. 

21 

22 

23 

24 o. 

25 
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After receiving a Bachelor of Science degree in Sua ineee 

Adllliniatration frOCQ Salhbury State University in 1977, I 

have had many reaponaibilitiea at JSI which include 

eepar ationa atudiea, continuing property record development 

and maintenance and my current responsibility as star t 

director tor revenue requirements. In my current position, 

I am reaponaible for the coordination and completion of 

quarterly and annual toll aeparationa atudiea Cor c l lento 

aerved from JSI headquarters. In coordinating theae 

atudiea, I interact with JSI'a Traffic and Continuing 

Property Recorda department& and oversee all aapecta ~f 

these etudiea, including detailed reviewa of the atudy work 

papers, traffic development&, catcgorizarion of control 

office and cable and wire faci.lities, Part 36/69 otudy 

modele, and revenue requirement developments . 

employed by JSt for over twenty years. 

On vhoae behalf are you teatifying? 

1 have been 

I 1111 testifying on behalf oC Vista-United Telecommunication• 

(Viata), which ia a amall local exchange company 

headquartered a t Lake Buena Viata. Florida. 

What are the purpoaaa of your testimony? 

2 



I A. 

2 

4 4 6 

The purposes ,! my testimony are to explain the colt etudy 

JSI performed on behalf of Vista for this proceeding and to 

3 prese.nt the results of that study. 

4 

5 o. Have you prepared an exhibit to accompany thio teatimony? 

6 

7 A. Yee. Bxhibit ___ (DCW· l l is a compoaite exhibit containing 

8 the coet etudy and supporting documents prepared by JSI for 

9 Vista in tb~a proceeding. The documents in my ~xhibit vere 

10 prepared by me or under my direction and supervision for 

II filing in drls proceeding, are baaed on input data provided 

12 to me by Vista, and are true and correct to the beat o! my 

13 information and belief. The input data prov1ded to mo for 

14 uae in the coat etudy iii addreaoed in the t:eot:imony of 

IS William o. Kut:t:enh~or. 

16 

17 o. 
18 

19 

20 A. 

What is the purpoee of th~ coat study you performed for 

Vista for filing in this proceeding? 

The C:OIIt et\ldy JSI prepared for Viata for thu proceeding 

21 vaa done t:o comply with new Section 364.025 (c), Florida 

22 StaLutea. That section is part of the new legislation that 

23 waa enacted as part of HB 4785. ~nder the new law, in vrder 

24 to aaaiat the Legislature in •establishing a permanent 

25 universal service mechanhm, • the Florida PubHc Sorvlce 

3 



I 

2 

3 

4 Q. 

5 

6 

7 1.. 

8 

9 

4 47 

Commission haa ~he responsibility to determine and report 

the results ot ito findinga related to total service cost. 

Please describe tbe study JSI performed for Vista and 

included in your exhibit. 

The study we prepared w&e done in a manner conoistent with 

my understanding of the specific provisions in Section 

364 . 02S (ol for amall local exchange celecommunicaciono 

10 companies. The study we prepared waa based on a fully 

II distributed allocation of embedded coats. 

12 

13 Q. Is the methodology JSI used to decermine the cost of 

14 providing basic local celec~unications services for Vista 

15 consistent with the amall loclll exchange companies 

16 methodology described in the Direct Testimony of Mr. Dennis 

17 CUrry? 

18 

19 A. Yes. 

20 

21 Q. What data did you use in the scudy JSI performed for Vista? 

22 

23 A. 1 used the tinanoial information provided to me by Vista for 

24 uae preparing the atudy. Tnat data is discussed in the 

25 teetimony of william 0. Huttenhower. ln summary, we used 

4 
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3 

4 

5 

6 o. 

7 

8 

9 

10 A. 

I 1 

12 

13 

14 

15 

16 o. 
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year-end 1997 •regulated• accounting information for Vista. 

For ir.veetnwmt related accounts. we used an average -of ­

average balance for 1997. For expenses and taxes, we uoed 

the regulated expenses incurred during 1997. 

Did you utilize the eame basis for rate base and expense 

items in your etudy that were utilized in dete~ining 

interstate acceas service costa? 

No. For the purposes of rhie study, 1 excludedl aU 

paystation-related coats . These coats were included in the 

1$97 study submitted t o NECA. As of April 15, 1997, 

payatation costs .... re classified as non-regulaced or de­

regulated, so they were excluded from the study. 

Did you make adjuacmenta tor other non-regulated or de-

17 regulated aervicea? 

18 

19 A. 

20 

21 

22 

23 o. 
24 

25 A. 

Yea. Consistent with Federal Communication Commisaion (FCC) 

requirements listed in the Code of Federal Regulations 

(CPR), Parts 32 and 64, VUT has accounted for non-regulated 

activitlea and I have excluded them from che current study . 

How did you calculate the average number of accees lines? 

I ueed the VUT average loop count that was provided to NEC'A 

5 
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1 in its annual un1ver8al servi ce fund filing for 1997 and 

2 1998. Each local exchange r'l rrier is required to provide 

3 this Worm.ation to NECA each July. This is the most 

4 consistent and unifonn approach t '"> determine the av,erage 

5 number of univeraal service aocet& lines. 

6 

7 Q. What is the coat o ! providi ng basic local telecommunications 

8 services for VUT? 

9 

10 A . 

11 

12 

VUT'a coet o f providing basic local telecommunicatio na 

services, based on a fully d i atributed allocation o! 

&h~dded costa, is $11,735,943 annually, or S65 .6S per 

13 access line per month. I have attached a summary of these 

14 costs, with the ~aeociated i nput va lues and Par~ 36 

15 co~J~putatione in 1 " i t CDCW· l l . 

16 

17 Q. 

18 

19 A. 

20 

21 

22 

23 

24 

Does this complete your direct test i mony? 

Yes . 

25 ht\(b.u\ , v\ vn\ .,..•vn . uc .Mc 

6 
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1 xa. COXI Tbe next attorney repreeenting t hQ 

2 ... 11 LBCa ia David Erwin. 

3 Ma • ...X.• ~ea. I represent four aaall 

4 LBCe, and I'll qo thro~h each o f the witneeeee tor 

5 "ch ot tho•• ooapaniea. Firat, there'• a witne=l , 

6 Xelly Goo4niqht, tor Frontier coaaunicatione ot the 

7 south. I would request that her teati.aony be inserted 

8 into the reco.:d aa t hough raa.d, and aha hae one 

9 exhibit, Which baa been identified in the prehaari nq 

10 order ae XG-1. 

11 cxann• JODSOMI we will inaert her direct 

u teatiaony into the record aa thouqh read, and identity 

13 eXhibit -- aa EXhibit 10, I quaaa it woe K0-1, a nd 

14 adait it without objection. 

15 (Exhibit 10 .. rked tor identification and 

16 reaeived in evidence.) 

17 

18 

19 

20 

21 

22 

23 

24 

25 

PLOIUDA Plf8LIC SERVICE COIOCISSIOH 
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a. Please state your name. title and buslnau address. 

2 A. My name Is Kelly M. Goodnight and my tusin.ess address ta Frontier 

3 Convnunlealiona, 180 S. Clinton Avenue, Rochester. New York 14646. 

4 My position is Senior Analytt- Regulatory Matters for the Frontier 

5 Telephone Group. 

6 

7 a. Please describe your educational and professional background. 

8 A. I am a 1987 graduiiU! of the State University of New York, College at 

9 Brockport, wtlefe I received a Bacholor of Arta degree In Accounting. 

10 From December 1g57 to October 1989, 1 was employed by Marl< IV 

11 Construction Company as a Staff Accountant. From October 1989 to 

12 February 1995, I waa employed by ComstOclc Michigan Frul1 as a Senior 

13 Accountant. I joined Frontier Communications in my present position of 

14 Senior Analyst In February 1gg5, My currcn1 responsibilities Include 

15 preparation and analysis of tariff filings, development of rate proposals. 

16 and preparation of annual financial and statistical reports for the Frontler 

17 Telephone Group. 

18 

IV a. Have you previously testified before this Comml!lslon? 

20 A. No, I have not. 

21 

22 a. On whose behatf are you testifying? 
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1 A. I am testifying on behalf of Frontier Communications of the South. Inc. 

I 
2 iFrontier"). 

3 

~ a. \Nhat ialhe purpose of your testimony? 

5 A. To present Frontier Communications of me South. Inc: a embedded cost 

8 study In this proceeding. 

7 

8 a. Does Frontier's embedded cost stU<Iy comply w ith the small company 

9 LECs' methodology for embedded cost studies as testrfied to by Mr. 

10 Dennis Curry? 

1\ A. Yea. it does. 

12 

13 a. \Nhat d 111.8 was u.ed in the embedded cost st\lldy? 

u A. The embedded cost study Is based on the 1997 regulated costs of 

15 Frontier Communications of the South, Inc. The balances for the rate 

18 base accounts ere calculated using a 12 month overage The balances 

17 for expenses and taxes are based on the year-Io-date Oecember31, 

18 1997 ending balances. 

19 

20 a. Did you utilize the aame baals for rate base arnd expense items in the 

2 1 embedded cost atudy aa are utilized in determining Interstate access 

22 service coats? 

2 
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16 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. 

a. 

A. 

a. 

A. 
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a. 
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No. For the purpoaes of the embedded cost study In this proceeding, aft 

payatatlon related costs were excluded. These costs were Included In the 

1997 8tudy submitted to the National Exchange carrier Aaaoclatlon 

('NECA 1. but as of April 15, 1997, these costa are nCtW considered to be 

non-regulated comlstent with the rules adop.ed by the FCC In its 

paystatlon order. 

How was depreciation c:aklulated for the embeddad cost study? 

Depreciation was calculated using the rates Ialit approved by the 

Commission. 

Were any adjustments made to the embedded study for non-regulalad or 

deregulated services? 

Yes. Frontier Communications of the South, Inc. utilizes the accounting 

principles under the FCC aectlons CFR Part 32. Frontier has accounted 

for non-regulated or deregulated services through the use of the Part 64 

manual whicll removes non-regulated or deregulated revenues and 

expenses from the embedded cost study. 

What are F rontler's embedded costs from the embedde..; cost study? 

Frontier Communications of the S®th, Inc.'s total embedded costa are 

$2,678,987 per year or $!58.13 per access line per month. 

3 
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a. How was tne average number of access lines calculated? 

2 A. The average access V"1e count was calculated by using the average of tlle 

3 1997 and 1998 ·category 1.3"1oops provided to NECA for It's annual 

4 Universal Service Fund filing&. The information can be found on line 070 

5 of each year's filing. This lnfotmatlon is provided to NECA annually In 

6 Juiy and Is a reaaonable and consistent approach to determine the 

7 average access line counts. 

8 

9 a. Does that conclude your testimony? 

10 A. Yes. Thank you. 



1 & , DlfXJI I N:ext t or GTC, Inc. h t he 

2 vitnua Karle Bllaer, and I vould requoat that bh 

3 tea ti.ony be inserted in the record ae though road, 

4 and he baa --

455 

5 

6 

l!DDIAII JQUaOIIa It will btl ao innrt~. 

a. DlrDII He baa one exhibit , RXE-1, vhicb 

7 ve vould requeat be a~itted i n e vi dence. 

8 ODraDJr JOJIJI80JI I Say that again. 

9 &. IDIWIJI I It ' s RHE-1. 

10 CWli"XJ• JOIDUOJII RKE- 1 will bo ldentitic•d 

11 aa Exhibit 11 and adaitted vithout obje c t ion . 

12 (Exhibit 11 aarlted t or identification and 

13 r eceived i n evidence.) 

H 
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16 

17 

19 

19 

lO 

:n 
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Q. PlaN aca .. ,.v ..-,title a.ad bu.alatU addru~. 

2 A. My rwne b R. Made E!llmer aad my buslncu llddtesJ iJ OT <Am. 502 Fifih 

3 Sueet. Port SL Joe, Florida 32456. My posilion b Director of 

4 A~ Requ!remcnu.. 

s Q. l'leaM ~ )'ftr edliGdoul ud pi'Gf_loul .. dlpv .. d. 

6 A. I am a ~ ofbodubc Univcnicy ofMlssiuippl ( 1979) wbcTe I re«ivcd a 

7 Bachelor of Bus'- Admlnittralloa dqrec in Blnkina aod Flnancc, aod lhc 

8 UniYmlly of Welt Florida (1912) wllm: lrc«ivcd • Bachelor of Arls ckam: in 

9 Ae<:ountlna. In May of 19121joinecl Southland Telephone Comp1.11y u Auditor, 

10 and mnalnecl Ulllll1914 wben l joineci!Miantown Tclcphocw: System u Rcvmuc 

II Requitemmu MIIIIF· lD 19161 wu m~ployul by OT Com flkla St. Joseph 

12 Telqlbone .t Tclqrapll Company u an anal)'llln tho: Revmuc Requircmen'-

13 !kpatlmenL in 1990 I became Accountl"i MIINiier. and In ~p1cmbcr of 1996 I 

14 assumed my cum:ot positiOCI. My cu~nt dutl~ include lhc supcrviJion of all 

IS IICCOWltina aod rcvmut ~ functionJ.Includlna monthly finarw:lal 

16 .wcmenu, CABS bUb, IIJd coa ... u.., 

17 Q. Hue yo11 prtYiouly tntlllld bdo~ tit II CoiUJiliuloo1 

18 A. Yet. 

19 Q. Oo wbott btllalfare yn tatil)tiaaf 

20 A. I am tesdfYina OCI bcbalfofOTC. inc., dlbla OT Com. 

21 Q. What Ia the pvpoee ofyov tnthaoay? 

22 A. To prexnt OT Qlm'e embedded COli tludics in thlt pcoceedina, 

·2· 

• 
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Q. 0... GTC, bt. '• eabHcled cotl atudy co•ply willa tlae llD&U tompuy 

2 LEC.' •ttltoclo!Gu for tabedded coat atudks u lcslilled to by Mr. DeDDb 

3 c.n,. for ALL TEL Corponlloef 

4 A. Yes. 

s Q. Wbat data wu uecl bl lila eabedded coal ttucty? 

6 A. The COSIS of the thrr: di\i.dOOJ ofOT Com wm: uxd. The blll11111:a for 

7 Investment relakd IICeOIIIIII are calculakd uslna a 13 moolh avmae. The 

8 bolances for wcpt:OJCI tmd wcs are bued on )Ut to dote December 3 I, 1997 

9 eo4ina t.le!'OCL 

10 Q. Did you utlllu tlteMJDe bub for nit bate .. d HJ>t1lM llmu ID lbt 

II embecklocl cotl madyu are utUlud ID dtetrmlnloaiDttntalt aeau ""'I« 

12 cotllf 

13 A. No, for the pu.rpos.cs of the embcddod rost study In lhia proceeding oil pay IIAtlon 

14 related COSIS wac cxcludocl. 

IS Q. Wtn aay adjutmesta ~~ lo tlae t•bedded ttudy for non-reaulated or 

16 dt:rtpla1ed Knic•f 

17 A. Yes. OT Com Uliliza the ICCOUDUna principlc:a under the FCC sections CFR Pllt 

18 32. The CompiiiY hu -""Cod fot the non rqulakd or dtrqulated savi«S 

19 lhrouah the ux of the Part 64 manual. 

20 Q. Wbat an GTC, loe.•a embedded tolll from the embedded coal etudy't 

21 A. OT Com'a embedded COlli are as followt: 



2 

3 

4 

s 

Tolal Embedded 

Annsel Cpst 

Sl. Joe Divisiao 

PmyDiYition s 4,130.no 

Florala Dlv!Jion (Fla. Only)$ 1.1 ?0,58'1 

Monlhly Cost 

Pet I jnc:JMMtb 

s 44.16 

s 38.07 

s 49.81 

459 

6 I ba~ att8Cbcd to my testimony • sutiUIIII)' of these cosu, with the USO(Iated 

7 inpul values and Pan 36 c:ompulltioDJ (f)r each divltion of the company,as Exhlbill I 

8 (St. Joe), 2 (Pmy) and 3 (Ficnl8). 

9 Q. How wu tbe an,...• a .. bfto or aecc:u U.c:s calc111ated? 

I 0 A. The &vaaac 111.1111Mr of 11CCC1S lloe~ was calallated usina the 1997 and 19911 

II 

12 

13 

14 

Q. 

A. 

catcaory 1.3 loop (llnc 070 of the dasa submission) provided to NECA for ill 

annuel Ualvmal Savlcc Fund fllln&J. 

Doc:s that coadacle yoar lathaoay? 

Yu.. 

... 
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1 a. DW:Oh Next h Dan Weaver tC\r ITS 

2 Teleco .. unicationa Syeteaa, Inc. I would request that 

3 bis tutiltony be inserted in the record as tllnugh 

4 read. 

5 Q10UDJI JOJDI60Jit It will be so i nserted. 

6 a. DW%111 Now, I heard Kr . Wahlen indicate 

7 that the exhibit tor Kr. Weaver, who is also 

8 testifying tor Vista, was identified aa DW-1. That's 

9 the sa .. designation given t or tho exhibit tor ITS, 

10 amd perhaps there should be a ditteront dea1qnat1on. 

11 I'a not cartaln. I don't thinlt thoy should both bo 

12 DW-1. 

13 czat•wa• JOKIBO•• We'll identity tbia one 

14 aa D. Weaver, and the nuabar la 12 , and it will be 

15 adaitted without objoctlon. 

16 (EXhibit 12 aarked tor ldentiticatlon and 

17 received in evidence.) 

18 

19 

20 

21 

22 

23 

24 
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II 

12 

I ) 

14 

IS 

16 

17 

II 

19 

20 

21 

22 

o"""' T..un-y orDclld c. w­
ITS Tclecocnmunlcatloas SfiiCIN. Inc. 4 6 2 
Florida Publlc Scnlco Commisalon Doc:td No. 9JC)696. TP 
J>oae2 

Ql: Pluu state your name, title and bUJines.s addrua. 

AI: 

Q2: 

A2: 

M y name is Oanlol C. Weaver. I am Staff' Director ofRever.oc Requirements for 

John Slllwulald.s, lncorporated (JSI). My business add/as ii631S Subrook 

Road, Subrook, Marylaod 20706. 

JSI is a consulting finn spcclallzina in fuulncial, managemcnl and regulAtory 

services. JSI assists in the pn:penstlon and submission of jwitdictioDAI cost 

stud.ies and unlvenal service 1\lad daUI to lbc National Exchange Carrier 

AssociAtion (NECA), and routinely prepetes and files tariffs on behalf of many 

clients. 

Please describe your edu~tlonal and professional badcground. 

Aller receivilli a B. S. ln Buslncas Administration from Salisbury Stole 

University in 1977,1 have bad many ruponsibilities 111 JSI which include 

sepcuntioJU studies. contlnulns property record developmenl and nutinlenance. 

and my current responsibility u staff director for revenue requirement•. In my 

current c:apaeity,l am ruponalble for the coordination and completion of 

quanerly and annualtoiiiCpll'llious ltlldies fOI' clients served from JSI 

headquancn. In eoordlnadng lbc8e atudies, I intctact with JSI 's Traffic and 

Co.ntinuing Property &eords dcpAmnents and ovenec all upects of these studies. 



Direct Tcadmot~y ol O..lel c. w­
ITS Tolccommanlc:ollocu SYJ~am,lnc. 
Florida Public: Scrvlce Oommlalon Docbt No.~ TP 
Poa•J 

includlng detailed reviews ollhc atudy woric papen, traffic developments, 

2 categorization of central office and cable and wire facilities, PIU1 36/69 Study 

463 

3 models, and revenue requirement developments. I have been employed by JSI for 

' 
6 Q3: OD whon behalf arc you tat11Yin1? 

' 
• AJ: 

9 

10 

I t Q4: 

12 

I ] A4: 

14 

IS 

16 

11 

II 

19 

20 

21 

lam tesllfyina on behalf of ITS Telccommunlaulons Systems. Inc. (ITS) 

operating In Indiantown. Florida. 

What is the purpoae or your tesllmony? 

The: purpoae of my 1CIIimooy Is to p~t the results of ITS TelecommuniCAtions 

S)'Sic:mS COJI study that Is required by HB 478S, passed by the FloridA 

Legislature, In order to assist the Legislature in M~tablishing a permanent 

uniVCRAIKrvice mcdlanism," the Pubtle Scsviee Commission has •llc: 

responsibility to dciCimine and lqlOf\ tb4: results of ia findings rcJatod to total 

service cost. 

In aceord&Doe with the speclflc proviJions ror smallloca' exchange 

tc:lccommunlc:alions companies, I have prepared a11udy idcnti fying the cost of 



l 

Direct T cstlmoa:r or o.nld c. w­
ITS Tclocommunlcollms S~ l•o. 
Florida Pllbllc Service Commllllall ~ No. 910696-Tl' .,.4 

providing buic localtclccommuniwions services based on s fully diJUibuled 

2 allocallon of embedded cosu. 

) 

4 QS: Is lho m~thodoiOJ)' you unci to detumlllc lhe ~of providllla t.ulc loc:al 

$ teloeommVDieatloDJacmca for O'S eoDIIIIt111 with the small loa~l exchange 

6 earrien methodoiOI)' d(jlcribcd Ill the Dlred Testimony of Mr. Denn!J 

1 Curry? 

• 
9 AS: Yes. 

10 

11 Q6: What data did you we In your Jtudy? 

12 

I ) A6: 

14 

I$ 

16 

17 Q7: 

18 

19 

20 A7: 

21 

22 

I used financial infomwion based on year-end 1997 "~q~ulatcd" cost of ITS. For 
.J 

' investment n~lated accounts, I UJCCI an avenge bslana for 1997. For npcnses 

nnd taxu,l used tho regulllled expenses incurred during 1997. 

Did you udUu the 1amo bub for nte bue and cxp<nJ< lremJ In your study 

cbal were utUlud In detcrmloJnalntencare atetsJ ,.rvic~ coscs? 

No. FOf tho purposes oflhL &ludy, I excluded 1111 payJtalion·rdatcd oosu. The$0 

COJIS wen: Included In the 1997 &ludy 1ubmlued 10 NECA. As of April IS, 1997. 

paystallon cosu an: now classified liS non·regulatod or dc·rt:gulau:d. 

4 64 
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' 
6 

1 

I 

9 

tO 

! ! 

12 

13 

14 

IS 

16 

17 

Dir<c1 Tcsdmony oC o.nlol C. W•vcr 
ITS Tcl.....,mWIIcalloiiJ ~ lJ>C. 

4 6 5 
Florida Mile S<Moo Co..Jmbtlon Dodtci No. 910696-n• 
Pa&c' 

Q8: 

A8: 

Q9: 

A9: 

How did you calculate the average 111umbu or ueeu lines? 

I usod the ITS aYa'llgc loop countlhlt W1IS provided to NECA in IIJ annual 

unlvcnaJ rcMCC: fund filing for 1997 Md 1998. r:ach local cxehansc C41riCT is 

requirod to provide: this information to NECA each July. This is the most 

consistent and unifonn approach to determine !he avcrase number of universal 

Wbat ls t be eott of provldln& baak local td ..,ommunlcallona atrvlcos for 

ITS? 

ITS's cost of providing basic loal tclecommunications Krviccs. based on o fully 

distributed alloation of embedded costs, is $2.946,919 annually, or $73.07 per 

neeess II no per month. I have allllehed D summary of tllC$C costs. wilh !he 

associated input valuc:s ond Pan 36 compuuuion.ll D.J Exhibit I of my testimony. 

19 Q IO: Doa tbls complete your dlrtd lml mony? 

20 

21 A IO: Yell. 

1 
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1 Ka. KRWIJI J The laat witnaaa 1a 

2 J affrey L. JIIJ\9. We ' d raquaat that hia t .. t iaony b4t 

3 inaerted in the record aa thouqh road. 

4 CDI'UI!Dlf JOIDISOJIJ It will b4t ao inaartad. 

5 D. IIWIII And Mr. Junq hi I two oxhibi~a. 

6 One haa bean idantit'iad •• JLJ-1, and tho aacond h 

7 JLJ-2. 

8 aDIRKU JOllliiSOlll It will bG marked as 

9 eospoaita Exhibit 13 and adaittad wi thout objection. 

10 G . IIJUI"tlll Thank you vary much. 

11 (l!bc.bibit 13 aarkad f o r identification and 

12 racaivad in evidence.) 

13 

H 

15 

16 

17 

18 

19 

20 

21 

22 

23 
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DIRECT TESTIMONY OF MR. J EI'F J UNG 

01'\ BEHALF OF TDS TEU:COM/QUINCY TELEPHONE 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 980696-TI' 

AUGUST 3, 1998 

7 INTRODUCTION 

8 

9 Q. PLEASE STATE YOUR NAME AND DUSLNESS ADDRESS. 

10 

4 67 

II A. My name is Jdlrey L. Jung My bu&iness address iJ 301 WCJttield Road. Mnda50n. 

11 WI. 

ll 

14 Q BY WOOM ARE YOU EMPLOYED AND IN WIIA 1' CAPACI'I'\'! 

15 

16 A. I am employed with TDS TELECOM. the Parent Company ofmS 

17 Tdecom/Quiocy Tdephone, _,a Cos1 Anai)'SIJ Manager I am rcsponsablo for 

1M ovenecing the preparation of all company cost studies and for en'unng cornphancc 

19 with Federal Communications Commiuion (FCC) and State Rules and 

20 Regulatioau 

ll 

22 Q . PLEASE PROVIDE A DESCRIPTION OF YOUR EDUCATIONAL AND 

2J EMPLOYMENT IUSTORY. 

24 

Jj A I ~ved a B.S. ~in Accounting from Lakeland College. I ha\<e au ended 



2 

l 

4 

' 
6 

7 

a 
9 

10 

I I 

12 

I J 

I~ 

IS 

16 

17 Q. 

I~ 

19 A 

2U 

21 

ll 

ll Q 

24 

2S 

numerOUJ inclusuy and financul rouraa over the course of my career 4 6 8 

I began my career in the celecommuni"tions industry with Universal Telephone 

Company in 1979 My prinwy respo!ISibtlity wu co u.scmble cost separwons 

studies DuriJ:1a the early 1980's I wu 8JVC:O addmon&l resporwlllhty in 

compiling Traffic Studies uJCd m cost studies u well u engineering and PSC 

repon., and was instrumerual in dcpi0)1"l! Uru,crsal's I" CAllS Ballang S)stcm m 

1984. I joined the TDS TELECOM team a• a coSt consultant for thor consulung 

arm in 1986 

I hi~ held variooJ potitions in TDS TELECOM Govcmm(llt and Regulatory 

Alfain Oepattment ranaing from complling costltudy informacion to ~1!108 a 

team of coli an&lysu I have also usilled the Company• s Regulatory Mana ga-s tn 

iuues relating to cost a!UJU due to rule changes. EAS procctdtng~ as wdl L' 

access iuues in a).e states we KtVc I have also had cxpcri(IICC an ~gmg n>s 

TELECOM's Acuss Billing System dunng my career at TOS TELECOM 

WHAT IS TBE PURPOSE OF YOUR n:sTIMONY! 

The purpose of my te~tlmony is to proVIde TDS TELECOM's posauon on IJJ<Jcs 

I. S(a). 6(1) and 6(<:) Addition&lly. I Will attest to the vabdny of the cost 

Information provided In TOS Telccom/Quincy Telephone's embedded study 

WHAT IS nn: DEPII«TTON OPTIJE BASIC LOCAL 

TELECOMMUNICATIONS SERVICE REt'ERR£D TO IN SECTION 

364.015(4)(b)? (!aut I) 

2 
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A Basic localtolecommiDtications seMcc is defined'" Flouda Statute lM 02 (2) 

1 as 

6 USII&O nocessaty 10 piM:e unlunnod ealls wttlun a local cxchanJ!o AI <I, d.W tone 

s "911." all locally available U>terexclungc eomp~tucs, cbrodO<)IIW~tanee. ~aiOf 

11 routes. and extended eaJlJna semce in cxatenee Of Ofdered by the comnuss1011 on Of 

12 before July I. 199S. 

11 

·~ Q FOR THE PURPOSES Of' DETERMINING THE COST 01' BASIC LOCAL 

15 TEL£COMMUNJCA TIONS SERVICE APPROPRJA TE I' OR ESTAilLISIIINC A 

lb P£AMAN£NT UNIVERSAL SERVICE l\f£CHANISM, FOR WI IICii FLORIDA 

17 LOCAL EXCHANGE COMPANIES MUST TH E COST OF BASIC LOCAl. 

II TELECOMMUNICATIONS SERVICE BE DETERMINED US II\C Tli E COST 

19 PROXY MODEL IDENTJnED AS ISSUE l! (ISSUE S4al) 

20 

21 A 

22 U!C., BdiSouth. GTE, and SprinL 

H Q DOES SECTION 364.015, fLORJDA STAnrrF.S, REQUIR E 111£ 

H COMM I.SSION TO USE Tit£ SAME PROXY MOD EL FOK UOTII LAKCa: 

) 



l A 

' 
~ 

' 
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• 
9 

10 

II 

11 

I ) 

I• 

I~ 

16 Q 

17 

18 

IY 

211 A 

II 

ll 

H 

2~ 

lS 

AND SMALL LECI? 
4 7 0 . 

No Sectioo ll t 025(c), dcuty sates that 

··tn detenninina the c:ost of proVJdJn11 basic local telocornmwucauons serVIce 

few Jll\llllocal euhan&e teleccmmurucaoons compaNet . .. tuch Sd'"' leu llw. 

I 00.000 1CCeSS hnes, the C00'111UUIOn shall 001 be ....qu.rcd 10 IUC the ~ 

proxy model sc!Kied punuan110 paraanph (b) mula m«~orusm .s 

implemented by the Federal Governmen1 for small compames. but no sooner 

Ibm IIIIUII)' I. 2001 The - shall calad&te a Pnalt local ex<Nna• 

telecommllllicabOIIS company· s con of ptOVIdtng buoc local 

tel~ servoee~ based on one of the follo"'"K opttonS 

A different proxy model. or 

2 A fully disuibu1cd allocauon of •mbcddcd costs. 

IS THE Jlt.ORlDA STATUTE CONSISTENT WITII TilE ACfiON 

TAKEN BY TOE FCC FOR DETERMINING TilE LEVEL OF 

UNIVERSAL SERVICE SUPPORT FOR RURAL OR SMALL LECs? 

Yea In the FC( .. "'• ~11 and Onlcr on Docket No 96-4S. wucd May 8. 1997. 

the FCC ttatcd llw rural caniers will besm reooVJngsuppon based on proxy 

modela only when the FCC hu IUffic:ocntly valodllcd t.IAI pro~y models for rural 

casricn produce resulu tba1 are JUffic::icn1 and prcdiclable. bul no earlier tban 

January I, 2001. Funher. tbe FCC adoplcd 1he Joonl Board"s recommenda1oon ll> 

eaablish a lUk force 10 apeciflC&Ily study I he devclopmenl and onopact of suppon 

• 



meehaniJmJ incorporating forwud-lookin11 economic principl~s for rural carroors 
47 1 

2 Q WHAT IS TilE STATUS 0 1-' TUE f EDERAL RURAL TASK FORCE! 

} 

~ A On July I, 1998, 1M FCC iuucd ns Pubhc Notice announcmglhc SC\'COit'<'n 

5 memben usi(ltlcd 10 lhc Rural Task Force. Tho sevenlecn-membcr 1a1k force 11 

6 responsible for IIUCiylna lhe esublishmcnt of a for ,,ard-look1ng econom1c cos1 

1 IMChanism for rural telephone carrim Tho priffi111'Y purpose of I he laJk force 11 

1 to consider wbetber a fofwud.looking economic coJI mechanism for rural camm 

Y should have a platform cluiflll feature or 1nput values lhal ue diff~cn1 from 1hos.e 

Ill thai ue appropriate f~~r DOO-Ntal carriers Tbc task force will alJO COI!Sida the 

11 appropriate timing oftbe lt&IIJitloo to the forward-looking mechanism l'hc 1ask 

11 force will p~t ica rCCOIIIIIIend.alto the Joint BO&Id witlun nine months afta 

11 the rlate on wbic:h the FCC lmplemenca a forward-look.ing mechanism for non-rural 

u tlUTI~· 

IS 

11, Q IS TDS T EI.ECOMIQUINCV CLASSIFIED AS RURAL CARRiE R! 

11 

I" A Ya In r.a all the small L.EC's operatlna 1n Flond.t arc class. fled as rural camns 

IY under the definition oflhc Telecornmunicatioos Act of 1996 

.!0 

21 Q FOR PURPOSES OF DETERMINING THE COST OF BASIC LOC'A L 

n TELECOMM UNICATIONS SERVICE APPROPRIATE fOR 

21 ESTABLISHING A PERMANENT UNIVERSAL SERVICE MECUAN ISM, 

I I SHOULD THE COST O F BASJC LOCAL TELECOM,\IUNICA TJONS 

H SERVICE FOR EACH OF Til t LECs TIIAT SERVE FEWER TII AN 
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J 
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' 
6 

7 

• 
v 

10 

II 

11 

ll 

.. 
" 
lr 

17 

I~ 

IV 

.!0 

11 

22 

21 

l • 

H 

A 

Q 

A 

Q. 

A 

Q. 

100,000 ACCESS UNtS 8£ COMPUTED USING THE COST PROXY 

MODEL IDENTIFIED lN ISSUE 1 Wf'nl THE INPUT VALUES 

ID£NTIFIED IN lSSUJ: 4! (lSSUtS 6(a) ud 6(c)) 

No The COJt of~ local tdcc:ommunic:•uons .crvio:c for each I..I!C 1ha1 set\« 

fewer !han 100,000 ICCCSS liDa should be dC'Ietmul«< b.ued on~~ ~mbcddcd C:O>I 

model pi'C$CIIlcd in lhc testimony of Mr Dennis Curry 

flAS TDS TELECOM/QUINCY TELEPHONE PREPARED AN 

EMBEDDED COST STUDY FOR TUIS PROCEEDING! 

Yes 

PLEASE DESCJUB£ THE DATA USED fN YO UR EMBEDDED COST 

STUDY • 

For our cost study. I utibzcd ~ flll&nCW onformaloon based on 1hc 1997 cosu "c 

incurred in~ rqulalcd opc:ratio113 ofTOS Tclecom/Quincy Telephone For 

lnvCSiment rdatAxl ~IJ I utcd a Decanbcr ll, 1996 and O«nnbcr J I, 1997 

Avet11ge BallliGC For e:xpenJeJ and 1axcs I u1ihzcd 1hc calcndu )'tar rcgub1cd 

expenses 1oc:urml durina 1997 The daiA used an 1~ Sludy is~ con.Wcnl "'lh 

1hc approach 1ha1 il utilized for Rate of Return cooo 1• 1111C:S wilh 1hol commi.sion on 

local r&lc caJeS u well as~ FCC an dC'Icmurung our ln1cn1 lc Acccu RA1cs 

ARE THE RATE BASE ITEMS AND EXPENSE DATA UTILIZED IN 

YOUR COSTS lN Ttlt EMBEDDED STUDY Ttl£ SAM£ Ttl AT YOll 
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tl Q. 

11 
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IS A. 

t6 

11 

tK Q. 

t~ 

20 

21 

22 A 

2J 

H 

11 

4 7 3 
U11L1Z.ED IN DETERMINING YOUR COMPANY'S ACCt:SS COSTS 

FOR INTERSTATE SERVICES YOU PROVIOE! 

No. In our embedded COlt swdy for thiJ proceeding. I m.1de an adjustme01 to 

exclude all payatation related COJIJ from this study, since these costJ were mcluded 

in the 1997 swdy submitted to the National Exchange Carrier As$0CIAUon 

(NECA) Afta" April IS, 1997 these costs would now be considered as ocn-

regulated activity coni.rient with the rules adopted in the FCC payllation order 

This is consistent with the caminSJ SUf\'etllance reports we have provided to the 

colllJlliJSion during 1997. 

WHAT DEPRECIATION RATES WERE USED 11'1 TUE EMBEDDED 

MODEL! 

The model utilizes the latest depreciation ralcs whicb were approved by the 

Comm!Nion in July of 1996. 

DAVE YOU MAD£ ADJllSTMENTS TO ' 'OUR STUDY FOR NO:"'­

RECULATED OR DEREGULATED SERVICE YOU PROVIDE 1'0 YOUR 

CUSTOMERSf 

Y cs I have. Our company utili.zu accounting princ:iplcs under the FCC ~~«tioru 

CFR Pan 32, and have a<:COUntcd for non-resulatcd activitiuthroush the usc of 

our Part 64 manual whicb remoVe4 non-resulated activity from the embedded 

t~udy 

1 



Q. 

2 

1 

G 

7 Q. 

47 4 
DID YOU MODIFY YOUR STUDY TO COMPLY WITII Tli E SMALL 

U:C COMPAJ'iY METHODOLOGY IN ITS EMBEDDED COST STUDY 

A1PR0ACtl AS MR. CU RRY TESTIFIED! 

WHAT ARE YO UR EMBEDDED COSTS AT QUINCY DASE D ON YOUR 

8 EMB£DDED COSTS METHODOLOGY TltAT YOU II AVE UTILIZED! 

Our annual embedded C01U at TDS Telecom/Qumcy Telephone &IC S6,97S.SOO , .. 

II $44 39 per ~ Unc per month. I have auached Exhibits I and 2 which 

11 summarize and deull the embedded costs ofTDS Telecom/()\uncy Telephone 

11 

.. Q. II OW DID YOU A.RRJVF. AT YO UR ACCESS LIN E COUNTS! 

I) 

16 A In order 10 determine the 1\crage number ofhnes, I uuhud the luop coun1 

17 tnformaiiOn thai wu prov~ded to NECA m rll annual UnJ\'cnal Senic" Fund 

IN (USP) foritl 1997 and 1998 filiogJ The loops utllil'.ed arc Catci!O'Y I J Loop$ 

I~ and can be found on ltne 70 of the ltl1ltW US F submwion 10 NECA The rndustf) 

211 provid~ thiJ information 10 NECA each July I belre'c thatthr1111 reasonable 

21 and coiW51cnl approach tn dctcrmirung the c:ompany' s coli on an access lrnc baJJ< 

22 

21 

H Q. DOES TillS COMl'LET£ YOUR TESTIMONY AT T illS 1'11\1 E! 

lb 
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17 
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22 

A Yes it does. 
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a . OOZI Statt 1\aa ona preliainary aatte.r 

r~ardinq stipulation ot the ottioial reooqnition liat 

and aoae exhibits. But before that, it aiqht be 

appropriate tor the parties to bring up any 

preliai.nary aatt-• that th.ey aiqht have to raiaa. 

cwax•wa. Ja1»10•1 Any other preliainary 

aatte.ra troa llle pa.rtiu? Mr. Hatch? 

xa. _.Teal Yes, aa•aa, there 's one. On 

Friday A'1'4T tiled ao .. a~;ppleaental rebuttal of 

Ma. Catherina Petzinqer. In addition to that, we aleo 

tiled, accoapanyinq that, a copy o t the aotion to 

aooopt the aupplelllental rebuttal teatblony. 

The baaia ot the euppleaental teati•ony, aa 

explained in the action and I have eoaa copies that 

I could paea out to you it you'd like -- the real 

abort anaver it you read throuqh it ia that this 

proceadinq haa bean conducted on a vary expedited tiDe 

traae. EVerybody ia aware ot that, and everybody 

anarea that burden. 

Nben direct to.atiaony waa t ilad in this 

prooeadinq, Cethy Petdnqer, vno is our SCIS avitohinq 

coat expert, laaec11ately beqan revievinq the 

intoraation of all the parties and propounded aou 

diacovary that vaa aarved upon Ball~outh, 

ban4-<lal1verad on AuCJUat the 5th. 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 BallSoutb responded on Auquat the 28th, and 

2 1n their r .. ponaa 1a -- bacauaa tbla ~• daalinq with 

3 scxs and avitcb vandor contract i nformation, this ie 

4 sort ot qenerally considered in a different claaa ot 

5 confidential intonaation. This 1a intonaation you can 

6 ••• only it you qo to Bell&outh'a preaiaea, in this 

1 caae i n Atlanta, to view those contracts. 

8 I worked vith Hr. carver throuqb various 

9 aeana and aachinationa to tiqura out a vay to qat this 

10 inforaation to Ha. Patzinqer, bUt basically the only 

11 way tbat abe could qat it waa to co- to Atlanta and 

1.2 vi- the docuaenta. And in addition t<> that, ot 

13 course, it alae requires a aee<>nd proprietary 

14 aqre ... nt that ia specific to the SCI& vendor and the 

15 switch vendor contract intoraation dealinq with 

16 coapetitiva inforaation and eo forth. 

17 Ha. Patltinqer was finally able to view those 

18 docuaenu laat Kon.day and diacoverod eoao inforaotion 

19 there that ia bi9hly relevant to this procoedinq . Tho 

20 inforaation ia confidential, so I cannot disclose it 

21 on the record. She obtained certain extracts of paqee 

22 fro• tbeir aoat currant switch vendor contracts, and 

23 that ia ea-ntially what her teatiaony is raqardinq, 

24 alonq with the exhibits, froa the switch vendor 

25 contraota that aha baa supplied on Friday. 

FLORIDA PUBLIC SERVICE COKHIBSIOH 
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1 Eaa'\ntially, tlla bottoa line, co .. iaaionara, 

2 ia that tbaro vaa juat no poaalbla way that aha could 

3 viait BellSOUth'• pra.ta .. , gat all tllat intoraation 

4 coabined, and file rabutt.l on S.pteaber the 2nd. 

5 I~'• juat pbyaically iapoaaible to do . 

6 M!llt•n• .:JOJDUOJII Thank you. Any reaponae 

7 to the aotion to accept aupplaaantal rebuttal? 

8 D. CUVDt In general we don't have an 

9 objection. Howavar, tllara ia one concern I want to 

10 raiaa. &ecauaa Ma. Patzlnga.r • a taatiaony relies 

11 heavily on confidential intoraation, tllare vera aany, 

12 aany blank• in it. So what va have tried to do ia go 

ll through and aort ot loolc at the underlying documents 

U that aha reviewed and aatch it up ao that we could 

15 raapond. 

16 I tbinlc va will be able to deal with it 

17 without prejudice, but it's taking aome ti .. to go 

18 through everything ahe ' a tiled. So 1 would juat like 

19 to r eaerve tlle option ot objecting it, aa we go 

20 turtbar into it, it looX. like thare•a aoaa prejudice, 

21 becauae - don't have tiaa to raapond to aoaathinq. 

22 But generally apoalcinq, I don ' t anticipate that that 

23 will be tha caaa. 

24 

25 

~ .:JOKMIOWI Okay. Mr. Hatch? 

D. KlTCBt That•a tina. 
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1 mo,npw JOD8011a we will -- I queaa at the 

2 poi nt that the vitneae come• forwar d, ill that when 

3 ve' 11 clo all of the neceaaary 

4 D. llllt'Ca l I voul.l aaauae that • a correct, 

5 or at aome point it BellBouth oo• •• to the point where 

6 they need to r&Ue it, they can. 

7 Clla.IIUI:AJI J OD&o• • Okay. Very well. Show a 

8 preliain&ry acceptance. 

9 Anythinq alae f roa the parties? (No 

10 r eaponae.) 

ll a . coxa Seeing nothing fro• the parties, 

12 staff hea aevaral thinqa, baaically roqardinq 

13 atipulationa tbat ve 've -- at leaat our u.nderatandinc; 

14 we've co- to eqre ... nt vith the partiea on. 

15 Tho firat ia with regard to the official 

16 recognition list, that staff aaked that the Coaaieeion 

17 take official reooqnition ot varioua other state 

18 comaieeion utility - - atate utility ooaaieaion orders, 

19 YCC ordara, FCC public not i ce, coaaenta to the FCC, as 

20 well 01 an rcc newa rd••••· An4 ntner than eat up 

21 valuable tiae at the hearing reading that list, I 

22 would auqqeat aaybe that we MArk tbie aa an exhibit 

23 and move it i nto the record at thia time. 

24 mpn!CJI• JOD80II& We'll aark i t aa 

25 Exhibit 14, abort title, •ottioial rec()9n1tion liat, • 
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1 and ahov it adaitted vithout objection. 

2 (!xhibit 14 .arked tor identitication and 

3 received in evidence.) 

4 xa. COl i Sta.tt toea alao reached 

5 stipulation., ve believe, on varioua discovery 

6 r eaponau an4 the deposition tra.n.cripts ot witnooaes 

7 tha t are a part ot this proceeding that have bean 

8 depoaed, and at thia tiae we'd like to go through 

9 thoae atipulated exbibita. 

10 Nov aoae ot -- let ae clarity that. As I 

11 underatan4 it, ve 1 ve stipulated all the tteposition 

12 tran.cripta, but ve thought it aiqht be aoro 

13 appropriate to raiee tbe deposition tranacripta as 

14 exhibita vhan the actual vitnesaes caeo torvard. 

15 At this ti~~e va would only ant.er in the 

16 exhlbita t or the tran.cripts tor those vitnaaaea that 

17 are not appearing today. 

18 CltUIUIAJf JOJDI801h Okay. 

19 xa. COli I'll a tart with the depodtion 

20 transcripts. The tirat exhibit ia th4 depoaition 

21 tranacript ot Michael Majorca, Jr. tor AT,T, and it ' • 

22 identified •• KJK•13, and it includea the Late-tiled 

23 Depoa1t1on !xbibita No. 1 through 72, eo I guaaa it 

24 ahould be coneidered a coa~poaite exhibit. 

25 CDlllDII JOJDIBOIII We ' ll identity it aa 15. 
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1 (Exhibit 15 aarkad for identification.) 

2 IOl. COlts The next exhibit ia tho deposition 

3 transcript for AT~T/MCI kitna•a John Kirachleitar. It 

4 i ncludes the deposition transcri~t aa vall aa 

5 Lot.a~tiled Deposition BX.hi.bita 1 through 5, It would 

6 alao be a caapoaita exhibit. It's identified as 

7 .:m- 14. 

8 CDXKXAII JOJD180ll: We ' ll identify 1 t ,,a 

9 c~poaita Exhibit 16 . 

10 (Exhibit 16 aa.rltad tor idantitication.) 

11 IOl . coxs The next is David cunninqhaa f or 

12 BallSouth. It ' s deposition transcript and Lata-tiled 

13 Deposition Exhibit No. 1. It's identified as GDC-5 . 

14 

15 as 11. 

CDXUU JOJDISOJII We will identity th.at one 

16 (Exhibit 17 aarked tor identiticat i Jn.) 

17 IOl . COXI The noxt exhibit ia tor Kelly 

18 Goodniqbt, Frontier. It ' s her deposition transcript 

19 and lata-tiled deposition exhibits. Those have not 

20 yet been tiled, but would ~ lncl~dad; and the 

21 idantitication ia KG- 3. 

22 CBAXUU JOBMSOJis So do we need to identify 

33 this aa a late-tiled? 

24 xa. coxs Well . part ot it's late-tiled and 

25 part of it ia not. There will be several or the 
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2 lata- filode ae ot yet. We do have the tranacripte, 

3 but not all of the late-filed exhibits . 
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4 C!JI&XJIDJI JODIIOJI I The docU»ent that I have 

5 aaya thAt the October depoaition transcript ie not yet 

6 available and the late-filed deposition --

7 JO. COlt t Ok.ay. That '• correc t on thh one. 

8 I ' a eorry. Yea, that's correct. 

9 conxu JOJDQIOiila so I'll just aark it ee a 

10 late-filed . 

11 .a. COla That would be tine. Y~e. that 

12 would be appropriate. 

13 Cli1IIUOJI JOlDIBOiil l La ta-t il.ed 18, ond the 

14 ehort title ie KQ-2. 

15 (Lata-Filed Exhibit 18 idanti tiad.) 

16 Ka. COl:& The next would oho be a 

17 late-filed exhibit, and that's the dapoeition 

18 transcript for Mark Ellaer of GTC, and it also 

19 i ncludee hie leta-filed deposition transcript which 

20 also haa "ot yet been tiled. 

21 conniJI .70BJ180lll We'll identity it ae 

22 RME-2. 

23 

24 

25 

Ka. C0%1 Yea. 

conn• Jomrao•• Lattt-f iled 19. 

(Late-Yiled Exhibit 19 identified . ) 
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1 a . COil The next is GTE witness Allen 

2 sovaraiqn, identified a e AES-8. That wae hie 

3 cSaposition transcript and Lata-filed Deposition 

4 Exhibits Noa. 1 tbrou9b 5 . It will be a co•poaite 

5 eXhibit. 

6 ClllU1UQJI J OIDIIOJI I We' 11 identity thie as 

7 20, eo.poaita Exhibit AES-8. 

8 D. COil Y ... 

9 (Exhibit 20 marked for idantiticetion.J 

10 a . COl i The next is tho witness 1a James 

11 VancSar Waide, GTE, identified as JVW-6, and it is also 

12 the deposition transcript as well as the X...ta-f ile<l 

13 Deposition Exhibit No. 1, which was not tiled at tho 

14 tlae of copyinq, thou9h, but I believe has been tiled 

15 since. So it is not a late-filed exhibit. I think we 

16 have overythinq. 

17 C'D"OW .JOIDII0•1 Oltay. We have tho en tiro 

18 exhibit tor JVW-67 

19 XR. COil We do havo a copy. It's not in 

20 the packet, but ve can ..Xs that available i f somaona 

2 1 needs it. It ' s JVW-6. 

22 C'QD!OW .JOJDIIOJI I We'll aark that :11. 

23 (Exhibit 21 •arked tor identification.) 

2 4 a . COX a ~ next is witness Lynn Brewer 

25 tor Northeast. It's iellantitiecS as LGB-2, deposition 
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1 tranacript and late- tiled depodtion exhibita. 

2 Neither b 've been filed, eo it would bo a lato-tilod 

3 exhibit. 

mon•u JOlOIIOJII 'Jlcay. we' 11 aarlc that 

5 LGB- 2, Late•tiled 22, 

6 (Late-Piled Exhibit 22 identified.) 

7 a. COX1 The next ie Jaffrey Jung tor TDS, 

8 identi~ied a. JLJ-3. It's hia deposition transcript 

9 which ie not yet been tiled, aa well aa his lato-:i led 

10 d.epoeition exhibito, which 1\ae not yet been tiled. So 

11 thie would be a late-tiled exhibit. 

12 anno• JOlOIIOJII We'll identity it 

13 Late-tiled 23. 

14 (Late- Piled Exhibit 23 identified .) 

15 .a. COX1 The next ie Randall Billingeloy, 

16 Sprint. Sprint and BellSOUth, actually. The 

17 identification ie RSB-25, and it is tho depoeition 

18 traneoript ae vall ae tbe Late-tiled Depoeition 

19 EKbibit 1, vl\ich ie not included vith the paclcot 

20 beoau•• it wee quite voluainoua, but ve do hovo 

21 copies. 

22 anxa••• J~o•• We' l l identity it aa 

23 Coapoeite 24. 

24 (&xbibit 34 .. rlced for identification.) 

25 aat. COXJ The next exhibit ie Bill 
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1 Huttenhover tor Vista, identified aa BK-1, and thia 1• 

2 th.e depoaition tranacri.pt and late-tiled exhibit., 

3 neither of which were available at the tiae ot 

4 copyin9, ao tht. would be e late- tiled exhibit. 

5 cnnn.w JOJDISOJi a Marked as Late- tiled 25. 

6 (Late-Piled Exbib~t 25 identif ied.) 

7 IGl. coxa AncS the laat ot the depoaition 

8 trenacripte will be Daniel Weaver, Viata/ITS. I t'o 

9 identified ~ DN-2, and it'• the depoaition transcript 

lO and late-tiled depoait ion oxbibito, nono ot which have 

11 been available, ao thia would be a late-tiled exhibi t. 

12 cnuD• JODIOJ!a lfe'll aark it 

13 Late- tiled 26, ow-:a. 

U (Late-Piled Exhibit 26 identitiod.) 

15 a . 11UL¥11a Bxcuoe ae. Did we decide on 

16 one tranaor ipt or two tor Weaver, deposition? 

17 u. COlla It will be one exhi bit. I think 

18 ve did thea aa tvo at the actual deposition, but it 

19 will be one exhibit. 

2 o IGl. nm,JD!a Okay. Aa lonq a a th.e record 1a 

21 clear that both tranacripto are --

22 D. coxa Kr. wuver ia repreaentinq Viata 

23 and ITS. 

24 cpnwaw JOIDIIOJia Okay. Thank you t or that 

25 claritioation. 
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1 xa COX1 Staff would oak juat to keep 

2 everything in Una if we could go ahead and aove thoae 

3 axhibita in at thia tiJM, and that would be, I quaaa, 

4 atarting vith - -

5 ('Jt't•n• Jouao•• Show 1 5, 16 and 11 

6 adaittad vithout objection. 

1 (Exhibita 1!5, 16, and 17 received in 

8 avidanca.) 

9 CD%JU(AII JOJDISo•• 18 and 19 a re lata-tiled. 

10 Show :10 adllittad vithout objection, 21 adJaittad 

1 1 without objection. 

12 (Ellblbita 20 and 21 received in evidence. ) 

13 CD%~ JOJDISall 22 and 23 are late-filed. 

14 Show 24 adaitted vithout objection . 

15 (Exhlbit 24 recaivad in evidence . ) 

16 ca•rawa• JOJDISOM• 25 and 26 are late-fil~d . 

17 u. COS1 The laat preliainary Dotter wa 

18 have ia r egarding atipulationa on varioua discovery 

19 that waa filed, diecovery reaponaoa that wore tiled. 

20 Ar~ the firat ia identif ied aa stip-1 and the party is 

21 ALLTELI includes r aaponeea to Staff'• first aet of 

22 i nterrog.atoriu, Statt•a aaoond eat o f 

23 intarrogatoriaa, Statt •a t h i rd aat of lnterrogatoriaa, 

:14 and a l ao the ruponae t o Staff • a data raquoata in tho 

25 apacial project, and it'a identified aa Stip-1. 
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1 ca&X .... JOIDI&a.t Short titled Stip-1, and 

2 it will be c~•ite Exhibit 27. 

3 (!Xhibit 27 aarked tor identitioation.) 

4 D . COlU Juat tor olaritication, at thia 

5 pcint ao .. of tb .. e exhibits do contain contidential 

6 uteriel, and the copi•• that havP been provided vbicb 

7 are out nov are redacted copiea. we do have tho 

8 confidential ini'oraation available tor the 

9 Caa.ieaionere, it neoo•eary. 

10 MOJP!Q. JOIDIIOlh Okay. 

11 a. nm.q, Doea thia one have contidontial 

12 etutt in it? 

13 xa. COlt we don•~ believe thoro wore any on 

14 thie particular e.xbibit. 

15 u. nm.Dt Okay. 

16 D. COlt The next exhibit ia Stip-2 . Tho 

17 party ie AT,T, and it contain• 10 roapon••• to 

18 interrogatories and POD raquaete that AT'T reaponded 

19 to. 

lO cxare~ JOKa80Ja We'll i~entiCy thia at 

21 Stip-2, and it 'e coapoaite 28. 

22 (Exhibit 28 CArked tor identification.) 

23 D. 0011 Tho next exhibit ia Stip-l, Tho 

24 party ie AT6T and HCI, and tboir roaponaea to starr •a 

25 tirat raquaat tor PODe aa well ae roaponeos to starr•a 
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1 tiret eet ot interroqatoriee; and that ~aa Stip-3. 

2 mpnpw JODBOIIa Id.entitied as 

3 cowpoeite 29, Stip-3. 

4 (bhibit 29 •arlted. tor id.entitication.) 

5 KR. coza The next ia Stip-4 . The party is 

6 BellSouth, and. it includ.ee 12 different ita .. in this 

7 co•poaite exh.ibit; respo.naae to Starr interroqator iea 

a and. POD requea~, aa ~ell aa reaponaes to 

9 i nterroqatory and. POD requasta from AT&T, and also 

10 re~neea to Staff'• data raqueat in the special 

11 project. And that waa Stip-4. 

1:1 CBADIUJI JOJDISOII a ShoW it ide.ntitied aa 

13 Composite Exhibit 30, Stip-4. 

14 (Exhibit 30 aarlted tor identification.) 

15 xa. coxa The fifth exhibit here in this 

16 line of etipulationa ie Stip-5, and the party J.a FCCA. 

17 It includes raaponaea to starr•a first and oaoond aet 

18 ot interroqatoriea aa well aa reeponaes to Starc•a 

19 tirat requeat tor PODa. Stip-5. 

20 Cllli.XRDP JOBliiSOJfl It will be C011pcdte 31, 

21 Stip-5. 

22 (Exhibit 31 aarlta4 tor identification.) 

23 a. coxa Next exhibit ia Stip-6. The party 

24 ie the PCTA, and. it'e raaponaea to start•• tirat aet 

25 ot interroqatoriea. 
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1 C'QTDMI M JOIIXSOlh It will be identified U 

2 Bxbibit 32. 

3 (Bxbiblt 32 marked tor identlticatlon.) 

4 KR. COXa Tbe next ia stip-7. The party ia 

5 Frontier. It includes responses to Staff's tirot ••t 
6 ot i .ntarroqatoriea, star t •a aecond eat of 

7 int.rroqe toriea, a.nd the r eaponee to Staf f 'a data 

8 requeata in t.le apaciall project. 

9 ClD.lUU JOJDISOVa It will be idontir led aa 

10 33 , and it'a coapoaite Stip-7. 

11 (Bxbibit 33 marked tor identification . ) 

12 KR. coxa Tba next exhibit ia Stip-8. The 

13 party ia GTC, and it includes reeponaes to Staff's 

14 tirat and aeoond and third aet of interroqatoriea, as 

15 well as Start•• tirat request tor PODs, and the 

16 reaponsea al.ao to Starr's data requests in the special 

17 project. Stip-e. 

18 cnn111v JODBOVa It will be i dentified 

19 aa 34. 

20 (Exhibit 3• merked tor identification.) 

21 KR. coxa The next ie Btip-9. The party is 

22 OT!, and tllaro are varioua roaponaes to l 

23 interroqatoriea and PODs a ubaittod to GTE by the Stare 

24 aa vall •• by AT~. 

25 QDD¥1¥ JOJDIS0¥1 <:oaposite 35. 
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1 (Exhibit 35 aarked for identification.) 

2 Kl. coxa Juat to note, there wore alec ooac 

3 on the bao)t of the cover, juat to indicate that it 

4 alao did include the reaponc.a to the data request in 

5 the apeoial project. 

6 The next ia Stip-10. The party ie ITS. It 

7 incluclea ruponaaa to Staff ' • tirat aet of 

8 intarroqatorioa, csocond aot of intorroqatoriee, ae 

9 well aa Stoff 'e first request tor PODa and reaponaoa 

10 to the data raquoat in tho apooial project. 

11 ca•raKI• JOX.IO•c coapoai~~ Stip-10 will be 

12 idontifiecl aa 36. 

13 (Exhibit 36 aarked for identification.) 

Kl. COXI Tha next h Stip-11. The party ia 

15 KCI. It i ncludes roaponaea to Staff'• firat, aecond, 

16 and third oat of intarroqetorioa and Staff' a tirat and 

17 aocond aot of POD requeata. 

18 cparpM)W JOBXIOMI It will be idontitiod aa 

19 37, and it'a --that vaa Stip-11. 

lO (Bxll1b1t 37 urli:ed Cor 1dent1C1oot1on .) 

Kl. COXI The next ia Stip-\2. The party is 

22 Northeast. It include• st.atf ' a -- roaponaea to 

23 staff '• firat and -- aet of Intarrogatoriea aa woll as 

24 reaponaea to the deta request in the special project; 

25 and thet vao Stip-12. 
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1 mpnnw JODaOIIa wa •ll ••r~ it 38, and 

2 that vaa co~aite Stlp-12. 

3 (!Xhibit 38 aar~ed for identlt !cation.) 

4 xa. ca&a Tha naKt ia Stip-13. The Party ia 

!I Sprint. It inoludaa reapona .. to Stdt'a 

6 interrOCJatoriaa and POD raquuta. It alao includaa 

7 raaponaaa to the P'Cl'A'a intarrOCJatoriae and POD 

8 raquaata, and it includaa raaponaee to the data 

9 raqueata in the apecial project. 

10 caax• ... Ja..ao•a Co•poaita Stip-13 vill ba 

11 Exhibit 39. 

12 (Exhibit 39 aar~ed for ldantlficatlon.) 

xa. coxa Tha next ia Stlp-14. The party ia 

14 TDS. It include& Statt•a -- reaponaea to Staff'• 

15 tirat and aacond eat of lntarro;atoriaa and the 

16 raaponsa to the Steff date raquaat in the apecial 

17 project. Sti, 

liS owtn"'• JOJDIIO• • Short titled coapoaite 

19 stip-14 ia identified •• Exhibit 40. 

20 (!xbibit 40 aarlted Cor identification.) 

21 xa. coza ~ the laat one ia Stlp-15. The 

22 party ia Viata•United. lt 1no 1udaa raeponaaa to 

23 Staff'• firat eat of lntarro;atoriaa and aacond eat or 

24 interrOCJetorlaa and raaponaaa to Staff ' • data raquaat 

:s in ~· apeoial project. 
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1 CD%liDJI .rouecuu That will be 41 , and it'e 

2 CoJ~~poaite Stip-15. 

l 

4 

(EXhibit U .arxecS tor identification.) 

KR. COSI Staff woul~ aax that we aove 

5 Stip-1 throUIJ'b 15 into the record at thia tiae. 

6 mr:uapy .TOJDdOIII Oxey. Exhibita 27 

7 through 41 vill bo adaitted without objection. 

8 (BXhi,bita 27-41 receivecS in evidence.) 

9 KR. coxa That conoludea Staff's preliainary 

10 aattara. llaarlng nothing acre fro• the partiee, I 

11 believe we're ready for opening prasentationCJ. 

12 At this time it va could ask that the 

13 attorney• at the table could taxa a seat at the 

14 audience eo that the co .. issionars aiqht be able to 

15 sit ln the front row to view the presentation. 

16 The preaentatione will start with the aido 

17 repreaentinq the BCPM modal . That will be an hour 

18 presentation followed by o opportunity f or questionin<J 

19 by the Commiaeion and the Staff, and followinq that 

20 will be the preaentation on the Hatfie: d model, alao 

21 with an hour tiae liait, followed by queetioninq by 

22 the Coaaiaaion and the Staff. 

23 oa. 8'n.11lJta Good morninq . Ky name ie 

24 Brian, Brian Stelhr. I'a an econoalat. I work for 

25 Sprint . I'a qled you all are aittinq ther e, beoauae 
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4 

6 

7 

8 

' Ul 

I ' ve qot a lot to ahov you up hare. 

'l'ba r e ason I ' a here this aorninq is on 

behalf of Sprint and 8al1South and GTE, and I' h qoinq 

to taLk a little bit about the .OOal that thoee three 

coapani .. are putting t ortb ae the proper aathodoloqy 

to uee for aatiaatinq coat& tor purpoeae or axplioit 

universal earviea eupport calculation in Plorlda. 

Now, t undarat,and va 've qot a raw qround 

9 rulaa with r egard to tbaaa presentations. We 

10 praaentere vera euppoaad t<) talk about our aodal. 

11 We're not auppoead to talk abOut the othor quy's 

12 .OOal, and va•ra not euppoeecS to compare our model to 

13 their aodel, eo that ' a not what I ' • qoing t:o do. 

14 I •a goinq to take a kind ot a three-step 

15 approach bare. Firat l ' a qoing to talk a little bit 

16 abOut vbat the aodal does; then spend a little bit of 

17 ti .. taLking abOut bow it doeo what it doaa ; and, 

18 finally, I'a goinq to point out a taw koy features 

19 that we believe help the aodel do what it doea really 

20 wall. 

21 A& va go throuqh -- I don't think the whole 

22 tbinq ie qoinq to taka an hour It you all have 

23 quaatione ae wa qo, yell out und eay, hey , Brian, back 

24 up, alov down, try thie aqaln, whatever. It ' • bottar 

25 to qet tba information than for .a to juet paae over 
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1 aoaathi "9• 

2 So jUIIpinq r i qht in, whnt dooa tho aodel do? 

3 It doae aat i aate coats , the costa that would be 

4 incurred by an atficiant provider, any etticient 

5 provider otferinq basic local telephone service to a 

6 aarltat. 

7 Okay. I~tantly t wo questions . I have up 

8 there coat. wta t do I mean coats? I mean 

9 torward-looltinq, aconoaic ooatJI. Okay. Whet ' s an 

10 economic coat? An economic coat is nothing more than 

11 the coat that would be incurred it you did something 

12 the aoet efficient way . Tha t • a all it ia . 

13 What ' e a torward-lookinq, econoaic caet7 It 

14 this ware ay aeon claea, I ' d eay, okay, it disregards 

15 eunlt coetJI. Sunk coats are just investments you can ' t 

16 recover. But for purposes of the model here today, e 

17 torvard-looltinq, economic coat ueeu forward-looltinq, 

18 currently available technoloqy to provide basic 

19 service in the moat efficient way possible. 

20 Now, the way the model doeo thia, the way it 

21 oatiaatee coat, ie two etepe. It fiqu~ea out what it 

22 coste to build the telephone network, and than what it 

:13 coste to operate the network. Build it, operata it; 

:14 okay. And in doinq that firet one, it does assu•• 

25 state-of-the-art teohnoloqy: in a lot of caeaa, •ore 
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1 advanced tbsn what's really out there. 

2 Why does it do this? Hulllber one, the FCC 

3 eeid do it this way. Huaber two, it you were to build 

4 th~ network in tho aost etticient way today, it aiqht 

5 be done ditt erently than tbe way the phone company did 

6 it t ive years ago, 10 years ago. 

7 Third, i t does Met all the FCC ' s 

8 guidelines, aant~tes; and thoro are a lot ot thea. 

9 We've been work.ft9 with tho FCC tor a long time to 

10 .aka sure thAt the BCPM aoots everything that they've 

11 put out in teraa ot criteria. 

12 Okay. Given what it does, what doos it not 

13 do? It doesn't reproduce --

U CDIPMI• JOBJISOJII Could you go back to what 

15 it does. 

16 ca. &D.IDI Oh, sorry. 

17 cmi.XJUOJf JOJDISONI Your tirst bullet point 

18 was serving tho entire JDArket . !low is aarket de tined? 

19 ca. 8'1'AIDI I like that question. Okay. 

20 Market; econoaist •s tavorite word, aarket. A aarket 

21 could be the entire stftte ot the Florida. A aarkot 

22 could be the area just served by GTE. A aarket could 

23 be o single wire center, Do FUniak Springs. A market 

24 could be one census block qroup. 

25 Tbe aodel can estimate tho cost tor any and 
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1 all ot tbose areas, a nil we'll talk about how l t does 

2 that. Okay. I aan go aore now or we can get to it. 

3 ann'AJI JOJIJISO•• lfall, I quass at that 

4 poi nt you ' re goinq to tal~ about which market you 

5 bili&YI that VI lhOUld a• 

6 J)JI . l'fJ.lJDlt we can get into that, yeah. 

7 ODU'AJI JOlDI&o• • Okay. We can do that 

8 later. 
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9 Dll . l'flUJIJII What it doesn't do, it doe en ' t 

10 crank out a'abec1ded costa. It doesn't aaan to. It 

11 doesn't do that. 

12 Second: It doesn't necessarily build tl1e 

13 network exactly as it exists today. Aqoin, why? 

14 Bacauaa if you ware doing it today, it aiqht coaa out 

15 looking different. 

16 Third: It doesn't noceasarily uaa the same 

17 aatarials, .. aning we could actually have copper qoinq 

18 outside to eo-body's bouaa, but the moda l would put 

19 f iber there. we could ac tually have an analoq switch, 

20 but the aodel would put a dlqital 1vi~ch th1r1. 

21 Again, why? Becauaa that•a the aoat atficiant way to 

22 do it it you vera doinq it today. 

2 3 And liiUit on tbie paqa, although the BCPK can 

24 be uaad, baa bean uaad to ~avalop invaataanta tor 

25 unbundled ala .. nt oo1ta, it doesn ' t explicitly coat 
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1 out UNBa. We didn't intand f or it to. 

~ Nov, ea I 90 throuqh and I talk about the 

3 network, building tha network, operating the network, 

4 what 1e it I •a talkinq about? Thla 1e juat kind of 

5 llka a viauali&atlon ot the network. The blue aquaroa 

6 up there, tho•• are houaea1 your houae, ay houae, 

7 Charlu Rehvinkel ' • bouae at 490 Teanie Court. Okay. 

8 And coainq out of your houae, th~ copper cable qoea up 

9 to the telephone pole, la the arop, where you ••• the 

10 drop. 

11 Vp there it ... u other dropa, and it qoee 

12 into what ' • called dlatribution cable. Thoae are j~st 

11 the copper cable• that go through your network. 

u Through your network -- throuqh your ne lqhborhood. 

15 once it goea tbrouqb your nelqhborhood, it'• qolng to 

16 meet up with other diatribution, and up there where 

17 it•a "feeder dietribution inter race,• it'• golnq to 

18 •••t up with biqqer cable, Which we called feeder. 

19 Feeder could be copper, it could be fibar. 

~o And finally the network ia golnq to end up 

21 at the telephone coapany'a central o!Cice. That•• 

22 what houaee the awitch. The avitch ia nothlnq aor• 

23 than a big co.putar. What it'• ueed t or ia t o routa 

~4 the call. 

25 So when we talk about the network, and ea I 
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1 go throu.;h thia, we 're talki119 alxlut the area troa the 

2 central o"fice through the feeder, through the 

3 41atribution, over here to Char lea' houoa. That 

< aotll&l pllyaical ooMeotion ia referred t ,o •• the loop, 

5 tbe local loop. 1'bat'a vhat v1 rully ctn about. 

6 Wby? l'or univeraal aervice, f or balio local 

7 pbona aervice, aoat of the coat ia the coat of tho 

a loop. You ' ve qot to get the coat of the loop right. 

9 So what it doea, what it doaan't 4o, hov it 

10 doe• vhat it doea, do not look at thia an4 go, oh, no. 

11 All right? What the aodel ia ia nothinq acre, nothing 

12 eore than a bunch of apreadahaetl that work toqether. 

13 Oluly? 

14 Intoraation gate paeaad between the 

15 epraac1abeeta. calculation• era partonaecl and paaaa4 

16 on. Wbat pa1111 the intoraat ion froa one to another 

17 ia aoaethill9 called viaual baaio. Again, I aay viaual 

18 baaic. so .. t!.ll people go, ah, no, don't tell ••• 

19 don't want to knov. Okay. Viaual baaic ia nothing 

20 aora than out and paete, ~opy end p41to. 

21 So up bare and on the next taw elidee where 

22 you ••• a white oval, think a preac1abeet. Where you 

23 ••• a black arrov, think cut and paate. We're ;oinq 

24 to take intoraation, paaa it troe one apreadaheet to 

25 another, 4o IOH caloulationa, paaa it on. 
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1 Th~ first thing the aodel etarte out with 

2 are two .. ta of infore&tion, data. The first ono we 

3 call axtu-nal data. What •a that, It •a intoreation 

4 About the area that you're going to build the network. 

5 What kind or tntoraation? Like vhat kind or aoil ia 

6 there. Ia it nat or ie it hilly; how aany people 

7 live there; bov aany buaineaaea are thoro. 

8 You 've got this inforaation, and you ' ve got 

9 another eat of inforaation . Thia other set of 

10 i ntoreation called user adjustable data has to do with 

11 building the notvork. How aucb does cable coat a 

12 toot? How auah dooa fiber coat? It you have to dig a 

13 trench, bow .ucb dooa it coat you to dig that tronch, 

14 and once you•ve dug it, bow auch does it coat you to 

15 fill it back in. Things like that. 

16 Those are inputa that any uaar can change. 

17 Thia tiret aet you're not aupposed to change. They're 

18 about the area. Tbaae two piocoa of inforaation are 

19 going t o coae together in what • s callod the aodol 

20 l09ie, another epraa4aheet, and in that epraadaheet 

21 the network gate built. 

22 Nov, vbat do l aoan the netvork gets built? 

23 It'a nothing aoro than a wholo bunch ot "it, then" 

24 statoaenta. If I have to cover tbia auch area, how 

25 auch cable do I need? If I have to serve this aany 
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1 people, What •i~a cable do I need? It I have to diq a 

2 trench, vhat kind of aoil ua I digging it in? J.nd the 

3 aath ... tical calculation• that are in there are vary 

4 atraightforward. 

5 I have a trench that's this lonq . I bave a 

6 coat per foot of digqinq that trench. The length 

7 t1lla10 the coat gives you the invaablant. This 

8 epreadabaet produce. i .nvaatllent dollar•, tbe 

9 invaataant aaaociatod with building tho network. But 

10 the llodel doaan•t produce inveataent, it produces 

11 costa . So what va have to do ia turn that inveataant 

12 into coat, and than ve can ' t forget the coat ot 

13 operating tba natvork. 

14 That•e done in one other spreadsheet with 

15 another eat of user adjustable data. In this we've 

16 got aoaa stuff like financial information that's qo~nq 

17 to be used to create factors, percentages that turn 

18 that inveJJta&nt into a coat; things like deprec iation 

19 livaa, thinga like future nat aalvage percents, all ot 

20 wbich are qoinq to be applied to that 1nvoatment to 

21 create a aontbly coat. 

:12 Also in that apreadaheet , you 've got 

23 operating expense intorsation; the baai c coat the 

24 phone ca.pani .. incur vitb operating the network; 

25 thinqa like aaintanancat things like gar.vrol and 

J't.ORIDA PUBLIC SERVICE COHMJ:BSION 



1 a~iniatrative; thinqa like executive ond planning. 

2 We taXa expenses, ve take tha monthiy coats aa a 
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3 result ot buildinq the network. We put them together. 

4 It a ll co••• together in one biCJ report, and it cranka 

5 out a monthly coat tor an area; a wire center, a CBC, 

6 -thill9 like that. 

7 1nat•a the whole aOdel. All it ia ia 

8 intoraation •oving in between apreadaheete, 

9 oalculationa goill9 on. Nov, you all sittinq over 

10 there --

11 ccwnaaiOifD DDAIOJI I Excuae me. Are you 

12 qoifl9 to go over how you deter.ine G~? 

13 oa. 1nno11 How we detel'IDine it? We can do 

14 that. I can do that nov, or I can do that later. 

15 COIIXIIIIOJID DDIIOJII Ia it part ot your 

16 pr88entation later on? 

17 oa. 1nno11 No, it•a not aet up to be part 

18 ot it. 

19 COWXIIIlOWIR DIAIOMI Could ynu b.ietly 

20 clescribe hov clo you that? 

21 oa. lftiD• Okay. The 9eneral and 

22 a~iniatrative expenaaa, all tha oparatinq expanaea, 

23 are uaar acljueteble inputs. You can input a dollar 

24 aaount per line or you can input a percent baaod on 

25 inveat.ent. 
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1 Wit ' ao.ethiDCJ like cu., qanarally I thinlc 

2 thet type ot axpanee ia .ora applicable on a per-line 

3 baaia. How auch you epend dapanda on how bi9 your 

4 oo.pany ia. Hov bi9 your coapany ie depande on how 

5 aany linea you•va vot. 

6 What ve do at Sprint, becaueo thia h an 

7 input, we take our actual ARMIS axpeneee, calculate 

8 thea ae a taotor or invaetaant. It ther•'• an 

9 adjuetaent needed, we'll aalce that adjuetaent, and 

10 we ' ll input that on a per-line baeie. I underetand 

11 BallSouth and GTE aay do it a little dit!erently. 

12 Bacauea it ie an i .nput, people can calculate it 

13 ditterently. That'• how Sprint doaa it. 

14 so you ta}(e thoea type a at expan•••, add 

15 thea to your aonthly coata. You qat a aonthly 

16 ('C*lll.IIIOJID DBUOJI 1 Juat one eacond. Bolt 

17 your initial detaraination ia inveetaant, and then you 

18 allocate it on inveetaant, and then it ' • on a par-line 

19 baaie? 

20 Dll. I~UDI Aqaln, it' a qolnq to depend on 

21 the type ot axpenaa. It we're talldnq a aaintanance 

22 expanea 

23 COKKIIIIOJID DaAIOMt We're talkinq o•A. 

24 Da. ITAIKRI c•A va'd put juat per line. 

25 But the initial that we ;at tree ARMIS 1• 90in9 to be 
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1 u a f unction or t.ba 1.nvaa~nt overall , and it can ~ 

2 acSjuatad cSap..ndi~ on vhat va thinlt ia appropriate t or 

3 Plorida or apecif'ically. 

4 Aa I aaid, t.bua aonthly coata tllat qat 

5 produeacl by tha lllOdel can ~ done r or the vhole atote, 

6 t or a ai.nqla coapeny, tor a aingla vira center, t or a 

7 ainqla cenaua block group, but t hey ' re ac tually dona 

8 at a vary, vary ainute laval, and tban thoaa are 

9 aqqre9atad up to a bigger laval. And that ainuta 

10 laval i a a qrid. 

11 Quaation or tha day1 What the haclt ia a 

12 qrid? A qrid in the BCPH ia juat an area of' land. 

13 It 'a an araa of' land tbat rapraaanta a carriat aarvinq 

14 area. When telephone enqinaara build plant, they 

15 decide certain qroupa or people are qoi~ to ~ aarvad 

16 toqathar. 

17 SoHtiMa thoaa araaa aupportinq thoaa 

18 people are aaall. Soaa or the qrida are small. 

19 soaatlaaa thay•ra larqa. Soaa ot tha qrida are larqa. 

20 What c:teteninu the ai&a 1a hov aany linea, hO>o llllny 

21 cuatoMra you've qot, and hov apraad out or cloaa 

22 toqat.bar they ara . Wa qat one coat tor avery grid, 

2l and tor tha atata of Plorida thara are about 23,000 

24 qrida. 

25 Tbia probably ahova it batter. Tha next 
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eheet you all bava ebould be color in there, and it 

you look at ~· orange areae, those represent 
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3 extr ... ly biqb coat areas in Florida. I! you look at 

' tbe dark qrun, vbich isn't abov!09 up too vall be.re, 

5 thoae ara relatively hiqh coat areaa. It you look at 

6 the liqbt qreen, those are relatively l ow coat, and 

7 the yellow are very low coat. Thla ia just a 

8 visualization, an example of tha qrida that the model 

9 produces coate, t or which can than be aggregated up to 

10 a whole wire center, a whole coapany'a area. 

11 If you tlip to the next ebeet in there, 

12 tbeae are aotual qrida. 

13 COJOa88IOIID DDSO•• What are the white 

u ar-a? 

15 Dll . anxDc I •a sorry? 

16 COIIXIIaiO•D DilAllO•• What are the white 

17 areaa? 

18 Dll. naDD\1 The white one you've got down 

19 there at the south 1a the lake. 

20 COKKI88IOIII DBIBO.I Oh, I knov that, but 

21 I ' • talkill9 about 1n North Florida thor•'• no lake 

22 that ehe. Ie that tbe aicidle ot the Apalachicola 

23 National Foreat? 

2 4 oa. annale That's exactly vhat it ia. 

25 There are a couple ot other little ones. Soae ot thea 

!'LORIDA PUBLIC SERVIC! COKMISS IOH 



1 are baya thAt dir1n' t coae out quite riqht bacau.o 

2 you've qot aquarea that you're daalinq with there. 

3 And vbat we •ve qo ... up hare are tho qrida 

4 actually that tha aodel builda for part or 

S Tal lab-.. •· And if you ooo hare vl\oro you • vo qot 

6 220, 751, 'nd 180 you•va got vary aaall qrida. 

7 Than you've qot a little bit biqqor qrida. You•va 
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8 alao got aoae very biq qrida. But you notice that ono 

9 up there where it aaya 1 ,170? It'a not avon a qrid . 

10 It' s not a aquaro. 

11 The reason ia , all or theaa qride have to 

12 tit within a wire canter boundary, because tho network 

13 ia qoinq to bo built baaed on the wire center. You 

14 can't have the qrid extend over into another wire 

15 cantor. And to qivo you a tool tor that, qo back to 

16 that network picture. Thia area, tho blue houaos, tho 

17 co ... rcial property aerved out or one centra l office, 

18 th.at con.atitutea one wire cantor. 

19 COIIXIIIIOJID OAJICIAI Wire centers generally 

20 aren't that perfectly square. 

D&. l'l'Ulllll Good seque. Wire center: The 

22 blue boundary bare ia an actual wire center boundary. 

23 How, it you look at the kind or liae qrean color, 

24 those are cenaua block qroupa, ereaa defined by the 

25 ce~ .a bureau. Soaatiaas -- you ••• down here you•va 
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1 go~ o lonq skinny one at the bottoa -- they're 

2 coaplotely within a single vira canter. so.matiaaa 

3 you aoo this one over bore on the let~ that's split up 

4 into kind of a pale qrean color -- they will straddle 

5 vira canter boundaries. 

6 So vhat va have to do in the model h go 

7 belov tho canaua block qroup laval t o actual canauo 

8 blocks. Those are tho little qreon linoe ineido tho 

9 canauo block group hera . The cenouo block level io 

10 tho finest laval of detail that the ceneua bureau baa 

11 i nformation for . 

12 We uao tho inforaation at this laval to 

13 fiquro out tha gr ids; to determine who goes in a grid; 

14 to detoraina hov uny grids, bov many oorrior aorving 

15 areas, and bov biq the grids oro; and I ' m going to 

16 abov you bow va do that riqbt nov. 

17 If you taka a look o~ the bottoa on tho lett 

18 aide you've qot kind of a round l ooking c.anaua block. 

19 wo•ro qoing to talco that one and we're going to usa it 

20 haFe. This is a vieuolizotion ot that one canaua 

21 block. Nov, what this conaua bureau tells us, it 

22 tells ua thoro are 200 people in there. Wo don't know 

23 whore. Tho oan~ua bUreau doesn't tall ua whore they 

24 oro in thoro. It just tolls us va•ve got 200 people 

25 in thoro. 
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1 Tho lint tl\i.nq tho aodol is qoinq to do, 

2 tl\e proprocoaain9 loolts at whore tl\e road• are in tl\at 

3 cenou.e bloalt. That • a qoinljl to be very iaportant u we 

4 continuo on to create and build and detoraine the 

5 qride tl\at go into tl\o 111odol. 

6 We look at where tho roado ~re, and then 

7 we're qoinq to take and overlay tho whole ce.naUJI block 

8 viti\ little bitty qrido, aioro- grida . Each o! these 

9 ie about 1500 foot on a side . And what we ' re qoing tv 

10 do 1• ve•re goinq to look at hov auch ot ooch r oad 

11 tallo in .ach aioro-qrid. 

12 You can oao bore you've got two grids in tho 

13 center. ona•a qot 25l of tho road• in this whole ca. 

14 Tho other baa 30' or ~· roade in this vhola ca. over 

15 hero on tho loft oido vbaro vo •vo got 3l, little blt 

16 of the road, 3' or the road is in this ca. 

17 Why era wo determining what parc ontaqoo? 

18 Baoauoo vo•ro 9oing to allocate tho cuatoaere, those 

19 200 people, to tho aicro-qrida whore thooo road• are. 

20 Right here where vo •vo got 50 ouotom.ors, put that a 

21 .rou.rth or tl\o roada, it qoto one fourth ot that 200 

22 cu.eto-re. 

23 Now, vhy do vo do thie? Statiotically it'o 

24 boon proven ovoryvhoro and in Florida by ao, okay, 

25 thoro ' • a huCjlo correlation between road diotribution 
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1 and popul.ltion diatribu.tion. There ' s over 90t 

2 correlation. Thia ie not to aay evaryvhere you•ve got 

3 a road, you've got a pareon. I wouldn't eay that. 

4 Okay. 

5 'l'hie ia to aa.y whel"i you have more roada, 

6 you have aore people; W!here you have lese roade, you 

1 have lua people. And up hare in tho northweat part 

8 wher e you ' ve got no roada, you don't have anybody. 

9 Now, you aiqht look at this and aay, okay, 

10 Brian, look thia is a picture, a nico, littlo vioual 

11 representation. Thia ia an actual ceneua block in 

12 Florida. It'• in BellSouth'e territory. lt ' a to tho 

13 waat or Jeokaonville, but I'm not aura how tar. 

14 Thoae are tha actual roads. vou can look at 

15 thia 9\IY right here and you can toll mo where the 

16 people are in that census block. They're there. 

17 They're not over here. That's why we place the 

18 cuato11ere where the roads aro juat like this. 

19 From that point on we're going to aggregate 

20 up these qridl, aayba a~l. maybe medium, maybe 

21 large; again, depending on how many linea there are 

~~ and how closely packed together the people are , thoae 

23 carrier serving area criteria that I t3lked about. 

~4 And juat uaing thia •• an oxaaple, once 

~5 ve•ve dat,arainad that all these people are going to be 
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2 where we 're qoinq to build tho network inside t .hia 

3 grid. 
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4 How do we do that? l'lrst thinq, we look at 

5 where the road centroid 1a ot tho grid. You•ro qoing 

6 to notice rirat ott, it' • not in the aiddle of the 

7 qrid . Why? Becauae the roads aren't spread all over 

8 the grid. They're all in the southern part. The road 

9 centroid is farther south. 

10 Froa there we can split this grid into 

11 quadranta lllce thie. The first thinq you •:-e qoinq to 

12 notice up here, thoro ie nobody up there in th4t 

13 northwest quadrant. Tbat •e riqht. We ' re not qoinq to 

14 build any plant there. Thera will bo plant built in 

15 the northeast quadrant, in the eouthweet, a little bit 

16 of plant built in tho aouthaaet becauee there'• a 

17 little bit of road mileage thoro. 

18 we can target where we build the plant 

19 ineide th4t beeic unit of analysis, the grid. And 

20 what • • aore, we • ro going to canter t :oe plant over t .he 

21 road centroids of each quadrant, and fro• there that 

:u feeder cable ie going to co- in and aeet up wi th the 

23 dietribution oeble that gets built in t here. 

25 question. I've loot track, eo I've lost perapectivo. 
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1 You etarted ott with census block, and 

2 that •• 200 - -

3 oa • .ni:D• Hou..holds. 

4 MO.t•n• JODI0¥1 And tb.en you drew a block 

5 around those end otart l ayinq aioro-.;rida? 

6 Da . HUIIJll Riqbt. 

7 MQ,T'¥1• JODIO•• In bow large ir.o:reaenta? 

8 oa. l!!t.TIIJia 1500 teet on a aide, al>out. 

9 Tbey•re ac tually 1/200tb or a d09r.e. so in Florida 

10 tb.ey•re a little bit ditterent eize then in Maine, but 

11 they're al>out 1500 teat on a aide . 

12 ~ JOBMaO•• But you•ro always acting 

13 within the cenaua block. 

oa. 8\'U.DI What we're doinq h takinq tho 

15 intoraation that exists tor the ceneua block, and 

16 we're epplyin<J it to the aioro-qrida that overlay 

17 there, and it aay be -- it I can ahow you -- let ae 

18 I d.on •t know bow qoinq back worka on this. Soaetiaea 

19 it works well, and ao.etiaee it doesn't work well. 

20 It aey be that there are eo aany cuatoae.ra 

21 in that little area, that that anda up beinq our 

22 carrier aervi119 area, and we'd atop there. We know 

23 the ouatoaera are thor.- because the census block 

24 inforaation tells ua tbet•a where tho roada are. The 

25 correlation tells ua that's Vbero the people are. 
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• 
1 ro: .. y be that the grida we end up with are 

2 b igger beceuae th.ey can bold acre people; they • r e acre 

3 apread out. The carrier serving area should be 

4 lerge.r. You want the carrier aerving area to have eo 

5 aany linea •• possible, but not qo too tar to wbere 

6 you can • t aerve everybody toqether . 

7 SO it you go and you end up with a qrid thia 

8 aize, you can have the tiber t e oder or coppe.r reeder 

9 co .. in, connect to the diatribution, and in the Dodel 

10 thia diatribution ia going to be built where we've 

11 deterainod the people a r e. The important thing to 

U r ... llber t roa thia whol e thing ia that we have a grid 

13 whic h ia ou.r beaic area . Wo don't juat aeeuae people 

14 are apread all through the qrid. we have a way of 

15 looatin9 th- ineide of it. 

16 Now, juat a. illportant ia how we qftt there 

17 in the firet place. Ttle tiber, the hadar, the copper 

11 feeder, the feeder layout -- you r~r the feeder 

19 ie the biq cable that oomoa riqht out o r the central 

20 ottloe. The reeder layout in tho BCPH la pratty 

21 unique, becau .. What we do, we l ook at doing it one 

22 way, we look at doinq it another way; we pick the aost 

23 efficient way. And whon I eay aoet efficient, r aeon 

24 the ehorteat route. 

25 When 1 aey tbe ahorteat route, let ae ehow 
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1 you vbat I .. an. Thia ia an actual vire center in 

2 '!'alla.baaaee. I don ' t reaeaber vbich wire center it 

3 ia. We figured it out, and I forgot it. But it you 

4 look up there, there '• a bloc~ in the aiddle that aays 

5 789, an4 tbera1a a little red line under that. 

6 Tbet•a where the central orrice is in this 

7 vire center. That is tro:a where the feeder ie going 

8 to be built. Nov, ve could build the reeder out 

9 rectilinearly, north, south, eaet and weet. You could 

10 do it that way, but that •e not necessarily tho most 

11 etticient vay. 

12 It aight be sore efficient to tilt it or 

13 etear it toward where the people are. '!'hie ie the 

14 reeder that the BCPM will build. You ••• it doeen't 

15 go etraight out to the eaat and then up. It tilts up 

16 toward where that part ot tho vire center ia. It ' s 

17 ehortar by doi119 that. It 's aora arricient when it 

18 doaa that. 

19 coming troa the vest or that centar part, it 

20 uke• .. n .. for it to QO atraigbt vut and than tilt 

21 down. '!'be aodal 'a preprocessing will look at one 

22 route, will look at another r oute, will deteraine 

23 which one 1 . ao1 > etticiant, and it will pick that 

24 

25 

one. 

Hare ie another axe•pla. On the lett va 
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l have teadar that hao --

2 C10M!Il'lllOJI1Dl GUCIAt Irraqardleaa -- ia 

3 tbia irraqardlooa ot what axiata thoro, what aay block 

4 that troa ba~peninq or 

5 DR. l'l'UBJl t Riqht. 

6 COIDtt••xOIID GUC.Ut K4jor intoratate, 

7 lake, rivo.r, whatever? 

8 oa. •'BIDt Okay. Hopefully we have built 

9 tho qrido in ••~h a way that they have avoided the 

10 lake. When you aaw that wire conte.r bou.ndary on La'-:J 

ll Ok.eech.obae, the grida bad a topped. They ' re not 

12 square, eo they ' re not goi.ng to go into it. We're 

13 goinq to look at the land area of grid. we•ro going 

14 to build right to there, not go in . 

15 In thia caae here, what aakee a big 

16 difference ia that the reeder doeon•t ru.n outaido or 

17 tbe wire oe.nte.r boundary. Why? Becauae it doe an' t i.n 

18 real lite. It ahouldn 't. If the feeder went into in 

19 a.nother wi re center, it would be part o! that wire 

20 ~nter. 

21 o.n tbo let t, right hare -- your riqht -- we 

22 build rectilinearly becauae it aakoa oenae; right? So 

23 we either tilt the toa4or towar d whore the people are. 

24 We oan build it out north, aouth, oaat and weat, 

25 depending o.n whioh ende up being more oftioient. 
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1 Juat to 9iva you one little addition hare, 

2 vhat I've dona hare ie taken the roads -- I ho~e you 

3 can see it better on your aheet -- and laid it over 

4 hov the feeder ie built. You can see if ve vent 

5 atrai9bt up north and thon over, that •a not where the 

6 people are. Tba people are over to the northwest. we 

7 need to a09le the feeder there. 

8 Thh is important, because the P'CC said and 

9 forward-looking economic coating de»ands that things 

10 be dona how? In the aost efficient way. This ie tho 

11 aoet efficient way to ~ay out the feeder. This ie 

12 what the BCPM doe a. 

13 So ve tallced e.bout inaide the grid, the 

14 distribution. We talked about gettinq to the qrid, 

15 the feeder . 

16 One more part; that telephone coapany •s 

17 central office, the avltch, the computer. What the 

18 BCPM doaa vith regard to avitcbinq is it gives the 

19 user a vhole bunch of choicos. Switching overall 1a a 

20 relatively minor part of the coat o! b~sic service. 

41 lt'a ~rtant, but it ' e not the aoat iaportant part; 

22 and I'a talldng percentages. But there are certain 

23 tbirn}e that .attar a lot. 

24 Wa need to be able to deteraine it a switch 

25 vorke by itself, ia a stand-alone, or ia part ot a 
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1 qroup, a host and a r .. oto. If it's a host and a 

2 r~ta, there's ditfanmt invoauant involved. Tbore 

3 are different coats that will be aaauoiated than if 

4 it's a stand-alone switch. 

5 our IIOdel can eatillate the invuta111t ond 

6 tha coat f or hoata, r .. otee, stand-alones and &JDa ll. 

7 or instead ot eetillatinq the inveetaant, you can tales 

8 inveataant that coaaa froa other sources, aodala that 

9 the LECa use to calculate inveetaent, put it in our 

10 aodel, and usa that to calculate the coat . 

11 Why would you want to do that? Because vhan 

12 you eetiaate, okay, you look at the oharaoteriatica of 

13 the switch, of the central office, and you say, okay, 

14 I've qot a avitcb; it's 10,000 linea; it ' s qot a 

15 certain amount of traffic. This is the coat, qiven 

16 this nwaber of linea, this aaount ot traffic. 

17 But there aay be reasons those coats are 

18 really different, reasons that aren't captured in the 

19 way the aodal eatiaatea it. So we qiva the ussr the 

20 option ot puttlng 1n the aotuol varying \nvaltaant, 

21 and we'll figure out the costa froa thoro, offerinq 

22 flexibility to do it so that it will produce tho moat 

23 accurate avitcbinq coats. That' a the kay feature of 

24 the avitohinq aodel . 

25 Juapinq beck over tho three kay features and 
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1 adding one, I eaid that we have an actual algorithe 

2 tor det.rainin9 where eoaebody ie in a qrid in a baeic 

3 unit of enalyaie. Thia ie a biq dul? Why? Baoauee 

4 way baolt when, the FCC rejecte4 th" pradeceeaor ot 

5 thia aodel. It alao rejected the predeceaeor ot the 

6 other aodel in thia proceeding tor the apecitio 

7 reaaona that it aaid, quya, you do not hava a epacitic 

8 alqoritha tor looatinq ouato••r• within your baaic 

9 unit of analyaia; that•a why we reject you. 

10 Baclt then that baeic u.nit waa a coo. Nov 

11 the baeic unit tor ua ie a grid. We have a way of 

12 locating cuetoJtere within a grid nov. 

13 Aleo, the dynanic feeder layout quarantaee 

14 that the feeder ie going to be produced in the moat 

15 afticiant way conai•t~ant with that torvard- loolcing, 

16 economic coat definition. The avitcb modulo otters 

17 uaere tha option of making usa ot lcnovn infonaation or 

18 having the •ode1 calculate the invaatment and tho 

19 coata. And, finally, the capital coata and expanae 

20 module• otter uaar option• ot ueinq eur• ivol curvaa or 

21 not, using different plaoaaant conventiono or not, and 

22 putting expeneee on a per-line boaia, par-invaetatnt 

23 baaie, vhetevar vorlta. 

24 CC*"'T81IOJID nCODII Do you ttave any 

25 indicator• of danaity within o grid? 
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2 

3 

owa•no ... n.coH• Yea. 

na. ~~ Hopefully, we have -- ovary 

4 qrid, every ot tba 23,000 qrida haa a apec!tic 

517 

5 c1anaity, anc1 baoauaa universal aeno;.ce, generally the 

6 aupport ia qoinq to ;o into low danaity rural areaa, 

1 it'• aaay. The .adal aaporatla the reaulta by denaity 

8 zone. 

9 

10 

COIOU88IOJID JJ.C:ODIII How do you do that? 

Dt. 8'1'1UJD\1 If aU, becauae each qr id haa i U 

11 own danaity, ouy, we can loolt at the area aerved by 

12 BellSOutb, and ve can .. e, okay, BellSoutb hoa X 

13 nuaber ot linea tall in this 1oweat denoity zone, and 

14 thia ia the averaqe coat tor thoae lines, which 

15 clearly i.e qoinq to be hugely different than the urban 

16 areaa, the hiqh denaity zonea. 

17 COIOU88IOJID ncoBII I And that would COlle 

18 troa tba oriqinal cenaue data? 

19 DR. 8TAIJIJll It atarte out with that. Now, 

20 hara•a the trick. We u.a the line counta from the 

21 actual phone co~~peniea. The 11odol ca1. do two thinqa. 

22 It can eati .. te hov .. ny linea are being built, or you 

23 can input hov aany linea you ' ve qot there, and it will 

24 build that .. ny linea. 

25 So it we aatlaato, we atart out with cenaua 
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1 a tuft. It va uae the actual linea, va • re uail\9 the 

2 real linea tbat a.ra thare to aalte aura va' ve got 

3 everybody in our buildJil9 to everybody. Okay. How, 

4 thia wouldn't be coaplate without a l ittle bit or 

5 controveray. 

6 BCPM and controveray: Controveray nuabar 

7 one; bouaeboldll varaua bouail\9 unite. OUr IIOdal 

8 builde plant to •ll houainq unite. What•a a houaing 

9 unit? Wall , it you have a vacation ho .. down in 

10 car aballe and you varan' t tl.ere vhan the canaua a bowed 

11 up there, it'a a bouaing unit. It you vera there and 

12 the c.naua ahowed up there and you tilled it out and 

13 eent it in, it•a a houaehold. 

14 It you have an apartaant coaplex and it haa 

15 10 unita, and aix or thea are f i lled and tour are not, 

16 there are aix bouaeholda and 10 houung unita. 

17 We build to the vacation houaa. We build t o 

18 all 10 unite. Why? Bacauae ve think that'& the right 

19 thing to do, bacaun va• re talking about univeraal 

lO aervioe. Givan that, we don't have t o. It you all 

21 ait hera and it the starr alta here and aaya, BCPK, ve 

22 like your aodel, but we don 't li~e thia houainq unit 

23 thinq, we can bu.ild to bouaeholda. Houaeholda are 

2 4 eiaply defined differently by the cenaua. All it 1• 

25 ia a aattar of chanqinq one coluan in the input fila . 
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1 our aodel vill build to hou.-holda. 

2 We tbinlt ve do it the riCJ}It vay. We thinlt 

3 that ' • vhat the Act intended , but ve•re flexible. 

4 controversy nwaber tvo1 Tba local exohanqa 

5 routinq CJUl.de, the LERC. What the LERC h h a vay of 

6 1dentifyinq vhicb evitcb ie a boat, vbich avitch ia a 

7 ra110te, vbich avitcb ia a atand-alona. Aa va aaid, 

8 it • • laportant to .,. able to 9at ditferant ooata tor 

9 all of thoaa. 

10 It baa baen auqgeated that the L!RC h not 

ll f orvard-looltinq. olcay. 1'1\h h a qroaa 

12 ~1a1ntarpratat1on of vhat forvard-looltinq aconc•ic 

13 coat •eana. Porvard-looltin9 doaa not maan you iqnora 

14 all the 1nforaat1on you have. Porvard-looking aaana 

15 you uaa all the lntoraation you have, and you adjuat 

16 it if nacaaaary if it'• different than tbe vay you do 

17 it toaorrov or next vaelt. 

18 But the LERC repraaenta a vhola lot of 

19 &n(Jineerinq axpartiaa and a vhole lot of huaon capital 

20 tbat vent into decidl.nq thiu avitoh is a hoat and thia 

21 avitch 1a a reaota. We uaa that identl!ication. Wa 

22 tbinlt it'• tbe riCJ}It vay. 

23 Third, the aoat iaportant controveray, tha 

24 1ntaaoua qaocodlnq controveray. ,.. va vera talltinq 

25 about, a ltey part to thaue aodela ia how you tiqura 
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1 out where the people are. Geococlinq is one way. It • a 

2 •i•ply eeeiqninq a latitude and lonqitudo to an 

3 address. 

4 That buildinq over the.re ie 2540 ShUIIIard Oak 

5 Boulevards r ivbt? There ia a coaputer proqr.- that 

6 will aay that building i e ot this latitude, that 

7 lonqitude. Okay. You could uae thoaa to build a 

8 networK to. The problem ia thie: Have you over eeen 

9 onythinq that looks like thia drivinq throuqh tho 

10 rural parte ot thia atate? I quarant.ae you you drive 

11 south on 319 and wbere it splits ott t roa 98, you'll 

12 sea aometbinq that looka juat like thi&J 13 mai l box•• 

1 3 on the aide ot the road, no houses anywhere near; 

14 rural route X, P.O. Box whatever. 

15 In rural araaa there ia no qaocodad 

16 intoraation. We tbouqbt about uainq it. We decided 

17 not to usa it. We specifically decided not to uaa it. 

18 You say, Brian, why? Okay. Say, it•a not the beat. 

19 say, you've on1y qot eome. Why don't you uaa the 

20 eoae? Th1• ie a little tricky. 

2 1 Ra .. aba¥ that statistical correlation wa 

22 talked about between roada and population? The 

23 etranqth ot that ralationahip liaa when you taka the 

24 whole r oad distribution and you slap it on the wholo 

25 population diatribution. It you take little piacaa 
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1 out and diatribute the reat, it ' • not ae ~ood aa if 

2 you do the whole thing.. We do tho whole thing. 

3 Nov, that aa.ll.d, our aodel can uae C}Oocoded 

4 inforaation. We bave. We've dono it for Florida. 

5 au .. • what? It didn't ohanqa the coats. It changed 

6 tb .. by leea than 1.5, 

7 - - - - -

8 (Tranaoript continue& in eoquance i n 

9 VolWM 4.) 

10 

11 

12 

13 

u 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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