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1824 

l fRQf~§QlN Q~ 

2 

3 (Tranacripc follows in sequence from Volume 15} 

• DON J. WOOD 

5 BRIAN F. PITKIN 

6 concinuea their testimony under oath Crom Volume 

7 

8 COtiTlNUED CROSS EXJIMJNA'fiON 

9 ~Y MR. CARVER (Continuing): 

10 Q Should I keep going, o r do you want to confi rm 

ll tha t ? 

12 A (Witneao Wood) No, that's Cine. Go ahead. 

13 Q Okay. Now a a t;o the placement cost !or aerial 

14 drop, the <1taff rejected the Hat fie ld inputs (or every 

15 density zone, correct? 

16 A (Witneaa Wr.>odl Again, I would have to find it, 

17 but I know they made adjuotmento to thooe valueo. 

18 Q Well, let me see if t can refresh your 

19 recollection again. The range proposed by Hatfield wna 

20 $11.67 in the moat dense area to $23.33 in the least 

2: dense. Staff changed those to 13.92 in the moot denoe, but 

~~ they go all the way up to $108.55 in the luaot dcnoe; lo 

23 :.:"lOt correc t.? 

24 A (Witneee Wood) I'm not on the eame page you are, 

25 but I'll accept -- r know t hey made an adjudtment. 
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l 0 Ok~y. So if you wlll accept that then, then that 

2 means ln t he least denoe areo otaff came up with an input 

3 for aerial drop !JlacemenL that was approximately four times 

4 plus a fraction what was recO<Nnended by Hat!ield, correct? 

s A (Witness Wood) In that specific density zo ne, 

6 that's right. 

7 0 Okay. Now as to the butled drop sharing 

8 fraction, and juot to clarify, this is a fraction that had 

9 Hatfield Model aesigno -- or applies, rathor. to the drop 

10 line on the theory that some other carrier wi 11 bear some 

11 percentage of the coot of the drop line, correc t ? 

12 A (Wi~neoa Wood) For the placement, yea . 

Por placement? 

(Witneu Wood) That's right. 

13 

14 

15 

0 

A 

0 Now Hatfield proposed a SO \ sharing. Staff 

16 rejected this and assumed that there would be no ohnring . 

17 correct? 

18 A (Witness Wood) They did. 

19 0 Okay. Now ao to who le coot oi mnlerialo. the 

20 staff rejected the Hatfield proposed inputs and used 

ll BellSouth specific costa, correct? 

22 A (Witness Wood) That • o the way l h~ 1 r hancter J zed 

23 them, that's right. 

24 0 Okay. And l' m sorry, I ml ssed the t 1.rst parr o( 

25 your answer. 
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1 A (Witness Wood) That's the way they are 

2 characterized here in the order, or in the staff 

3 recommendation . 

4 0 Thank you. 

1826 

S Now largo and small digital line carrier channel 

6 unit carts , the otaff determined that: they needed to add 

7 extra expense eo that there would be eleclronlCG to oupport 

8 the f'Xtended loopu In the Hatfield Model: t hat Lo, the 

9 loops beyond 1 3, 200 feet; isn't that correct? 

10 A (Witness Wood) Yes, I think this is a poi nt •· 

11 Yeo. 

12 0 Okay. Now for sharing of t he eyr noe to support 

13 buried cable, and aga i n, thin is an assumption that 

14 Well, let's define it firot . Thio is an assumption that 

15 the Hatf ield Model makes that burled cable co~to would be 

16 aupported by some other carrier to some extent. correct? 

17 A (Witness Wood) Yes, which is consistent with 

18 sound engineering and my personal e xper1ence . 

19 0 Okay. And Har.field proposed o J) \ sharing (.,ctor 

20 for buried cable, correct, dlotrJbul ton? 

21 A (Witness Wood) I'd ~ave to look that up. 

22 lt' G 

23 0 Okay. 

2 ~ A (Witness Wood) What they l1st here are the 

25 adjuoted numbers, not the original numbero. 
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l Q Well. do you know if 33\ io what llatfield 

2 typically used? 

3 A IWitncso Wood) I can tell you very quickly. 

4 0 Okay. And. again. I gueso we are getting Into 

S the engineering a little bit, eo if you want to deter these 

6 questione to Mr . Wells. that • e fine coo. 

1 A (Witnesu Wood) No, 80 far 8D what the order oAyu 

8 or doesn't say, 1 don't think w~ need Mr. Wello. 

9 Q Okay. Wel l. let me ju c ook you, juot oo we are 

10 clear: A J3 t facr.or would mean that the carrier. the one 

ll building the network that is being coated out here. would 

12 bear 33\- of tlhe total coat of those particular support 

13 structures and some other carrier or some othet entltY 

1 4 would bear 67\ of the coat , correct? 

15 A (Witness Wood) ThAt's right, in the caoe u( 

16 poles. Sinctt Bollaouth actually owno lco!l 20\ of ~he poles 

17 that it actually attaches to, I think that is a fa irly good 

18 number. 

0 Okay. well. we are not talking about poles right 

20 now. We are talking about. buried cable. which obvloualy 

21 bur~ud cable would not be on poleo, would It? 

~2 A (lfiltnoos Wood! No , lt would t.ut:. 

23 Q Okay. 

24 (Witneaa Woocll And if you pay 33 \ or a buried 

25 cable coac, you are also over paying because. when I've 
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1 watched you share the buried cable process d i rectly, the 

2 bulk of the coat was actually caused by the power company 

3 and the aeparlltion requirement s for the power company . So 

4 

5 

6 

7 

8 

there were three facilities goi ng into that particular 

in the ground, e.nd the bulk of the cost wae c aueed by 

power. 1f you paid a third of the cost , you over paid 

because you didn't cause a third of thot cost . 

0 So hlu•ically, you've just explained to us the 

hole 

9 Hatfield theory for putting it at 33\, correct? 

'. 0 A (Witness Wood) Actually, I dcocribed to you my 

11 direct experience of watching your contractors. thP cabl~ 

12 contractor and tho electric contractor put cabl~ in t ront 

13 of my house. 

14 0 So it's anecdotal evidence . it 'o one particul~r 

15 inotance in whlch you saw eh~tring? 

16 A (Witness Wood) That's my personal experienc e 

17 The Hatfield basis is based on the engineers who. in tac t , 

18 nave seen and validated this proceso. 

19 

20 

0 

A 

And one o f those would be Mr. Wells? 

(W) tness Wood) Certainly the team did. I 1on•t 

21 know the degree o! Mr . Wells's personal participation ~n 

22 chat particular assumption. 

2 3 0 Well, if I wanted to go beyond anecdotal 

24 information and oee what type of ~!<Ort hod been made co 

25 check thia -- well, first of oll, to develop it and then t o 
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1 check ic, would Mr. Wells be the member of the Hatfield 

2 team that I ehould calk to? 

3 A (Witness Wood) Yes, he would. 

4 0 Okay. Thank you. 

1829 

5 To get back to my questi on < Hatf ield recommended 

6 a 33\ sharing fac tor; that is , someone else would pay !or 

7 the two thirds. The Louisiana aLa!! rejected that and set 

8 that sharing factor a t 75t, correct? 

9 A (Witneas Wood) I'm apparently on n different 

10 page than you are. I'm looking at 65 and Z5. 

11 0 Yes, and if you l ook after the 25\, they go on to 

12 clarify lt. Ba~t!cally t:hP.y stated it in the reverse of the 

13 way Hatfield does. When they sny 25\, they mean that 25 \ 

14 of the cost would be defrayed by sharing as opposed to 75 \ 

15 being borne by the company. Oo you oee t hat ? Would you 

16 like a more specific reference? 

17 A (Witness Wood) I'm sorry. I'm just reading this 

18 passage. I will cat:c h up wi th you very quickly, 

19 Mr . Carver. 

20 0 If i t helpo, it'o aL paren 10 tn the tnput 

21 section. 

22 A (Witness Wood) Right. Tha t 'o what I'm •·eadwg. 

23 That • a t heir ahar ing percentage rather than your 

24 percentage, that's right . 

25 0 Okay. So if we do that convenJion , basical ly to 

C & N REPORTERS TALLAHASSEe, FLORIDA (a SO) 69'1-831 4 



1 make the~r• COC!!parable to llatfleld, baa~cally what they 

2 recommended was 75t sharing, in other words. some othct 

1830 

3 company would be assumed to bear 25t of the coat , correct? 

4 A. CWicncse Wood) Or group of c;omp<>njco, chnc • o 

5 tight. 

6 0 Thank you . 

7 A (Witnoas Wood) We arc not aoaum1ng one othct 

8 company ~n any of these caeca. 

9 0 I understand. Now the staff also reJected the 

10 Hatfield awitching expense factor. correct? And while 

11 you're looking, if I could refresh your recollection . the 

12 Hatfield factor was 2.69\ . StafC 

13 A (Wi tneas Wood) Went to 4. 1709\. Y''" 

14 0 Okay. Now in doing that, the scaUt1 spociuc.,ll y 

lS base their decidon on the fact thnt thr· HAl model 

Hi documentat lon reveals very llttl,. about whar Ia lnclud!'d ln 

17 the switch price; isn't thAt true? 

18 A (Witness Wood) No , I think they 111\y •_hat · · oh, 

19 I aee that partic~lar l1nc They d1dn't f1nd the coat o r 

20 generic upgrade• or whether they were or not 1ncluded, 

21 which is unfortunate, becauoe the documentauon tndictltcd 

22 that they were. But, yea, they took a Cc.~atd-looking 

23 adjustment to Bell South val uee. They did not tak<• 

24 BellSouth valuaa per oe. 

25 0 Okay. Well, we were talking about the •ldjuatm.,nt 
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Ill J I 

1 they made and why they made it. So JUSt to be clcao. let 

2 me read the passage that on my copy appears on Page 44 o f 

3 51 and tell me if thin agrees with what you have in the 

4 copy before you. Beginning on tho aecond lin.,, ~n •• cc 

5 r eviewed the source of the owitchlng cost uoed ln the 

6 Hatfield Model and did not find that the cost of generic 

7 upgrade& were included. The documentation tells one little 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

about the specifics ot what is included 1n the S\Htch 

prices.• 

Doesn't that language appear In the ordet o n that 

page? 

A (Witness Wood) Yes. and then Jt goco on foe 

quite a bit. Whnt occurs before that 18 that they 

adjust -- they made forward-looking adjuotmento to the 

BellSouth numbers but did not use the BellSouth numbers . 

0 nut the bottom line is that Hatfield recommended 

2.69 and staff utilized 4 .17, correct? 

A (Witnees Wood) That's correct. 

0 N~~ also o n switching. there were several 

specific switching inputs o f llat(ield thot the nta!f 

rejected, and inetead they used values that were 

srecifically proposed by the OeorgeLown Oroup. correct? 

A (Witness Wood) Yes in psrt , onc.l no in part. 

0 Well, let's --

A (Witness Wood) Yeo, they c hnngcd Lho valucu. 
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some of which were based on tho Georgetown recommendat1ons. 

0 Well, let's be specific. The same page, owitch 

port administrative fill, constant end office owitching 

investment, and switching !nstall ation multiplier. ell of 

those were baaed specifically on the Georgetown 

A (Witness Wood) Right. Those are the subset that 

are footnoted to the Georgetown report, that's right. 

0 Thank you. 

Now let's move to Kentucky. In Kentucky, 

similarly the commission there adopted Hatfield ao a 

platfnrm but rejected moa t of the major coat-dr1ving 

inputo , correct? 

A (Witneaft Wood) They changed a very small 

percentage of t!Je total inputs, and they are not 

neeeaoarily the primary cost drivers: but they did 

certainl y cbange aome inputs . 

0 Now when you oay those aren't primary coat 

drivera , have you done any oort of a sensitivity analysis 

to make that determination? 

A (Wi t ness Wood) Yes, I've gone through quite a 

number of oeneitivity anolyseu on a number of d1f!erent 

inputs . Som"! of these are significant; some of these are 

much less so. 

0 Okay. So then you would concede that at least 

some of them are eignificanc cosc dr1vero in your view? 
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A Some of them a r e. 1 would also maY.e it clear 

that i t's still an outstanding issue ln Kentucky exactly 

how some of the changed values are to be applied and 

whether t hey ' ve been calculated correctly, so I don't think 

we ' ve gotten the final word in Kentucky on, especially 

struct.ure percentages, exactly what t he value is going to 

be. 

0 Well , you cited the Kentuc ky o rder ln your 

testimony , so I guess I assumed that you were repreoenting 

that as being 

J\ (Witneos Woodl Oh, they have made a final 

decision to use the Hat!ield Mod~l. and they made a final 

decision to reject the BCPM, there is no doubt about that. 

In terms of the specific inputo to be used, there are a 

number of those that are on reconsideration In terms of how 

they are to be developed and applied, and I know comments 

have been filed by all tl.e part leo on oome of theoe. 

Q How many are on reconoidet·ation? 

A (Witness Wood) It is structure percentagco, and 

costs 

into. 

0 

I don't know how many speciCJ.c tnpuru t h •• ~ turns 

It's a aingle category. 

Okay. 

:3 J\ (Witness Woodl The problem is t !utt l t' 11 nine 

24 inputo into the Hatfield Model but th~ value they oelect~d 

25 is only the atatewido average value, and now there Ia o 
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1 question of how you d isaggregate that into the nine density 

2 2ones. So we don't know yet exactly what the adjuotment, 

3 if any, is going to be. 

4 Q But they have made concluoiono ao to numbers o n a 

5 statewide basis though, correct? 

6 A {Witness Woodl Yeo, the question i o now whether 

7 that's really different than t he Hatfield number, and we 

8 don't know that because we are comparing density zone 

9 numbers to a statewide numberJ and the issue r1ght now in 

10 the reconsideration is to find out if. these numbcro are 

11 ~ctually different. That is going to depend on how the 

12 gtatewide average was done . What the commission not~d WA 6 

13 it came from Georgetown and they didn't reAlly provide any 

1 4 informatio~ on how they made this composite . oo we've got 

15 to resolve that issue. 

16 Q Well, let's take an example then. Kentucky 

17 commission rejected the Hatf ield buried drop ohar!ng 

18 fraction, corr ect? 

19 

20 

21 

22 

A I'm sorry, what page are you on? I wao looking 

at 

0 Page 19. If it wi ll be helpful, let me tell you 

that Hatfield proposed .so aa a sharing fraction, t he 

~3 comniaaion chose . 85. ooeo thut help? 

24 A (Witness Wood ) On page 19? 

25 0 I'm sorry, page 20, my fault. The second 
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1835 

A (Wieness Wood) Yes. they changed the SOt to 85\. 

Q And t he aa theld Model proposed SOt for all 

density zones, correct ? 

A (Witness Wood) That 's what the order says. r·m 

not really s u r e if that ' s t he way we did the inputu. 

Q Okay. Well, at least --

A (Wi tness Wood) It certa inly says that they 

cha nged it , and they certainly concluded that Georgetown'o 

recommendation was unreatiOn4ble regarding tills input. 

0 So what t hey did was inotead they oubntituted a 

va lue o f 85 \ r ather than SO\ ? 

A (Witness Wood) They used their own number , 

tha t 's r i ght. 

Q Right. And they used that number - Before you 

were telling us that the numbers h4d to be deaveraged. In 

thio part i cular instance, what they recH.e on page 20 io 

the Hatfield proposed .S for every density zone, and they 

rejected that and aupplied instead .85 for every density 

zone, correct? 

A (Witness Wood) That's right, and this was not 

23 the input t was referring to. 

2 4 0 Okay. Now to go back to one JUSt 4 litLlc bit 

25 ear lier i n their o rder, the cO!Miission rejected Hat!ield'o 
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1 i nput for distribution fill, correct? Let me help you out 

2 a little. 

3 A (Witness Wood) Yes, it ' s on the bottom of Page 

1 19. 

5 0 Yeo, the point where it says, "The commission has 

6 u~ed the input of 6St for distribut1on fill for all density 

7 zones." 

8 A (Witness Wood) Yeo . 

9 0 •The commission believes t hat default values in 

10 the Hatfield Model overstate the amount of fill that would 

11 be observed in the current dnd !uture of 

12 telecommunications.• Oo you see that language? 

13 A (Witness Wood) Yeo. 

14 0 Okay. Thank you. 

15 Now the Kentucky commission also •·ejected 

16 Hatfield input for the NIO and Instead used amounts that 

17 were proposed by Georgetown, correct? Page 20, bottom. 

18 A (Witness Wood) Yes. 

19 0 Okay. And the commission rejected the input 

20 suggested by Hatfield for digital loop carrier and , again. 

21 they used the Georgetown percentage. correc t? 

22 A (Witness Wood) Yes in part and no • n part, 

23 because ot the two different systemo. 

24 0 loll, I think 1 t sa yo the comml OIJl on' o output 

25 does not incorporate the Life span system. 
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1937 

(Witness Wood) That's right. l 

2 

A 

0 But with that caveat the order also makea plain 

3 that they adopted the recommendation by Georgetown, 

4 correct ? 

5 ~ (Witness Wood) In termo of the investment 

6 specific for the DLC s ystems, that's right. 

7 0 And the commioelon aloo rejected the HaL! ield 

8 value and substituted the Georgetown value for diotribution 

9 cable investment, correct? 

10 A (Witness Wood) On a per foot baaio for the 

11 acquisition of the mater1al. 

12 0 Okay. 

(Witness Wood) And · · Yes. 13 

l4 

A 

0 In terms of the serving area 1nter!ace outdoor 

15 investment, the Kentuc ky commission rejected Hatfield and 

16 uoed the Georgetown input again, correct? 

l7 A (Witness Wood) That · s right.. 

18 0 And in doing so, the commlBOlon opecifically 

19 noted that the Hat!ield default values were not. 

20 representative Of conditione in Kentucky and thnt the 

21 origin of this particul&r input is queot1onable, correct? 

~2 A (Witness Wood) The genesiu of the default 

23 valueo, yes. 

24 0 Okay. And the commission rejec ted Hall ield nnd 

25 used the Georgetown input for copper feeder fill and for 
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1 fiber feeder fill, correct? 

2 A (Witness Wood) Yes. 

J 0 And for fiber feeder and copper feeder i nvestment 

4 per foot, again, Kentuc ky used the Georgetown value rather 

5 than the Hatfield, correct? 

6 A (Witness Wood) That's right. 

7 0 And in reaching that conclusion , they 

8 specifically said that the default values o( the Hatfield 

9 Model lacked necessary supporting documentation, correct? 

10 A (Witness Wood) Yea, and let me be very clear. 

11 I'm agreeing all these are changed. I'm not diucussing at 

ll all whether they cha.ngad much: b:Jt. yes. they changed. 

13 0 Okay. And finally, in termo o f the shoring 

14 factors, the sharing factors specif1cally for buried 

15 distribution, again, Hatfield proposed a 3 H factor and 

16 Kentucky re jected that and set the !actor at as• correct ? 

17 ~ (Witness Wood) Yes , Cor buried and uny~rground 

18 is · ~ . for aerial is 48. 

19 0 Okay. And again, 85 would mean that 85t o f the 

20 cost would be borne by the carrier and 1St would be born~ 

·n by some ot.har company o r .::ompaniea? 

22 A (Witneas Wood) Yea. 

2' 0 Thank you . 

24 MR. CARVER: That's all that I h .. ve. 

25 CHAIRMAN JOHNSON: Mr . Pons. 
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l MR. CARVER: Oh, one other thing. Madam 

2 Chairman, I would l i ke co request that judicial notice or 

J official recognition be caken of the Ken tucky ond t.ouis1ona 

4 orders and the staff r~commendation in Louisiana, in a s 

5 much as both the direct testimony and the croso examination 

6 referred to it quite a b1t . 

7 MR. LAMOUREUX: I think the Louisiana r~c. is 

8 already part o f one of staft exhibits? 

9 MS. CARTER-BROWN : Yes , Madam Chairmar. I think 

10 that's correct. We are c hecking it right now. 

11 CHAIRMAN JOHNSON: Did it olso include 

12 MS . CARTER-BROWN: It may be part ~f our big liot 

13 that we put in. 

14 CHAIRMAN JOHNSON: Old it include the staff 

15 recommendation , tho attached Was it lllcached7 

16 MS. CARTER·BROHN: Jusc one second and we'll 

17 check. 

18 

19 

20 

23 

24 

25 

MR. CARV!!R : It appears ·· ll has an ordClr number 

on it, so I assume It's not a sLaf! rec., but r can 't tell 

from the list. 

CHAIRMAN JOHNSON: I'm sorry? 

MR. CARVER : I'm sorry. The official 

recognition list has an order, so I ilOSume thal :he ocaf( 

rec. would not be part of that. 

CHAIRMAN JOHNSON: Would not be part? 
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l MR . CARVER: Unless it's in ar1 attachment to the 

2 ':lrder . 

3 CHAIRMAN JOHNSON: ln your question you said it 

4 was referenced in tbe order, but it wasn' t attached to it. 

5 MR. CARVER: Wha t happened is the sla!f wrote a 

6 rather extensive recommendation , a nd then there waa an 

7 order adopting the recommendation aa the order. 

8 CHAIRMAN JOHNSON: Okay . 

9 MR. CARVER: So in effect the recommendation 

10 became tho order. but I don't know that that underlying 

1 1 dvcument wao attached , no I would like to - · 

12 CHAIRMAN JOHNSON: I see. 

13 MS. CARTER·BROWN: Well. iL may not be attached. 

14 but it was officially recognized if it wao part of lhe 

15 order that incorporated it and adopted lt. 

16 CHAIRMAN JOHNSON: Well, we ' ll juot be clear that 

17 we are taking official recognition of the Louit.uana order 

18 and the staff recommendation upon which l~'o based. 

19 And the other document? 

20 MR. CARVER: The other documenl was the order of 

21 the Kentucky cetn~~~iaoion. 

2.' MR. I.J\MOUREUX: I don• t have an}' objeclion to 

23 that. I'd aloo like to m~~ke the order from the Kentucky 

24 commission 

25 C!AIRMAN JOHNSON : We'll tAkL official 
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1 r ecognition o f che Kentucky o roer . 

2 MR . LAMOUREUX: Well , also I'd 1 ike co mak e tho 

3 r ecord complete co cake official recognic1on o f the order 

4 from the Kentucky commission denying the motion for 

5 reconsi dera tion after the order as well. 

6 MR. CARVER: I'm not sure whac he is talking 

7 about , but I have no objection co taking recognition o( 

8 anything filed in Kentucky, ao 

9 MR. LAMOUREUX: Okay. 

10 MS. CARTER- BROWN : We have alre~dy taken of!lcial 

11 recognition of the Kentucky order. It's on our list. 

12 COMMISS10Nl!R GARCIA: That ' a not wl'-.at he --

13 CHAIRJoi.I\N JOHNSON : No, that' o not what he 

1 4 just --

15 HR. ~~URBUX: There is also an order out of the 

16 Kentucky commiooion denying motions for reconsideration of 

17 the order, and I juoc want to make that 

18 MS. CARTER-BROWN: ThaL I don't think we have on 

19 our list. 

:lO CHAIRMAN JOHNSON: Tell you whac, we'll take 

21 official recognition of it. 

:!2 MR. LAM<lUREUX: That' o (i ne. 

23 HR. WILLII\"15: Your Honor. while ·o~e ' re on thnt 

24 page, 1 mention r.he decioion o f the W&e.1 ington · · 

25 CHAIRMAN JOHNSON : Your 111.ike ion· t on . and you 
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1 said the Washington? 

2 MR. WILLIAMS: Yos, during the cross examination, 

3 t asked some questions about the decision o f the Washington 

4 Utilities and Transportation Commioolon. I aee that iu not 

5 on the official recognition list, ond I'd like to oak that 

6 it ~ added to it. It is 11 decision of. 1 believe it • o r~ay 

7 11th of this year. with respect to the Hatfield issues ns 

8 well. 

9 CHAIRMAN JOHNSON: You soid the Washlngton? 

10 MR. WILLLAHS: State of Waohington Utilities and 

11 Transportation Commission. They hod a decioion ftddreso1ng 

12 tho same issues that. ar~ on the oftlclal recogniLion list.. 

13 but this one was not thio particular Washington decioion 

14 was not on the official recognition !1st. 

15 MS. CARTER-BROWN: That's correct, Madam 

16 Chairtl\An . If we could have an order number, and sea U hos 

17 no problem with having that o n the list. 

18 MR. Wll.LIAMS : Yeo, it's entitled the eighth 

19 supplemental order, interim order eutablluhing cost for 

20 determining prices in phase 2 . a.nd the date u April 16th. 

21 1998, and I'll give you my copy. 

24 ~w. CARTeR- BROWN : The e1ghth supplemental o rder? 

23 MR. WILLIAMS: Ion't that something? T~e eighth 

2' auppleQental order . 

25 MR. HATCH• Madom c hairman, l would make a 
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1 request associated with that. I was not aware that it was 

2 the eighth supplemental order. It nuy necessitate us 

3 looking to see if there are ·- if the previous seven and 

4 the original. underlying order --

5 COMMISSIONER GARCIA: Tracy, we predicted that. 

6 We were discussing that back here. 

7 MR. WlLLIAMS: I 'm happy to provide every order 

B and supplemental order in the State o f Washington. I can 

9 tell y.:>u having participat ed in th1o p1·occeding that thio 

10 was the one that brought to a close all of the other issues 

11 o n these cost models . 

12 COMMISSIONER CARCIA : May~ we should let: 

ll Mr. Hatch go through the first seven and see if he needs 

H them. 

15 MR. WILLIAMS! Absolutely. And why don't I 

16 provide those to Mr. Hatch, and he can submit whatever he 

17 chooses. 

18 CHAIRMAN JOHNSON: That will ~ fine. 

19 MR. CARVER: If we could go back to Kentucky for 

20 just a moment. It's a little bit confusing ~cause 

2!1 Kentucky doesn't issue order numbers. so the order is only 

22 t•eferenced by the case number and Lherc hnve been 11 loL o i 

2 3 orders -- in fact, a lot of ordero regarding the dif!erent 

24 .lspects o f universal service in that case. So -;ust Lobe 

25 clear, the order t:hat I wao reading from wao che May 2:1nd. 
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3 CHAIRMAN JOHNSON: Do you have '"' order number? 

4. MR. CARVER: No . they don't have order numbera 

5 there. 

6 CHAIRMAN JOHNSON: Jh , tha t's just the ticle? 

7 MR. CARVER : Th,lt ' s t he problem. 

8 CHAlRMAN JOHNSON: Okay . 

9 MS . CARTER · BROWN: Do you have a cnoe number? 

10 MR. CARVER: It iu 360. 

ll MS. CARTER·BROW!'I : Okay . 

H MR. CARVER : And it ie noted on the recO<Jtlition 

13 liot , but it'a juot •• 

1 4 MS . CARTER-BROWN: But that ' o the same c ase? 

15 MR. CARVER: They ' ve had several different 

16 segments to their ongoing un~versal service proceeding , and 

17 they've had a number of final orderv for Lha t parltcular 

18 pa rt; s o I juat wanted to be clear on tht! parl thal I wae 

19 referring to. 

20 CHAIRJoiAN JOHNSON: Okay . Thank you. 

21 MR. PONS: Thank you, Madam Chairman. 

22 CROSS EXAMINAT ION 

23 BY MR. PONS1 

24 0 M.r. Pitkin and Mr . Wood, my na~r.e is John Pons, 

2S and I'm representing Spr int - Florida in this proceudlng. 
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1 I believe my £irst line of queoti oning goes to 

2 Mr. Wood. Earl i er this afternoon, there was some 

3 dis cussion between I believe yoursell and Commissioner 

4 Cl a rk concerning the difference between housing •.mite and 

S hous eholds with telephone. Do you r emember that? 

6 A (Witness Woodl Yes. 

7 Q Let me ask you a couple of queotions a bout how 

8 that might work out. When you filed thr. HAl model in this 

9 proceeding, how many reaidential lines did t he HAI model 

10 build in Destin, Flori da? 

11 A (Witness Wood) I could look tha t number up for 

12 you , but I don't know . 

13 0 Would you agree, subject to check, that it was 

14 6,328 residential lines? 

1 5 A (Witness Wood) It thal'o thf.' number you've 

16 somehow derived, then we can certninly t3lk about it. 

17 

18 

Q 

A 

Yo•J could c heck that out. can you not 7 

(Witness Wood) 1 can lind out how many lines we 

19 have. 

20 0 And do you know how many reoidellLial linao there 

21 actually are in Destin, Florida? 

22 A (Witness Wood) No. 

2J 0 would you accept , oubject to che•. k, that lt ' s 

24 12,77 0 residential lines? 

25 A !Witness Wood) Aqoin, I don't know Well, 
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1 I ' m nor. sur e how I would check that right now. mean when 

2 you say Destin, do you mean a single exchange, or is this a 

3 collection of e xchanges? 

4 Q Wi r e center. The Deutin wire c.:enL.,r. 

s 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A 

0 

(Witneso Wood) One wire cen-~r? 

Yea, air. 

A (Witness Wood) We can look at that, yea. What 

that probably means is we've got too many business lines . 

0 And i s the difference between the 6,328 that ~o 

included in your model, that was built by your model and 

the 12,770 that are there in actuality, is that a result o( 

t he HAl model using housing •· househol~s with a telephone 

versus a housiug unit? 

A Almost certainly not. lt'o actually ~ reoult of 

this proceoa. And, again, we can true- up to exActly the 

number of reaidence lines at the wire center level in this 

model if the incumbent companies provide uo with, by wire 

center, the mix of residence and buoinc~s lines, which we 

are happy to do. We have that as they report it for their 

entire service territory, which Jo the proceos we then have 

to use the households for, is to nllocate thooe out. But 

if che companies provide that Itt the wire cenLer level, wt• 

can r.ut information directly in lhe model and our nurnbero 

will e xactly match your numbers. 

0 r believ" earlier you anid that you do Lruc · up 
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1 what the model produces against what the lines are. Why 

2 didn't you do that in this caoe? 

3 We did do that in this case , at your service 

4 territory level, which ie how you provide the in!onnat;lon. 

5 If you provide the information at the wire center level . we 

6 can certainly do it at that level. 

7 0 l believe you agreed, subject to check, that the 

8 model in this case buil t only 6,328 lines? 

9 A 

10 lineo. 

ll 

12 

0 

A 

(Wi tness Wood ) No, sir. You enid reoidence 

Residence lines. 

( Witness Wood) WhA t we vary likely have is too 

13 many busin~as lines and too few residence lines, is a 

14 possible scenario; but what we can certainly do to 

15 eliminate the entire possibility is to take your 

16 information, if you provide it, put it into the model and 

17 we are ouro we are right by wire center by l!ne type. 

18 Q Okay. And if you true it up in the fashion that 

19 you've juot described, will you add more locattono or more 

20 linea? 

21 A (Witnes s Woodl Not necessarily. 

221 0 what would you do? 

23 A (Witness Wood) we may. in fact , have exllctly t.he 

24 riglt number of lines but we've diotributed them among 

25 residence ~nd bua ineaD cuato~rs inappropriately. and wha t 

C & N REPORTBR.S TALLAHASSEE, FLORIDA (850) 697-8314 



!81R 

1 WI! would tht>n do is 9' bac k ond mnLch the number of linea 

2 co t ht> wi re center. 

3 0 Well, how did you distribute Lhem initially 

4 inappropria tely betwel'n reoidE"ncc ond buulncss? 

5 A (Witness Wood) Through the access l1ne model. we 

6 start with the census data for residence counts. we get 

7 residence counts, household counts 1t ~m Metromnil and 

8 Clari cao. We compare those. We get ~enous datn on Cirot 

9 line penetr ation becauoe the census data does oay by census 

10 block whether people oubscrlbe to telephone service at 

11 ~11. lc doesn't cell ~show mar y lines they have. We then 

12 have additional demographic information o n the age and 

13 income, the primary person at the household. which ill used 

14 in a study to predict second 1 ine penetn>t 1on !or 

15 households. 

16 On the business aide, we have buoinunoeo (rom Dun 

17 and Bradst reet . We have the number o f employeeu. and we 

18 have the type of business. the classification code . All o! 

19 chat goes to predicting the mix o! lines and the 

20 distribution of linea in theoe smaller areas where ~he 

2: informat.ion ian•c; available . au~ 1( you would like ou1· 

22 residence and business line counto co exactly match yours 

23 on a wire center baeio, all you need do io provide ~he 

24 information. That'll imminently doable and doaiJle 1n o very 

25 ahort time f rame. 
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0 But i f you only built 6,J28 rcoidential lines in 

your model --

A (Witness Wood) Yeo . 

Q that. meant t.hat you only had oome t.h lng in tho 

neighborhood of 6,328 locations. isn't that correct, 

resident ial locations? 

A (Witness Wood) No, that means we had that many 

household counts when we tried to distribute the line count 

that you did report at the total. 

0 Where would you have gotten that household count? 

A (Witness Wood) That's the process I just 

described. 

0 

A 

is that -- PNR provides that? 

(Witness Wood) Well, it comes from Metromail and 

15 Claritas through PNR, yes. 

16 0 Okay. So this would be all ln the 

17 pre-processing. It would not be in the HAI model ltsel!7 

18 A !Witness Wood) If you want to define 1t that 

19 way. lt'o a two-step process. The Natiunal Acceoo Line 

20 Model, which is the distribution of nll of these things, 

~l happ-oua in the firet step. 

22 0 And if you had the actual line count, would you 

23 go back to PNR and tell them to come up wi~h additional 

24 locations in the Destin w1r" center ? 

25 A (Witneao Wood) No, we would go back to the 
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proper structut·e for building the required amount of plont 

for residence linea in that wire center, 11nd we would bulld 

the same number of lines that you have in oervice. 

Q Where would that take place, in the model itoelf, 

or would you have to go back to PNR to put in t hese 

adoitional lines? 

A (Witness Wood) No, that takes place in cne model 

J cself. 

Q )(hereabouts in the roodel? 

A (Witnaaa woodl we actually wrote up oo~ 

instructions thAt were provided to stall. and I can provide 

them to you -- they may have been distributed to you ao 

well that give you the otep-by-otep workohect cell by 

workshee t cell instructions for lnsert1ng that 

information. No one provided it. 

Q But in a r1y event, you do not add new locations, 

new residential? 

A (Witneaa Wood) Well, we don't 90 back into the 

19 pre -processing. We certainly add the required number of 

20 lineo. 

21 Q But you'll keep the oame number o! household 

<2 locations? 

23 A (Witness Wood) lie will otill hov,. the oamc numb"' 

2~ of household locations that we have ge~codable pointe for. 

25 We won't gain those simply by knowing there are more llneo, 
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1 but we can build linea , lldditlono l lines in the model . 

0 So in your model then you wi 11 assume th,lt chen• 

3 will be t wo lines to every one of those locations; iun• t 

4 that corre~t? 

(Witness Wood) No . 5 

6 

A 

0 Well, where do you put these lines? Where do 

7 they run to? 

8 A (Witness Wood) These become a surrogate 

9 a lternative, not a geocodable alternative. 

10 0 Mr. Pitkin, l believe the next ser ies of 

11 questions are for you . I believe you did the BCPM/MST 

12 analysis? 

13 A (Wi tness Pitkin) Yeo. 

14 0 When you conducted that MST annJ ys1 o (o•· t h e 

15 BCPM, from whom did you get the information to do the MST 

16 analysis? 

17 (Witneas Pitki n) We sent out a tlata r equest (or 

18 that i nfo r mation. 

19 

20 

0 

A 

To whom did you send out that data request? 

(W.ltncas Pitkin) I believe it was to BellSoJth. 

21 I'm not ouro if it wao also to Sprint and GTE . 

2:1 0 And fr0111 whom did you get the in(onnation to 

2 3 respond, o r whac was the r eaponoe co that data request ? 

24 A (Witneaa Pitkin) The response to the data 

25 request was a CO·ROM . 
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l 0 And who produced t.hat CO·ROM? 

2 A (Witneea Pitkin) 1 don't remember right now. My 

3 best guess would be Stop Watch Mops who does all o! the 

4 pre-processing for th~ BCPM. Just as th~ HAl model uses 

s 
6 

"' 
8 

9 

the pre-processing information from PNR, the BCPM model 

ueeo a significan t amount of pre-processing information 

from a group called Stop Watc h Mops. 

Q And did you ask for houoing units or locations? 

A (Wit.n~ao Pitki n ) l aok~d for housing units. 

10 Now Actua lly that is not exactly true. The way that 

11 these data requests originated was through a large effort 

12 i n Texas to do MST an~lyses. and ao a result o ( that 

13 process, I had many lengthy conversations with Phil Bullion 

14 of Stop Watch Mapa asking what data was available at the 

15 microgrid l evel that would assist me in performing this MST 

16 analysis. And we had probably oomewhere between tour and 

1"1 six discuesiono regarding this type of information, and I 

18 was not told that they had phyoical location dflL•• /Jt the 

19 microgr id level to use. 1 used houoing unit data which he 

20 oaid was available. 

21 0 So in your BCPM/MST ilnolysio, you uoed houo~ng 

22 units? 

~l A (Witneas Pitkin) I did use housing unltn. 

24 0 And io A houolny uniL a locAtio~ (or purpooeo of 

25 your MST analyeie? 
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1 A (Witness Pitkin) Ye r , it is. 

2 0 And for each location then you placed a d ot in a 

3 microgrid? 

(Witneds Pitkin) You. A 

0 And a minimum spanning tree is kind of like 

6 connecting those dots in the microgrld, isn't it? 

7 A (Witness Pitkin) Yes, that's exactly what it io. 

8 0 And you have a dot for every one of thoue 

9 locations in the microgrid? 

10 A (Witnesl Pitkin) I have o dot for every one of 

11 those housing unito in the microgrld, yes . 

12 0 And you oaid that a houoing uni t was a location 

13 f or purposes of your MST analyois of the BCPM? 

14 A (Witnese Pitkin I Yes . 

15 0 NOlo' in an MST analyoiB, the more dots you hove, 

16 the longer the MST distance? 

17 A (Witneeo Pitkin) Well . that entirely depet:,jo on 

18 where the dots are. 

19 0 In the dots that you would place in a microgrid 

20 that you got from Stop Watch M4ps for the purposP.o of 

21 analyzing the BCPH. were those d1d you dtotributc those 

:~ dote throughout the microgrid? 

23 1\ (Witness Pitkin) 1 used a methodr-logy coneiotent 

24 with the methodology ln the BCPH to diotributc. thooe 

25 housing unite in the microgr i de. 
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And do you know h~w the BCPM locates customers? 

(Witness Pitk in) The BCPM does not locate any 

3 customers. That's why this wao quite a pr:oceoo and very 

4 di f ficult to r er:form for both the BCPM model sponsors and 

S fo r us, because the BCPM doesn' t locate any customers. 

6 0 Okay. So because o f that. you had to distribute 

7 these housing units as dots throughout the microgrid for 

8 your MST analysis? 

9 A (Witness Pitkin) Yeo, I made certa in 

10 aasumptions. Doctor Duffy-Deno in his analysis also made 

1: certain assumptions . 

12 0 And how would you define a housing unit? 

13 A (Witness Pitkin) 1 would define a housing un1t 

14 ao what I believe the censuo burea u defines ao a housing 

15 unit, which ia a livable structure. 

16 0 And how would you define a location? 

17 A (Witneao Pitkin; l would define a loCIIt ion f ot 

18 the purposes of these cost proxy models as o phyo>cal po1nt 

19 at which you would have to build plant. 

20 0 And would this location. for purposes of your MST 

21 analysis of the BCPM, did thio location lndud,.. Would 

22 

23 

2\ 

25 

you ha·no would that be synonymous with a household or 

a houaehold unit , or a housing unit? 

A (Wltnel& Pitkin) No, the two have nothing to do 

with each ocher. The BCP!~ uses housing units. not; 
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households. 

0 And did you use hous>ng unlto? 

A (Witness Pitkin) Yeo. 

l 

2 

3 

4 

5 

6 

7 

0 And each housing unit was a location . correct? 

MR. LAMOUREUX: Objection . Asked and answered 

several times. 

MR. FONS: I'm just trying to establish exactly 

8 how he •· 

9 

10 A 

CHAIRMAN JOHNSON: Answer the question. 

(Witness Pitkin) Each housing unit was a 

11 location in my nnalyoio. yes. 

12 BY MR. FONS (Continuing): 

13 0 And are you aware that in the BCPM and tn reality 

14 there are duplexes where two housing unit~ exlst at the 

15 same location? 

16 A (Witness Pitkin) Yes, I am aware of Lhat. 

17 0 And how did you handle that (or purposes of your 

18 MST analysis? 

19 A (Wilf:neoo Pitkin) I did no t have J n!ot'IIUIC ! on LO 

20 determine the number of duplexes; however, 1n response to a 

21 data request that w~ received from BellSouth, we were given 

22 that information, and r w~nt back and checked. And 

2J actually . in low-density areas there ore very, very few 

24 occasl one where you have duplexC!o 1 and Lit" ,,.fo r·c. th«: 

25 reaulto th~t 1 discusa here for low-de~sity zo nes are r~ght 
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l on. 

2 Q Did you do your MST anaiysis aL the wire center 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

level? 

A (Witness Pitkin) No. I d id my MST analysis on 

both the BCPM and on the HAl model at the distribution area 

level, and that is the fundamental problem I have wi th the 

analyses presented by the BCPM sponsors in this proceeding, 

is that they use ve ry different levels of aggregation !or 

t heir analysis of the BCPM and their analysis of the HAl 

model . My intent was to use a consistent geographical area 

.or both analyses. 

M.R . POUS: 1 have no further qtHHttinnA. 

CHAIRMAN JOHNSON: Staf!. 

14 CROSS EXAMINATION 

15 BY MR. COX: 

16 0 Good afternoon , Mr. Wood. Mr. Pitkln. I'm Will 

17 Cox on behalf of the Commission atn!f. N1d I have just a 

18 couple o f questions, and Lhey are directed co Mr . Wood . 

19 A (Witness Wood) Yes. sir. 

20 Q Mr. Wood, how many user ad juutable lnputo ure 

21 there in the Hatfield Model? 

12 A (Wi tness Wood) 1573 will come up on the 

2~ pull-down menus !or you when you firot start up the model, 

:<~ but i f you go into the cluster data base. •. hen there are 

25 several hundred thousand at your diop.,sal; but thlll 
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1 requires a lictle more oophioticated approach of going into 

2 

3 

che worksheet:. 

0 Okay. So there are 1573 that ntaf( could eaotly 

4 oeeeoo and eh~nge che inpuce f o r? 

5 A (Witness Wood) Thooo are the easiest co get to 

6 because it's a simple point and click basis. You sec the 

7 value, you click on che 1-ttle square, the value goeo away, 

8 you type in tho new one. 

9 0 Okay. I think 1n che past few days you've heard 

10 the discussions that we•ve had about the minimum npnnning 

11 tree analyses of the t\~o models? 

12 A (Witneas Wood) 1 have. 

13 0 My question for you is what adjustments to the 

14 Hatfield Model, the HAl 5.0a could be made to correct the 

15 apparent understatement of diotributlon plant "" Indicated 

16 by che minimum opanning tree analysis? 

17 A (Witness Wood ) There are actually two things 

18 chat 1 can offer you in that regard. I can't give you a 

19 cell by cell liot. What we would p1·opose to do is to apply 

20 a test l tat would worlt through In the mode 1, and on rho 

21 exhibit that we gave out, I believe It's Number 19, where 

2l you see in the ltwest density zone thio underaae Cor both 

23 companies, the 24' for HAI, che 35\ for BCPM. we 

24 0 l'm sorry, which exhibit is that? 

25 A (Witness Wood) I thought it WAB 19 LO the 
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l rebuttal. It may be. It is Exhibit 19. It's the one we 

2 passed out at the beginn1ng of the summary. 

3 Let me be very clear. We really don • t think ~he 

~ MST analysis, ber::auoe there 10 no~ a hundred pert:ent 

5 geocodable pointo for either model, really cello you much: 

6 but I understand, based on the dlocuooion, that it'o 

7 something t hat the staff and potentially Lhe commioolonero 

8 are interes ted in. We can talk you through ·- Wf! have 

9 worked out a teat that would eliminate this possibility 

10 that would apply in the model and check It as it goes 

11 a l ong . We can calk you through chn~. or we can prov1de you 

12 with the updat:ed run of the model where we 've made thio 

13 analysis so that you can take the r<>t•ulta and put them oidP 

14 by side and see whether th1o thing that. we've all made much 

15 ado about is ~sally a big issue. I think the eaoteot. way 

16 would be to provide you with the results and the 

17 corresponding software and a complete description of 

18 e xactly what has been changed 11nd how the uwc was 

19 incorporated. That may be mo1·e ef(icicnt than trying to 

20 t a lk you through entering that Information in the model. 

21 0 Okay. 1 think I would like you to prov1de 

2• inforrMtion, but before we get to thaL, could you juut 

23 gener ally deacribe what you•ve done there? 

24 A (Witness Woodl Well, what: we want to do io, ao 

25 we go t hrough the process and we are producing a certain 
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amount of cable and there is a certain MST diot~:1ce , we 

wan t to compare the two; and where the cable produced by 

the model is l ower, we want to go to MST. I mean we don't 

think MST is the right standard. but if you want to oee 

what happens if it is, then we want to produc~ cable 

consistent with the MST. 

0 So you d on 't think the MST analysib lo valid for 

~atimatlng under building of plont? 

A (Witness Wood) No , I don't think it tells you 

anything r eally a bol!r either model bll!cauoe, unlesn ~·uu kno1o1 

where a hundred percent of the people are , this teat 

doesn't tell you ru1ything about whether either 'Ode ! bu!ldo 

enough plant to reach actual c ustomer locat1onu; lt just 

can' do that. The best you can do in compare, and we 

th -,k we compare very favorably on th!o the nwulLo o! 

this e omewhat arbitrary teot. But if it'o something thil t 

you're interested in. we will mn ke the adjustment Lo our 

model to ensure that it does meet exactly this test so that 

you can see what tho impact would be, not juot on coot, but 

specifically on feeder cable. 

0 

A 

Is thia teat that you do, ls it done by cluster? 

(Witneaa Wood) I believe well. '"'o done by 

2 ) serving area, and I actually should deler to Mr . Pitkin who 

2~ hud b~en mor e involved in the process to make sure that I 

2S describe this to you cor rectly. 
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l 0 Okay. Be!or" t go to Mr . Pitlun Cor h1m to 

2 descri be that, we 'll go ahead and ask that you provld<: thia 

3 test as a lat., · filed e xhibit, this teot run as a 

4 late-tiled , anc that would be .. l don't know how t o 

s describe what you• re doing, but a test run wh ich •.;ould 

6 incorporate the MST analysis . Is chat 

7 describe what you 're doing? 

How would you 

8 A (Wi tness Wood) Why don· t we co 11 It a nm thot 

~ ensures MST compliance? 

10 

ll 

0 

A 

Okay. 

(Witness Wood) Because that Is really what we 

1 2 a re testing for each time. And it -- again, you know. we 

13 don't think t hat the t~at means much , but if you do , we 

14 want to show you what the results look like, If we meet the 

15 t est. 

16 0 Okay. Why don ' t we j ust call it Instead o( 

17 ensuring, I waa k ind oC I'm not sure if that' o the nght 

18 word. Why don't we aay run to address MST compl1anco? 

19 

20 

21 

~2 

(Witnees Woodl Sure. 

CHAIRMA!< JOHNSON: Thnt will b<• the uhott title ? 

MR. COX: Yuo. 

CHAIRMAN JOHNSON: And it's Exh ibit 66. 

2J BY MR. C~X (Continuing): 

24 0 And Mr . Pitki n , i f you could deDcribe what was 

25 done in this analysis w1th thio tost, generAlly? 
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1 1\ (Witness Pitkinl Generally, t:his t:cst: Ia 

2 performed on a serving area baaiu. The HAl model doeo nol 

3 coat aervice at any level leso than serving areol, .1nd thiu 

4 is one ot the problems that we have with the analyala in 

5 the KST analyah performed by the BCI'l". proponenLo on the 

6 HAI model, io that they try and break out: the serving ar~a 

7 and oepa·rate the main clusters !rnm t:he outl yer clunten,. 

8 So the procoaa essentially calculates Lhe dloLance wlthin a 

9 main cluatar ond the distance with all of the other 

10 distribution areae that are pan o f that serving area and 

11 eneures that !or that serving area enough cable lo placed 

12 to match the HST c r iteria. 

0 Okay. Mr . Wood, are you aware of any oLher 

14 adjustment• that ohould or could be made t:o oddreoo the 

15 undoratatement of plant in the H/\I model? 

16 A (Witneaa Wood) There la anoLher ad)uat~~nt that 

17 we could do, and again, this f~lla under the c~Legoty of If 

18 you are intereatod in aeelnq the tesulto, we'll be .Jlad to 

19 provide them. And that io, I underotand there hoo been a 

20 big ieeue made about placing eurrogale poinlo ar01111d Lhe 

21 ceneue block boundAry rat:het thAn putting eurt·ogaLe pointa 

22 along interior roadwaya. It you would like to •ee the 

2J reaulta, we can perform an analys1o whr.re w~ ac tuully 

24 locate all the cuatomere that we can through rile gcocoding 

2~ vrocoe•; and then where we can't locate them opecif!cally . 
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1 we 6efault, if you will, as a second best solution to che 

2 BCPH process which is to distribute those customers along 

l exterior and interior roadways. That is an analysis we 

4 have the capability to perform. 

5 0 Okay. 

6 A (Witness Wood) It makes our second best solution 

7 at least as good aa the BCPM first case solution, but 

8 that's an analysis we can perform that's I think directly 

9 on the point to the issue that has been raised here. If 

10 you would like to see it, we'l l be glad 

11 0 Yea, if you could provide that ao a late·f1lcd 

12 exhibit, we would like that. 

13 A (Witness Wood) All right. 

H 

15 

0 

A 

And for a short title for that? 

(Witness Wood) Ho·" about surrogotco on intoner 

16 roads? 

17 

18 

19 

20 

n 

22 

23 

:14 

25 

0 Surrogates on interior roads? 

A (Witnaoa Woodl Yes. 

0 But it's a complete run? 

A (Witness Wood) Yes. 

0 With the surrogates on lnterior roado? 

A (Witness Wood) Y~s. we'd simply geocode 

everybody we can, and inot.ead of putting tho relll4inder juut 

on the boundary, we would use the BCPM proc~cd to place 

~hem on interior and the exterior roado. 

C & N REPORTERS TALLAHASSEE, FLORIDA (&SO) 697·8314 



l 

2 

3 

4 

s 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1863 

Q Okay. Why don't we call it HAl run wi th 

surrogates on interior roads? 

A (Witness Wood) That sounds very deocriptiv~. 

CHAIRMAN JOHNSON: That will be the short title. 

and it's marked 67. 

BY MR. COX (Continuing): 

Q And you':-e clear that tt.at"o. like we said, 

interior and exterior, even though we called the ohorL 

title --

A (Witness Wood) Yes, 1 think we are clear on what 

we are running. 

0 Okay. On these t:wo runs , if we could aok that 

you use the company specific 1nputs ~nd not the defaults. 

Were your plano to uoe the defaults or company specific? 

A (Witness Wood) No, we were plannu1g to uoe the 

same set of inputs that we used in the laLest tiling. 

0 Okay. 

A (Witness Wood) so that what you get ouL of the 

19 process you can lay down the results a1de by side with what 

20 you have 

2l 

22 

0 

A 

Great. 

(Witnese Wood) ·- to meaningful oee the 

23 difference. I want to make sure we•ve got apples to 

24 apples. 

25 Q Okay. Great. Great. 
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1 MR. COX: Thot concludes st.>ff•s questions. 

2 Thank you. 

3 CHAIRMAN JOHNSON: We are going to take a 

4 15-minute break before we do our redirect. 

5 (BRIEF RECESS) 

6 CHAIRMAN JOHNSON: We are going to go back on the 

7 record. Just a preliminary housekeeping mauer, we • re 

8 trying to get a fix on how much more time we arc going to 

9 need and whether or not we are going to be oven 

10 contemplating Friday nfternoon. I know Saturday is of( the 

ll rable, right? You all are definitely going to be finished 

12 before then, so let's oee if we can --

13 KR . HATCH: We might be able to work scmething 

14 out. 

15 CHAIRMAN JOHNSON: Excuoe me? 

16 MR. HATCH: l said we can work something out. 

17 CHAIRMAN JOHNSON: We're hopeful. Lct'o go 

18 through the witnesses that are remaining. What about our 

19 redirect? 

20 MR. LAMOUREUX: 1 don • t chink my red 1 rcct is 

21 going to be what keeps us to Friday ~fternoon. 

2::' CHAIRMJ<N JOIINSON: llow much Lime do you Lhlnl< you 

23 are going to need? 

24 HR. LAMOUREUX: 10 o r 15 minutes. 

25 CHAIRMAN JOHNSON: Okay. 1\nd then next I guess 
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1 we ' ll have Mr . Taylor. 

2 MR . WILLI AMS: Taylor. 

3 CHAIRMAN JOKNSON: A erose o f Taylor? We are 

4 j ust ki nd o f •• I know you all That's f1ne. 

5 MR. HATCH: Very 11 tt le to none. 

6 MR. MELSON: Same, little to none. 

7 CHAIRMAN JOKNSON: St11ff , lit.tle, ok11y. 

8 COMMISSIONER CLA!UC: Let me aGk .:. queot1on, if 

9 it ' s little to none , does he neerl to be here? 

10 CHAlRMAN JOKNSON: !o it none? 

11 MR. COX : Staff ' s is none. 

12 CHAIRMAN JOHNSON: Staff ' s !o none? 

13 COMMISSIONER CLARK: Because he is next, 1on't 

l4 he? 

15 CHAIRMAN JOHNSON: So there io none for 

16 Mr . Taylor? 

17 MR. L.AMOUREOJC: l al ways want to listen to hio 

18 s umma ry if he summarize&, but other th11n that, nope 

19 MR. CARVER: on the other hand, Doctor Taylor hau 

20 come her e a l l the way from Boston, and he io here already. 

21 eo I would like for him to a t least, you know, do a 

22 lO·minute oummary . 

21 CHAlRMAN JOHNSON: Okay. ThaL'B fine. 

2 4 MR . CARVER: Okay. 

25 C<»lMISSIONER CLARK: I have Lo oay. l do havn 
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1 some questions for him, which I wou ld forego 1f overybody 

2 else did, but that's al l right. 

J CHAIRMAN JOHNSON: The panul, CTE's panel? 

4 MR. ME~N: I 'm going co gueso 45 minutes, maybe 

s a little leas. 

6 

7 question. 

8 

9 

10 

11 

12 

13 good. 

MR. HATCH: Probably none, unless it raises a 

CHAIRMAN JOHNSON: Okay. Staff? 

HR. COX: Staff has none . 

CHAIRMAN JOHNSON: A llt;tle? 

HR. COX: None. 

CHAIRMAN JOHNSON: None? Oh , we may do pretty 

14 Sprint: • a witnesses? 

15 HR . KELSON : On the two Sprint wl tneoses . ma ybe 

16 10 minutes t ot:al. 

17 CHAIRMAN JOHNSON: Okay. 

18 MR. HATOI: My guy doing Mr. Dickerson is not 

19 here, so I don•• have an estimn~ion, bu~ there will be 

20 some. I can commit to an ho"r, but th,ll · n a rough guo au 

21 without any a ccuracy as eo how much work he is going to be 

.1 :2 doing . 

23 

:.! 41 

CHAIRMAN JOHNSON: Okay . The cost mod~l input 

witnosoe3, BellSouth? 

25 HR. HATCH: I probably t1nvo 1 5. 20 . 30 mlnuLeo, 
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1 d~pending on h ow it goes. 

2 MR. MELSON: I • m gueeeing 30 Ln 4 5 m1nut.eo. 

3 CHAIRMAN JOHNSON: Staff? 

4 MR. COX! Probably hal£ an hour to 45 minutl!o for 

5 BellSouth. 

6 CHAIRMAN JOHNSON: Okay. GTE's input witness, 

7 Norrie? None? 

8 MR. HATCH: About 30 lllinutea. 

9 CHAIRMAN JOHNSON: Oh, 30 minutes. 

10 

11 

12 

~R. MELSON: None , or Cive minutes. 

MR. COX: None tor Norris. 

CHA:IRMAN JOHNSON: We are doing prct.t.y good. "the 

13 other witness, however you pronounc~ it, Tucek? 

14 HR. WILLIAMS: TUcek. 

15 MR. HATCH! Wl! 've got about 30 minutes probably. 

16 MR. HBI..SON: Pive minutes. 

17 MR. COX: About 30 minutes for Tucek. 

18 CHAIRMAN JOHNSON: MCI 'o witneoo Wollo . 

l9 MR. WILLIAMS: Oh, probably nbout, leao thlln mn 

20 hour, 45 minu'tee. 

21 MR. CARVBR: 45 Minut:es. 

22 MR. COX: About fiv~ minutes f o r Wells . 

23 'CR . PONS: 15 Minut:ea. 

2~ MR. COX: Pive minutes ! or well& . 

25 CHAl!UoiAN JOHNSON: Oickeroon? 
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l MR. HATCH: That would be about an hour. 

2 Madam Chairman, thoro may b o nome confuo ion. 

3 probably have leas than five minutes for Mr . S1chter . 

4 CHAIRMAN JOHNSON: For who 

5 MR. HATCH: Mr. Sicht er, I think Lhat io who you 

6 ask ed for before and I said an hour. 

7 CHAIRMAN JOHNSON : Oh, yeah. 

8 MR. HATCH: I thought you were talking about 

9 Mr. Dickerson. My apologies for the confuoion . 

10 CHAIRMAN JOHNSON : Okay. And y ou said how much 

11 for Sichter? 

1 2 MR. HATCH: May be Cive minutea , if that . 

13 CHAIRMAN JOHNSON: Okay. And then Dickerson Is 

14 the hour? 

15 

16 

MR. HATCH: Yes. 

CHAI RMJ\N JOHNSON: Okay . 

17 MR. MELSON: Five minutes. 

18 CHAIRMAN JOHNSON: Okay. 

19 MR. COX: Staff han obout :?.0 mllluLes for 

20 Dickerson. 

21 CHAIRMAN JOHNSON : Okay. And AT&T'S t.•.ro 

22 witnesues? 

23 MR. FONS: Lerma and l'etzinger? 

24 CHAIR~ JOHNSON: Yeoh, I'm l ooking at bolh ot 

~5 them. 
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l MR. PONS: For Lerma , Sprint hao about 5 to 10 

2 minuteo, and for Petzinger probably halC an hour. 

3 MR . CARVER: Bell 'lou t u 'lao probably 30 minuteo 

4 tor Lerma •nd leoe than lS minuteo !or Petzinger. 

5 

6 

CHAIRMAN JOHNSON: Okay. 

MR. WILLIAMS : And OT£ has probably the oame, 15 

7 minutes for Lerma and no mo" ' than half an hour for 

8 Petzinger. 

9 CHAIRMAN JOHNSON: About ~ 5 , oka y . 

10 MR. COX: Staff hao probably about [lve minutes 

11 combined for t he two. 

12 

13 

14 

15 

17 left out 

18 

CHAIRMAN JOHNSON: Okay. And BellSout h' 11 panel. 

MR. HATCH : We've got about an hour. 

MR . MELSON: Five minutes. 

MR. COX: Probably nothing (or them. 

CHAIRMAN JOHNSON: Did I leave anyone out? I 

COMMISSIONER CLARK: Curry, io just Lhe one down 

19 at the bottom. 

20 CHAIRMAN JOHNSON· Oh, Curry . 

21 MR. HATCH r I wns tempted to 11ay (our hours, but 

2:2 I'm just I don' t. think I'll have anything lor 

23 Mr. Curry. 

MR. MELSON : Nothing. 

25 CHAIRMAN JOKNSON: Nothi ng, nothinr;; 
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1 MR. COX: I assume s t aff would be probably the 

2 only one question ing Mr. Curry, and we probably have 

3 be~ween half an hour and an hour. 

4 CHAI RMAN JOKNSON: Okay. I think I covered 

5 everyone . I just wanted ".o kind of get an indication. 

6 We'll still go until about s even tonight , 6:30. oeven . 

7 And I think 

8 COMMISSIONER CLARK: I wanted to ask M~. Wood a 

9 question, if you are reody. 

1 0 CHAIRMAN JOHNSON : l1h ·huh . 

11 COMMISSIONER CLARK: Mr. Wood. are you allowed to 

12 hAv~ the axhlbitn f rom Mr . Doctor Staihr? 

13 MR. WOOD: I'm sorry . what was the question? 

14 COMMISSION1'-R CLARK: 1 guess I hove to ask the 

15 parties. Thede are confidential , and arc these - - 1 think 

16 these a re actually from Mr. Wood, right? 

1 7 MR . FONS : No. 

18 MR. COX: It's information from PNR . 

19 MR. HATCH: Commleaioner Clark, those documents 

20 were provided by PNR directly to the partieo that: requested 

21 them . Mr. Wood, I do not believe, has signed that 

l2 agreement; eo, technically, no he shouldn't have thum 

23 unless h• signa tho ·• 

24 COMM ISSIONER CLARK: Never mind. Thanks. 

25 CHAIRMAN JOKNSON: I think we are r-:ady fot· tho 
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l red i r ect . 

2 REDIRECT EXAM •NATION 

3 BY MR . LAMOUREUX (Continuing) : 

4 0 Way back when. Mr. Wood? 

5 A (Wi tneoo Wood) Yes. 

6 0 A few hours ago you were asked a question by 

7 Mr. WJl l iams, and as part of your answer, you said that it 

8 was ill-advised to start from where we are today, and my 

9 question to you i s , by that did you mean Cor u particular 

10 company or for a particular geographic area? 

11 A (Witness Wood) Well, for the pa1·tlcula r company . 

12 Wo a re certai nly going to otarL with the characteriotico 

ll in a very detailed way of the geographtc area bccauoe it'o 

1 4 t he details of the geographic area that cauoed theoe coots, 

15 the so-called cost drivers to occur. Those aren't really 

16 caused by the history, or not properly caused by the 

17 history of how tho company hao chosen to operate ln the 

18 paot. 

19 0 And doos the Hatfield Model reClecL where we Are 

20 today in terms of the geograph1c area in Florida? 

21 A (Witness Wood) Yea, absolutely. It takes the 

;!2 e x isting e xchange boundar!eo and the exloLing wire cent"' 

23 locationa, but -- and from chat then nlt tho geological an1 

24 geographic data ot the araao themaelveo, bu' ll Jou'l liMI 

25 back co the historic operationo of the company except In 
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terms of where they located the wire centers. 

0 I want to uae the example that Mr. Willinme used 

with you of putting o polo in the ground. 

A (Witness wood) Yes. 

0 Let's eay that there is actually a new technology 

out there that's cheaper, eomehow usee aome other 

tea~mology than what happens with t.he truck today but the 

LEC is using the t ruck to put in the pole today. Wou:-1 tt 

b-3 appropriate to assume that using the truck coots are ·thi! 

appropriate forward-looking costs tn that situation? 

A (Witness Woodl No, t.hat lo exactly the diocuooton 

I had with h im. It's the new technology cooto, and you 

may, in fact. have a oituation where the compan1es have no~ 

bought the new technology, even though a competitive 

company 1;10uld have, because they've still got undepr.::ciated 

aosets aoaociatod with the old technology that. they want to 

keep using. 

0 You engaged in 11ome discussion wlth Mt· . Willlanw 

about the process of selecting quotationo for the Hatfield 

Model inputs, and I wanted to nok you, have you ever gotl:cn 

quotes for work done on the house that yo u deoc r!bed. 

A (Witness Wood) ~1ell , actually, yeo. I • ve just 

had eome painting done and the deck pressure washed. 

0 Did you pick ~he most axpenoive quote for the 

contractor to do that work? 
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A (Witness Wood) No, I got bidn from ucve•ul 

contractors . I selected a subset of those that I thought 

would do quality work, and then l took !rom that group the 

lowest b i d. 

0 Did you average all the quoces you got and then 

go out and look f or a contractor who would sell it to you 

for that average? 

A No, I would have been , frankly, a fool to do 

that. 

0 I want t o tolk to you a little bit abouc this 

11 die~ssion about New York lobor rates, and I want to put it 

12 in a little bit of a hypothetical. If the New York labor 

13 rate was a hundred dollars an hour and the Flor1da labor 

14 rate $68 an hnur, would mulciplying 68\ by the hundred 

15 dollaro an hour give you $68 pet· hour Florida labor rnte? 

16 A (Witness Wood ) Yeo. 

How is the 68t calculated? l7 

18 

0 

A (Witness Wood) lt'a the percentage ot the total 

19 from the state by state labor factor in the R.S. Means 

20 publication. 

21 Q Does the 68 ;>ercentage factor give you il Florida 

22 specific labor rate? 

23 A (Witnoaa Wood) Yeo, based on that publ i11hod 

24 ::lata. 

25 0 To your knowledge, do the LECs uoe the R.S. 
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1 Meanei 

2 A (Wi tness Wood) They do. In fact., they use it 

3 I know Ms . Caldwell is here. actut~ll y used to wock i n 

4 the same organization, and that particular document is used 

5 quite often in that coating o r ganization for just this type 

6 of information. 

7 Q I want to ask a question in response, or 

a following up on something that Mr . Fons talked to you 

9 about . Have che L£Cs provided line count information at a 

10 wi re center level t o be able to run line count in rormat ion 

11 in the Hatfield Model at the wi re center level? 

12 A (Witness Wood) We do not. yet have t.hat 

13 information, but if we had it , we could use it. 

Q Mr. PJtkin, following up on, 1 think, something 

15 you said in response to Mr. Fono or the otarf, I'm not sure 

16 I remember which. Why is it that t. he MST is an 

17 inappropriate benchmarking tool? 

18 A (Witneao Pitkin) Well. simply put. we know that 

19 the MST diotance baaed on surrogate locationo io 

20 exaggerated. If you space customero ao far apart from one 

21 another on a road network as posoible, then you are 

22 quaranteeing that you are ""'x im12:1ng t.he dispe.raion o( 

23 tJ>O•'e cuot.omertJ; and s~nce the MST is D measure of 

24 dispecsion, it is given that: chat will e xAggorotc tho MST 

25 distance . 111ld, i n fact, not only do we prove t:hio in our 
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1 testimony , and it shows &hat if you take only surrogate 

2 locations for road network and you substitute a percentage 

3 of thos e surrogate locations with actua l locations . the MST 

4 distance goes down , prov~ng that ac tual customer 

5 disper sion • • actuill customero are not spaced au far apilrt 

6 from one another as possible. 

7 Similarly, Doctor Duffy·Deno filed a Lnte·Ciled 

8 Exhibit 3 , I believ" this was -~ this may hav" been " 

9 deposition e xhibit, I 'm not e xactly sur e; but ~t performs 

10 an MST analysis on an observed ontellite location data and 

11 ale~ using only surrogate points. And this analysis shows 

12 that the MST distance using the uurrogilte points io 26 t 

13 greater than th~ MST using actual or observed locations. 

1 ~ And 'his is interesting because it corresponds to 

15 a wire center. I£ you look at Exhibit OJW/BPP-18, we 

16 actually perform MST anAlyses ?n o w1re center by w1re 

17 center basis; and for this particul ar wire center, it ohows 

18 that the HAl model io 9t, builds 9 ~ fewer route milos than 

19 th<> MST. However, if you consider t:he fact that in t h iu 

20 wire center Doctor Ouffy-Oeno hao proven that the ourrogate 

21 locations overatate diaperaion, you will now br•nq the MST 

22 d•otance down by enough so that. you will guarantee that the 

23 tn<>dt•l will !lc tually meet the MST distance for t hll t wire 

24 cen~er, whl c h ie why we think IL is a miotllke !01 uomelx>dy 

2S to use this MST diatance as a lower bound because we know, 
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1 ard it's been proven in our testimony and proven by Doctor 

2 Duffy-Deno that th1a MST d isrance is o verstated and io not 

3 the proper benchmark to use for these cost proxy models. 

4 0 ln reeponoe to a queotion you got from t~r. Fane, 

S you mentioned different units of analysis between the MST 

6 done for BCPH i n the Hatf1eld Model, and my question is 

7 wh.tt do you mean that the sponsors of BCPM uoed different 

8 units of analysis in doing the MST for the BCPM and the 

9 Hatfield Model? 

10 A (Witneaa Pitkin) Well, simply put, the BCPM 

11 sponsors used the oerving area ao their unlt of analys1s 

1:. for their MST analysis on the BCPM; however, Lhey used only 

13 main clusters in the HAI model. and I can perhaps show lt 

1~ better by drawing this. 

15 The HAl model defines as a serving nrca a main 

16 oluoter and the outlyer cluatero that are oooocioted with 

17 that main cluster. You have multiple distribution areao 

18 within a ein!!le serving area. !low Lhe BCPM aponoo ro hove 

19 elimina ted this part (indicatco l o( the aervtng area (rom 

20 their analysis. And according to Doctor Ou!fy- D.,:lo. he 

21 says that, well . when you take thie cable for this entire 

22 serving area, we knew that there is enough cable built 

~3 thero . We know that these outlyer clustero and Lhe cable 

24 to got t o them do satisfy the MST criterl~: however, he 

25 elimi nates them from his anBlysio. In their oquivalent 
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1 analysis on the BCPM, they have a serving a1·ea. 

2 MR. FONS: Madam Chairman, I'm going to object to 

3 this. Thio hao not.hing do t o do whh my direct 

4 examinacion. He has gone far beyond. :-ty quootiono wer~ 

5 asked about his analysis, MST analyoio, not what Doctor 

6 Duffy-Oeno did. I t has nothing to do with his analys1o 

7 t he ques tions tha t l asked on cross ~xamlnallon. It's gone 

8 fa~ beyond. He is just rearguing a point that was made 

9 yesterdAy. 

10 MR. l.J\MOlJREUX: Mr. Fonn is abuoluLcly 

11 incorrect. M.r . Fono asked h.im about the MST onalysiu about 

12 BCPM that elicited discussion about different units of 

1.1 analysis in conducting t.he MST fox· tho BCPM and for 

14 Hatfield Model, and all 1 asked Mr. Pit.kin to explain what 

15 he meant by that. 

16 MR. PONS: And I take e xception to your statement 

17 because my questions went only to wha t did he usc In hlu 

18 analysis of the BCPM for MST purposes. and I only asked him 

19 whether he used household unito and Lhc locationo thot he 

20 plotted. I asked nothing about any of the things Lhllt he 

21 i s into now. 

22 MR. LAMOlJRil;'UX: Tho obl igaL ion Is that my 

23 redirect ha• to be within •he scope of the cross 

2~ examin~~ion, and that 'D e xactly what it is. 

25 MR. FONS: I don't agree. I think It goes (ar 

C & N REPORTERS TALLAH/<SSE£, FLORID/I (850 ) 697 - 8314 



1878 

l beyond. 

2 CHA:lRMAN JOHNSON: Mr . Pons. I guess your 

3 ob~ect:ion 

4 

5 

6 

7 

8 

9 

10 

ll 

l:l 

l) 

l4 

15 

16 

17 

18 

19 

20 

23 

MR. LAMOUR~VX: And actually. if I may add one 

other t:h i ng, it 's certainly within the scope o f crooo that 

some of the ecaff questions went to ~o well . 

CHA:lRMAN JOHNSON : Your objection goes not 

necessarily that he wasn't -- he didn't talk about chen~ 

things, but he wasn' t being responGlve to your queotion 

when he raised them? 

' MR. PONS: Oh , no, not at all. What he is 

talking about now h<ll• nochl119 to do with the que11tiona I 

asked about on cross examination. My cross exam1notion was 

limit• :i solely t:o t:he a n31yoia that he mad<>. Now he 10 

talking about an analysis s omebody else made, and that's 

not proper r edirect . 

MR. LAMOUREUX: I took very good notes o f what: 

Mr. Pitkin said in response to ·· and I didn't write down 

if it was at a ff or Mr. Pono but 1n reoponoe to the 

question, he •pecifically t.alked about the different: 

levels -- unito of dnolysio used by thf' BCPM oponooro 1n 

doing~ MST for BCPM and tor the Hatfield Model. ond my 

redirect i s simply asking Mr. Pitkin to explain whot he 

24 meant by that. 

2S CHAIRMAN JOHNSON: I'm going to allow him to 

T lo.:.:.JV!k.aSP.£, PLOil t DA (a sol G~'I-Bl1·4 
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1 explai:l? 

2 A (Wicness Pitkin) Thank you. As I was saying, in 

3 the BCPM they c reate serving areao and have up to four 

4 discreet diotribution areao within the serving area. In 

5 their analyaie, th~y are including the cable to connect the 

6 various distribution areas. 

7 We know that there is enough cable there. They 

8 did not include it here !indicates). The) did not do it on 

9 a serving area basis. They did do it here (indicateD), oo 

10 they are uoi ng distribution areao for tho IIAI model, an<l 

11 they are using nerving areoo tor the BCPM; thereby , 

12 excluding cable in the HAl model that they include In the 

13 BCPM modi!! . 

14 In addlc!on, by eliminating opectfic discr!bution 

15 areao from their analyaio in the HAI model. they are 

16 elimin•cing those distribution areao that they know and 

17 Doctor Puffy-Deno otcted are going t o oat iofy the MST 

18 criteria; therefore, any otatiotic cltlng thilt the 1!1\1 

19 model only meeco che MST in a certain percentage of 

20 distribution areas is biased because chey are not including 

2l tho full sample ot distribution areas. However, in the 

22 BCPM, they are including the Cull sample o f dlotribution 

23 areas. oven the onsa where they are guorantof'd to meet t he 

24 ~~T. ther~by lowering the percentage o[ BCPM diotributlon 

25 ~reas that: do not meet cho MST standard. 
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1 So ~here are a couple of biaoed analyoeo going on 

2 here chac make cheir results -- chcir comparisons apples to 

3 oranges. They are not comparing the same thlngo. 

4 HR. LAMOUREUX : have no further questions. 

5 CHAJRMAN JOHNSON: Exhibits. I think we have 

6 juet the one, 65 . Everyching else l believe will be 

'I late- filed? 

8 HR. COX: Yes, thot'o con ·ect. 

9 CHAIRMAN JOimSON: Exhibit 6~ is AT,T' s composit~ 

10 exh tn tr.? 

11 HR. LAMOUREUX: Yes. 

12 CHAJRMAN JOHNSON: Show that admitted wrthout 

13 objection. And 66 and 67 wil l be late · flled. 

14 Thank you, gentlemen. 

l~ MS. KEYER: BellSouth calls Doctor William Taylor 

16 ao ito next witne~ . 

17 CHA I~ JOHNSON: Werr you oworn in earlier? 

18 MR. TAYLOR: Yes, I woo. 

19 CHAIRMA!-1 JOHNSON: Okoy, great. 

20 Whereupon, 

21 WILLlAM TAYLOR 

22 was callod an 11 witnooo on behall o f Bei1South ••nd, after 

23 being duly sworn, teatified ao (ollowo: 

24 OIRECi EXAMINATION 

25 0 Would you pleaoe &taco your name and business 
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1 addt"eso? 

2 A My name io William E. Taylor. My bun!ncoo 

3 

~ 

s 

6 

; 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

.:3 

24 

2S 

address i s Ne r a One Main Street. Cambridge, Maasachuoetlo. 

02142. 

0 Doctor Taylor, by whom arc you employed and in 

whac capacity? 

A Nat ional Economic Research Associateo lnc., 

s eniol" vice president . 

0 Doct or Tayler, hnve you caused to be filed in 

this case 34 pages of rebuttal testimony dated September 

22nd , 1 998 , along with one e xhibit title WET·l? 

A Ye n, I did. 

0 Was this testimony prepared by you or at your 

direction? 

A Yeo . 

0 Do you have any changeo to your rebuttal 

teetimony? 

A No . 

0 Doctor, if 1 were to ask you today the oam~ 

questions that were asked in your rebuttal testimony. would 

your anowero be the same? 

A Yes, they would. 

MS. KEYER: Madam Chair. I would move that Doctor 

Taylor' s testimony . rebut.tal teetimony be >noortcd Into the 

the r ecord A& if read. 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

a 

72 

23 

2 4 

25 

1882 

CHAIRMAN JOHNSON : It will be inoerted. 
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1 BEFORE TBE FLORIDA PUBLIC SERVICE COMMlSSION 

2 REBV1TALTESTIMONYOFWILLIAM E. TAYLOR 

3 ON BEHALF OF BELLSOUTH TELECOMMUNJCA TIONS, INC. 

.. 
5 

DOCKET NO. 9806.96-TP 

6 Introduction and Summary 

7 

6 Q. PL.EA.SE STATE YOUR NAME, BUSINESS ADDRESS. AND CURRENT 

9 POSmON. 

10 

01883 

11 A. My IUIIlle Is Wllllam E. Taylor. I am Senlo.r Vice Prtsidcnt ofNationlll Economic 

12 RcscatCb Aslociates. Inc. ("N1!RA '1. head of ill Communications Practice, and 

13 

14 

15 

bead of iu Cambridge office toea~ at One Main Street. Cambridac. 

Massachusetts 02142. 

16 
Q. PLEASE DESCRJBl: YOUR EDUCATIONAL, PROFESSIONAL, AND 

17 

18 

19 

20 

21 

22 

23 

24 

25 

BUSINESS EXPERIENCE. 

A. I ba\•c been ao ec:onomist for about twenty-five yean. I camod a Blleheior of Arts 

~from Hamlnl Colleac in 1961, a Master of Arts dclf"C in Statistics from 

the Urt.ivaslty of California at Betkelcy in 1970. and a Pb . .D. from lkrlcclcy in 

1974, apeclallzina In lndUJilial Orpn!Dtion and Econometrics. Por the Jlll3l 

twenty-five YWI. I have lallaht and published I'CSCllt(h in the ruau of 

mi~nomlt'l, ~cal and 1pplicd ec:onometrlel. wruch I.J the study of 

31allstlc:al me:thod.r> IIppi Ied to -mlc dala, ancltdccommunicationJ policy at 

·2· 
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1 redc:mk: and~ Institutions. Sp«!Ocally, I ha\1: tau&}ltat the Economics 

2 Ocputmenta of <:or-Mil Univcniry, the <:.tho lie University of Lou\·ain tn 

3 Belalum. md lbe iMessw:lrutcUJ Institute ofTcdlnoloey. I haft abo ~U(Icd 

4 meuch 11 Bdl Lllbonatorlca and Dell Communications Resean:h, Inc. l h:tvc 

5 pu1lc:lpalcd In tclcwmmunlcatlons rcaulatory procecdlntP bcfon: many autc 

6 public: service c:ommlaloos, lncluclin11 the Florida Public Service Commission 

7 ("Commission") i:n Doetet N01. 820$37·TP (on premium i~ttnLATA ~" ehnaes). 

6 ll040G-TP (oo maraJnal c:osu for private line SftVic:cs), 880069-11. (on the 

8 Florida Rile SllbillzatJon Plan), 9006ll·11. (on aou-subsidlllllion), 92038S·il. 

10 (011 dept il'ioo, invc:llnx:nt and infltiiiUeture ~-.:lopment), and 920260-n. (nn 

11 pricee~~prqublion). all 011 bchall'o(Souihem Bell TclcpbnN .t Tdcllflj)h (now 

12 dlbla BellSouth Tclecommunlcallons). In ltddillon, I h:tvc filed tcttimony bcfor.: 

13 the Fcdenl Cornmunlcalions Commluion ("FCC} and the Canldian Radie>-

14 telcv!Jioo Tdecommunleations Commluion on m.allcn c:onccming !nc:cntivc 

15 rcaulatlon, price c:ap rcaulatlon, prodll(livity, IICI1C:SS ehargCJ,Ioeal competition. 

10 intc:rl.ATA eocnpctitloo, lniCTCCKIIlCCtlon and priciJJ& for CCOJtomie cfficlcnc:y. I 

17 have aiJo lc:Sillied on nwket power and antltNst issuca in fcdcnl eow1 and on 

18 tdocomnnmlc:atioas mauen bcfcn fcdcnl and sta1c lcaJslllh<c bodin. My \'ita it 

1 e I1IICbcd a Eldu'bit WET ·I. 

20 

21 Q, WHAT IS mE PURPOSE OF YOUR REBUTTAL TESTIMONY! 

22 

23 A. Tho pwposc of my rcbuttaltOIIImony It to r.:tpond, on behalf of Bell South 

24 Tel~ ("BSTj, to the economic~ tal~ In the direct 

26 tcatlmon!a filed in thl• proccodlna by Richard Oucpc (for A 1 &T) and Josc:ph 
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1 A. No. Fundamentally, !hi. ..:.U.1 incoor ... "!ly c:oofUKS subsldics lo Cllaomert. (t.J., 

2 resldcnlial c:wiOIDCn) with tublidles 10 ~ (c..a., bale .uldentlallocal 

3 exchanae service). Wh!le for IOIDC public policy purpoJCS h miabl be uxfullo 

<4 know whether a puUc:u1ar cl.us of cwcomen is receivlna a •ubsidy, h is for more 

5 important (or s!zlna 1 unlvatallaYioe fund 10 lulow wbetbcr residential besic 

6 local c:xcbanae KrVice IJ tublldi.u:d. 

7 

6 Q. WUY SHOULD 1liE REQUIRED UNIVERSAL SERVICE SUBSIDY BE 

9 MEAStiRED AT TBE SERViCE LEVEL (RF.SlDENl l \ L LOCAL 

10 EXCHANGE S&RVICE) RAltiE.R TJ1AN AT nlE <.USTOM£R LEVEL 

1 1 (FLORIDA RESd)ENllAL CUSTOMERS)! 

12 

13 1- Mcuurina lbc: univaal tci'Viee Jllbady lithe KtVIce level (ralhcr than at the 

14 CUSIOiliCt lcvd) i• imponant bo • K finDs compete 10 Jlf'Ovldc savica to 

15 CUSiomcn aod dlJtortlOCIIIn the prices of !hose tenic:es willlc.d to ineffidcnl 

16 competition. lnd'rldcnt compecitioo, iiiiiW. leacb 10 blabcr-c:ost supply of 

17 services and hi aha' prices or ~ laYioe qualhy for conJ\IITie11. 

1a To see this. consider the c:xample Uled by Mr. Oillan (at 8-9). 

19 • the fuced COSiil of the local loop and •wilcllare SlOper month 

20 • the pric:c of rt:tkkmltlloc:al ~ terVi« is S I 5 per month. and 

21 • ooeveneo, lhe locwnbcnt local excbangc carrier ("ILEC") sells It> cwtomer 

22 SIO worth of opliooaJ KrVIces tb8t co.t Sl per monlh 10 tupply. 

23 F;um lhiJ examp1c, Mr. 0111111 cone lucia thet the CUIIomcr IJ PfOiitablc to KtVe 

24 and th.-t "(n)o ex1Cmii1Ubady is IICCidcd or appropriate since: the consumer is an 

25 ann.ctive customer In i" own ri&hL" [at 9). The flnt conclwion is true but the 



1 teCODd is Cabc. While !be·~ r=•idrntlal co•sromcr is profitable to serve (tn 

2 this bypotbetic:al epmple). the canieflhat supplies loeal c:xdwl&e service Is 

3 pLaced 111 competitive dis.d\'llllaiC compared wilb canicn that JUpply optional 

4 ICfVigcs (e.g., toll ~emca). When matkctJ are C'pened to competition. no carrier 

5 would willinaJY supply buk local cxdlanae ICrVice at &10$1 (to be ofTJc:t by 

e conlribudon from optional SCtVices 10ld to that customer) becau.te it would be 

7 more pro.fltable 10 tell the optionaiJetVIces wlthoutlnaurina the loss on buic 

e loc:al acbanae *" •ice. 

9 To conlillue Mr. Olllan't example, suppose BdiSoulh is required to supply 

10 bale local c• '•cuervlcc for SIS per month while iocurrinaa cosr of$20 per 

11 monlb. Compdilb:t for opdonal JetVtca-vcttlcal services, toll. dii'CCIOry (in Mr. 

12 Ouepe' 1 opiaioa). ctc.- wlll drive prices of tbotc KTVices 10~ their rcsp«tt•~ 

13 ccor10<11lc: ClOSU, rcduclna BdiSou\h's ability to ux conlribution frvm these 

14 ICrVices to 1\md the (usumcd) SS per month aubsidy to bulc local exchanac 

15 ICrVice. 

18 

17 Q. BUT, IN MR. GlLLAN'S EXAMPLE, SERVING THE RESIDENTIAL 

111 CUSTOMER IS STILL PROI'ITABLE. SHOULDN'T m£ COMMISSION 

111 DELAY IMPLEMENT A nON OJ' A UNIVERSAL SERVICE J'UND Ul'rrl l.. 

20 BELLSOUTB CAH NO LONGER J'UND THE S5 SUBSIDY FROM 

21 CONTRJBUTlON FROM OPTIONAL SERVICES? 

22 

23 /1. EmpbatlcaJiy, no. In Mr. Olllan'e example. an earealous IIUbsldy undeniably 

24 remain~: the SS per lDOIIIh aubsidy to basic local cxc:hllngc SCtVice. One lmponant 

2& public pctllcy lnknt of the Tclccommunicadons Aet of 1996 wu to remove 



018~1 

1 IUbtidies &om 1.bc tc:IOI".lnlmUIIic&tiOIIJ pri.cc IINCtun: or, at last, to make IUCh 

2 implklt•theldla explicit (and compctlth'dy nculnl) throuah 1.bc implemcnlallon 

3 of a uahuAIICI wicc fund. The problem is lhall.bc auwncd sublidy 10 buic local 

4 cxcMnac tenioe b nee eompctllivcly nanral. II dfcctivcly wes any carrier that 

5 cboc r 10 tupply I'Ciidmtlal btli<: local ex~ ICI'Yicc end unavoidably wces 

8 1.bc fLEe that II !!1Qu1Rd to IUP!'IY raidenlial basic local exchange .crvkc otlhe 

7 {UIWIICd) SIS price. Flmu that do not bear lhla burden have 1111 artificial 

8 ad~ In 1.bc t'D&rUc for optiooaiiCI'Vicca. lkiiSoulh must cam SS contrib\ltlon 

II from opcionalllmo'ioca in order 10 b!ak even in tupplyina the bundle: of bale: end 

10 optioaalee~•ices. The loac distance carrim (thai Mesvs. Guepc and Gillan 

11 tcp tscni) break nm wiih SO cootn'butioo from optio6ll S8Viets. 

12 ln addition 10 clillortina compctltlon. delayina lmplcmcntlltion of o unlvmal 

13 11tVicc fund will delay ll1d dlacou"'ie facllltiea·based (including UN~' a) local 

14 cxcbanie compctltlon in Florida. Why would an ahcrtllltive locrJ cxch1111ge carrier 

15 ("ALEC") \'Oiunllltlly intur aSS loss 10 JUP!'IY basic local exchange ~Crviec: (uslnl& 

18 dthcr Its own facUlties or the ILEC'a UNEa) 10 a residcnlial c:ustomet when h 

17 could e81111bc comnbaloo &om opcioNJ ICI'Yic:es without incutring the loss on 

18 baic loc:al cx.....,..ICI'Yicc? A propc:rly-su:cd un.h'ttlal aervic:c fund would 8JVC: 

111 all carriers ihc: proper ii'.!CCDiivc IO !U!!piY btlic loc:al exchange aervicc raihc:r than 

20 providlna opdooal aervicca and requltini the ILEC In lose money on basic 

21 c:xcbanie aervicc. 

22 

2;, Q. MR. GILLAN OBSERVES fAT llf TIIAT RAZOR HANDLES AND 

24 CELLUl.AR TEJ..£PHONE8 ARE OYTEN PRJCED BELOW ECONOMIC 

25 COST WHILE RAZOR BLADES AND CELLULAR AlRnr.t<. ARE 

·1· 
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1 PRICED WELL ABOV£ COST. DOES IT MATTER BOW INDMDUAL 

2 COMPONEH'TS Or SERVICES THAT ARE TYPICALLY PURCHASED 

3 AS A FAMILY ARE PRICED? 

" 
5 A. Yea. In aomc marlcett. firms voluntarily price components of ICfVices diff=ntly 

6 in order to latJlet !heir JaV!ccs towards pan.iculat ~egments oftl1c market. for 

7 c:JW~~ple, a free cdlular phone oouplcd with a hish callina price artl11CU low 

8 volume UJa'S or po~mtial c:oSIOm«'n UllS1II'C of the !USe they mls)lt rn4kc of the 

9 phone. Owgina full price for the phone and a price nc:arer c:c:o.lOITiic cost for 

10 usaac 8lU'IIdJ hiah·volumc users. Caniers will typically offer a conw .. ,wn of SU<:h 

11 pockaaes 10 cxtrliCt as much profit u the ll\8lket permits from customc:n who arc 

12 1iee to choose terVkle from Olhersuppllm. 

13 The lmpoJU.nt diff~ In t.hc win:JiiiCI local c:xdlanac ll\8lkc:t is that 

14 BdJSouth Ia 1101 pcnnllled to charge m«e than SIS per month (or residential basic 

15 local exchanac IICITVic:e (in Mr. Olllan's cumple) ttnd is requlrcd to supply the 

1s 5ervice to any c:u.s10I1lCr wbo demands it ALECs arc free to charge more than S 15 

17 per month for rcsidentiall>uic local exchange 5ervice (in combination with lower-

18 priocd optional Ja'Vioes), or to not supply residential basic local excbat..,c service 

19 wbcn: the cos1 of doing so c:xccc:ds the pric:c at which they can 5ell the service. 

20 Th• ~on qf !'Nf~l!f!l! bqlg lw•l exr:JJ.n~ .. rvlr:e cen be celculet«J 

21 unvnblguou•Jy. 

22 

23 Q. MR.GILLANASSERTS(AT8JTIIATJTISI'MPOSSIBLETO 

24 

25 

OETERMJNl: THE COST OP BASIC LOCAL SERVICE WITIIOUT 

INCLUDING IN TIIAT COSTT1JE PtiNCTIONALITV TIIAT IS USED OV 
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1 OTHIR (OmONAL) S£RV1Cf:S. DO YOU AGREE? 

2 

3 A. No. In pesti.culu, It docs notle.d 10 Mr. Oillan's conclusion [at 8] that "then: iJ no 

4 economically corteel method 10 allributc ... the cost ofthes• facilities 10 Individual 

5 servica." 1'b.is ju:stiiiartion is the same tired argument about the ~IO'lp being a 

6 joint or common cost" thai the followina econow' ,. bavc lboroughly discredited: 

7 A1fnld 1!. Kahn lllld W'tllimn B. Shew, ·curran Issues in Telecommunications 

8 Rcjulalloo: Priclna," 4 Yale Journal on Regulatloa 191, 1987; William E. Taylor. 

9 "Efficient PriceofTdceommunications Services: The State of the Debate:," 

10 Review of Industrial Orpnlmd~ Vol. II, pp. 21-37. 1993. and Steve 0 . Parsons. 

11 "Seven Years After Kahn and Shew: lingering Myths on Cosu and Pricing 

12 Telcpbone Scrvloe." II Yale Journal on Reaulalion 149, 1994. 

13 ProJIOilCIIIS of the loop-u-a·Joint-oM0t1U11011-<0St idea fall. or refuse. 10 

14 recognize !hal the loop can be a service that a penon may demand in its own risht. 

15 evm wllbout any need to make long distance c:alls or to use call wait ina. 

18 Therefore, by the pinclple ofcost-au.utlon. the oost is uniquely identllied with 

17 the loop; the ectlon !hal c:ausc:s the costiO be incUJ1I'CJd is the eUSiomct'a ordering 

18 the loop. U~ (or "usociatcd'11Ct'Viees, In contrut. gcnemte tmffic-

19 aensitivceosts v.-b.kh. CVU~ifnot laz&e relative 10 the eost of a loop. may 

20 nevcrthelcu bo 1\"0idcrl when the customer docs not have lillY ust1gc. It follow!! 

21 from this fact !hat the cost ofl•sic local telecommunicatioru service can be 

22 calculated in a dltctcle OWIIICt, ooe component at 11 time. ll also follows that other 

23 usaeo-buecl tcn'ices have poetiw , •• aementaJcoau over and beyond the 

24 oomblncd cost of lhc component• of baJic local tclcc:ommunicatlons service. 

2S 



1 ~- IS THERE EVF.R ANY ECONOI\UC JUsrJYICA TION FOR 
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2 ALLOCA TINC THE COST OF TH:E LOOP AMONG DIFYE RENT 

3 SERVICES TRA T niE LOOP CAN CARR Y? 

"' 
5 A. No. COSI causation. not usage pattmiS 01' beocfitJ m:ch~. should drive cost 

6 41ttlbutlon and cost ruovery. As lana ns a residential loop (or access to the public 

7 switched networlt) IJ a XJVice that can be: dan&ndcd in itJ own riabt. the cost of 

8 which cannot be: avoided by not consuming any of the US4jje<b:l.scd services. itJ 

9 cost should not be: allocated to th<r.Je services. To m:over truch eostJ on a usugc 

10 basi: would be: WISUSiainlbk in nwkw opened to competltlon bc:eausc high· 

11 volume uxrs would prefer to pay the full cost of their loops in e~change for a 

12 more cost-basod price for usage. 

13 I use my loop to make long d1J~an« calls and to orda piua. Neitha of tho5<: 

14 activities o11'c:cts the cost of my loop. tllld there 11 no economiC bas1sto see~ 

15 recovery of my loop OOSII from long distance clllriers or pizza parlors nr from me. 

16 bucd on my usage oflona distance,..,. icc. 0< ancho,ics 

17 

18 The Revenue B:tnchmerlr •pproech to !llzlng the Unlver .. l Service Fund 

111 ,. lncomtet. 

20 

21 Q. ALTIIOUGII TilAT ISSUE GOES Bf.YONO T ilE SCOP•: OF Til lS 

22 PROCEEDING, MR. CUEP£ PROPOSES JAT l~ J THE USE OF A 

23 R£ VENUF. BENCiiMAP.K OAS.: D ON ALL ~:VENUES TIIAT A 

24 CARRll!R WOULD RECEI VE FOR DETERM INING W IIETIIER 

2~ UNIVERSAL SERVICE SUPPORT IS NEEDED. DO YOU ACREE7 

·10· 
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1 "· Ab5olutcly ooL From an economic sundpoinl. such n bern:hmark "ould ()Ill)' 

2 succeed Dl pcrpeluating the now of subsidy from optional services to n:sidentinl 

3 basic loc:al cxclw\sc service. A wlivenal scrvi~ fund b:ucd on this concept 

4 would provide insuflicient irn:cntivcs for ALECs (and ILECs) to pro,•ldc 

5 residential basic l«al exchansc scrvicc in high cost ~ 

6 

7 Q. MR. CUEP£ CLAIMS (AT 14( TIIA T THE FCC liAS USED 

8 F.SSENTlALLY HIS METHOD OF CALCULATING TliE Rt: VENU.: 

9 BENCHMARK FOR TilE PURPOSE OF DETERMINING THE SIZF. OF 

10 THE INTERSTAT"E UNIVERSAL SERVICE FUND. DO YO U AGREE? 

,, 
12 

13 

14 

15 

18 

17 

18 

19 

20 

:>1 

22 

23 

24 

25 

A. No. It iJ 11'\JC tbatln II$ Univcnal Service Order (In the Matt.a of Fcdcroi-Stnte 

Joint Board on Univcrszal Service, CC Doc:kct96-4S. Order released May 8, 1997). 

the FCC proposed a revenue bendunarlc u a means for dct.-rrnininil the level of 

suppon for which each lin< :~ervcd by a univcnnl ..:rvicc provider should be 

cllgibl.:. As proposed by the FCC (Universal Servi~ Order. \1263-267). the 

revenue bcrn:hmark (to be set nt S3 I per line per month) is the ft\'t'llll!e revenue per 

line from a basket of scrvices containing ootlr surponcd (basic local exclwlgc) and 

supponing (discrcliollllr)') services. llo"'t'Vcr. the FCC"s proposed revenue 

bcnclunArlc. unlike Mr. Gucpc's, doa not include tc\enuc from yellow Jlllll>~."' 

claimed by Mr. Oucpe [all), and in Tnble 1 at 1~1· Yellow pngcs rrovide n 

revenue stream that il aepatatc from the tc\'t'll~ genc111lcd by direct purchA&cs or 

uaagc service.~ by an IL.EC 's cuslomer.s. A\•en~ging in yellow pages revenue into 

an atimaiC of a n:aidcntial customer's avenge monthly bill is simply lll1 

accountlng aimmitk to ralJC 1.ho revenue benclunnrk u mu.:ltas poSJiblc. Even 

· I 1-
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1 the •~.a~on ofinlt'ai.ATA toll revenues in that benchmark is troubl;ng. Unlike 

2 lhe Olbcf terVK:cs currmtly included in the pruposed bcochmari:. inbULA T A toll 

3 may be purclwed from canim other than the: II. EC (e.a .• by dial·IIIOund mean• 

o4 or, where poaible.lhrough presubJcrirtlon to oilier providers ofinuuLA 1 A toll) 

5 Therefore, DlfY use of lnuuLA T A toll by a customer should not automatically be 

e lied back 10 lhe revenues earned by the: ll.OC from that cll5\omer. 

7 lllc FCC's pn;po.cd revenue benchmark Is Itself dclicicrn from"" economic 

e pcnpeeth-e for reuoru discussed in the: previous answcr,lltld repeating lllllt error 

II wbc:o the Florida Commission dTcctivdy <ktcnnincs the total si1.c or the fund 

10 would be a terious error. 

1, 
12 Q. S HOULD ANY BENCHMARK DE USE D TO S\Z£ TilE UNIVERSAL 

13 SERV1C£ FUND! 

14 

15 A. Yes, but the on/)' benchmark thAt should be used is the combined price of the 

18 supported IICI'Vices. For obvious t'C1U()ns, a betla dcsc:ription of thiJ formul4loon 

17 would be the term prl~t b<nclmourk. 

18 

111 Q. WJIAT IS YOUR ASSESSMENT Of' MR. ( ;UEPE'S I'R0¥0S.:O 

20 REVENUE BENCHMARK FOR n.ORIDA? 

21 

22 A. Based on his calculation!, Mr. Oucpc proposes (Table 2, at 18) that the: rc•·rnuc 

23 benchmark per line for DST In FlorioJa should be over S27 per month 

24 FW1herrnore. aince Mr. Ouepe comrorcs 1111Jo1N'/Itrl6 IC\-.:nuc from all wurc:cs woth 

25 the aggr~got• cost or providina uno venal terVic:c. the S27 per Hr.e per month 

· 12· 
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"bc:n.,;. ... ~- CIISUI.:;, in effect. lhAt lhcre can be. liuJe or oo case for eslablislung a 

2 universal service fund in Florid4. A.T&:Is smtegy ~is clear: by eombinana 

3 undcre1limaled cosu from lbe HAl Model with a grossly ovcrutima~ revenue: 

4 bc:odunuk, ills able 10 "detn00$1nle" lh:al agrep!C I"C"CflUCS exceed Daii'Cil&le 

5 costa for residential CUSIOmer~ln florido (Oucpc, at 20) a.nd, henc:e, no universal 

8 aervloc fund Is necessnry. Mr. Ouepc'a estimate (at 12) of a SIS. II overage 

7 monthly eo5110 serve a lt'aldcntlalllne. relative to a $17 revenue benc:hnlllrl:. 

8 would K'Ctn 10 imply pn~elsely thai 

9 ~ is additional confinnallon of this slnleaY fro<n the tc:stimony of Mr Don 

10 Wood (on behalfofMCI and A.T&:.T) l!xlubit DJW-S ofhis te5timony reports 

11 H!J Modd-awaaud "•venae monthly COS!" estimates for 193 ofOSl's " ire 

12 ttnlel1 in Floridt.. Talcina Mr. Ouepc's rccomm<nded I'C\'CTIUC: bc.nc:hmiU~ for 

13 BST, IS2 of !hose 193 wire ccntcn (i.e, nearly 79 pcrca~t) have 11vcmge monthly 

14 costs below the bcnchmQllc a.nd, hence, would appear not to qualify for universal 

15 servioc support in Florid4. ·n,us, even with unlversalaervicc •upport needs 

16 IWCsscd at !he proper point. i.e , at !he "ire center level. the IIAI Model-b.ucd 

17 AT&:T C051 "estimates" would do"11play the: need for uruvcnal SCf'\'icc fundang an 

18 Florida. The Commission abould auach no crcdenec: wluusoevu to this llratesy 

19 a.nd instead focus more clotely on true coots. the priC'~ bcnchmat~. and pnee-<:o>t 

20 comparilons at the lodivldlllll residential hnc level in e~ery wire center. 

21 

22 Q. W HAT £LSE IS PROBLEMATIC A.OOtrr MR. GUEPE'S PKOPOS •: o 

23 REVENUE BENCHMARK? 

2• 

25 

_, 3-
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1 A. Mr. Ouepc'a dlleusslon and calculAtion of the revenue benchmark do not 

2 acknowledge the ovcn.U oontm<l in which the state univ.:nal service: support 

3 should 1.., dc:lm!r~. For example, he ignoru the link between the si:r.e of the 

4 Florida stale universal sef\ oec fund and the o.mounl of support that would be 

5 fonheoming from a federal u:r.lvcrsal 5CI"Viec fund. Mr. Guepe ~~«cpU W>Critically 

6 the defmition of !he revenue benchmark that the FCC and the Fcderul-Suuc: Joint 

7 Boanl have ptoposcd as a device for determining the federal subsidy. The FCC has 

8 ilSCI! acknowledged thou a majority of slate members on the Fcderul SlalC Joint 

9 Board preferred cost·bued 10 revcmuc-bascd benchm4rks, and reoosnittd lhnt 

10 using a revenue-bo.scd bc:ocllnwk may be difficult (Universnl Service Order, 1 

11 266). Ullfortunatcly. Mr. Oucpe passes up the opportunity 10 apply proper 

12 eoonomic principles for &electing such a bcnclunatlc. I explAined above why lllis 

13 average revenue figure: doc.m"t make sense for determining the level of support 

14 required. Conveniendy, every dollar by which Mr. OIL'"JlC can increase the 

15 bcnchmarlc abo rcdUCCI the Florida state fund. 

16 

17 Q. PLEASE EXPLAIN HOW MR.. CUEPE"S TREATMENT OF T ilE 

18 REVENUE BENCHMARK I GNORES TilE OVERALL CONTEXT IN 

19 WBlCH THE FLORIDA UNJY£RSAL SERVI CE FUND SHOULD DE 

20 DETERMINED. 

2 1 

2.2 A. Even within the issUC$ Jiamoworlc established for this proceeding. it is appropriate 

23 to cKamioc how basing a Illite uni venal fund solely on a .sloU·spcxllic revenue 

24 benchmark Ignores the link between lhnt fund and the si:r.e of the fedtrol universal 

:t5 service fund. The Idea behind a universal service: fund is to provide u p/left 

·14-
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1 support (rat: .. - than !:Jy;J!~ll pt.cc-ba.sed subsidies) for pricesthnt = :set below 

2 cost, particularly in high-cost bt'e&S. for the components of rcsidcntlall~l 

3 exthangc service that make up tb: univen41 service program. 

4 Once the total implicit IUJlllOft nationwide bas been detennlncd, the provision 

5 of that support from cxplic:lt sources could rcasonabiJ be mlllt11ged by a 

8 combination of a fcdcral and various sta.le funds. How would such a goal be 

7 affected by using one revenue benchmark to sci the federal fund and another to 

8 determine the state fund? Unfortunately, any revenue benchmork- whethcr at the 

9 federal or tbe state IIMll-Uult Is not tb: Slime llS the proper price benclunarlt will 

10 ncceasarily result In funds of the wrong Ji7.t. Ideally. every ILEC should be able to 

11 fully rcc:oYa' its l~tlmatc univc:r'..al scrvice Juppon needs from o combination of 

12 federal and state support paymentS. So, while it ia pouiblc for the fcdaul and 

13 state unlvcnal service funds to be ba!SCd on different benchmarks. only 

14 bcncbmark.s formed from the combined prices of supported services would ensure 

15 the establishment of dliciently-sil'.td funds. Mr. Oucpe's proposals do not 

18 IICCOmplish this. 

17 

18 Q. HOW DOES l'llR. GUEPE JUSTI FY HIS REVENUE BENCHMARK? 

19 

20 A. Mr. Oucpe's jlallfiC4tion for the revenue benchmark is twofold. First. lu: clnlms 

21 [at 14-1 S) th:u bcc&use a carrier that seiiJ loeal cxclw>se service to a customer'"'" 

22 also likely sell other servioe<~to that Clalomer, the full rev.,nue "potential" of lhnt 

23 elalomer ought to be in the revenue benchmark. Accordingly, he nrsucos that 1M 

2~ revenue benchmark should be the average revenue from all services "a local 

25 telecommunications carrier can expecn to reecive"J•t 14J, 

·15-
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1 Q. IN YOUR VIEW, DOES TUAT J USTIFICATION REFLECT SOUND 

2 ECONOMJC ANALYSIS? 

3 

4 A. No, this reasoning confuses a subsidy to a service wilh a subsidy to a customer. 

5 and when appUcd to olher circumstances. 1hc: IUtlumcnt has obvious absurd 

6 implications. Sllpi)OSe a pmoo buys water, snow remoVlll, and trash recyclins 

7 services from lbc l!IIJIC IIOW"eC, ray, hb town's municipal authority. Suppose Also 

6 lhat, for whatever reasons, -tcr is available from lhe town at a subsidized rote 

9 (price below COS!). Does that mean that the amount of subsidy =c:ivcd by llult 

10 penon for water cannot, or should not be, calculated without taking nccount of his 

11 purchases of snow removn.l and trash recyc.lins u we: II? In lhat event, is h ever 

12 possible to establish llult any Biven service Out oflhe lh= lhat be purchases is 

13 subsidiz.ed? 

14 In c:conomlc tbeoty, a emu-subsidy is defined and measured on n scrvic»by-

15 service basis. When dctamln.ing whether lhc components ofw1ivcl"$3l service an: 

16 rcceivlns a subsidy, it iJ not appropriaiC to lnvolvc olher sc:rvices thnt an: not 

17 coMCCtcd to universal service cvenlhough the SIUIIC CAJTicr rll4Y provide both sets 

18 of services. Under competition, n customer may ccrtalnly opt to purchn.,., local, 

19 long dlltmlc:e, and enhanced services from different service providers, even lhough 

20 lhc same telephone line will serve as a oonduit for all those scr,.icn. For cxampk. 

21 even now I can use lhc same !dephooc line that I purchase from my loca.l CAJTier to 

22 receive services from other carriers of interne\ and satellite Kr\'iceJI. Mr. Gucpc:'s 

23 reference {at I Sj 10 the "one-stop-lhoppins environment" bared henin11 tl14t 

24 confuses usu ofihe loop with cost causation, tho only proper hasiJ for pricinQ. 

25 FinAlly, ihe "AVCliiJIO revenue from AIIIOurtoJ" mllkes even less SC1UC when 
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one conslden <11at cUSIOilk:S do not all pure hue the lftme scrvlcc..' beyond the 

2 components of univenalterVice. While all CU$tomers may be Jaid 10 purchase the 

3 componcnu of univcnaiiCrVlce. lbey do not all pun:lwe the other services 

4 available. For example, it is v...:ll :known to telephone demand analysu that the 

5 ~ority of consumers do 1101 U5C long dlJwlce services, lind that subscribcnhip 1o 

6 111051 vertical services (ba.rring the: two or lh= m0$1 popular among them) is 

7 gmerally quite l.ow. In staU:lJ (al IS] thai M ... C4nsumm do nol subscribe to 

8 phone savice simply 10 m.akc and rcccivc local callat Mr. (lucpc overlooks this 

9 empiriul reality. Tbcrafore, wilhin a stale, each customer's A\'etllgc revenue from 

10 aJIICtViccalllll)' be quile different even though the avtr.~ge revenue from the 

11 universal service components may 001. 

12 

13 Q, WHAT IS MR. CU£PE'S SECOND JUSTIFICATION, AN D IS THAT 

14 BAS£0 ON SOUND ECONOMIC ANALYSIS? 

15 

16 A. Mr. Ouepc'1 aecoodjustilicatlon (ecb.Jcd by Mr. Gillan at 7-8) is that the fucilities 

17 used to provide loeal exchange service can also be used to provide other set\' ices. 

18 Thc:refore, IICC()tJina to Mr. Gucpe. if the cost oftho!IC facilities can be lnchrdcd rn 

19 the cost of universal service, the nevcnues associated with scrvic~ carrkd over 

20 those flldlltics should be Included In the revenue bcnchmnrk as "''1:11. This 

21 rcasooing is eXACtly tbc: kind ofju:stification thatlllek.a a fmn economic 

22 underpiMing because it relics solely on the premise that the loop is "source of 

23 joint or common cost, an idea wicl.c:ly discredited by economisu. There: i$ almrly 

2 t no et'OilOmlc nllion.ala forcounlinll revenues from all sou~ simply bc:cnuse the 

25 loop thai carries universai~C~Vicc componen'- can aiM be the channel for 

J 
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2 

3 Q. WHAT WOULD BETH£ PRACTICAL IMPACT OF MR. G UEPE'S 

4 PROPOSED REVENUE BENCIIMARK OF Sl7 FOR BST7 

5 

6 A. Mr. Ouepe't calculation of the revenue: balehnl8tlc Is palpnbly nn elTon to .. set the 

7 bar" 10 high Illata larac number of lines (or wire c:a1ters) otherwise cliaiblc for 

8 univcnal sctVice suppoc1 would fail to qualify for that support. E•-cn soing by Mr. 

9 Ouepe's calcul"ions (II 18), removal of all but the univcrul SC1Vicc componcnu 

10 from hit bcncllmart would very lluly produce a figure more like Sl9 tn FlonJa. 

II If the lniC price bmcbmarlt iJ II or below tlus figure, it is cleu to KC JUSI how 

12 moch more of a bar Mr. Guepe proposes scttlna for qwalifying for univcnal scrv;cc 

13 suppon. For example, e'\lal with tl1e downward·bWcd wire c:cnta·specofic 

14 average monlhly cost per line cstim.tcs produced by the HAl Model, the number 

15 of wire centers that would fall to qualify for universal service suppon with n S 19 

16 rcvmuc: bencbnwtc drop~ 1.0 12) (about6) pm:cnl). CICMiy. with cosu and price 

17 bcDdunatb Jd at the proper lt••eb, the perccnuogc of wire ccntc:n qwallfyina for 

18 universal service suppon in Florida could be significantly higher. Unfonunatel). 

19 as long as AT.t:T insists thai only aQTCP~C re•uuc:s and cosu nwtcr for 

20 dclcrminina the need for a Jtatc universal scrvic~ fund. the bias in lktennimn(l the 

21 universal service fund ili:e would simply be cxaccrbalftl. 

22 

23 Q. DO YOU ACCEPT MR. GUF.PE'Ii REASONING JAT 161 Til AT FAil. ING 

2• TO INCLUDE OTH.l.R REVENUES IN TilE COMPARISON COULl> BIAS 

25 THE UNIYr..RSAL SERVICE FUND IN TI1E DIRECTION OF BEING 

-18-
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1 "TOO LARGE?" 

2 

3 A. Not at all. l have explained v.ily proper economic principles require llw!M price· 

4 COSl compr..-ison to detennlne suppon needs be done cxclush-cly for uni~-crsal 

5 servicca. In tac1, the opposilC chArge DPflliCS 10 Mr. Ouepe's aPProach: notlhltt 

6 comparina only lhe revenues oflocal exchange service (Ill the aggregute level) 

7 wilh costs would result in a fund !hat is 100 IGII!•· butlhltt failure to "do it riaf>t" 

8 would lead to a fund lhal illl.o small. Mr. Ouepc's approacll would inevitably 

9 disn:ganllhc fundametual link bctwccn federal and sllltc support shares and lead to 

10 too small a state fUnd (lo the present in.ttanc.e. no fund at Ill!). 

11 

12 Conaequenc .. of an lmpro~rly •lzed Unlverul SetVIce Fund. 

13 Q. MR. CUEPESUGGESTS IAT 16-17) THAT A UNIVERSAl, SERVICE 

14 FUND THAT WAS ~TOO LARGE" WOULD HARM CONSUMERS 

15 BECAUSE PRlCES FOR TELECOMMUNICATIONS S ERVI CES WOULD 

16 BETOOH.IGii AND WOULD NEVER BE COMPETED AWAY. DO YOU 

17 AGREE? 

18 

19 A. No.I disagree. While social welfare would be JreDlcst lflhe towl size of th~ 

20 universal setVice fund (lnlerslalc as Vo'CII IlS inlniS!Utc) were eXllctly corTCCt- i.c .• 

21 sufficient to provide complete rccm-ay of !he implicit subsidy f(lr universal 

22 service from an expllch mechanism--the damoacs from u fund that wu too lnrgc 

23 would be compelOd away. If !he fund wae too large at the oulset, ALEulhltl 

~4 wen: less efficient !han lhe JU:l.(; could =h the ILEC'a price. oollccl their 

25 univc.rsal service fund peymenla and llih make profits. 

·19-
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Consider ~r. 0111-.::': ClWD!>I~ [Ill 8J. Suppo5C an ALEC had higher costs 1hnn 

2 8e11South (say SZ2 per month). The coJTCCt per·line suppon from a universal 

3 service flUid in this ClWilple would beSS per line per month (S20 cost less SIS 

4 price). SupJIC)Se by m!Juke the 1\md \\'l:f'C set Ill $8 per line per month. Then the 

5 inefficient ALEC could price bo.sic loe&l exchange senicc at $1 s. collect S8 from 

6 the universal service 1\md and still make a profit, despite the fiiCillw its costs are 

7 (as usumed) S22 per month. 

8 Of COW'!C, with a ponablc universal sen•ice fund of $8 per month. BST (and 

9 other efficient competitors) could compete by reducing their price to end uscn. 

10 BST's profi ts would be higher if it captured the retail customer (and the univcrsnl 

11 service fund payment) at any ro:tail price equal to S 12 or more: at a retail price of 

12 $12 per month, SST would jUSt bn:U even in thl.s example, having rcvcnuct of 

13 $12, a universal service fund payment ofSB Md economic costs of$20. 

14 

15 Q. WOULD A UNIVERSAL SERVICE FUN D T HAT WAS TOO LARGE 

16 HAVE NO NECA TrVE CONSEQUENCES? 

17 

16 A. No. A flUid that wutoo large would inefficiently diston consumers' choices 

19 between (subllldi7.cd) univcrsd &ClfVices and all other (subsidizing) 

20 telecommunications s:rvklcs. Conswners who valued bAsic locru exchange !Ctvicc 

21 lm than the ccooom.ic COS1 of supplying the service would be induced to subscribe 

22 to the service, and CUStomers would inefficiently reduce their purduuc:s of all non· 

23 unlvenal telecommunications tcrviccs. Thus. it .. important to size the fund 

24 correctly; howevCT It ia not true lluu a fund that wu too larac would cuusc 

25 CUStomors 10 pay more in 101111 for tclocommunications Krvices or \h., • amountJ 

·20. 
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that customm pay for local exclulngc service would be somclww qU81Uiltined 

2 from the forus of competition. 

3 

<4 Q. WHAT WOULD BE THE CONSEQUENCES Of' AN fNSUFFlClENT 

5 UNIVERSAL SERVICE FUND? 

6 

7 A. An insufficient universal service lUnd would hAve the effect of preventing efficient 

8 competition and lwmlna economic efficiency. Without sufficient univcr541 

9 service support, a competitor's (i.e., ALEC's) incentive to provide local service to 

10 high cost amu would be dlminiJbed. If. as a consequence, an ALEC that could 

11 provide service at a lower cost than the incumbent should cboosc not to do so. 

12 there would be sacrilic:ea of both calloeativc and tcclmicnl efficiency. To be 

13 induced to provide sucb service, the ALEC must be not only more efficient thnn 

14 the ll.Er. but sufficiently more so in c>rdcr for it to overcome the disincentive to 

15 SC1Ve created by an insufficient universal service fund. 

16 

17 Q. PLEASE PROVIDE AN EXAMPLE OF 110\V nus COULD HAPPEN. 

18 

19 A. Assume, in the e:umple I providcO above, that the per·linc Jupport available is 

20 only S4 per line, not SS (perhJips bcc:=lwc the federal fund iJ insuJli.cient, or 

21 because the Slllte fund does not fully recover the difference (per line) bet"'~ the 

22 total lmplich subsidy for univcn4! service and the amount of fedeml 5Uf'Jl0rl 

23 a\lllilablc, or both). In thls accnari:o, despite being more efficient than the ILHC. 

24 the ALEC could well be diJSUAdcd from providing universal so:rvice. With n $4 

25 ' •PJlOrl per line and a SIS price. the ALEC would voluntarily cnteT<mly ifit> 

·21· 
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1 :.~~ ~ ~~ $19 rather !.han $20. In other worcb, it would M\c to be not 

2 ~ly more ellicieotlhan the ILEC but sullidcntly more so (approxim.oaely S% 

3 mon: lhan iD tbc eumple abel\~). 

<4 

5 Q. COULD THERE BF. OTIIF.R ADVERS E Eff'ECTS OF AN 

8 l NSUFFICIENT FUND? 

7 

8 A. Yes. Continuina with thiJ eumple. bceawe of it. cani~ of last reson obllaations. 

II tbc ll.EC would ~to cootinue pro•idlna unlvcna!ICI'Vice despiae making a loss 

10 ofSJ per line. While iD tbc put, !his shonfall would likely h4•·e been made up 

11 from other revenue sources, 1ueh teCOW'SC ..,;u no long~ be available to the same 

12 dqrce f« IWO teUOnS. rltlt, implementation Of a unl•-cn:a! ICI'Vic:e fund-<HTI 

13 one IMt is Insufficient- would appropriately be oc.compc111ic:d by mandatory and 

1<4 commensuraae reductions In lhc ll£C's revenues from other services. Sccond,ll.'l 

15 the IJ..£C faces gencnJ competition. the de8J"• to which it could rely un revenues 

18 from thoJC other sc:rvica 10 mitigate its univetJOJ service losses would also be 

17 reduced. 

18 

111 Q. PLEASE SUMMARlZ£ Til£ CONSEQUENCES OF IIA VfNC 

20 INStJFFICJl:NT UNIVERSAL SERVICE SUPPORT. 

21 

22 A. An insufficient universal service fUnd would hove two serious consequences for 

23 economic welfare and public polic:ymlllclnJI. Flntt, by reducina the incentive of 

:L~ more efficient compctltonto provide unh-cn:al servic:e. the cost to IOCIC1y of 

25 providina univeraal service would not be minimized and economic c01clenq al\d 

·22· 
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1 welfare .... uia suffer. The de~ to which such incentives are reduced would ben 

2 function of the amount by which the pcr·line 11Uppon actually ovoilablc falls shon 

3 of the r-er·line suppon that would be available from a sufficltnt universal service 

4 fund. Such a dlsinccntlve to compete would be cspecilllly ucute in higher cost nnd 

5 rural ~JUS where com.petina carric:rs would have to exceed the efficiency of 

e incumbent Clllrlm by even wider 1JW11ins. 

7 Second, an insuffidcnt univcn:!.l sctViee fund could inflict (especially in high 

8 cost II.I'CU) universal sctVice-rclatcd losses that iLECs would ftnd increasingly 

9 diffi~ultto oiJJI:I with ~ucs from other services. As n consequence, those 

10 camera could then be seriously impaired in their ability to undcnllkc (ll'Cllltr 

11 network Investment, improve service quality,lll\d actively seck out and promote 

12 technological advancemcr~IS, particularly in high·c:ost oreu. AgAln. economic 

13 efficiency and ,.-el~ ,.'Ould be the big loser. 

14 

15 There Ia e nHd fore RorldtJ Unlvtrul S.rv/ct Fund 

16 Q. MR. GUEPE CONCLUDES (AT lO( THAT THERE I.S NO NEED FOR A 

17 STAT£ UNIVERSAL SERVICE FUND. IS A ~lATE UNIVERSAL FUNll 

18 NEEDED JN FLORIDA? 

19 

20 A. Yes. Convening the implicit subsidies currently cont4ined in various supponing 

21 services into cxplicitliUppon for the supponcd services requires the collective 

22 dTon.s of both fcdctal and state rcaulalors. In prt)POJing rules for sizing the fcdcrol 

23 unlvcn:!.l service f\md, the FCC has lllrcady ind.ita!cd the fraction of the current 

24 implleilsubsidies that would likely be recovered in the fedrnll juri>diction Ry 

25 design .• the federal share will be lnsuffieicntto fully recover those implicit 
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1 t~lbMa The FCC's cum:m proposal iJ 10 provide fodcnJ support weu!Ated u 

2 2S percent of the c:xlaiiiO which the eos1 pc1' line exceeds a revenue benchmArk of 

3 S31 pc1' lioe pc1' ~ EYe~~ if 1M revenue bcnclunark is diOSCft c01T'ttlly (and 

4 my tntili!QOy lbows why h 11 noc). il iJ clea. lhai!M federal slw'e will be a 

5 relatively 1111111 C1'111:1ion of thc ~ulrcd auppon thol should come from fedcnal 

e sources. It is, thcrefore, lmpcllllive lhAI Ihc siw of the 111\lc fund be dctcnnlncd on 

7 thc bull of propctly CllimAted wire ccntcr-spcc:ilic univcnolacrvicc COSIJ and the 

8 combiJlcd prioc of allsupponed tcrViccs. Othc:rwbc, the stole fWld would be of 

9 1M v.'fOn& size, and either over· or undcrfundina (with attendant c:fficiCIIC) IO$SCS) 

10 could R'SIIIl 

11 

12 Q. WHAT WOULD DE 11{£ CONSEQUENCES OF NOT fSTADLISIII NG A 

13 FLORIDA UNJVERSALSFRVICE FUNDT 

14 

15 A. Not c:atAbllibina o Florida fund could hove ~<:rio us adverse consequences for 

1 B carricn and consumcr1 alike In 1M 11111c. Fed<:ral and llllk laws and subkquc:nt 

17 liCiionl by rqulalon (liiCiudi.na this Commiuion) M\'C laid 1M fOWidations for 

1 e tclecommunic:atioru compctiuon at Ill levels in Florida. This proc<:ss is 

19 IIT'C'\·c:rsible, and Ill amen arc eoina ahad with thm business plans 10 adjUSIIO 

20 lltld paticipatc In the new open mark.ct n:aloty. llECa arc socking to enter iniO 1M 

21 provision of long dis14ncc acrvicc, and urricn that hilheno Jp«iAIIJ~ '" Ions 

22 di•tancc acrviee are Jeddna out opporlunitia as providcn of local uclulngc 

23 ICI'viccs. 1'bc:rc is frequent talk orthe inc:vitablllty of"convcrgcncco" or "fo<'n•lcc 

24 f'Kklllllllj( sou to be able 10 JatiJI)' "all-<lislllnoc" lcleconununications needs of 

:!5 consumct1. In this cnvlroruncnt. u cnlly bani~ are lowcrcJ or removed by 
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1 netwod: unbundllna. resale, and lnlcl\:Onneccion n~ts, competitive entry 

2 will most likely lal'gtl services o.nd coMumm from whom the highcstiTUIJ'1Iins = 
3 currently earned. Ususlly,lhis means consumcn (mainly businesses) " ith high 

4 volum~ of dcfl\lllld or those for whom lhc cost 10 serve iJ relatively small 

5 compared 10 the prices they JIIIY (mainly urbcln consumers). Thus.lhc two 

6 lnlditional subsidy streamS that bad Sllllaincd univmal service in lhc past will be 

7 under great pressure as compctiiOn lake: alm at the services !lull gcnemte those 

8 su~idies. Without rccoune to alternative IOIJlCCS of support, providers of 

9 univmal service will be forced 10 choose bcmttn becoming uncompetitive or 

10 reneging on lhcir univmal service obligations. As dire llS this may scc:rn for 

11 ciiiTicrs, the consequences for Florida conswncrs could be worse. The first 

12 CliSU41ty would be universal service luclf, u coosumcrs in hlgh-cost rucas would 

13 no longer be able to receive service on demand because carrim would be unnble to 

14 recover lhc hi &her costs usocia!Cd with those consumer.<. Florida could very 

15 possibly be divided belwccn teiC<:OmlllunlcationJ haves o.nd have·nots. l'or 

16 precisely this reason, the Jtl1115 quo uno/ an opllon. Ukc 1111 other suu.,., Florida 

17 telccornmunications policy must adapc to the new competitive world. In order to 

18 protect the uadition of unlvmal service, it must migrate to an cxtem41 sowu of 

19 funds for unlvcnal service, o.nd flOC all carriers fn.1m the burden of rcco• ering their 

20 universal service costs in their rates even u they fiiCC: lorcnse competition. Suued 

21 rmolhr:r way. the days ofimplicltsubsidies for univr:rSAI ~<:rvice in Florida nn: 

22 number<d. 

23 

24 Q . WQ ULD YOU PL£AS£ SUMMARIZE YOUR VI EW OF MR. CUEPE'S 

25 SUBSIDY CALCULATION? 

·25-
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1 A. Yes. A IUVice i~ aublidiz.t:d in economic-. for 1 finn !hat atiQSI brtab e'en, 1f 

2 the SCIV!ee' 1 lOW ll!rVi« ioerann\1&1 COSI aceeds the service's incrcmcnta.l 

3 rcvmue. If the f11111 cams u mud!. Ot triOn:, in IOIAI m'CTiuc u it incut'$ 1n total 

4 COJt (the "brcaac even" condition), then the only way it can price one of its KI'\' IC:c:s 

5 below eos~ls by increasing prices for one or more of it5 other services. Therefore. 

8 even If Mr. Oucpc's estimates of agareptc c:osts Md revenues were ac:oeptllhlc 

7 (which they- not). his fiaures art, in fact, conslSknt " ith the prdCIICC of u 

8 subsidy 10 residential local exchange: sctViee. To determine whether residcntiol 

9 local cxc:haQge ICMee as a "hal~ is subsidiud. it u necessary to c:ompan: the cost 

10 of thai acrvice with ollly the revmue 1uribu~lc: to it Unfonunatdy, Mr. Guc:pc's 

11 '"kill:hcn lint" iljljli.....:h leads him to include revcn\IC$ from other servic:c:s as \\ell 

12 in his 111fCP1C fC\'Ciluc C$1lma~ This is plainly and simply incomct. W11hou1 

1: bmlkina down com and revenues by their ~ausal tourC"u, it is impossible: to tell 

14 from the aggresatc figures whether or not a subsidy eltiru and 10 whut service: or 

15 group or IIC.rvic:c:s. More: fundamcntully, lhc: logic or Mr. Guepc'SAPf!rooc:h is 

18 c:omplctely c:lrcular. Having alrudy Included the Implicit subsidies on the revenue 

17 sick of the ccmpatiJOn (and, thus, ha\ .ng lnflllled revenues relative: to c:oru), he 

18 concludes lhat thcte iJ no aubsidy. I' rankly. I would be 'a}' swprised if he found 

19 olherwisc:. 

20 S«clnd, the entire thtuJt Of URJVCI'54 o<. CVICC reform IS 10 010\'C from PfO\ IJiOn 

2 I of aupport 10 all ruldentlal and business c:us10mc:rs to only lhosc for whom the 

22 cost to ICI'VC exceeds the price of auppor1ed Krvkc:t The: IJnivcnoJ Service: Orllcr 

23 makes clear its lntm:s~ in only supponlng customc:n in high..:ost areas or thoJc 

24 below 1 ccnain aJTordability threshold Thl1 llandatd clearly requlru t..aW)winw 

25 whether 1aubaldy Ia needed on an lnd/vld110/IIN basis. ThA is. a subsidy would 
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1 be required oaly If the cost 10 Kn"C a gi•Yn lint wen: lO exceed the price p:>od to 

2 -'!own that hn.:. Only suth an oppro~~Ch could properly Sleet the wti•·cnal tervlcc 

3 proaram in the di=tlon of IUppOrtina oaly C\IS1DmCr1 in high<OSt areas or tho'<: 

4 unable to atronl ac:rvic:e. Accordinaly. Mr. Gucpc's approach of comp11ting 

5 agrepLC: revenues and cosu to dctcrmiM the need for suppor1 is fundarmnullly 

8 incoJTOCt 

7 Third, Mr. Ouepc'sapproach Is dcsl~ to nwk gcnuinc: ins~anees of suh "h 

8 wbcre they cxl111. Suppotc, forcxamplc,th= arc lhrec eus1omen. one of whom 

G lives in a hl&b<est area. DIJtePtdlna other services for the moment. assume the 

10 price thcy all~ for unh-asalla'Vicc is S20 per month. Now. suppose lhatthc 

11 cost 10 tc:n'C two of the custlli'Mt'S iJ SIS each llllCI the ronnponchn~; co>1 for the 

12 customn In the hlgh..:ost area as $28. rropaly opplyina economic princoplcs for 

13 detecting subsidy, the third cUJIOmcr would clearly be identified as being in need 

14 of support. However, a tam ;~~rison of awcaJte rt\'Ctluos ($60) and costa (SSS) 

15 will fAi l to ahow this; In fOCI, such a comp4Uison would indicate no need for 

18 support. 

17 To summarize, Mr. Oucpc's approach confuses the real situation v.i th respect 

18 10 wpport occds at two le•eb. Fint. as the example above demonstrates. his 

19 approach can c.uily mask the need for auppon in high-cost an:as or for customers 

20 below a cc:nain atrordability tlucs.hoW Second. by adcfing .n'COues from other 

21 services Into the com.,.Oson. that masking effect would only be cxJ"'lldcd. lca•·ana 

22 a aysLC:m of Implicit support OoWII among JCrviccs inslcad of maldng all suppon 

23 nows explicit. 

24 

:.co 

·27-
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3 Q. MR. GUEPE [AT Ill AND MR. GLlLAN IAT lOJ BOTH ASSERTTIIAT 

4 COSTS SJIOVLD 8£ AGGREGATED FOR A UNIVERSAL SERVICE 

5 FUND TO THE SAME GEOGRAPHIC BASIS ON WILICU l 1NEs AR£ 

6 PRJCED. DO YOU AGREE? 

7 

8 A. No. In principle. all three rc:lcVMI eoru and priec5-rclllil pri=. wholesale prices 

9 and unl>-ersal servico: co~uld be mcosured and determined at a consistent 

10 geoarapbic level of ~on which is as small as pos3iblc, consiMcnt with the 

11 need to control tr~UUKtlons costA. Thus, all prieC$-t'Ctail and wllolcsale--1hould 

1 2 be pennlucd to differ over any geographic unlt for which costs or demand 

13 conditions differ suffieitnlly to Wl1lTIII11 diffcn:nccs in market prices. If wholesale 

14 and rctsll prices were 5C1 in this fashion. thtn calculotinglh<: required univer~ol 

15 service fund size at this lc:vel of gcogmphic nggrc:gation would make sense because 

18 lh<: UNE price~ thAt AlECa mll!lt poy inn given wire: ecnttt'--llnd lh<: II.EC n:14ll 

17 prices against which they compao-...,'Ould be based on costs colculaled 

18 consirtently with the unlvo:rsal service poymenllh<:y would n:ceivc: for setving 

19 c:ustomon In that wire center. NCite that inconsistency in this resp«t is nol 

20 necessarily Mli-compc:titlve. Because the Universal Service Fund is portable (and 

21 whichc:vc:r AlF.C or ILEC serves the customer rc:ccivc:s the snmc poymcnl from 

22 the fund), it doesn't mau.cr for competitive cquiry whether the fund Is 100 big or 

23 too small in a particulAr region. 

24 However, it makes no sensu to measure the subsidy to univo:rsal service 01 o 

2:.i statewide level of geosrnphia aggregation. Because retail price& lll'C sci at 

·28-
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1 sllllewidc &venljiCS and eosu VIII)' significantly across lhc: slate, retail lOClll 

' exchange scrviCCJ arc subsidized in some high-cost wire centers with contribution 

3 !hat comes from the same scrvl= in some low-«~st wire callers. To inc!~~« 

4 volunuuy entry by ALECs-end to remove implicit subsidies from the ILEC'~ 

5 pri~venal aervice suppon must,lhcrefotc, be higher in those high~ost wire 

6 centers and should be unnecessary in low-<:OSt wire ccnrers. To mix high-cost nnd 

7 low-«~st wire centers togclhc:r for sinng lhc: univt:nal service fund would only 

6 petpduate lhc c:uncnt Oow of implicit subsidy. 

II 

10 Q. MR. G UEPE ASSERTS fAT 19) THAT IT IS APPROPRJATE TO SUM 

11 POSITIVE AND NEGATIVE SUBSIDIES ACROSS ALL WIRE C ENTERS 

12 TO CALCULATE TJlE OVERALL SUBSIDY REQUIREMENT. DO YOU 

13 AGREE? 

14 

15 A. No. Mr. Gucpe reasons that 

16 until competition drives prices towanl cosL1 in the"' exc:h""8"" "~rea 

17 surplus extsts and cost based unbundled net"'Oric clcmc:nts arc not only 

18 deavc::raged but easily available for usc, it is uppropriatc to dctem1ine 

19 lhc total aubsidy by netdns the revenue and cost di!Ter nccs IKJ'Oss oil 

20 wire centers. h is not appropriate to look only at lhc wire centers !hot 

21 have a negative conbibutlon •.. and 1gnore lhe revenues from those 

Z2 wir~ centers that have a positive c~nbibulion.(at 19] 

23 Obviously, JI.ICh a calculation "'auld hide subsidies to high-eo!! wire centers. 

24 fUlldlnj; lhctn implicitly by contributions from low~ost wire centers. A universal 

25 SC!I'Vice fund based on such a calculation ""Ould provide inadequate incentives for 

·29-
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c:anien hl lid'VC ruJih-cost exdi.Ulj~CS and would O\'ercoutpen>~atc c:aniers for 

2 ICT\; .. .,tow-<:OSt exdtangcs. Such a plan would be a ..,inc!fa.JI for c:anicrs thnt 

3 intend tQ JerYC primarily low-<:OSt mcuopolitan areas and would corresponchngl) 

4 be a dl.samr for c:arrien that chose or "ue requin:d to serve high-cost runal areas 

6 

8 Q. MR. GILLAN DiSCUSSES (AT 10( AN EXAMPLE THAT PURI'OitTS TO 

7 ILLUSTRATE "WHY THE SAME GEOGRAI' ILIC ZONES SIIOULD UE 

8 USED FOR NETWORX ELEMENT PRICES AND UNIVERSAL SERVICE 

II SUPPORT.w DO YO U ACRE£ WtTII HIS lNTERPRET A TION OF TillS 

10 EXAMPLET 

11 

12 A. "'"'· In Mr. Gillan's eJWnplc, there arc two wire ccnten: a high-cost wire: center 

13 with a cost ofSJO per month and o low-<:ost wire: center with co~u ofS I 0. Mr. 

1'1 OIIIAnassumes that UNE prices ore the S4111e ~ross the two wire centers (nt $20), 

16 and I assume that n:tall prices arc identical across the two win: centers (til SI S). 

18 This assumption is justified becawc, in Florida. n:tailrriccs ure avcmacd across 

17 the swe and prices for UNE.s are set at Sllltc·wide avcr.o~es. If they "ere oot. 

18 A~ would be Wlablc tQ compc1e effictently in hiah..,o~t rutlll arcu ("h,-rc 

111 dca\'Cn&cd UNE costs would be high but retail pnccs "'wid be AVCf11it) and 

20 would be artificially induced tQ compe1c tn lov. -<:OSt urben arcas (where 

21 deavaaacd liNE costs would be Low but rcuul pnces would be 0\'Cfaie) 

22 Oiven Mr. Gillan's and my usumcd figures. a universal JCI'Vicc fund bucd on 

23 aeographic:ally •veriicd wiK ccn~cr COliS and prices would poy ss per Jloc In both 

24 wire ecotcl1, wbilc a deavcraacd li!lllvcrsalaervice fund would pay SI S in the hl(lh· 

26 cost win: cn~tc:r and nothlna in the low-coJt wire center . 

• JO. 
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1 While Mr. Gillan's prdcmd solution of avcntgilljllbe subs1dy calculation 

2 --wire~ does pcnnit 1M ALEC 10 brnk ~'CD ID both lbc blah-cost and 

3 low-4l0St wire c:cnu:r In this uampl~. It does not wvrt as wdl for lbc ILEC IInder 

4 these IISSWllpdons, the ILEC clwg~ 1 Sl S ~tail pric~ and rccch·es a SS unhcrMI 

5 service fund payment In both !he hiah<O~ and low-cost wi~ c:enk111, "'hich lca'es 

6 h S I 0 abort in the hlah<OSI win: antcr and S I 0 aheAd in the Jow<OSI wi~ center. 

7 M long as lbe ILEC'• coSII vazy acruu wire cmu:r and retail and wholesolc rrkes 

6 do not. ~ b oo rcuon ncccssarily 10 size the: unlvasal servi« fund 111 lbe JiUTIC 

9 level of ~lion u UNEI = prie«l 

10 

11 The HAl Model '- the Wrong Choice for Eatlmatlng Costs 

12 Q. HOW WOULD Tit£ COSTS PRODUCED BY nl£ HAl MODEL AF'f'F.Cf 

13 1ll£ CALCULAnON OF niE FLORIDA UNIVERSAL SERVICE FliND? 

14 

15 /\ . Tho HAl Model, Rdeue S.OP, (a direct auccCJ!Ior to !he Hn1l1cld Model) 

16 Wldc:n::stimatc the: fONwd·looldna lnc~men!AI cost of networt. facalities. oncn 

17 Jeriously. Mr. Guq!C'I insistml:e lhatthe same cost methodology be employed for 

18 calculating both the: COS1 of IIC'Iworlc fKihlies and for si1jng the universal 'CIVIC'.: 

19 fund merely ClOC'IfumJ my bch~flhtd hll (and AT&rs) intent is 10 male.~ the: 

20 unlvenal sctVice fund liS small as posslbl~ and to minimizr the contribution 

21 obliJations of int=xclwlse cam~ hk~ 1\ T & T. Tlle combination of o JiC'11ousl) 

22 ovaatlmalcd ~cnuc bc:ndunark and ltriously ~maled cosiS could II'' o 

23 long way to contrive precisely !hat ~suit. ·nac Cmnmlulon ahould, thcrefurc. 

24 ~joctlhc: methodoiOII)' proposed by Mr. Guq!C in favor of sill DB the SIDIC 

.t5 unlvenal savicc fund In accordance wllh COtTCCI o:conomic principles 

·31· 
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1 Q, HOW SHOULD m :t COST OF UNIVERSAL SJ:RVICE BE 

2 D£TEilMINED JI'OR Tif£ PURPOSE OF EST ABUSIIING A !.TATE 

3 FUND lN FLORIDA? 

4 

5 A. 'The cost of unh'UI&I JCtVicc lhould be dclamincd sq>at'lltdy (ot each "'"' t<'lltct 

6 Tho cost estlroaled fill' that purpose should be thai of an dlicierol acrvicc provider 

7 using forwud·lookina technologies and operating prDCliccs. The specific cos1 

6 modtl adopted for that purpose. however. ahould reflect octual :sen1ng conditioM 

9 in ad! wire cenlcr. usc rcalistle network d<:slan and financial pci1IU1lC1a'l. and 

10 ~thai the primary eomponcnu of Wli•-aW lct'icc arc mail(~ tlwl 

11 wholaalc) JCfVica. The IW Model is unsuitable on all these counl3. It is my 

12 undcntandJ.ns that the BCPM Model (RelCIUC 3. 1) is far better suited for the 

13 purpose ofcstimatina unlvcnalscrvocc cosu. 

14 

15 Q. WflAT WOULD BE T HE CONSEQ UF.NCE OF FA I !.INC TO I'ROP.: IU,Y 

111 F..t.'TlMA TE UN1V£RSAL SERVICE COSTS1 

17 

16 A. The most impoc1an1 «Wequcncc of that fAilw-e would be a unh-.:rsal service fund 

19 of the wrona size. Uodcrestlmated cosu arc just the mirror image of uvcrestunated 

20 n:•'Cnue bcnclunatks· both lead 1.0 oncfficocnt uodcrfundong of uno venal SCf\,cc 

21 GoYal the IW Moclcl's cmdcncy to undcn:sltmak costs. my fe.v u thAI any OM of 

22 thai model will result in fondina that uni\'CfUillctVicc Is 001 prc~c:ntly aubsidi1~ in 

23 110me wln: centcn when, 1n fn<:l, h Is. With an insufficient fund, compclltlvc entry 

24 in high-cost areas C'\'CI1 by mote effid cnl canien will be discouraged. Morrovcr. 

2.' lncumbc:ot canicn that bavlo unhcrsal JCtVicc obli~ons presently would no1 

.J2· 
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1 recd~-e ~sh suppon and would Jusl&in losses th:u. in lbc f:~a: of oiX'reasing 

2 competition and lhiMlna llllfilll.ll for lheu othn scrviccs. would become 

3 !.-:<'tUSaniJy diffieul110 ofTscL Those canim would. ovct" ~. lind 11 

4 inc:re.ulnaiY difficul110 lllllkrtake ncw nctYoorl in\"C$1Jnents, impro\c SCI'\' ICC 

5 qUAihy. or promo~<: new SC1Via:s and ccchnologles. 

6 

7 Sum1111ry 1nd Conclusions 

6 Q. PLEASE SUMMARIZE YOUR CONCLUSIONS AND 

9 

10 

RECOMMENDATIONS. 

11 A. Mr. Oucpc:'s proposal 10 use a Kriously O\~imatcd ~muc bmchmarl. (based 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

on a "kitcbcu sink" approach 10 aocountlna for 1M n:\'Ct\IIC$ a.ssoc:latcd with 

univcnai5C!Via:) llld the seriously undcn:stlmAtcd costs produced by !he I IAI 

Model will wxloubtedly mull in 100 1moll a JIAI<: universal sc:rvicc fund in 

Florida. In addition, any adherence 10 Mr. Ouepe's suagestion for determinina 

wllclher a sub!idy exlsu by comparing aggrcjlolc "'"""""' with •tul"'ll•tc cnsl\ 

will likely have lbc absurd conclusion that110 sial<: univc:TS31 sen~ce fund is 

necessary in Florida. Nolhina could be more dclnmental f01 tdccommunocaaonn.' 

cUJtomers in Florida lh&n that conclusaon 

Th<: sizina of the lUte fund canno1 be doll<' outside the: overall coni<: XI in Yo hod 

the fedetal fund plays an imporunt part. Thattll'lk ...,,u certlllnly be nllldc '''m 

harder by any faiiW'C to we ohc proper «<momic bo.sis to Cll.lcula~<: !he subsidy 

associated wilh univc:nalacrvlce. One ~ueh failure would be to odopt Mr Oucpe ·' 

view !hat the cost of the loop Is cooru11011 to bolh components of univcnal sco oc:e 

and other services. 
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1 My ,.....,_,tatjon 10 the Commission is 10 rqcct the IIAJ Model as the basos 

2 for caJodarina the COSl associated with univcnaJ service. Lf a cost proxy mockl1s 

3 to be used, lhe BCPM ttpcesents a bc:ucr sowtt for forw.ud-loolting incmncntal 

4 c:osu, and should be used inslcad of the HAl Model. At the same time, IU the 

5 process of !leilina up a univmaiJCtVicc fund in Flori do gets under WilY, h would 

6 be necessary to be mindful ofthc following two oddhlorutl issues: 

7 I. The implicit subsidy ot the Slllte level should be detmnined IU the diO'ercncc 

8 between the cost IIS30C.Ialed with the Florida logislature-dcfined componcnts of 

9 univcnaJ service and the combined price of those services. Re\'cnues from 

10 other services should 1101 be iDCiuded for making this comparison 

11 2. The only levc.l of geoaraphic assrcgation tho! is rclevunt for establishing and 

12 sizina a state univnsal service fund is tho! of the wire center. The cost of 

13 providing universalsctVice and the need for any univctSOI service support 

14 should both be detennined at tlultlcvel. 

15 

16 Q. DOES THIS CONCLUDE YOUR T ESTIMONY? 

17 A. Yes. 

18 

19 

20 

21 

22 

23 

24 

25 
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1 MS . KEYBR: And I would like to have exhibit 

2 WET-1 marked for identification. 

3 CHAIRMAN JOHNSON: It will be marked as 68. 

4 BY MS. KEYBR (Continuing): 

5 0 Doctor Taylor, have you prepared a summary of 

6 your testimony today? 

7 A Yes, 1 have. 

8 0 Would you like to give that to the commissioners? 

9 A Sure. I' 11 be brief. My purpose was to address 

10 two economic issues raised by f.lr. Gillan and Mr . Guepe, 

11 issues that go to not how you calculate coats for universal 

12 service but whet coats you calculate . 

13 The two i ssues are that Mr . Gillan and Mr. Guepe 

14 would calculate the cost of universal service as a cost of 

15 all services that use the local loop, so in their view, a 

16 subsidy calculation would compare benchmark revenue and 

17 costs for all se~~iceo that use tho loop. 

18 And the second point I would address is that they 

19 aaaert that coats for universal service should be measured 

20 geographically by averaging together both high-coot and 

21 low-cost are•o done at the same level of aggreg11tion ao was 

22 used to set prices for unbundl ed network elements. I think 

23 both of those assertions oro wrong. 

24 I won't repeat what Mr . Danner said earlier . The 

25 first assertion that we should oet · · measure coato for 1111 

C ' N REPORTERS TAL~~SEE, FLORIDA (850) 697 ·8314 
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1 services that use the local loop, wha t ia wrong with that? 

2 What l e wrong with the argument that because the average 

3 residential customer io profitable to ocrve, measuring all 

4 of c.be aervice.a t.hat. he takea, why do we need a ouboidy? 

s The average customer Ia profitable to oerve. 

6 There are three reasons why , and to anower that, 

7 we really don't have to addreao at all the question of loop 

8 as a common coat, so we won't have to go through that 

9 again. My three reasons: First, you can ' t mix together the 

10 different services that customers buy because, 1! you did, 

11 you would not be mak ing implicit subsidies explicit. You 

12 would still be in a si t uation in which your average 

13 residential customer is paying more than the coot to serve 

14 for toll or for vertical services and lese than the coat to 

15 serve for the loop . 

16 The second reason io that il distorts competition 

17 for optional services. If one firm is required to provide 

18 a loop for leas than the coot of producing the loop and 

19 o t her firms are not, then why would you want to be the firm 

20 that has to build the loop? Much better just to sell toll 

21 service. Let someone else take the loss on the loop. You 

22 provide the customero toll service. You can compete for 

23 those optional services at an advantage compared with 

24 whichevl!'r poor ILEC i o otuck having to provide tho loop a t 

25 a price below the cost of the loop. 
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1 And then fina lly, ouch a policy discourages entry 

2 ~nto local service . Who would -- what company would want 

3 to enter the local service market t o serve a profitable 

4 customer when t hey could serve the profitable customer 

5 without buying UNEs or without building their own loop and 

6 merely provide the pro f i table services? 

i My second point io really the first point just 

8 done geographically; that is, the universal service fund 

9 whose coete wo are buoy trying to calculate here, should 

10 flow support from low-coat to high-coot areas. It's wrong 

l l to average together high- and low·cost Breas when whllt we 

12 arn trying to do in identify and make explicit subsidy 

13 flows, in thie case from low-coot urban to hlgh· cost rural 

14 areae. And why? For t he same sorts of reasons. I t 

15 distorts entry. Who would wan t to enter · · provi de service 

16 in rura l 4reaa whore you can ' t make enough money Belling 

17 the loop in rural areaa to cover your costs? That's why we 

18 want a universal service fund that will help encourage 

19 entry into rural areas. 

20 lt io aimilarly anti-competitive, it one firm is 

21 required t o oerve in rural Areao and others are not. The 

22 fact tlat unbundled network elements ore geographically 

~> overaged in Florida doesn't moan that universal oervice hao 

'4 to be calculated ot a otatewide average basis. I mean, 

25 first, bec~uae it removes t he whole reason we arc doing the 
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1 calculation/ but second ie becouoo we are ln a oecond·best 

2 wor ld to begin with. The reason unbundled network elements 

3 are done on a stat ewide b«sis is beca use retail rates are 

4 done on a statewide basis. The best thing wou ld be to do 

5 all rates and costs on o wire center level bauis if those 

6 costa differ a lot, but :hat's silly. I moan it ' o got too 

7 much -- costs are too high to t ry to set different rates 

8 for every wire center, so we don't do that for reta il 

9 prices . We don't do that for unbundled network elements, 

10 and nothing requires that because we average UNEo and 

11 retail prices that we muot somehow calculate costa a t ~ 

12 o tatewide average. 

13 So the bot tom line io for economic efficiency but 

14 mainly for efficient competition, costs should be 

15 calculated not at the level of tho customer and not at t he 

16 l evel of the /~tate but at the level of t he service. and 

17 that concludes my summary. 

18 MS. KEYBR: Doct:or Taylor i s ava llable for c roos . 

19 MR. LIIMOURBUX: I actually just have a couple o C 

20 questions based on hiu summary . 

21 CROSS EXAMINATION 

22 BY MR. LAMOUREUX s 

73 0 1 think I heard you say, Doctor Taylor, In your 

24 summ&ry t:hat tbo beat: thing fo r all coats would be to be 

25 able to vary the costa a ccording to what:ever unit the coal 
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1 for thooe things vary? 

2 A Whacever causes COS CO t:o vary, yeo. I mean let's 

3 be frank, cost:s do vary by wi re cent:er . The quest:ion .!.o. 

4 is it wort:h meaauring che dlf!erencea? And it may no t be 

s if we a re not going to ~Mke uoe of t:he differences. 

6 0 You agree with me that the coat o! loops vory by 

7 wire center, would you not? 

il 

9 

A 

0 

Sure. 

In fact, they can vary fairly oubotanc!ally by 

10 wire center, can't they? 

ll A Certainly even coaca for loops o f lhe oame lengch 

12 can vary by wire center. 

l3 0 So under your analysis then, the beat th i ng would 

14 be to be able to vary t:he coat o! purc has ing l oops by w!re 

15 cent:er; would you agree with me on thBt? 

16 

17 

A 

0 

I'm sorry, do you mean the price? 

Coot and, therefore. prlce o( purchaolng loops by 

18 wire center. 

19 A And by purchasing l oopo, do yo u mean both retail 

20 and wholesale? 

21 

22 

0 

A 

Yeo. 

Yes, that: would be firot beot, un l eoo 

:ot3 tranoactione coste oucweigh the bene!it o! do ing that . 

MR. LAHOURRUX: I have no further queotiono . 

CHAl!U<IAN JOHNSOII : Still f. 
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1 HR . COX• Staff has no quenions. 

2 CHAIRMAN J OHNSON 1 Commissioners. 

3 COMMISSIONER CLARK: Yea. Mr. Taylor. I want.ed 

4 to ask you ·· well, first of all . are we always going to 

5 need a universal service lund, do you think? 

6 ~. TAYLO~: Are you always going to need one? 

7 Yea, I guess you will under the assumption thot costs in 

8 some areas, let's cal l them rural areas, are higher than we 

9 can expect or you would want customers to pay to have 

10 access to the network: so, y~s. you will always have the 

11 universal sorvice fund. 

12 COMMISSIONER CI..J\RK: But I taktt it l t i o 

13 something we'll have to addreso period1ca1J.y. 

14 HR . TAYLOR: That's certainly true As coste 

15 chango, it would have to ho adjuotod, bu~ ~hnt'o true of 

16 almost everything you do in th1a room. I mean the prices 

17 you sttt are cost based. Pot unbundlttd network clemente, 

18 costs change, thooe change. 

19 The big featurea that we are talking about !or 

20 univer sal service though aren't, I think. anywhere near au 

21 subtle aa small changeo in coots for change< in unbundled 

22 network eleDent prices. These are really the !act that, 

23 you know, loop costa very by factors of 10 or 20 or JO from 

•4 urban a r,oaa to tho lope of mountains or the middloo of 

25 ~wamps, ard it'a capturing that difference th~~ r th ink lo 

c ' N RSPORTER.S TALLAHASSEE. PLORIDA leso) 697·8314 



1922 

1 che big picture in universal service, and that probably 

2 won't change much. 

3 COMMISSIONER CLARK: I had a question on page 19 

4 of your testimony. 

5 MR . TAYLOR: Yeo. 

6 COMMlSSlOtJBR CLI\R.K: And it just inspired a 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2.; 

25 

question, I guess . If you have -- Suppose we oet the 

universal service fund snd a competilor to -- che ALEC io 

providi ng the service through resale. 

MR . TAYLOR: Through resale, okay. 

COMMISSIONER CI.J\RK: Who gets the subsidy, the 

explicit subsidy? 

MR. TAYLOR: Well, my underotanding, certa i nly at 

lease for the interstate piece o! it. ia if ll'a by resale, 

the ILEC that ia providing the resold service gets the 

subsidy. If it's an unbundled network elemenl loop lhat is 

purchased, that's thought to be the equ1valent o f being a 

facilities-based provider, so in that case it wou ld be the 

CLEC - • the ALEC th~ ·: gets che subsidy. 

COMMISSIONER CI.J\RK: I had a question about 

vertical sarvicea, some of the verlir al servlcen, and I 

underota,nd that you indicate we should det.ermine what 

services coat, not what customers coot. 

MR. TAYLOR: Yes. 

COI'J'IISSIONER CLARX: But there are som•, services 
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3 provide? And if that's the case, why shouldn't we ~nc ludc 

4 that in tho total definition of ecrvJ~c? 

5 KR. TAYLOR: For one very good reaoon. Let'o --

6 And the reason is because the customer doesn't have to buy 

7 the additional service, and the way l think of it io 1! you 

8 get a loop from, say, BellSouth, you can still ~~t some 

9 servi~~• from somebody elue. You can get AT~T'o toll 

10 service. You can get oomebody'o - - but it's hard to get 

11 AT'T's call waiting service if you are a BellSouch local 

12 custon\er . 

13 COMMISSIONER CLARK: Right. 

14 MR. TAYLOR: But the point is, you can be a 

15 BellSouth local customer and not buy coll waiting. 

16 COI'.MISSIONER ClJ\RK: Okay. 

17 KR. TAYLOR: If -- Take 11 different example. 

18 If whenever BellSouth supplied local oervice they supplied 

19 call waiting too, that io, it was bundled together tn the 

20 only package that people could buy, then you'd bo right, 

21 then there io no point in diotinguiohing between the coots 

22 of call waiting and l ocal service or pricing them 

23 differently because eve,ryone who bought one h"d to buy the 

24 other. But that isn't the case even for a service like 

2:: call w!liting which by Gosumption we've oa .ld , if you have 
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1 BellSou~b local, you've got to have BellSouth call wa iting. 

2 You ,till want to have those t wo services priced at the 

3 cost o f providing thooe two aerlices so people will have 

~ customers will have the ri9ht oignal for, do I really want 

5 to pay an extra buck for call waiting? 

6 COMMISSIONER CLARK 1 Okay. Does that mean t.hen 

7 if we do an explicit fund based on the cost o! bnoic locol 

8 servi=e and we allocate all loop costs to the basic service 

9 as opposed to the fasily of services, should we also 

10 require t:hat those services that are not - have to be 

11 provided by the local exchange provider, have t.o be 

12 provided at cost plus some markup? Do we then oort. ot 

13 tetake regulation over those services and require them to 

14 be at cost? l mean it otrikos to me, if you give them the 

15 implicit subsidy that takes into account loop and then 

16 allow ~hem to charge what:ever they wan t for the vertical 

17 services you've just increased their revenues. 

18 MR. TAYLOR a Well, you won't Just increase their 

19 revenue because, by def1nition, thio universal aer.lce fund 

20 will be revenue neutral, ao t.hat. isn't what is going to 

21 h"ppen. 

22 COMMISSIONER CLARK1 Well , but I gueoo - · £1ll 

23 right. 

24 HR. TAYLOR: My concern -- I understand your 

25 c>ncern that if we have, say, call wait:lng whl ll Ia If 
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1 Bell South ia the local suppl ier, UellSouth •• the customer 

2 then has no choice , hypothetically, but t o buy her call 

3 waiting from BellSouth. 

4 COMMISSIONER CLARK: Right. 

5 MR. TAYLOR: Should t hat then be regulated? 

6 well, I don't think ao any more than other optional 

7 services ought to be r egulated. r mean we don ' t regulate 

8 every service for which compani es have market power. In 

9 fact, in the past, it's been the practice, I don ·c know l n 

10 Florida, but certainly almost universally co mark up the 

11 prices of vertical services no high as the market will bear 

13 in order to keep l9C~l r a tes low. rn fact, one of the 

13 problema wi th call wai t ing is, by and large, it'D priced 

14 quiee high, maybe even above the monopoly price. 

15 COMMISSIONER CLARK: Yeah, but !( you do 

16 somethi ng that is revenue neutral, you are only doing Jt on 

17 a snapshot basis, right? 

18 MR. TAY!JOR: Yes . 

19 COMMtSStONER CLARK: And it seems to me it has 

20 the potentia l , if they a r e allowed to charge whatever they 

21 want fo r those vertical oerviceo that they must buy from 

22 whoever is buying eh~ local exchang<', lhcn you will. in 

23 fac e, provide them ehe oppor eunity LO increase prices to 

24 cust omers higher chan they would h~ve been? 

25 I'.R. TAY!JOR1 Wall, let's see , I don••. think It 
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1 w~:: oe to increase priceo. 1 mean let'o ~uppooe today --

2 and I don't know the oituotion in Florida - - but ouppooe 

3 ca'l-waiting p r iceo aren't regulated. so if that's the 

4 case, then the lo::al exchange carriero wi ll have set the 

5 profit maximizing price for those oerviceo today. And what 

6 would h·~open tomorrow if this universal service fund went 

7 in, L • .acs ""'uld receive payments from the universal 

8 service fund if they ca.n capture the cust omer. Other ALECo 

9 will now be trying to come in and capture the customer. 

10 COMMISSIONER CLARK: You're saying that they 

11 MR. TAYLOR: But there is no reauo n why t he price 

12 ought to -- a price of call wait ing ought to go up. That 

13 should be 

14 COMMISSIONER CLARK: If they price that too high, 

15 then they will go to somebody else? 

16 MR. TAYLOR: They won't toke the oervlce, juot ao 

17 what happens today. 

18 COI'V'IlSSIONER CLARK: Wel l, if they pnce it too 

19 high. they'll g·o to somebody e l se to get local oervice 

20 from. 

21 MR. TAYLOR: If we hove 11 univerool setvice fund 

22 and competition for local exchange service, yeo, you'r<' 

23 right. I guess I was making a narrower point, that the 

24 price of call waiting, I had assumed, was already net at 

25 tbe profi t maximizing pricot oo t horo io no roa oon why 
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l aimply becauae the ILEC now receives a payment ft·ocn the 

2 universal service fund that it would raise that price. 1 

3 don't think i t would. 

4 COMMISSIONER CLARK : Well , l'm not so sure. 

5 MR . TAYLOR: Well. it's already as high •• I mean 

6 if they would raise it tomorrow ·· 

7 COMMISSIONER CLARK: You assume that · · 

8 MR. TAYLOR: •• why wouldn' t they raise it todlly . 

9 COMl•USSIONER CLARK: You aosume that they priced 

10 it currently ao high as the mllrket wiLl bear? 

11 MR. TAYLOR : Correct . 

12 COMM ISSI ONER ~RK• Wlth respect to aoouring 

13 that it ' s revenue neutral, do we hove to revisit that every 

14 period o! years too? 

15 MR. TAYLOR: Well, I have to con!esa, 1 havcn•c 

16 thought the details of thot out . I mean there is a danger 

17 i n revisiting in t he sense that ·• 

18 COMMISSIONER CLARK: Yea, you become -- it looks 

19 like rate of return again. 

20 MR. TAYLOR: Yes, and it distorts competition a 

21 bit. I mean i f when BellSouth looes a customer somehow it 

22 geto to make t na t up by an increase in a universal service 

23 fund or a ome thiniJ, then you've undono tho bene!ito o f 

:? 4 competition, eo you don't wane to do that. 

2 5 COMMISSIONER CLARK: Well. what, ond I gucou 
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l maybe what l'm concerned about too io the trnnoition. 1 

2 don' t t hink wu are going to have •• I guess we're I 

3 thi nk we' re going to have •• there ie going to be a 

4 ~•match between the ei~ you do hove robuet compc~ttion 

5 such that people can choose their carrier s and when we 

6 might ·• when the universal oervice fund will go into 

7 account . I t oeems to me, strike me that there may be a 

8 period there tha t the incumbent local exchange companies 

9 wi l l be able to r aise their prices for vertical eorviceo 

10 and for at least a short period o! time earn monopoly 

11 profits. 

12 MR. TAYLOR: Well, t mean you may l>t• right. My 

13 own oense or it iu . if my aooumption is correct, that today 

1 4 t hey a r e free to r a ise prlceo or vertical oervicno. lo 

15 that a fact? 

16 ~ISSIO~ER CLARK: I'm pretty sure they are, 

17 but I can't remember if it'o limited by 20\ or eomethtng. 

18 MR. TAYLOR: But supposing that lt io, or 

19 wha t ever the rule io today will nloo be the rule tomorrow, 

20 t he f act that thore is now competition for the cuotomer. 

21 tha t is, even the customer in rural areas, where it the 

22 ILEC wine the cuet~r it gets a payment from t he fund , but 

23 if AT~T wine tho cu•t~r. it gets a payment from the Cund 

~• too, I don't see why that would affect the ILEC'a d~c is1on 

25 as to wha t level to price call waiting; that, you know, 
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l today I'm ~rying to make eo much money !rom it as 1 can, 

2 subj ect to your rules. Tomorrow I will try to make as much 

3 money f r om it as 1 can, again. subject to your rules, and 

4 if those rulei don ' t ehange, it seems to me my priee is 

5 unlikely to change. Now I may be making more money it I am 

6 abl e to win the c~pet ition for the customer. but on the 

1 other hand we 'll have more competition for the customer. 

8 COMMISSIONER CLARX: I' m sorry, did you make a 

9 decision as to whether or not we should revisit revenue 

10 neutrality? 

11 KR . TAYLOR: Yes, I don't think you should 

12 visit -- r evisit revenue' neut ra lity per ae. I t h ink you 

13 should revisit universal service fund a s costs change, or 

14 if costs change. I mean r t h ink revioiting has bad 

15 implicationJJ in general in regulation becauoe it then 

16 distorts tche incentives of the firms thot you regulate to 

17 worry about what happen& when you revisit. But if costs 

18 change -- 1 mean you are- going to have t o change unbundled 

19 network element prices for even the resalL discount in 

20 principal if coats we re to change, so that ' s already o n the 

21 books. 

22 COHMtSSIONER CLARX: l want to did you one more 

23 thing, you have indicated that -- well, it'o probably a 

24 better question for Commissioner Johnoon, but I gueos I 

25 have to aak you. Is the FCC sti ll looking at 6 revenue 
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2 MR. TAYLOR: My understanding is the decision 

3 that they made is still in place, and my view of it is 

4 still that it's wrong, oo --

1930 

5 COMMISSIONER CLARK: And that the revenue is set 

6 at $31. 

7 MR. TAYLOR: Business at - - the revenue benchmark 

8 is at 33 maybe or 30 -- no. I'm sorry, yeo, :u, <1nd chore 

!I is a difterunt busineoo one possibly. 

10 CO!o!HISSIONRR CLARK: So if they, aosumina they go 

11 with the Sll and they are saying that if it coste more than 

12 $31 to provide the service --

MR. TAYLOR: Right. 13 

14 COMMISSIONER CLARK: -- there will be a fund 

15 to --

16 MR. TAYLOR: Equal to che difference. 

17 COMMISSIONER CLARK: Equal co the difference. 

18 MR. TAYLOR: Of which the state will get 25\, or 

19 which will go 2St. 

20 COMMISSIONER CLARK: I'm conCuued. The state 

21 will make up 75t of that or 25 ' o f it? 

22 MR. TAYLOR: The state will make up 7St of it. 

23 The govern=ent will 11end -- will make up 25\. 

24 COMMISSIONER CLARK: Right. Aesume that: goeo 

25 into e ffect. Then t:hey•ll cell ua how much we have to come 
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1 up wi t h? 

2 MR. ThYLOR: No. Well, the eighth circuit may 

3 preve n t the.m from saying that. My understanding of it is 

4 the I'CC can aet, de.:e:nnine what; i.: Lhinke cho oppropricace 

S si%ed fund is in total and can tell you whAt they believe 

6 the interstate fraction of that ia. It'o now a $31 

7 benchmark or whatever and 25 ' . 

8 My view of what the state then has to do is tv 

9 make ita own calculation ae to what it thinks the correct 

10 total universal service fund should be. : ake the check from 

11 Washington, subtract that amount. and what's loft is what 

12 the ocate ought co provide. If you happen to agree with 

13 the PCC that a $31 benchmark wao right and the 25/75 oplit 

14 wae exactly right, then what you describe would be the 

15 case. You would simply take their lund and come up with 

16 three quarters of it, but I don't believe you are compelled 

17 to do that . 

18 COMMISSIONER CLARK: What do they. what rev~nuee 

19 do they include in the $31? Do they Inc lude vertical but 

20 not yellow pages? 

21 MR. TAYLOR: Yea, but not yellow pagco. that'S 

22 correct . 

23 COMMISSlOkER CLARK: Okay. Thank you. 

24 COMMISSIONER JACOBS: If you were LO adopt the 

2!> $3 1 doll,.r figure - • 1' m sorry, t don • t hove the 
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1 percentages, but I think ~here was a discuesion that that 

2 still would place a high percentage of wire centers 

J amongst •• around the state into the high-coat category 

4 which would have the effect of crejting a substantial fund. 

5 KR . TAYLOR: Well, I gueeo it depends on whether 

6 you think the glaee is half empty or half full. I think in 

7 my testimony using, I think, Mr. Oillan•o cost from the 

8 Hatfield Model, l looked at a Sl9 bench .rk and a S22 

9 benchmark, and I'D trying to find where 1 got the answer: 

10 but my understanding was a lot of wire centers would not be 

11 eligible for service at these lower benchmarks and thuo 

12 ~van fewer at $11. 

ll COMMISSION£R JACOBS: 1 • m oorry, rather than 

14 prolong that •· 

15 MR . TAYLOR: 1 found it. 

16 C'OMMISSIONE.R JACOBS: Okay. 

17 KR. TAYLOR: Let's aee, taking a $27 revenue 

18 benchmark, which I actually did tho calculation for, which 

19 was, I think, Mr. Ouepe'B recommended revenue benchma;·k, a 

20 152 of 193 wire centers, roughly 80\ would have monthly 

21 coste below the benchmark, eo 80 \ would be below the 

22 benchmark using Hatfield coato, which I don't believe in, 

21 but let's juet use Lhat tor the moment: and thue, ~ould not 

2 4 qualify for a universal service fund payment; and that's 

25 at, I -.id $27. At $31, it would be more than 60' would 
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1 not qualify . S<' 1 don• t know whether that is a lot or a 

2 little, but moat wire centers surely most wire centers 

3 in Florida would not be eligible for universal service fund 

4 support at a $31 benchmark. 

5 COMMISSIONER JACOBS: Well , tlult doesn't take me 

6 to my next question then. Thank you. 

7 MR. TAYLOR: Su.re. 

8 COMMISSIONER CLARK: Can I ask you one more 

9 question? Are you familiar with t he high-cost fund? 

10 MR. TAYLOR : The old high-cost fund? 

11 COMM ISSIONER C!..ARI<: Yeah. Is it ol d? I mean do 

12 we still have one? 

13 MR . TAYLOR: No, I think it wao over ao of 

14 January 1st, but I was sort of famili ar with it. 

15 COMM.ISSIONER CLARK: We don• t have a high-cost 

16 fund any more that is d i s tributed? 

17 MR. TAYLOR: No. As I think about. it, no, it 

18 muat be going on until the universal oervlco f¥nd kicks in. 

19 COMMISSIONER CLARK: Okay. 

20 MR . TAYLOR: So I gueoo it's in place. 

21 COMMISSIONER Cl.J\RK : I guess one o( the things 

22 t hat concern• ma about a universal aervice fund being baaed 

23 solely on coat ia the notion that you aubaidixa ar~ao where 

24 the people in thoaa areas certainly don't need to be 

25 oub&idi.o:ed , and I certainly think that happened with tho 
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1 hig •• = ... •t fund. 

2 MR, TAYLOR 1 Correct. 

3 COMMISSIONER CLARK• How do you adjust for that? 

4 I mean it seems to me that ther~ are, the not.ion of 

5 ensuring universal service for those areao where you would 

6 not otherwise get tho service because of t he h!gh coot and 

7 there are people ~here that need the service. but it 

8 strikes me as something we ohouldn't do. for instance, to 

9 serve somebody like Bill Gates, you know, and l 

10 MR. TAYLOR• Well, certainly not him, but 

11 COMMISSIONER CI.J\RKr You know, I underatand he i o 

12 like on a cliff overlooking ~ake Waohington or oomet.hing 

13 like that. Certainly 

14 MR. TAYLOR• Yea, and I imagine he hao 11 lot ot 

15 loops too. 

16 COMMISSIONER CI.J\R.K1 Well , you know, why • • and 

17 if you do it the high-cost fund way. I asoume that the cost 

18 of serving him io going to be part of that fund. 

19 MR. TAYLOR• Quite high, that's dght . 

20 COMMISSIONER CLARK• How can we adjuot !or that 

21 oort of 

22 MR. TAYLOR• Well, in the !irot place, I don't 

23 think I would recommend that you would. l mean what you 

24 are bringing in when you take income into account, I mean 

25 it's part o f your job to worry about why we are having this 
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1 fund; but you've sort o f shifted to worrying shout 

2 subsidizing people or not subsidizing people au opposed to 

3 subsidizing or not subsidizing a service. Suppose 

4 1 take your point that ic•o aggravating co tax one set of 

5 people co support another set of people who don't need it. 

6 But on otber hand, the purpose, I take it, o! the universal 

7 service fund io ae much to have competition for serving 

8 Bill Gates or for serving high- coot even affluent wire 

9 centers to have competition there ao oppooed to not having 

10 competition there. 

11 

1 2 

COMMISSIONER CLARK: I diaagree with you. 

MR. TAYLOR: Okay. 

COMMISSIONER CLARK: I'm not worried about 

14 competition to tboae people, frankly. It seems to me i! 

15 they are a high revenue. there will be plenty o C people out 

16 there •· 

17 MR. TAYLOR: Oh. but, no, there won't. There 

18 will be competition to provide toll service <1nd •Jertica) 

19 services to Bill Gates, but no one io going to want to put 

20 the loop to hie houae. 

21 (Transcript continues in sequence i n Volume 171. 

:121 
2) • • • • 

24 

25 
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