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1 UP&UIIICU I 

2 LAOU Oll.tM'!ID, Florida Cable 

3 Telecommunications Association, Inc., 310 North Monroe 

4 strc•t, Tallahassee, Florida 32301, appoarinq on 

5 behalf o ! Florida Cable ~alaco.aunioations 

6 Association. 

7 TRACY D'rCII, AT'T CoiUlunications of the 

8 Southern States, Inc., 101 North Mon.rce Street, Suite 

9 700, Tallahassee, Florida 32301-1549, and JIX 

10 LIXOUaaux a nd o .. a COKD, 1200 Peachtree Street N.E, 

11 Room 8150, Atlanta, ceorqia 30309, and 8TBPB&H RUICU8, 

12 McKenna ' CUneo, 1900 K Str@et, Washington, D.C. 

13 20006, appearinq on behalf of AT5T co .. uuicationa. 

14 PHit.IP CUVD, MARY ltBYI!:R and IIUCY WJIITB, 

15 c/o Nancy Sias, 150 South Monroe Street, SuiLe 400, 

16 Tallahassee, Florida 32301, appearinq on behalf of 

17 BellBoutb Te1aoo .. uuicationa, Ino. 

18 WILLIAN H. HOLLIXAN , JOHN p, roH8 and ~&PFRY 

19 WAHL&H, Ausley ' McMullan, Post Office Box 391, 

20 Tallahassee, rlorida 32302, appearinq on behalf ot 

21 ILLTIL, Hortbaaat Florida Telepbona Coapeny, 

22 sprint-rlnrida, Incorporated, and Vista-united 

23 Taleoo .. unications. 
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1 APPUJl!UICII COIII'l'IIIUIDI 

2 CBAILII J, BICI, Deputy Public Counsel, 

3 Office of Public counsel , 111 West Madison Street, 

4 Room 812, Tallahassee , Florida 32399-1400, appearing 

5 om behalf of the Citisena of the ltate of Florid&. 

'i CllULII RllllfllriiL, P.O. Box 2214, 

7 Ta:lahassee, Florida, appearing on behalf or lprint . 

] 

8 MOIUIAJI 11. IIOR'l'OJI, .nt ., Mosser, caparello, ' 

9 Salt, 215 south Monroe Street, Post Office Box 1876, 

10 Tallahassee, Florida 32302, appearing on behalf of 

11 Aaerioen co .. ~ioatione lervioee, Ino . - Jaokaonvi11e, 

12 d/b/a e . apize co.aunioatione, Ino . 

13 J OSDB A, ICoOLOTBLIII and VICJti OOR!DOII 

14 I&~, McWhirter, Reeves, McGlothlin, Davidson, Rief 

15 and Bakas, 117 south Gadsden Street, Tallahaaaee, 

16 Florida 32301, appearing on beha l f of Florida 

17 coapeti~ive carri ere Aaaooiation . 

18 DAVID a. IRWIII , 127 Rivorsink Road, 

19 crawfordville, Florida 32327, appeAring on behalf of 

20 Frontier co .. unioationa International, Ino.: OTC, 

21 IDo. ; ITS Te1eoo.aunicationa lysteas, Ino.: and TDI 

22 Teleooa - Quinoy Telephone coapany . 
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1 A.f&J''NOII OOWTJWUIDI 

2 aJUDLY CUWIILL, one Tampa City C•ntor, 

) Poat Ottia a BOX 110, FLTC0007, Tampa, Florid.a 

4 ) J A0 1•0ll0, and LIWII P . POWIILL, IU , llunton ' 

5 Wl111a~o , Mlvartront Pla&o , East Tower, 951 Eaat Byrd 

o Otraet, R!ohaond , v i rgi nia 23219-4074, 

7 axouao D. ULIOJI and KIC'JIAZL J. a:DIIlY, 

o flo pping Croon Soma and Smith, Post Office Bo:x 6526, 

o Tellahaaaoo, Florida 32314 , appoarinq on behalf ot MCI 

10 Taleoo .. unioa t ioaa Corporotioa oa4 MClaetro Aooeaa 

11 Trona•llaion larvioeo, Ina. (oollaotivoly, KCI). 

12 NICSAIIL A. GROll , Assistant Attorney 

1J oo·1•oral, Ottice ot tho Attorney Genera l, PL-01 Tho 

14 c a pit••l , Tollahasaee, Florida 32399-1050, appearinq on 

1 !I btOth• 1 C ot the ortloe of the Attorney Oeaerol. 

10 IAJliARA AUOIIJI, Penninqton, Moore, 'Wilkinson, 

17 uoll ' uunbar, P.A., Post o t rice Box 10095, 

18 Tellahooaee, Florida 32302-2095, appearing on behalC 

10 ot Tiae•Wornar AKa or Plor14a, L.P. 

~0 rJ.OYD Jl, I&Lr , Hl!!!!!el', Coparello, ' Salt 1 

21 210 oouth Monroe Street, Suite 70 1, Post ottlce Box 

22 111 '16 , Tallahaeaee, Florida 32302-1876, appearing on 

23 boholf o r Wor14ooa, xno. 
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1 U'PU"YCU COII'l'IJIVIIDI 

2 WILLIAM COX, Florida Public Service 

3 Coaaiaalon, Division ot Legal Services, 2540 Shuaard 

4 o~k Boulevard, Tallahassee, Florida 32399-0870, 

~ appearinq on behalf ot the co .. iaaion start . 
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1 P R 0 C B B D I W 0 8 

2 (Hearing convened at 9:45 a.m.) 

3 aL,I..._ JOKMSOJII If everyone could settle 

4 in, we• .·a going to go ahead and begin the hearing. 

5 counsel, could you read the notice? 

6 KR. COZI ~~rsuant to notice tiled September 

7 15, 1998, this time and place have been set for a 

8 hearing in Oockut No. 980696-TP, determinati·on of the 

9 coat of basic local telecomaunicationa service, 

10 pursuant t o Section 364.025, Florida Statute.&. 

11 CHAIRDJI JOKMBOJII Take appearances, just 

12 scarting here. 

13 tcR. CUVDI Thank you. Phillip c.arver on 

14 beha l f of BellSouth, 675 West Peachtree Street, 

15 Atlanta, Georgia 30375. Aleo appearing on behalf ot 

16 BellSouth will be Mary l<eye:c and Nancy White. 

17 tcR. FOJIBI My name is John Fona with tho 

18 Ausley law firm, Post o.·fice Box 391, Tallahassee , 

19 Florida 32302, appearing on beha l C of Sprint-Florida. 

20 Also appearing with ae is Charles Rthw1nkel, 1313 

21 Blair Stone Road, Tallahassee, Florida 32301. 

22 KS. CASWELL! l<ill Caswell tor GTE Florida, 

23 P .. O. Box 110, Ta•pa City Center, Tampa, Florida 33601, 

24 and appearing with me is Lewis Powell. LOwle Ja a 

25 meaber ot t .he tira ot Hu.nton • Will lams in R.ich.mond, 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 Virginia. Lewis has been a member of the Virginia bar 

2 s i nce 1978, and he has practiced botora numerous state 

3 utilities coamissions . 

4 a. WAIILIDII Cood morning. I •m .Jeff Wah len 

5 of the Ausley ' McMullan law rlrm P.o. Box lSl, 

6 Tal lahassee , Florida 32302, appearing on behalf of 

7 ALLTEL Florida Inc., Northea~t Florida Telephon• 

8 conpany, and Vista-United Telecommunications. 

9 Aloo appearing with me will be William H. 

10 Holli~n ot the same l aw firm and same address. 

11 

12 

13 

COMXIBBIONER CLARI I What was the name? 

CHAIRMAN JOKMBOHI William A. Oliver? 

COMXlBBIOMIA CLARII Mr . Wahlen, who is 

14 appearing with you? 

15 KJI, WULIDII Bill Holliman. 

16 a. IJlW:UII My name is David B. Er•in , 127 

17 Rlveraink Road Crawfordville, Florida . I'm appearing 

18 on behalf of Frontier Communications o f the South, 

19 Inc., CTC, Inc., Indiantown-- ITS Telecommunications 

20 syst~••• Inc . , and TDS Telecom-Quincy TelephQne. 

21 a. DTCMI Tracy Hatch, 101 North Monr oe 

22 Street, Suite 700, Tallahassee, Florida 32301, 

23 appearing on behalf ot AT'T communications of the 

24 southern States, Inc. 

2!> Also appearing with coo will be Cone Coker , 

FLORIDA PUBLIC SERVICE COMMISSION 



1 also of AT•T, and James Lamoureux, alao of AT,T . 

2 Their addreaa ia 121 Peachtree Stroot, Atlanta, 

10 

3 Georgia 30309. In addition, appearing with :me wi ll be 

4 Steven Ruaous of the law firm Kc~enna ' CUneo, 1900 ~ 

5 Street, Washington D.c. 20006. 

6 

7 

8 

~ JOHMIO.a That was Rueaell? 

Ka. BATCBI Ruacua, R-u-s-e-u-s. 

Ka. KILSOMa Rick Kelson of the law firm 

9 Hoppi ng Green sams and Smith, P.O. Box 6526, 

10 Tallahaaaee, appearing on behalf ot KCI 

11 Teleco-unioationa Corporation and KCI Metro· Acceaa 

12 Tranaaiaaion Services, Inc. 

13 Alao appearing with me will bo 

14 Michael J. Henry, 700 Johnson Forry Road, Atlanta, 

· s Georgia. 

16 Ka. SILPI Floyd Self of tho law fira 

17 Meaaor, Caparollo ' Self, P.A., 215 s out:1 Monroe 

18 Street, Suite 701, Tallahassee, Florida. I'm 

19 appearing on ~half of WorldCoc Technologies, Inc. 

20 a , M9ClL01'111oll!! Joo McGlothlin, 1 17 south 

21 Gad~en Street, Tallahassee, tor the Florida 

22 Competitive carriers Aseociation. 

23 Ka. RORTONa Norman H. Horton, Jr., Meaaer 

24 Caparello ' Self, 215 south Monroe, Su i te 701, 

25 appearing on behalt of e . spire Communi ::ation.a. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 KR. BICKs Charlie Bock, Office of the 

2 Public counse l, 111 west Madison Street, Room 812, 

3 Tallahassee, Florida appearing on behalf of Florida 

4 citizens . 

11 

5 ... AVG&RI BarPara Auger with the law firm 

6 of Pennington, Moore, Wilkinson, Bell ' Dunbar, 215 

7 south Monroe Street, Tallahassee, Florida. I'm 

8 appearing on behalf ot Time-Warner. 

9 KR. GJl088J Michael Gross, Office of the 

10 Attorney General, The Capitol, Tallahassee, Florida. 

11 xs. OALLAOBBRt Laura Gallagher appearing on 

12 behalf ot Florida Cablo Telecommunications 

13 Assoc iation, 310 North Monroe Street, Tallahassee, 

14 Fl orida 32301. 

15 KR. coxs William cox on behalf ot tho 

16 Florida Public Service Commission Staff. Also 

17 aasisting me will be Catherine Bedell, Hertha Br own, 

18 Beth Keating, June McKinney Clintina Watts. 

19 CllAliUUUI JO'UI80Ht 'l'hank you. Any 

20 prdiminary l!latt•rs? 

21 KR. COXt Yos, Madam Chairman, there are 

22 several preliminary matters. 

23 The tirst, I would liko tbe parties to 

24 present at this time tho s tipulation ot various 

25 w!tness testimony . I believe we have the 

FLORIDA PUBLIC SERVICE COMMISSlOII 



1 stipulations. The first is on the witness tor the 

2 FCTA. 

3 ICB. QJ.LI.a.QIIBRI Yelll, Madam Chairma:n. We 

4 reached a stipulation that tho profiled diro·ct 

5 testimony and nbuttlll t .. ti!!lony of Willlaa Barta 

6 would be inserted into the record . 

7 

8 

9 that now. 

10 

CBaiRKIM JO .. SOHI Do we do that now? 

xa. COXI Yes. I would request that we do 

ICB. OALLA.QJIBRI Thora is also an exhibit 

11 attached to Mr . Barta' s direct te=~iaony, which was 

12 his resume. It's WJB- 1. 

12 

13 CBAIRKAH JOHXSOHI Show Mr. Dorta's direct 

14 and rebuttal inserted into the record as tho·ugh rwad, 

15 and the exhibit WJD-1 should bo identified, then, as 

16 Exhibit 1 and admitted into the record witbo·ut 

17 o!ljection. 

18 (Exhibit 1 marked tor identification and 

19 received in evidence.) 

20 

21 

22 

23 

24 

25 
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DIRECT T£STIMONV OF WllUAM J . BARTA 

2 DOCKET NO. 98Ge96·TP 

3 BEFORE THE 
FLORIDA PUBUC SERVICE COMMISSION 

4 

5 I. OUAUFICATIONS 

6 a. "'eu• ecece yow neme and buslneeo eddre11. 

7 A. My " "'"e os William Satta, and my busoness address os 1140 loberty Grove 

8 Road, Alphlfella, Georgia 30004. 

9 

10 0 . Whee I• yO\- • occupetlon 7 

11 A. I am the loonder of Henderson Rodge Consulting. Inc.. a regulatory 

12 consulting form. The form·s prac toce focuses on the technocal bnd pohcy 

13 ossues confronting !he telecommunicatiOns and electroc utoloty ondustroes. 

14 

15 a. Pie .. • provide a t ummary of your educa tion end prole11ional uperlence . 

16 A. From 1975 through 1978. I a nended The Londenwood Colleges where I 

17 receoved B Bachelor of Ans degree. cum laude. wnh • study cmphasos on 

18 accounting . Upon g.reduatoon. I held accounting stall posoloons woth a 

19 provately·held corporatoon and with a divosoon ol a large. publoc corporation. 

20 The primary rcsponsibilitoes of these posotio"s were to perform lononcral 

2 1 tal•o analys•s . cost account1n9 func:t•ons. and to supetv•so tha m omhly 

22 book close and ptopatahon o t the f tn.ancuJI s.to1emcr\1s . In 1980. I enrolled 

23 '" the graduate bus•ness orogram a1 Emory Un•vers•tv and rece•ved my 

24 Masters of Bus•ness Adm•r1lSira1•on w•lh concentrations '" l tnance nnd 

25 rnnr ketong. 
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After graduating from EmO<V University in 1982, I joined the Bell System as 

an Account Executive where I was responsible for the sale.nease of 

regulated products and services to Iorge business customers. In late 1983, 

I uar.s ferred to AT&T Communications where I provided a broad range of 

accounting regulatO<y suppon functions to the nine state Southern Region. 

From 1986 through 1988, I held various posi tions in the regulatory 

depanments of Contel Corporation, an independent local exchange carrier. 

My rospon: £billtles ranged from tarifl suppon to ratemaklng and rete design 

issues to line of business feasibility studies. 

In April 1988. I joined the firm of J . Kennedy and Associotos, Inc . . a 

regulatory and economic cons ... iting firm . As a Manager at Kennedy nnd 

Associates, I directed or supported the ratemoking investigations of major 

telecommunications and electric utmrie s. My work covered rate des,gn. 

revenue requlremonu analysis, and tho determination of tho nppropuate 

cost of capital and other Issues associates wi th tradtttonal rote base/rato of 

return regulation. 

f have conducted management and compliance aud•ts of regulated 

telecommun•cahons ~tnd clctc trtc utlltttcs. J have G)I;Onltned utilities' ftl tng' 

regardang other matters such as meroer proposal s. alternartvo rcgulotton 

requests, affiliate relationships. network modetnizat•on proposals. and 

emerging compoht•on. 
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a . Do you hold any profaulonal cartiflcallona 7 

A. 

a. 

A. 

Yes. I am a Certified Fraud Examiner and a Certif ied Public Account ani woth 

an active license 10 pract ice in the Stale of Georgia. 

PleaM provide a brief ovarvlaw of your ax~ce that Is germane to thia 

prOC!Oitdings. 

I have been involved and/or 1es1if ied in Slala regulatory proceedings chal 

have been mit iated to examine local compelitlon and universal service In 

response to l he Feder al Telecommunicat ions Acl of 1996 1" 1996 Act"l . 

Wilh respect to local c.ompetltion rulemakings, I h ave parlic ipeted and 

tesclfled in dockets to establish the appropriate wholesale percenlago 

d iscount l or resale purposes and to estobhsh permanent procos for local 

onterc onnect ion and unbundled network elements. In 1hese eng agements, 

1 have addressed policy and! technical issues, includong the analysis o f I he 

•orward·loo~ing economic cost I"FLEC' I models which support the Total 

s.rvico Long Run Incremental Cosl I"TSLRIC' I Sludocs and Total Element 

Long Run l r>erementol Cost I 'TELRIC"I studios submotled by I he oncumbent 

local exchange carriers and .nterexchange cart~ers. 

I hove direc1ed and/or test' l ied In numerous tradotionnl rote base/rate of 

re turn proceedtngs thzu uwesugated the <Httmngs levels ond DOCH1110ns o t 

local exchange carriers. Many ol these engagements eumonod tho ompac t 

o t baste local exchongo rates due to changes m rate5 or rate resltuc lurmgs 

or ol hcr serv•ctt ofl ermgs. M v f~rm •s cuHcntlv dcvaloptog pohc:•c:s. 

procedures. and mtomaJ con ttofs 10 govern the admintstraflon und ovt!rS•Qhl 
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of a State universal aceen l und. 

I have been ret•ned as an export w•tnesa tn umvetsal servk;e PHXOOdtngs 

in other jurisdictions in reaponse to lhe requirements of tho 1996 Act. 

These dockets required analys11 of very aimilar issues and cost pro•v 

models that will be deliberated In the instant p<ocoeding. In odrtrtron. I hovu 

been retained to particlplle end tesulv in upcomrng access charge reform 

proceedings when a p<ocodural schedule has been edopted. 

Addit ional dotarl with roapect to mv quolrlrcatoons can be found rn Exhobol_ 

IWJB· ll. 

On whoM behalf are you teulfylng In thla proc .. ding1 

I am testi fying on behalf o f tho Florida Cable Telocommunlcotrons 

Association ("FCTA "I. 

What Is the purpose of your testimony? 

I have been requested by the FCTA to revreN the cost noOdols and relat ou 

cost studoos f ried by r'le oncumbent local eochange courers I"ILECs"l and 

AT&T/MCI in suppo<t of tho eatomatcd cost to p<ovrde the supported 

untvetsaJ serv1cos when those Slud•os and cost support become ovaii~Jb!o. 

Furthermore, I have been roQucstod to evaluate whcthot 11 '' IJPP'OfUtntu lo 

establish a State Unovorsol Servrce Fund at this trmc based upon the ovoroll 

prolitabrhty of Gervrng tho rosrdentrol subscrrber rn Florrda. 

Pogo 4 



2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

a. 

A. 

a. 

1 7 

II. THE ANAlYSIS OF THE COST PROXY MOOEl RESUlTS 

What typea o r .,.,.,aea ahould be conducted to determine the eppropriate 

coat atudy ? 

If the analyses of the parues· cost studies are to be meanong lul to tho 

Commoulon, tho level of thetr compliance woth leglsloltvo ond regulatory 

reqUtrements should be evwated. Tho costtng methOdology used by each 

model aponaor should be examined to dotermm~ whether 11 os consostont 

w•th thu approach tluot is most epproprlala for tho purpose of provodong the 

supponod universal s01vieea as defonod bv the Commission. In addotion, lho 

analysia of tho colt Jtudlos ahould Include an oxamonatlon of how tho 

underlying components of the costs proposed by the partoos· were 

developed 

What apeclflc anelya .. of tho coat atudiea will you undartake when auch 

Information become• available? 

My analysis of the cost studoes w oll evaluate w hether they are conSIStent 

with tho standatds and requ11ements established by the 

Tefecommunocatoons Act of 1996. Tho cost studoes • hould be con••ste"t 

w nh forward·looking economiC cost•no puncoples and not reflect a blond of 

costing approaches li.e. emboddod and TSLRIC approaches). Clonrly, one 

w ould not expect the cost proxy modols to oncorporate lass ollocoent 

tec~y than 11 c:uucntly D\llllftblo. w o rk processes that nro m o re ldbor 

mtena1ve than existing automated procedures. or any types o f past 

11\etiiCIOilCICS. 
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l 8 

Mv onelyais ol the cost studoes wdl exenuno how tho c;opltol costs end 

operating e•penses were developed and whether the level ol such cosiS. 

on a lorward·looklng basis, 11110 reasontblo. For instance, the proposed loll 

lactora, average drop length& and other loop charecteristics will be 

reviewed to determine how these onputs affect tho level o l tho forward· 

I:>Oking network investment that underloes the fl'Oiecte<l caprtal costs. An 

analysis o l the c.omponents ol the estomated operating e•penses !e.g. 

reasonobleneu of labor rates and onstallatlon rimes. assumptions regardong 

lorward·looklng efficiencies, etc. l will be undertaken. 

I woll also attempt to evaluate tho non-rural ILECs' overall prolotaboloty on 

servong the residential subscrobor based upon a lorword·lookong cost 

estomote and a revenue analysia spocoloc to oach carrier . 

Does this conclude y0<.1r dlrectt01tlmony7 

Yes. 
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BEFORE THE 

FLORIDA PUBUC SERVICE COMMISSION 

I. PURPOSE OF REBUTTAL TESnMONY 

Pie ... alate your name and bualneaa eddte11. 

My name is Wllllam Barta. and my business address is 1 140 l iberty Grove Ro8d. 

Alpharena. Georola. 30004. 

Have you pr~vlously IUbmiUad testimony In thla proc:...sing7 

Yes. I submitted direct testimony ln this proceeding on August 3, 1998. 

What Ia tha purpo11 of your rebuttal teatlmony 7 

My testimony commenll upon the cost pro•v models that have been submitted by 

t loe large Incumbent local e•change carriera li.e . BeiiSouth. GTE. and Sprint) and 

jointly by AT&T/MCI to estimate the coat of providing basic local 

telecommunications setvice. The testimony discusses the modotications that should 

be made to the model input.s In order to develop m01e rellable torward·looklng cost 

ostlmatos. In addition, my testimony robots llEC claims concerning tho need to 

establish on Intrastate unlveraal service lund at this t ime. 

Pie ... aummarlze your t"llmony. 

The Florida l egislature has directed the Florodo Public Service Commission l"tho 

Commlssian• or "the FPSC"I to determine and report the total torward·looking 

economic colla I"FLEC"I o' provkting batlc local telecommunications service on 



20 

Florida. Tho FL.EC modela aubmllted for the Commiasion's con1ideret'"n produce 

~ sharply divergent resulla with respect to universal service support requirements. 

j Indeed, the Benclvnerlc Cell ProJ<Y Model, Version 3.1 I"BCPM 3 .1"1 aubmitted by 

~ the non·rurallocal exchange carriers I"LECs"l generate high estlmatea of required 

5 universal service support relative ro those calculoted under tho Ho111ald Model, 

6 Version 5.0a I"HM 6.0a"l. My testimony addreaaes the model lnputa that ere most 

7 likel~ to influence the cost ellimates of eac:h model. Assumtng thll the Florida 

1 Legislature wishea to obtain this cost information rn order to evaluate whether to 

9 establiah a permanent unlverul service fund for Florida. It Is important to 

10 diatingulsh between the estimated cost of service versus the need for and size of 

II any fund. 

·~ 
13 This dockel focuses on the determination of tho forward· lookong costs to provode 

1 ~ basic local telecommunicationa aervice in Florida . The proceeding has no1 beon 

15 inrtiatcd to quentify the level o f universal service suppot1 . Indeed, 11 has not been 

16 es taboshed that any fundlllg Is necessary atthia time. The Commossoon should nota 

17 tho• competition. especially for basi<: local e"chango sorvioe. Will not be realized for 

18 mnny years. The Incumbent locel oxchanou caniers will be lho primary 

19 benefich11iea of any universal service support established by lh11 Log•slature 

20 thr0\111hol!l the transit ion to a fully competit•ve merkel. An overs ozed universal 

21 service IIIPPDrl system will cteate an unnecessary wondlall for the ILECs that poses 

22 a batriar to entry lor would·be cornpetitora . Thus. whole the FCTA PIOPOIOS certain 

2J adjuatments to the cost eatlmatea in thos proceedong, tho FCTA opposes the 

2~ ellabliahment of a petmenent unive<sal servoce lund at this !•me. 

2$ 
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In a.ssessing the need for a universal se<vrce support mechanism, a number ot other 

factors dose<ve equal consideration in addition to carrier·provlded cost information. 

Tho need for a univeraal service fund should be llrll considered In term s of tho 

incumbent carrier's overall profitability in serving the residential aubscrtber 

tlvoughout the Stele of Aorida. The deg11:e of competttion, both on • current and 

pr, ~I>OC1ive blw, also influences the urgency for the establishment of a State fund. 

Other ih<Jet that w ill likely be addressed in e separate proceeding by the 

Commission Include the revenue benchmark, the appropriate affordabHity throahold, 

and the opportunnies for rate rebalancing. Theao areas are further measures that 

can be used to o ffset the need l or .an intrastlle unrvorsal se<vice l und. 

II . THE PROCEDURAL BACKGROUND 

What ere the eventa that have led t o the Initiation of this proc:eedlng7 

On the federal level, a ttiology of regulatory initralives Is underway focusrng on 

achievh g the pro-competit ive objectives of the Telecommunicatrons Ac t o f 1996. 

Universal service reform is one of the areas specrlocally addressed by tho 1996 Act. 

Tho other two components of the ll llogy Include local competition (I.e. 

interconnection and unbundled network element ratu) and access charge reform 

rulemaldngs. 

On Mav 6 , 1997, the Federal Communlcaltons Commission released rll Unrversal 

Servtce Order ICC Docket 96-4SI lmplenrontlng the unlverool oorvlce reforrrr 

requirements outlined In the 1996 Act. Although the FCC'• Universal Servrce Order 

3 
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provides guidance to State regulalory eu1horilles. each jurisdic lion can elect to 

conduct its own &ludy 1.0 delermine lhe costs of providing universal service. In that 

vein, pursuanl 10 Chapler 364.025, Florida Slalules. lhe LegislaiUre has direc lcd 

:he Commission to conduct a study and report on the lorward ·looking cost ot 

providu.J basic local telecommunications service' by Febluary 15. 1999. 

On June 19, 1998. the FPSC issued Order No. PSC·98·0813·PCO·TP establoshong 

a procedure to determine the cost of basic local telecommunications service 

pursuant to Chapter 364.025. Florida Statutes. The Commouion will report back 

its findings t'l the Legi:llature by February 15, 1998. 

Ill. AN OVERAU ASSESSMENT OF THE COST M ODELS 

What lorwtard-looklng economic coat models heva bean aublnlttad In thlll procaadlng 

to aatiiNita the coato of provklln9 ..Uvwael aarvk:a? 

There are two forwa<d·looklng economic cost models that have been subm•lled to 

estimate the cost of providing universal service in Flor de. The models under 

consideration include the Benchmark Cost Pro•y Modul, Version 3 .1 and the 

Hatfield Model, Version 5 .0a. Cost studios that are based upon the BCPM 3 .1 have 

been submitted by BeiiSouth Telecommunications, Inc .. Spront, and, GTE. The joont 

sponsors of the Hatfield Model 6 .0a are AT&T and MCI. 

What analysla of the 8CPM 3 .1 and the Hatflald Modal S.Oa have you performed? 
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I have reviewed the documentetlon aubmotted by the sponsott on auppoo of the 

fOtwatd,looking economic coat modela a nd anended watkshops aponSOted by 

reguletOty euthotitiu where the dealgn and operatoon of the BCPM and the Hetloold 

Model were presented. I heve alto revoewed ex pane folongs submolled by a number 

of u.1ustry panlcipants to the FCC in tho manor of developing a fOtward·IOoklng 

economic eost model to estimate the cost of providing unoveraal service . 

Whet ""'*" oiMwvetlone do you have r-e•dlne the BCPM and the Hetfleld 

MocMI1 

The respoctovo FLEC models ate aponsorod by tndustry members woth very 

dovergent views and -eendaa regerdong the cost to provode unoversel aervoce. Tho 

Commission would do well to keep In mond that the matnroty of unoversal aorvoce 

s upport, ut lust in the foreaeeeble fut uro, wtll flow to the incurnbont local 

o•c hange carriers. Thus, in deve loping a FLEC model, tho sponsors ol tho BCPM 

aoe lncented tow•d• a higher cost ettimlle of providong universal oorvoco. On tho 

other h•nd. a lo- cost .. timate thll minlml11s tho aoze of the USF Is consoatont 

woth tho des ires of the joint apons01s o f the Hat hold Model who are lokoly to bo 

large coniNbutOts to any univettel aervice aupport system. 

Whet ere the crttlcel comj)onente thet • coli proay model muat eddreu In the 

dealgn of • telecommunication a networto 1 

Tho design of the cost pro•y model must be consistent w ith the policy that every 

customer who desiree tervlce ia connec ted to a local conl'al olllco awltch . Tho 

crotocel c omponents in ac:hoeving ubtqultous c:onnoctlvoty oncludo accuoatoly locntong 
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custometl end then designing the lout-cost, most efficient feedet and dostrobutoon 

network to St"lve the customeu. 

To what extant haw you .....-..d the proceooeo petfonned within the BCPM 3 .1 

.,.t the HM 5 .0a to locate cust-. and configure the fMder end .. otributlon 

networl<1 

In addit ion t o the explanations of the customer locatoon methodology and netwOtk 

configuration presented by the model sponsors at workshops. I have revoowod tho 

documentation orovoded in suppo< t of tho c aro lors' prololod testimony. Each cost 

proxy model engages In a series o f complex algorothms end otorationa based upon 

Census llk>ck deta fo.e. road and household datal. wife conte< onf01matoon obtaon<!d 

from Buslneu locetion Research. and business l.ne data acquorod from PNR and 

Associates. The coat proxy models process this data in an ellort to accuratoly 

locata custome11. Indeed, each model further refines tho data through c lusterong 

algu ithms In an attempt to identify clustero of customers in rec:ognotoon thai 

su)serobora aro not unrformly dispersed Uvoughout o carroer'a aorvoce torrotory . The 

end result of these aophistocated mathematocal l)fOCesses is to locate, oo Msogn. 

customero at a very discrete lovol h.o. tho mocrogrod Ieveii lnd design a network 

w ithin tho engineering constrr ints of a Caroler Serving Aloe. 

The custome< locatJon methodology and tho contogurauon ol servong areas rel)frtsen t 

model platf01m1 that are not readoty subject to ro11sion as user onputa. Although 

tho approacheo In which tho OCPM 3 .1 and HM 5.0a proceu tho cu st01nor 

inlormatoon data and configure tho notwOfk to servo tho customers dotter, It I• 
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difficult to isolate the Impact of those differences In each model's fonol cost 

estimate to provide universal service. 

IV. A DISCUSSION OF THE MOD£L INPUTS 

Did you review eny OCher .,_ ot f .. twea of the coat proxy modela In eddlllon to 

the cuaton,., location and networtc configuration methodologlea? 

Yes. I reviewed each model's inputs documentation provided in support ol the 

BCPM and tho Hatfield Model. The flexibility of both models is evident f rom the 

volume of inputa the uaer can change. In my analysis of the d ifferences that exist 

between apeclfio uaer Inputs. I have focusad on those Input s that I believe most 

materially effect the output of the models. I.e. tho final coat estimates. 

Mv review considered the Input parameters effecting the level ol investment 

required to p1ovldc universal service, lhe rclalod capotal costs. ond the operat ing 

expenses necessary to maintain and operate tho nelwork. The doocusslon of these 

issues Is Intended to rusult ln revisions thai more approprlalely rotlect the forward · 

looking conditions that the incumbent localt,.chango carriers are lokely to encoun1er 

during the study period. Other parties to the proceeding may raise valid concerns 

ove! the values of additional mode~ inputs. 

Whet ov...U coat of cepltel hea been euumad by each of the cerrlero in the coot 

proxy modela7 

In submitting its cost study basad upon tho BCPM 3. 1. BeiiSouth assumes thai the 

cost of drobt w ill be 6 .5% and the cost of equity will be 14.4 % on a forward· 
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looking basis. The Company also a•uumes a debt ratio of 40% whlch results '" en 

overall cost of capital of 11.24%. The projected overall cost of capital is intended 

to minor the current interstate rate o f return of 11 .25% authorized by the FCC. 

The 12.83 % overAll cost of capital projected by GTE l or use in the BCP.M 3. 1 is 

based upon a cost of debt of 6 .9% and a cost of equity of 14.3%. The 

capitalization ratios are assumed to be a dubt ratoo of 22.5% and an equity ratio of 

77.5%. 

Sprint forecast.t an overall cost of capital of 11.23% for use in BCPM 3. 1. The 

11 .23% overall rata of retutn Is com prised of a cost of debt of 7 .0% and a cost of 

equlty of 14.1 %. A capital atructure consisting of 40.4% debt and 5 9.6% equity 

Is assumed. Sprint. like BaiiSoulh, believes that the FCC authorized rote of return 

of 11.25% should be used In tho cost proxy model. 

Tho weighted aver ago cost of capital used in the Hatfield Model. Version 5.0a for 

all incumbent local exchange catriers Is 10.01 'IE- The cost of capital is based upon 

" cost of debt of 7.7% and a cost of equity of 11.90%. Tho capitalization rat.os 

include 45% debt and 55% equi ty. 

What coot of capital do you recommend be used fn the cost proxy models? 

The authorized intrastate cost of capital for o regulateJ utlhty is typically dcc•ded 

by tho Commission after hearing tost imony from tho vortlos portlclpatmo 10 tho 

proceed•ng. Until the Commission reaches o decision regard•ng tho DPJ>tOpriata 

torward·lookl11g coat of canital In tho instant proceeding, tho rata of return 

8 



~ 

3 

~ 

$ 

6 

7 

" 
q 

10 

II 

ll 

IJ 

14 

I.S 

16 

17 

II 

1'1 

20 

21 

22 

2} 

24 

2l 

a. 

A. 

a . 

A. 

'27 

estimated by the HM 6.0a sponSO<s !lppell<l to be mOJo rop<esontetrve of the ILECs' 

lorw ard·looking cost of capital . Tho HM 6 .0a cost of capital mora approprratoly 

rec09nizoa the lower business risk attributed to tho Inherent efficronclos derived 

from thl. Incumbent local exchange carriers' notwOfk oconomlea of acolo and scope. 

,, .. Addition. the HM S.Oa cost ot cap.tel more closely reflltcts the faet that there ·~ 

no meanrnglul competition IOf ba.sic local servrco at thrs trme. 

What Ia • fill factor? 

A fill factor represents the percentage o f tho network lacohty that os boong used. 

Ne ither ros;ulated or nonregulated firms antoclpato or desire to be at lull, or 100 

percent, utrhzatlon of capacity. Thus. tho notwOfk lacolotoes of tolecommunrcatoons 

common carrier• are engineered with an epp<optrate amount of spare capacrty rn 

mind. The spare capacity can take tho form of lldmonistrativo spare. spare copacuy 

~ttrlbutod to modularity, and demand related spare . 

How do the Ill fectora 8dopl8d for feeder and distribution facilities effect the con 

eatlmatea developed by the models? 

Tt•.e lilllactoll used in tho BCPM 3. I and tho Hat field Modal S.Oa effect tho le vel 

of investment required to provide services to customers. Lower than necessary 

utilization ratel Increase total loop inveatmant bocauso tho increase rn c apacity 

associated wnh lower loll factOfs increases the amount of looP planr used ro dohvor 

telecommunications services. OptomlSiocally robust loll lactou may reopardoze the 

quahty of aervlee. The Ieeder and dostrrbutoon loll factors usod on tho Hatfoold Model 

are high4r tllan thOse used In tho BCPM. 
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The appropriate fill foetor used In the cost proxy models should balance current and 

expected demand levels tor tho supported univeraal aorviccs as well as 

accommodate the requirements tor edminlstratlve and modular related spare 

capacity over tho economic life of the Ieeder and distribution tacolitles . 

What Ia meant by the ahelin11 of euppcwt structures? 

Structure sharing refers to tho practice of sharing Investments in poles, trenches. 

and conduits w ith other utilit ies and/or carriers. 

~t do N ch of the models aaaume with reapect to the shilling of auppott 

atructures7 

The levrl of sharing of support structures projected in the Hatfield M odel is 

significantly greeter than in the BCPM. In both models, the amount ot structure 

sharing depends upon the type ot structure and the density zone. 

The Hatfield Model oponsora believe that tho Increased level of sharing of support 

structures on a forward·looking basis Is attributed to tho strong economic and 

financial incent ives that w i ll prevail on a forward·looklng basis: 

"Firat. becauoe utilltleo are now more likely to either face 

competition Of to be regulated on the b .. ls of their prlc .. 

1•·11· price capol •ather then their cooto 1•·11· ratebeoe), a 

LEC 'a own economic Incentive lo to share uoe of Ito 

investment In outolde plant structure. Such Wf.nglme<'lll 

permit the LEC to aave oubatantlally on Ito outolde plant cooto 

10 
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by IPfNdlng theM coats KfOII othet utJUtlea or uaen. 

Second, meny localities now auongfy encourage joint pole 

uaege or trenching operation• lor conduit end buried facllitlea 

aa a mean• of minimizing the unlightllneaa and/or right-of· 

way congeatlon oc:calioned by multiple potea, or dlaruptlona 

auodated with multiple trenching ac1lvltln. 

B~ of theM ac:onomic end legallnc:entlvea, not only h .. 

atruc:t 'Jfe aharlng recently become more common, but lu 

Incidence Ia likely to accelerata In the future - eapeclaUy 

gillen the Federal Telecommunicationa Act' a requAmenta for 

nondiac:rimlnetory acc:eaa to atructure et economic Pflc .. • 

(Hatfield Model Veralon S.Oa, lnput.s Portfolio, Appendix B, 

page 1511. 

2 9 

16 The sponsO<s of the BCPM rely upon put and current expcuence w1th the s haung 

17 of structures within the state. The model documentation , Iotas that s tructure 

1 s sharing is based upon "a.IISouth Florlde·apecllic atructure lherlng percentage a to 

19 reflect values <1Pf8180110tlYe of BeiiSouth'a coli• In Florida" IBCPM 3. 1 

2a documentation, Section 4 , Proposed BCPM 3 .1 Inputs) . Witnes ses tosulvlng on 

21 behalf of the BCPM In other jurisdictions have concluded that tho s ho11ng of 

n trenc hes e nd conduit among utilities and other users Is noglig1blo. Thoso 

23 conclusion s w cuo reached based upon inqu1r.os of state contractors regarding 1ho 

24 degree of aharing of trench1ng In distubution and Ieeder routes and current 

2.~ oxperienr:e with sharing of underground lacihtie s !Rebuttal Testimony of Jamshed 
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K. M adan. M ichael D. Dirmler, and David C. Newton on behalf o t BeiiSouth 

Telecommunications, Inc., TeMessee Regulatory Authority Docket No. 97·012621. 

How should the FPSC eddrea1 the J*ce<~t.ge of etruct .. e lhllring In the o:ost ptoxy 

moftl uaecl for unlv•ul let\llce eupport? 

Clelli •Y. the model sponsors have di ffering view s on the level ol structure sharong 

that is likely to occur on a lorwatd·looking basis. TI1e inues raised by the Hot hold 

Model sponsors have merit •• the percentage of structure sharong among utolit ios 

end other users s hould increase 1n the tutwe a.s more part•os roqu•ut spGce on n 

Umited number of facilities and r~ht-el·ways. But it 11 doubtful w hether the dog.reo 

of structure sharing envisioned by the Hatfield Model sponsors will moteroaloze 

immedoatcly or even in the near future. 

The m<>del inputs lor structure sharing should be revised. by density zone. on order 

to . ,.,noc·t o moro renlil1ic aheting arrengemenl. Tho s uucture ahauno percentage 

$1>ould recognize that there w ill be more c orriers seekong the economoc bonol ots ot 

structure sharing but the opportuni ties l or such shoring moy be consuaoned l or a 

number of reasons, including engineering hmi totions. 

WIMt depteclatlon rat .. are uoad In the c:oet proxy modelo? 

The Hatfield Model edoptl tho average projection loves adjusted lor net salvoge 

value as determined in the three·way meetongs hold botwoen tho FCC. tho State 

regulatory authority, and the utility l or 76 LEC study orcas. As explaoned In the 

Hatfield Model Version 5.0a documentatoon on page 67: 

12 
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·mhe model •• ....,... str81ght-lin8 d..,.d8tlon wMI c.~ct•alas 

return on lnv"-· t8X gron-up wMI depreciation •• .,..,... 

ennulllly on the mld·yeer vlllue of the lnvettment. S.Cau1e 

crpiiAII carrying cosu .,. wvelized. aubotltutlon of nonlinear 

M ace.lereted dapradatlon Jdledulas f01 atralgflt•Hne 

~precletlon would have almo1t no net etlect on calculated 

ennulll capital canylng co1t1 (allele from favorable tax 

effecul." 

3 1 

The incumbent local exchange carriers adopt a ditlerent approach to populale the 

depreclauon-<elated model inputs tnan the one used rn HM 5.0a. ll411South presents 

the rates developed by Its Depreciation Orgonrzetion. GTE asserts that rts 1996 

lln~nclal reporting rate1 are representative of lorward·look•ng conditions, ond Spnnt 

relies upon an outside study condu·cted by Technology Futures. Inc. 

What depreciation ratel 1hould be adopted by the Comml11fon for u1a In the colt 

proxy model7 

Tile Comminion should adopt tho economic lrvos and net talvogo voluos presc11bed 

lor tho Florida operations o ll411South and GTE by the FCC. The lorward·looking 

deprociotion lives ond futuro nvl u!vago o~timniC~ pre~crlbed by tho FcC are 

grounded In a comprehensive examination end offer en objective assessment of 

capital ,.ecovery n1tes. The FCC has not pror~cubod r1:nos "" tho caso or tho Spunt 

operating companies. In lieu of FCC specific rates, rho default rates o f tho HM 5 .0a 

servo as a suitable proxy. 
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What other model Inputs ahould tha Comml .. lon examine cloaely 1 

The other input values that would appear to have the greatest effect on each 

model's cost estimates Include the copper/fiber crossover point, the purchase price 

for outside plant and switching facilities, the labor rates and installation times to 

install facilities. the projected operating expenses. and the level at which universal 

soh 'ce support is aggregated. 

How b tha copper/flbet croaaover point treated In each modal? 

The copper/fiber crossover point refers to the threshold w here fiber facllitius are 

used in lieu of copper facilities. The BCPM 3. 1 os designed to limit copper loop 

lengths to 12,000 feet: 

"Tonda to limit averqe coopar loop lengtha from the DLC to 

the euat......, by genarely limiting tha mnlmum ultimata grid 

alza to 12,000 fMt by 14,000 INt. latitude end longitude. 

II coppet loop lengths from the DLC to the c:uat- axcaed 

12.000 fHt, the cable gauge b reduced to 24 gauge c:abla 

and a.xundad range plug-Ina era lnat.U.d on loopa extending 

beyond 13,600 INt. The ultlmeta grldo 1111 daolgnad auch 

that coppet loop langthl from the DLC to the customer era 

unlikely to exceed 18.000 fNt" IBCPM 3. 1 Model 

Methodology documentation, Appendix C. page 1251 . 

Tha Hatfield Model, In turn, assumes longer copper loop lengths in the dnslgn o f the 

forward-loo~ing network : "(tlhe modal aalacts fiber fMder II any of following five 

14 
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criterilt are met: blltMt to1al c:oppeo ~ length, Including feeder end dlatrlbotlon 

2 cooble. for cuatomer locedona within • meln duster, eaceeda a u .. r-edjuatable 

J mulmum enelog coppef diiiWICe whose default value Ia 18,000 fHt" IHM 5.0a 

4 documentation, Model Description, page 20). 

5 

6 The Commission should determine, based upon sound engineering practices , the 

7 .pproprlate economic crossover point to be used in the coat proxy models. 

X 

9 a. How do eech of ltMt modela eatlmete the ecqulaltlon coati of awltching and outalde 

10 

II A. The Hatfield t.lodel sponsors admit that the propuetary claims of sw itchong 

12 manufacturers and vendors of outside plant fncihltea increase tho dolh culty of 

13 estimating the acquis ition costa for such network facilities as central offoce 

14 switche s , and copper and fiber optic cable: 

I S 

16 "Pricea of telecommunications equipment end materlela ere 

17 notoriously difficult to obtein from menufactwera and large 

II aalea orgar>lutlona. Although aalea.,.ople wiD occeaionally 

19 provide 'ballpark' prlcaa. they wHI do ao only lnformafty ftnd 

20 with the coovHt that they may not be quoted end the 

l l compeny Identity m•11t be concealed. It Ia very nearly 

~2 impoulble to obtain written. and hence ' citable,· price 

~) quotatlona, even for 'U.t ' prlcea. from vendora of equipment. 

24 cable and wire, and other ltema that ere uaed In the 

25 t~dona lnfreatructure . Part of the , .. ,on for dua 

15 
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Ia ttult the vendoro have lonil·otandlng relationshlpo with the 

principal uHfl of ouc:h equipment. tha lnc:umbent local 

exc:h~ c:arrl.,. C'ILECo'l. end they apparently believe that 

pubtc: dlaclooure of any pric:eo, llot 0< dloeounted, might 

jeopllfdiza th<IM ralatlonohlpo. Further. they may fear 

ratl!lilltlon by the ILECo if thay W8fe to provide pricing 

explicitly fO< uoa In coot modalt ouch •• HM 6 .0a. The HM 

6.0a developers thus have oft.,., been fO<c:ed to rely on 

lniO<mal t.liKulllono with vendor raprnantatlvao end peroonal 

axparianca In purchaling or recommending equipment and 

matarlalo. Navenhalell. a 111••• deal of aaparlance and 

expartille In ttu1 ~IIY undarllao the aotlmateo. where thay 

were nee: .. ..,., to augment with oxplic:lt. pubUely·avallable 

lnfO<matlon• !Hatfield Model Version 5.0a documentation. 

Inputs Portfolio, page 101. 

3 ·1 

The BCPM sponsors draw upon the OPinions of engineers to comp:rment tho use of 

state specific data regarding the cost s to engrneer, furnish. and install network 

facilities. The vendor price . for the facilities are deemed proprietary by 1he BCPM 

sponsors. 

How can the Commloalon be UOuted U..t tha prieeo fO< switching and outalde plant 

networt< facllitleo Uled In the coot proxy modals reflect forward-looking condillons1 

Since tile BCPM sponsors are critical of the prlceG for network facilities used in the 

Hatfield Model. It seems reasonable for tho FPSC to require additional support for the 

16 
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BCPM input valuoa. The Commission shoold seek mO<e reliable data lrom the BCPM 

spons0<1 •• under proprietary P<Otec:tioo - In order to determine whethor the values 

input Into the model are supported by actual vondor information. The supporting 

documentation may Include vendO< invoices that c an be verofied woth ondovodual 

construction work order 1ummaries th•t c:apture vendor material c:ostt, contractor 

laoo• C:OStl, end c:ompany labor C:OStS . 

How do the models dlff• with respect to projected mtal8tlon Ume1 and lebO< ratea 

to deploy network fadlltlea? 

Not surP<isingly, the model sponso<S have dollerant oponoons woth respect to tho tome 

required a nd the lebO< c:harges to install facolotoo1. The Hatfoeld Model onstallatoon 

t ime• and lebO< lites aoe based upon "the opinion of a t..n of outalde plant eaperts• 

(Hatfield Model Version 6.0a doc:umentatoon, Inputs Portfolio, page 11 1. Tho Hatloeld 

Model also incorporates a Regional Labor Adtustment Factor to recognizo that 

··:Ollff••ll ., .. , of the country ere known to eaperience variations In wagu paid 

to technlc:Una. depending on availability of t relnect lebO<. union c:ontrac:ts. and cost 

of &vlng lac:ton . The edjultment applies only to that portion of lnatalled c:oata 

pertMIIng to 11hries• (Hatfoeld Model Version 5 .0a doc:umentatooro. Inputs Pootloho. 

page 1401. 

Tho BCPIA Input os based upon tho companv·JPOc:ollc, regional loaded taboo onto and 

tho ltata·apec:ltoc: tome assoc:iated woth tho lnstallallon of tho lacolollu . 1 hooel ooo, 

the BCPM •ponsora do not make an ad1uttment for regoonal labor coat variances. 

1 7 
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The onstallation t imes end the fully ·loaded lebo< rates assomed in the Hatfoeld Model 

aro lowor than those used In the BCPM. The FPSC should dotermono whether the 

BCPM inputs reflect historical oxpe<ience fo.e. embedded costs} or aro lndocatove o r 

the forward-looking opetations that an effocoant carroer would be likely to Incur in a 

competitive market . 

Ho>1 algnlfleently do the a .. umptlona regardlnlj operatinlj aapenaaa affect the 

rnulta o f the modela? 

The level of o,_oratinlj expenses llfollly effect the cost ostomates developed by the 

models to prolride univen., service. In put ve<soons of the BCPM. it was eslomated 

that an aver "'le of 40'!1. to 50'!1. o f the cost of unoversal servoce was attrobuted to 

the operating expenses of tho carroor. 

How do uch of the modele estimate forwerd-loolllng operating eapenoea? 

ln the BCPM 3.1, operating expenaoa are input as expenses per aeeesa tine or as 

o pflrctntago of investment. BeUSouth used the some plant·speeoloc oapenso 

!acton developed l or the Company's TSLRIC cost studtes submotted July 31 , 1998 

on FP'iC Docket No. 980000A·SP. Tho operating upcmsos oneludod on tho BCPM 

3 . 1·based co•t 1rtudy submitted by Sp<ont wore dorovod from tho a"uol opooator>g 

aapenses incurred by the Company In Floroda durong 1997. GTE, toke Spront , uses 

1997 actual opotating oxpenatl ,. tho basis 101 Its BCPM 3. 1 onput values. GTE. 

however . n10kos a sorlea of edjustmenll to.e . out ·OI·perood normallz atlor~s. ooong · 

forward adJU&trnenta, and yellow pogoe rovonuea I'H1Justmonta) 1n Of'dcu lo rcc nsl lho 

actual 1997 expenses as forward·looklng. 

18 
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The Hatfie ld Model sponsors acknowledge tho diff iculty on developing forw ard-

2 looking coat estimates for tho operations of the incumbent local exchange 

3 p rovidera: 

~ 

5 

6 

7 

I 

9 

10 

II 

12 

13 

IS 

16 

17 

IS 

19 

20 

"Estimating L.EC operating co_.a Ia mora difficult than 

aatlmatlng capital coati. Few publicly available forward· 

loolling colt atudiaa •• available from the IL.ECa. 

Conaequently. many of the operating coat aatlmatea 

d< veloped hare muat rely on relatlonahlpa to and within 

hlatorlcal ILEC coat Information aa • point of deperture for 

aatlmatlng lorward-loolcing -•tlng costa . WhUa certain of 

lhaaa coat• we doaaly linked to the number of linea provided 

by the IL.EC. other catagorlaa of -•ling a xpansea •• 

related mora doaaly to the levels of their related lnvntmanta. 

For thla raaaon. the Expenaa Module develop s faetora lor 

numaroua axpenaa eatagoriea and appliea these factors both 

agalnll invaatmant levela and demend quentitlea las 

appropriate) generated by prevloua modulea• fHatfielc:l Model 

Version 5.0a documentation, page 681. 

21 A more comple te discussion of the method and assumpt ions supporting the level 

22 of operating e xpenses projected by the Hot hold Model con bu found "' Appondlx 0 

2J of the HM 5 .0o Inputs Portfolio documentation. 

H 
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In whet wey cera tiM Commlallon be ••-ed tNit tiM CJI)eflltingexpensea lnduded 

In the coat proxy models reflec:t the cotta of • competitive cerrier on a forwetd· 

looking baala7 

The estimate of operating upenses developed by eoch ol the models lacks 

adequate support and does not provide the FPSC teasonable assurance that tho 

levels are representative of an efficient carrier operating in a compe titive market. 

For instance , the Forwerd·Looklng Network Opetatlons Factor Input of the Hatfield 

Model assumes that t.he Incumbent local exchange carrier will reduce H•is typo o f 

expense by 60% from the cunent levels reported In ARMIS. Tho assumption Is 

supported by the statement that •ARMIS·based networl< operetlons expenau ere -

by definition - e function of telephone compeny embadded coati. Aa reported. 

these coati are ertlllclelly high baceuse they reflect antiquated ayatems end 

practicu that ere more coatfy than the modem equipment end ptectkea that the 

HAl Model eaaumea wll be inltelled on • forwerd.Jooklng baala" (Hatfield Model 

Vorooon 5.0a documentation. Inputs Portfolio, page 1201. Tho relevancy ond 

accuracy of the documentation used to support other operatmg exponse input s to 

tho model is alao questionable . 

Tho documentation supporting tho incumbent local exchange carriers' view of 

forward-looking operating expenses is flawed on • different sen~u. Those parties 

simply assert that the operating expenses included in the model are forward ·looking. 

GTE adjusts ito actual 1997 axponsaa in on on empt to make them representative 

ot forward·looking conditions. Although tho adJustments mav apptoprlately oxcludo 

specific upenses on a lorward·lookmg bas is, the Commission simply does not have 

sufficient information to judge the appropriateness of the odJuStmonts wothout moro 

20 



39 

detailed f ilings. It is not at all clear whether the operating expenses allegedly 

2 required to support universal service include categOties of expenses that ere 

incurred to provide competitive end/Of discretionary services. 

~ 

s 
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II 
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22 
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24 
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a. 

A. 

a. 

A. 

How can the Commlulon obtain greater allur.,.,ce that the level of op8fetlng 

expen ,es "tirneted by the modele Is r .. aonable? 

The Comm•u ion should require that the incumbent local exchange carriers (i.e. 

BeiiSouth, GTE, and Sprintl provide detailed documentat ion supporting either the 

adjustments they hove made to recast embedded cost activity as forward· looking 

expenses 01, In the case of BeiiSouth, provide the detail that is relied upon from 

other cost studies prepared by the Company. 

Are there othet lnpuU that can substantially impact the degree of aubaldy 

c•lculeted In aupport of unlverul service 1 

Yus . The Commission's decision concerning the aggregation of costs will be an 

important determinant in the ultimate size of the Florida universal service fund . 

Each cost proxy model can disaggregate the costs to provide universal service at 

a very discrete level. In developing cost estimates. data is diseggregated al the 

w ire center level, Census Block Groups i"CBGs"l, Cunsus Blocks i"CRs"l, and even 

ot tho grid and microgrid level. 

Although each successive level of disaggregation c• n be helptul In locoting 

customers and conf ig<King a netw Otk to serve those customers. tho geographic arou 

that Is ultimately defined for univeraal "rvice support consideration Is espec.ally 

Impatient in detarmlning the megnitude of the support . As the geographic serv ing 

21 
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areas being modeled become increasingly granular. it should bo recognized that the 

alleged precision of the cost estimates do not fully take Into account the economies 

of scale and scope enginee~ed Into the incumbent local exchange corder's netwOik . 

Taking the level of granularity to its extreme, the costs necessary to provlsoon 

universal service lor one customer mav result in high cost support but the facilit ies 

to serve an adjacent subscriber may be below the cost thteshold. 

The wire center appears to be the most suitable level at which to aggregate the 

costs to calculate universal service support requirements. Indeed. BeiiSouth 

witneu Peter Martin recommends in his profiled direct testimony that: 

the lorward·loolling COlt of 

telecommunic:ationa should be cek:ulated at the wire center 

level. c.......,t teleeommunlcatlono provider• captuoe date at 

this level of evgregatlon on a atandardlzed beala. Therefore. 

• wile center beaia for coat cak:ulatlon would be 1811 

burdenaome Initially then going to a more targeted area of 

meuure fike a c:ansua block group ICBGI" !Direct T esumonv 

of Peter Martin, page 12. lines 20 through 241. 

V. THE CURRENT NEED FOR A UNIVERSAL SERVICE FUND 

In whel way wllthe coat aotlmateo to provide o;nivaroal oervice determined In this 

pr""""'ng effect the •appropriate• level of required oupport1 

22 



4 1 

A. Tho issues in this proceeding are framed in such a w ay that h is clear the FPSC Is 

2 looking for the cost information in tho context of what Is appropuato for 

J establishing a permanent universal servico mechanism. The final cost estimates 

4 merely represent the starting point on which to determano whether a universal 

s ~efVice mechanism is nec:essary. It is equally Important to evaluate the estimated 

b costs to provide universal service w ithin other contexts. 

7 

• 0 . In what context ahould the Comml .. lon aveluata the utlmatad coati to p~ovlda 

9 unlvaroal oatvlca In ordar to calculate tha cerriaf·lpacHic Iaveii of 1upport? 

10 A. It Is important fOJ the Comml.ssion to keep In mind that the ILECs' assertion that 

II there Is a present need for a universal service fund has not been demonstrated and 

12 can bo legitimately challenged. For Instance. tho level of profitability to serve the 

IJ ret.ldentialsubscriber on • at.atewtde basis. the opportun11ie1 for rate rebalanctng, 

14 and the establishment of tho approp~iate revenue benc hmark and a llordablhtv 

IS threshold can nultily the need for a massive unaversal service subsidy. ... 
16 

17 0 . Why Ia It lmp«tant to conaidar tha overall profitability of utVing the realdantlal 

13 aubacribat u pMI of the determination of unlvaroal utVIce aupport? 

19 A. The oxpHcit universal service s ubsidy that will llow to thl! Incumbent local e xchange 

20 carriers s t ems from tho concern over competitive throats . Tho ILECs cloam thor 

21 their traditional p~icing policies have been designed to promote universal service but 

22 those policiu will be upset as a result of tho targeted e ntry of now competitors. 

2) Bolorn accepting tho ILECs' position. tho overall prohtabihty ol sorvang tho 

24 re-ckttndat aubscnbor on n eta·low ldo hnrt1s. ttnd tho deoroo of compethlon w 11hm the 

2S Stile of Florida ahould be e xamined. 

23 
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As a first step in determining the need 101 a unoveual seoovoc:e lund, the cost and 

revenue prolde of servong the ruldentoal aubacrober should be oumoned . Tho 

estimated co1ta to provld. unive<lal servoc:,e as dete<mined in the Instant proceedong 

should be c,ompared to the revenues rec eived h om the resldentoal subsc11ber, 

Including basic local exchange revenue as w ell as optional and doscrcuoonary 

services. 

Ia tho concern - 1fM ltwMt of compe1ltJon .,oding 1fM .a.ility of the lncumberlt 

locW eaehange ~.w. to -taln their traditional pricing polidea M<loua1 

No, at least not in the IO<eseeable future. A c ase of robust competotove a ctovoty 

diStuptong l i M! pncong pofoc:ios of the incumbent local exchange camers on !he State 

of Florida - and thereby, I he policy ol unoversal servoce •• can hardly be made. 

lndeod, the December 1997 publication of Tho Flo11da Public Service Commluoon's 

Division of Communications undersc,oroa whnt lottie inroads comp<llitors have mltde 

nlo l,he markels of !he incumbenl c ar11ers. 

·n.. total number of bualnu1 acuaa he ....,..s by .. .,.tranta combined 

Is 42,303 ....:1 1fM total number of 1ealdential acuu Unea Ia 13.857. 8y 

way of~ lrilon, dM ltlreelarge LfCa (lefiSouth , OTE Florida. and Sprint· 

Florida! have apjltCIX,.,...ely 2 .9 mlllon butlnell ..:cea1 Unea and 7.8 million 

realdentW ec- lnee, which account for approximately 8 8 .5 % of the totel 

accesa he in 1fM olate llhe 1emolnlng 1.6% of 1fM t,otalecceoo llnH IMiong 

to 1fM remaining ..,.,. lncumberll LECol. Baled on lnf01matlon received aa 

1>f Septembet 1997, the competlt011 eccount !01 0 .6% overd ollhe 10181 

r.cc.too linea served, 1.4 % of the buainHa ecceoo Unea. and 0 .2 % of the 

24 
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reaidend81 _., ..... CCompetrloon In Telecommumcatoons Mar kela In 

Florida, page 8). 

Based upon the independent au esament ol the FPSC Drvis ion o l Communrcatrons. 

it docs not appear t h et thcae incumbent local oMc:hongo eouior& requ~r• any 

prot~rlion from the threat oC competition, much less being t.he ptrmar y beneficiaries 

of a significant, ex;>liclt subsidy tha t their competitors, ironicnlly. nro requorod to 

fund. 

How do tt.. opportunltlu for rate rebelencing aa w .. ., the establishment of • 

ravanua banc:t\maflt 8nd atfordabillty tlwaaholcl lmpect the aba of the universal 

MI'Viee fund? 

Rote rebalancing, the appropriate revenue benchmark, and an aflordabllil y threshold 

bl o expected to serve as o flaete 10 the total costs to provide unoversal service &nd. 

r >nsoquently. reduce the SIZe of the unoversal aervrce s upport that flows to tho 

ncumbe nt e arriera. Tho real isauo Ia to wha1 e xtant the5e mear.curoa roduce tho 

devree of aubs.dy rf - oprletely cralted or whether they even need be axamrned 

based upon tho s tatew ide ptOirtabrlrty of aervong the resrdenhal subsctrber The 

me trts of these Issues and .1thera related to unrversal service support should be 

thoroughly e•em •ned bAfOte •nv lnttastate untversal servtce fund ts established. 

Do .. thlo conclude your taotlmony1 

Yes. 

25 



1 a. COZI The next atipula tion ia reqardinq 

2 the depreciation witneaaea round on Paqe 8 ot the 

3 prehearlnq order, and the firat ia AT'T witn.aaa --

4 AT,T/MCI witnesa. 

5 KR. BATCBI AT'T'a witneaa was Mich ael 

~ Majoroa. He filed both direct and rebuttal 

7 t~atimoniea. He had direct exhlbita ot HJM-1 

8 throuqh 6 and rebuttal axhibita, HJM-7 throuqh 12, as 

9 wall a s he alao had a dopoaition and several 

10 late-fil~d depoaition exhibits. If we could requeat 

11 that Mr. Majoroa' direct and rebutt,•l testi•ony be 

12 inserted into the record aa thouqh r ead. 

13 CBAIIUIAJI JODIO•• The di r e c t and :rebuttal 

14 wi ll be inaerted i nto the record a s thouqh r.<!ad. 

1 ~ KR. BATCBI And could we nave his direct and 

16 r ebuttal exhibits identified, please? 

17 CBAIIUIAJI JODIO•• · I' 11 l dentity tlloso as a 

18 Coapoaite Exhibit, MJM-1 through 6 sl ash -- or 7 

19 through 12. 

20 KR. BATCH· And that wou l d be Exhibit 1? 

21 CHAliUIAJI JODIOKI Exhib l t 2. I'a sorry . 

n {Exhibit 2 urlced tor id•·ntitication .) 

23 

24 

25 
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, Q. 

45 
PLEASE STATE YOUR NAft',E, POSITION AND BUSINESS 

2 ADDRESS. 

3 A. My name Is Michael J. Majoros. Jr. 1 am Vice President of the 

4 economic consulting firm of Snavely King Majoros. O'Connor & Lee, 

5 Inc. rsnavely King1. My business address Is 1220 L Street. N.W .. 

6 Suite 410, Washington. D.C. 20005. 

7 Q . ARE YOU THE SAME MICHAEL J . MAJOROS, JR. WHO 

8 SUBMITTED DIRECT TESTIMONY IN THIS PROCEEDING ON 

9 AUGUST 3, 1998? 

10 A. Yes. I am. 

11 Q . DID YOUR DIRECT TESTIMONY CONTAIN A DESCRIPTION OF 

12 YOUR BACKGROUND AND EXPERIENCE? 

13 A. Yes, it did. 

14 Q . WAS THIS TESTIMONY PREPARED BY YOU OR UNDER YOUR 

15 DIRECT SUPERVISION? 

16 A. Yes it was. I should not&, however. that this te~timony and rts 

17 analytJcal lrameworl\ draws heavily upon work performed by myself 

18 and others at Snavely King on behalf of AT & T. MCI and AT & T 

19 Canada LOS for Jse in other proceedings. 

20 Q . WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

21 A In this testimony, I relpond to the proposals of BeiiSouth. GTE and 

22 Sprint on the subject of the appropriate economic lives and future 

23 net salvage percenls to be used in calculating depreciation 

1 



46 
1 pursuant to the Universal Service Order of the Federal 

2 Communications Commission ("FCC").' 

3 Q. PLEASE SUMMARIZE YOUR FINDINGS. 

4 A. In my direct testimony. I explaoned that the FCC requires that Total 

5 Element long-Run Incremental Cost ("TELRIC") methodology be 

6 used to estimate U1e cost of universal service.' I also found that the 

7 projection lives and future net salvage percents preacrobed by the 

8 FCC are consistent with the FCC"s Universal Service Order and 

9 appropriate lor use in calculating depreciation. I recommtinded 

10 projection loves and future net salvage percents presc11bed in 1995 

11 by the FCC for BeiiSouth·Fionda and GTE-Fionda. I also 

12 recommended lives and future net salvage percents for Sprint from 

13 the low end of the FCC ranges.' • Since several of the lives 

14 proposed by eenSouth. GTE and Sprint are much sh011er than 

15 those presaibed by the FCC in most maJor accounts. I conclude 

16 that they are too short to be used In unoversal servoce cost studoes~ 

17 The use of unrealistically whort loves would overstate the cost of 

18 universal service and the subsidies necessary lor Ita preservation. 

19 Q. HAVE 'OU COMPARED THE LIVES AND FUTURE NET 

20 SALVAGE VALUES PROPOSED BY BELLSOUTH, GTE AND 

21 SPRINT TO THOSE CONSISTENT WITH THE FCC'S RULES AS 

22 REFLECTED IN YOUR RECOMMENDATIONS? 

23 A. Yea, I have. On Attachment MJM-7, I compare the proposals of 

2 
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1 BeiiSouth, GTE and Sprint (Column d) to my recommendations 

2 The life proposals of BeiiSouth, GTE and Sprint (Column d) 

3 for di~ital switching, dig~al circuit and the outside plan! accounts 

4 

5 

6 Q , 

7 

8 A 

are generally much shorter than the latest FCC prescnbed 

projection lives (Column c). 

HOW DID BELLSOUTH, GTE AND SPRINT DEVELOP THEIR 

LIFE ESTIMATES? 

They relied largely upon "substitution analysis," which anempls to 

9 forecat>t the panem by which new technology will replace old 

10 technology.' GTE and Sprint relled upon subs.titution analyses 

11 performed by Technologies Futures. Inc. ("TFI"). whose industry 

12 studies have been used frequently by local exchange earners 

13 ("LECsl to justify shorter lives in regulatory depreciation 

14 · proceedings.' TFI's studies are sponsored by the 

15 Telecommunications Technology Forecasting Group ("TIFG"). an 

16 induttry association of BeliSouth. GTE. Spnnt and other maJor 

17 LECs In the Un~ed Stales and Canada BeiiSouthl also used to rely 

18 on TFI and at one point convlncad this Commin lon to rely on TFI 

19 as well. However. that reliance has been shown to have been 

20 misplaced. 

21 Q, WHAT ASSUMPTIONS UNDERLIE THESE STUDIES? 

22 A. These studies are based upon the premise that ILECs will replace 

23 th'31r narrowband telecommunications networks with broadband 
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4 8 

integrated networks capable of providing both tet.ecommumcations 

services and video services. such as cable televisi on. According to 

these studies. Fiber-In-The-Loop ("FITL") will bring broadband to 

the home. displacing copper plant. This will result in the upgrad1ng 

of all transmission systems to Synchronous Optical Network 

("SONElj, replacing existing circuit equipment TFI also predids 

that Asynchronous Transfer Mode ("ATM") switching equipment will 

pro'.lide a broadband switching capability replacing today's 

narrowband switch fabrics. 

SHOULD TELRIC COST STUDIES BE BASED UPON 

ASSUMPTIONS SUCH AS THOSE UNOERL YING THESE 

ESTIMATES? 

No. TELRIC Is based on the use of the most efficient 

telecommunications technology currently available and the lowest 

cost network conf~gurallon. given the existing location of the 

incumbent LEC's wire centers The TELRIC standard requires a 

determination of the stand-alone cost of unbundled network 

elements in an efficient telecommunicallons network.' T,e plant 

lives appropriate lor such a calculalion should not be based upon 

the assumption t.hat efficient telecommunications facilities will be 

prematurely retired In order to provide broadband video services. 

The FCC has specifically ruled that the costs of premature 

retirements will not be charged to ratepayers. The FCC states: 

4 



1 

2 

3 

4 

5 

6 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 
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Facilities upgrades and accelerated replacement of 

older facil~ies might also be undertaken primarily for 

the benerrt of unregulated service offerings. The 

principles adopted In the Order dictates that such 

costs be excluded from the regulated accounts.• 

The use of plant lives based upon the assumption that an 

integrated telecommunications/video networll will replace the 

telecommunications networll would effectively cause the costs of 

Phlmature retirements to be charged to telephone ratepayers. 

IS THIS DISTINCTION BETWEEN TELECOMMUNICATIONS 

AND VIDEO SERVICES UNIQUE TO THE FCC? 

No. The Canadian Radio-Television and Telecommunocattons 

Commission ("CRTC") draws the very same distinction. The CRTC 

divides cost between the Compet~ive (non-regulated) and Ultlity 

(regulated) segments. and states: 

The Commission finds that. in general. the most 

appropriate regulatory treatment for broadband 

initiatives is to require the telephone companies to 

assign to the Competitive segment all new 

Investments and related expenses associated wtth 

the deploy.nent of fiber. coaxial cable. optoelectrical 

equipment. asynchronous transfer mode (ATM) 

swltcne.. and v1deo servers.' 

5 
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• • • 

The Commission does not foresee any Instances 

where it would be appropriate to have fiber or coaxial 

cables in the distribution portion of the loop assigned 

to the Ulifrty segment. •• 

!i O 

ARE THE LIVES RESULTING FROM THE USE OF 

7 SUBSTITUTION ANALYSIS NECESSARILY ACCURATE? 

8 A. 

9 

No. Substitution models merely provide a convenient method lor 

plotting by year the growth of a new technology assuming the 

10 inputs to the formula are correct The output of a subslitutoon 

11 analysis Is only as accurate as the lnput.s selected. 

12 In the first place, substitution analysis is not even relevant 

13 unless It i.s known that a new technology will replace. not 

14 supplement an older technology. It appears. for example. that 

15 Asynchronous Transfer Mode ("ATM") sw1tches will be deployed as 

16 a supplemental technology to dig1tal switches, not as a 

17 replacement for them. As such. substitution analysis is of no 

18 relevance. This helps to explain low retirement rates for dtgital 

19 swHchlng equipment 

20 Indeed, even when a substttution has started, it does not 

21 necenarily follow that it will finish accord.ng to pattern. It appeated 

22 at one point, for example, that nuclear fuel would replace fossil fuel 

23 in electrical generation in this country. The use of substitution 

8 
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5 1 
formulas in that case would have resulted on dramalically incorrect 

predictions. 

Even if a lull substrtution is lokely. the formula requires the 

user to predict both the rate of substrtution and the point at whiCh 

the replacement technology will roach 50 percent of the universe." 

In other words, the analylt must tnsert as an input the average 

remaining life of the old technology, since this is essential~ the 50 

percent level of the !l!Y! technology. Although substitution 

methodology allows the preparation and presentation of impressive 

looking charts and tabfes, it Is merely charting the assumpUons 

made by the analyst. Its outputs at the hands of BeiiSouth or TFt 

are no more credoble than their inputs 

HAS SUBSTITUTION ANALYSIS PROVEN ACCURATE OVER 

THE LONG RUN? 

No. Although TFl forecasts have been provided to the FCC lor 

nearly a decade. they have not been relied upon in the selection of 

plant projection lives. Fatina K. Franklin, the Chief of the FCC's 

Competitive Analysis Branch, recenlly made a presentation at the 

Annual Meeting of the Soeiety of Depreciation Professionals on the 

aubjnct of forecasting. The chans from her presentation are 

provided as Attachment MJM-8. Charts 3 and 4 deal specofically 

with TFI'a esti/Ntes. Chart 3 demonstrates thai TFI's 1989 

eetimatea for the retirement of clrcuot equipment have proven 
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52 
grossly inaccurate. The percent of 1987 ctrcult equ•pment 

surviving as of the end of 1996 Is nearly three bmea as great as 

that predicted by its studies. Chart 4 demonstrates that its 1994 

estimates for circuit equipment and analog st()(ed program control 

("SPC1 switches are already proving inaccurate. 

Attachment MJM-9 provides a similar analysis of TFI's fiber 

m the feeder estimates. Page 1 of this analysis shows its 

predictions for the percent of fiber in the feeder in 1988, 1994 and 

1997, and actuals (In bold) through 1995. In 1988 TFI predicted a 

subst~u11on of 22.55 percent by 1995; in 1994 its prediction 

droppe1 to 11.20 percent, and its latest study shows an actual of 

9.30 percent. Page 2 graphically portrays this data and 

demonstrates how TFI'a life estimates have lengthened as actuals 

became available. 

HAS BELLSOUTH'S USE OF SUBSTITUTION ANAL YSfS 

PRODUCED ESTIMATES MORE ACCURATE THAN TFI'S 

ESTIMATES? 

No. Attachment MJM-1 0 to this testimony reproducea tha •tracking 

report•• ftled by BeiiSouth as part of its most recent t996 

Depreciation Study. The FCC requires these reports to shed light 

on tho accuracy of past forecasts by a LEC. Actual retirements 

from 1993 to 1995 as a percent of retirements forecast •n 1993 for 

the South Central Bell Companlea were as follows: 
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Aerial C1ble Metal 

Underground Cable Metal 

Buried Cable Metal 

32.3% 

11.1% 

23.6% 

5 5 

This abysmal track record may have contributed to Be11Sou1h"s 

failure to request represc:ription In 1996. 

DO YOU HAVE ANY FLORlDA.SPECIFIC JNFORMA TION? 

Yes. Attachment MJM·11 is a comparison of the TFI predictoons 

upen which this Commission set BeiiSouth"s copper cable 

depreciation rates in Docket No. 920385-TL. The tt~ble 

demonstn tes that TFI was wrong by over $900 million. The 

remaining lives based on TFrs forecllst were equally as wrong 

ARE THE LIVES PROPOSED BY BELLSOUTH, GTE AND 

SPRINT CONSISTENT WITH THE LIVES THEY USE FOR 

PUBLIC REPORTING PURPOSES? 

Yes. ApparenUy they are at least for Be11Sou1h and GTE. 

DOES THE FACT THAT BELLSOUTH, GTE OR SPRINT MAY 

USE THESE LIVES FOR FINANCIAL REPORTING PURPOSES 

MAKE THEM APPROPRIATE FOR TELRIC PROCEI:!DINOS? 

No. Flori<1a·specifoc FCC prescribed lives are available and should 

be used in TELRIC calculations In a 1989 Petition. AT&T asked 

the FCC to base its regulatOty depreciation on its financial books. '1 

The FCC natty rejected this request. stating 

We conclude thai AT&T has not made a 
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suffiCient showing that this Commission should base 

AT&rs book ratea on the depreciation rates that rt 

uses for financial reporting purposes. lnrtially, we 

observe that the present depredation procedures 

have WOII!ed well for AT&T. in terms of ensuring more 

rapid capi!al recovety. Our recent depreciation orders 

have allowed AT&T to Increase substantially Ita 

depreciation reserve. from 24.8% of plant as of 

January 1, 1984 to 39 1% as of January 1, 1989. 

O.T&T does not stele on its petition in what apecofoc 

manner this Commission has been remoss in our 

depreciation rate prescriptions of recent years. 

Rather. it relies upon the fact that in 1988 it took a $6 

billion wrHedown of Its asset value for trnancial 

reporting purposes. Thb event may ondiCite that a 

new look at AT& rs depreciatoon srtuatoon os 

warranted, notwothstanding our recent depredo~tlon 

represcription, and we are accordingly lnitlatong herein 

an Inquiry inl., AT& ra need for revised dtpreelatoon 

rates However. thet assessment can be 

accomploshed using current procedures rather than 

depreciation rate methodologies that go well beyond 

those that we have traditionally en.ployed. We have 

10 
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taken I serle$ Of imt11trves during the past decade to 

ensure that carriers are able to adjust the11 

depreciation rates promptly to recover capital 

investment costs as quickly as pouible under the 

federal regulatory sdleme. We do not $00 a need 

now to abandon one of lho.e initiatives to addreu 

what appears to be a temporary problem that can be 

resolved with measures less drastic: than those 

suggested by AT & T." 

HAS ANY MAJOR L EC CONCEDED THE BIAS INHERENT IN 

THE FINANCIAL BOOKS? 

Yes. The lives used for financial accounting purposes are 

governed by the Generally Ac:c:epted Ac:c:ounting Principle 

("GAAP·) of ·conservatlsm • In the FCC"s Presc:riptoon 

Simplification proceeding, GTE noted that the GAAP conserva!lsm 

principle ·prefers the understatement (versus overstatement) of net 

Income and net assets where any potential measurement problems 

e>:ist."" Most ac:c:ountants would agree that the very nature of 

depreciation makes it a challenge to tNasure. GAAP. Independent 

auditors and the Security and Exchange CommissiOn, therefore. 

might - 11 prevent the LECs from understating deprec•ation. since 

this would overstate net Income and net assets It •• highly 

unlikely. however, that GAAP, or any financial auditor, w<'uld find 

11 
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1 that a LEC (or any company, for that maner) had overstated its 

2 depreciation, since this would result In a conservative view of net 

3 income and net assets. 

4 In its October 1993 Order, the FCC agreed w1th GTE, 

5 stating: 

6 One of the primary purposes of GAAP is to ensure 

1 that a company doea not present a misleading picture 

8 of its financial condition and operating results by. for 

9 example. over&tating its asaet values or overstating 

10 its earnings. which would mislead current and 

11 potential Investors. GAAP is guided by the 

12 conaervatism principle which holds. for e~ample. that. 

13 when alternative expense amounts are acceptable. 

14 the alternative having the least favorable effect on net 

15 income should be used. Although conservallsm Is 

16 effective in protecting the interest of investors. it may 

11 not always serve the Interest of ratepayers. 

18 Conservatism could be used under GAAP, for 

19 example, to j ustify additional (but. perhaps not 

20 · reasonable") depreciation expense by a LEC to avoid 

21 its sharing obligation. Thus. GAAP would not 

22 effectively limi1 the opportuni1y for LECs to manage 

23 earnings so as t.o avoid the sharing zone as the basic 

12 
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factor range option In this instance. GAAP does not 

otler adequate protection for ratepayers." 

IN AN EARLIER CASE BELLSOUTH CLAIMED THAT IT HAS A 

RESERVE DEFICIENCY ON AN FCC BASIS. IS THIS AN 

ACCURATE STATEMENT? 

No. BeiiSouth claims a reserve def1ciency calculated on the basis 

of its financial book lives. On an FCC basis, using FCC pre$Cilbed 

lrves, BeiiSOIIth has a reserve surplus of $2.0 billion as of January 

1, 1997.10 BeiiSouth reported a $450 million surplus for Florida 

alone. 

BELLSOUTH COMPARES ITS PROPOSED LNES TO THE 

LIVES PRESCRIBED BY niE FCC FOR AT&T IN 18U." DO 

AT&T LIVES PROVIDE AN APPROPRIATE BENCHMARK? 

No. Arly comparison to lives prescribed for AT&T in 19~ Is 

irrelevant because in 1994 AT&T was an interexchange carrier 

("IXC·). The very same FCC Order that prescrobed the loves lor 

AT&T in 1994 also prescribed mud! longer lives lor thirteen LECs 

Clearly, the FCC recognized the difference between the 

appropriate rrves for an IXC and a LEC. The FCC exphcrlly noted 

th1s difference in 11s Prescroptlon Somphlication proceeding when it 

staled: 

We behove the underlying considerations t.hat go onto 

eatlmaling the basic factors are sufficiently d1fferent 

13 
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1 for the two groups (IXC and LEC) that they should be 

2 considered separately." 

3 The plant lives of IXCs are simply not appropriate for use in 

4 calculating TELRIC for local service. The expected productive life 

5 of plant is lar9ety dependent upon It$ specifiC ~. To use an 

6 extreme, but apt, analogy, the expected productive life of the 

i copper wife Installed in a house Is many times that of the copper 

8 wire lnatalled in an automobile. Despite surface simi!arity, the use 

9 of plant by LECs to provide local exchange and exch1nge access 

10 service is much diffetenl than the use of plant by IXCs to provide 

11 lnterexchange services. 

12 IXCs are much less capital Intensive than LECs. and thus 

13 lltl able to economically replace their plant much faster than LECs 

14 when the occasion demands. To service all homes and 

15 businesses in the Nation, an IXC needs only about 150 sw•tches 

16 and 100,000 sheath kilometers of cable." To gatn the same 

17 ubiquity for local exctlange service. the LECs require over 23.000 

18 switches and 6.000,000 sheath kilometers of cable.10 No maner 

19 how motivated the LECs may be, the sheer magnitude and 

20 complexity or the replacement effon ensures thai repllcement IS a 

21 long, drawn-out proceu. This difference also helps explatn why 

22 facilities-based competition came quickly to tho lnterexchange 

23 lnduiiiY and has been painfully a low in the local exchange lnduslly. 

14 
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1 The key investments 1n TELRIC proceedings are local loops 

2 and end office switches. The IXCs have neither local loops 2! end 

3 office sw~ches In the plant they currently depreciate If and when 

4 they establish end office switches and local loops. II would be 

5 reasonable for the IXCs to look to FCC prescnbed lives for LEC 

6 end otr~ee switche$ and local loop plant as benchmartla. Similarly, 

7 it would be reasonable for Be11Sou1h to look to IXC lives for its 

8 lnterexchange plant It Ia not, however, reasonable to use IXC lives 

9 for local plant, or vice versa 

10 a. WHAT EFFECT WOULD THE USE IN TELRIC CALCULATIONS 

1 1 OF PLANT UVES WHICH ARE UNREALISTICALLY SHORT 

12 HAVE ON UNIVERSAL SERVICE? 

13 A. The use of unrealistically short lives would overstate the cost of 

14 univerul Hrvice and the subsidies necessary for •ts preservation 

15 a. BASED ON THE DIRECT TESTIMONY FILED BY THE ILECS IN 

~6 THIS CASE, DO YOU BELIEVE ANY ADJUSTMENT IS 

t7 WARRANTED IN THE RECOMMENDATION YOU GAVE IN 

18 YOUR DIRECT TESTIMONY? 

19 A tlo. I 5tlll believe the depreciation rates I recommended In my 

20 direct testimOil) are the most appropriate rates to use In this 

21 proceeding. 

22 a. DOES THIS CONCLUDE YOUR TESTIMONY? 

23 A. Yea, it doea. 

15 
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DIRECT TESTIMONY OF 

MICHAEL J. MAJOROS, JR. 

ON BEHALF OF 

AT&T OF THE SOUTHERN STATES. INC. 

AND 

MCI TELECOMMUNICATIONS COMPANY 

DOCKET NO. 980696-TP 

PLEASE STATE YOUR NAME, POSm ON AND BUSINESS 

ADDRESS. 

My name Ia Michael J. Majoros, Jr. I am Vice President of the 

economic consulting firm of Snavely King Majoros O'Connor & Lee, 

Inc. ("Snavely King1. My business address ia 1220 L Street. N.W .. 

Suite 410, Washington. D .C. 20005. 

PLEASE DESCRIBE SNAVELY KING. 

Snavely King was originally founded in 1970 to conduct research on a 

conaultlng basil in10 the rates. revenues, costs and economic 

performance of regulated firms and Industries. The firm has a 

professional ataff of 16 economists, accountants, engineers and cost 

analysts. Most of the firm's worit Involves the· development. 
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preparation and presentation of expert witness testimony before 

Federal and State regulatOf)' agencies. Over the course of the firm's 

28-year histOf)', its members have particlpaied In over 500 

proceedings before almost all of the state commissions and Federal 

commissions that regulate telecommunications companies. utilities, 

and ltanaportation Industries. 

PLEASE DESCRIBE THE TYPE OF WORK YOU HAVE 

PERFORMED WHILE AT SNAVELY KINO. 

I have provided consultation specializing in accounting, financial and 

management ilsue&. I have testified In over 80 regulatory 

proceedings. A significant number of these appearances have related 

to the subject of telecommunications and public utility depreciation. 

Attachment MJM·1 to this testimony summarizes my appearances 

relating to depreciation. I have also negotiated andfor represented 

vatlout user groups In fifteen of the Federal Communication!' 

Commission's ("FCC's·) three-way ltiennial deprttciation represcriptlcn 

conferences. Pa~oe 1 of Attachmttnt MJM-2 identifies those 

conferences. I have also participated in several regulatory 

proceedings in which depreciation was an issue that was ultimately 

settled. Page 2 of Attachment MJM-2 summarizes these 

proceedings. 

2 
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1 

2 Q . WHAT WAS YOUR EMPLOYMENT PRIOR TO JOINING SNAVELY 

3 KING? 

4 

5 A. I joined Snavely King in 1981 and have been with the firm since that 

6 lime. My prior employment and educational background is 

1 sun .marized in Attachment MJM-3 to this testimony. 

8 

9 Q. FOR WHOM ARE YOU APPEARING IN THIS PROCEEDING? 

10 

11 A. I am appearing on behalf of MCI Telecommunications Corporation 

12 ("MCij and AT&T Communications of the Southern States. Inc. 

13 iAT&r). 

14 

15 Q. WAS THIS TESTIMONY PREPARED BY YOU OR UNDER YOUR 

16 DIRECT SUPERVISION? 

17 

18 A. 

19 

20 

Yes. it was. I should note. however. that thl& tntimony and its 

analytical frarMWOrlt draws heavily upon work performed by myself 

and others at Snavely King on behalf of AT&T. MCI. and AT&T 

21 Canada LOS for use in other proceedings. 

22 

23 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 
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In general, I address the depreciation life and future net salvage 

percent inputs appropriate for use In unlveraal service cost model 

calculations. Spec:ifically, I provide lives and future net salvage values 

apprcpriato for univeraal service cost calculations purauant to the 

FCC's Univeraal Service Order.' 

PLEASE SUMMARIZe YOUR FINDINGS. 

I conclude that the lives and future net salvage percents I have 

recommended for use in the HAl Model are appropriate for use in 

univeraal service calculations aince they are consistent with the FCC's 

Univeraal Service Order. 

WHAT ARE THE RELEVANT REQUIREMENTS OF THE FCC'a 

UNIVERSAL SERVICE ORDER? 

The FCC requires that Total Element long-Run Incremental Cost 

("TELRIC1 methodology be utilized to estimate the cost of universal 

service! The FCC's Univeraal Service Order states: 

Economic lives and future net salvage 

percentages used 

4 

In calculating 
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depreciation eKpense must he within the 

FCC-authorized range.• 
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DOES THE FCC SPECIFY THE SPECIFIC PLANT LIVES TO BE 

USED IN THE CALCULATION OF TELRIC? 

No. However. the FCC's rules require that only forward-looking costs 

be used.• This 1equires the use of economic depreciation rates.• To 

comply with this guldellne, the plant lives used must be based upon 

the expected economic lives of newly plat ed plant.' In depreciation 

proceedings, such plant lives are tem1ed "projection 'lives· to 

differentiate them from · remaining lives· a11d ·average service lives· 

which reflect past plant placements. 

ARE THERE ANY REALISTIC ESTIMATES OF SPECIFIC PLANT 

PROJECTION LIVES? 

I believe IJle projection lives prescribed by the FCC to be realistic 

estimates of specific plant proje<:tion lives. Pursuant to statutory 

responsibility, the FCC has been prescribing depreciation rates for 

telephone companies for over 50 years.' llt,sually reviewn full studies 

submitted by the largest companies on a triennial basis. • The FCC 

bases its projection life prescriptions on Hs analysis of the studies filed 

by the cerriers and in consultation with the various state commission 
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staffs. Since Its staff h:11 the responsibiflly, and the opportunity, to 

review periodic:ally the plans of every large telephone company, I 

consider its estimates to be realistic. 

ARE THE PROJECT10N UVES PRESCRIBED BY THE FCC 

FORWARD-LOOKING? 

Yoa. they are. Over a decada ago the FCC directed 1t1 stall to put 

less emphub on historic data in estimating productive lives, and to 

pay •doaef attention to company plans. technological developments 

and oil ser Mure.oriented analyses ... 

ReoenUy, the FCC reaffirmed Ita forward-looking orientation in 

connection with the simplification of its depreciation represcrlption 

practlcea. The FCC preacribed a range of projection lives which could 

be aelecled by carriere for preacriptlon on a streamlined basis. The 

FCC auted that lhel8 ranges -e based upon 'statistical studies of 

the moat reoenUy preacribed factors. These statistical studle• 

required detailed analysis of each carrier's most recent retirement 

pattema. the carriers' plana, and the cunent technological 

developments and tre1 oda."10 

00 YOU BELIEVE THE FCC STAFF HAS FOLLOWED THE FCC'S 

DIRECTIVE TO EMPHASIZE FORWARD-LOOKING ANALYSES? 

6 
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Yes. In my experience In fifteen FCC triennial repre$Ctlptlon 

conferences (including 8e11South represcriptlon conlereneea), the 

FCC staff always used 1 lorwtrd·looking approach to setting 

depreciation ratet. 

The FCC staff rarely relied solely on historical data to aet 

depreciation paremeters. The FCC bases its parameter prescriptions 

upon the atudles end Information aupplied by the individual 

t.Ompanies. specifiC company plans. information submilled by state 

commisaion atalfs, conaumer groups and its broad industry·wide 

exper.enee. 

IS THERE EMPIRICAL EVIDENCE THAT THE PROJECTION LIVES 

PRESCRIBED BY THE FCC HAVE BEEN FORWARD-l.OOKING? 

Yes. 1 would point to recent trends in the depredation rese111e levels 

in the industry. generally, end BeiiSouth and GTE·Fiorida specifically. 

As the FCC hu recognized. 'lt)he depreciation rese111e Is an 

extremely important Indicator of the depredation proce'Ss because It Is 

the accumulation o .· oil post depreciation accruals net of plant 

re!lrementa. As auch, it represents the amount of a carrle(s original 

Investment that has alrudy been returned to the carrier by rts 

customers .... , 1 

7 
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1 The FCC's recognition of the reserve level as an indicator of 

2 the depreciation process can best be understood by examining a 

3 steady state example. Assume that we start with a stable 

4 environment In which the average ago of plant Is 9 years and the 

5 expoeted !!fe of plant Is 27 years. In thia case, the add rate, 

C retirement rate and straight-line accrual rate are all 3. 7 percent, and 

7 the reaerve level is stable at 33 percent of plant In service (9 years/27 

8 yea!'l). '2 As we vary these factors, we can see the effect on the 

9 reserve level. For example: 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

• 

• 

If the add rate were to increase above 3. 7 

percent, the reserve level would go down. 

This would not be a cause for concenn. 

since the average age of plant would 

similarly represent a lower percent of Its 

expected life. 

If the retirement rate were to increase 

aboVe 3.7 f.Jreent, the reserve level would 

go down. This would be a cause for 

conoem. aince it would Indicate that the 

expected life of plant is shorter than 

previously expected. If the expected life is 

8 



1 

2 

3 

4 

6 

7 

8 

9 

10 

11 

12 

13 

• 

shorter, the average age of plant would 

represent a higher percent of its expecled 

life, and the reserve should be higher. not 

lower than 33 percent. 

If the acetual rate were to inaease above 

3. 7 percent. the reserve level would go up. 

This would not be appropriate absent a 

reduction in the expected life of the plant. 

since it would indicate that the age of plant 

is higher than 33 percent of its expected 

life. 

7 0 

14 In summary, a declining reserve percent would be a reason for 

15 concem absent Indications that it is merely the result of growth In 

16 plar1t. On the other hand. a rising reserve percent is generally 11 

17 positive sign that the depreciation process Is working well. Indeed. 

18 absent Indications that the expecled life of plant Is deaeasing. it might 

19 be a sign that aetrual rat&s are too high. 

20 Attachment MJM-<4 to this testimony displays reaerve levels 

21 and other plant rates since 1946 for all local exchange carriers 

22 ("LECs") providing full financial reports to the FCC. As shown on 

23 Page 1 of Attachment MJM-4, reserve percents decreased steadily 

9 
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1 following Wol1d War II due to Industry growth. These declines 

2 continued through the 1970's due In part to acct\181 rates which were 

3 too low." M shown on Page 2 of Attachment MJM-4, however. the 

.C FCC's chaoge to forward-looking depreciation pradices In the early 

5 1980s resulted In a dramatic rise In reserve levels after 1980. The 

6 composite reserve level rose from 18.7 percent In 1980 to an historic 

7 high of -48.8 peroent In 1997. This track record lnd lcates that the 

8 depreciation process Is resulting In adequate depreciation accruals. 

9 and that the FCC'a projedion life estimates have been forward· 

10 looking hnd unbiased. 

11 Confirmation of the forward-looking nature of current FCC 

12 preseriptlona can be gained by comparing the 1997 accrual rate ot 7.1 

13 percent (Attachment MJM-4. Poge 3, Column I) to the 1097 retirement 

14 rate of -4.0 percent (Attachment MJM-4. Page 3, Column k). The 

15 pracrlption of an accrual rate much higher than the current retirement 

16 rate ind:cates an e.xpectatlon that the retirement rete will be much 

17 higher ill the Mure. If the FCC were prescribing depreciation rates 

18 based upon historical Indicators. it would be prescribing depreciation 

19 rates In the range of 3 1..1 5 percent 

20 Attachment MJM-5 demonatretea thot these national trends 

21 @pply 1110 to S.ll$outh and GTE-Fiorida. The 1997 depreciation 

22 reserve percents for these companies were: 

23 1997 Reserve % 

10 
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10 

11 

12 

13 

14 
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16 
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19 

20 

21 A. 

22 
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BeUSouth 51.2 

GTE-Fiorida 43.5 

WHAT IS THE SOURCE OF THE UVES USED IN THE HAl 

MODEL? 

T 11e lives used In the HAl Model are derived from the projection lives 

and Mure net salvage percents prescribed by the FCC for BellSouth· 

Florida'' and GTE-Fiorlda in 1995. The lives and M u re net salvage 

percents for United (Sprint) and Centel are from the low end of the 

FCC ranges. These lives and future net salvage percents are shown 

in Columns c. d. e and f of Attachment MJM-6 on pages 1 and 2 

respectively. Attachment MJM-6 also shows the range of projection 

lives and Mure net salvage percents prescribed by the FCC pursuant 

to its recent Prescription Simplifatlon Proceeding (Columns a and b). 

ARE YOU FAMILIAR WITH THE DEPRECIATICN ASPECTS OF 

THE FPSC'S DECISIOri IN DOCKET NOS. H 0833-TP/980847-TP? 

Yes, I testified on the subject of Bell South's depreciation parameters 

in that proceeding. Staff recommendfld the adoption of several of my 

11 
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1 recommendations and certain of Bell South's proposals. The FPSC 

2 adopted staffs recommendation. The primary differences between 

3 staffs overall projection life recommendations and the FCC's 

4 prescribed projection lives for Bell South are in the four accounts 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

listed below: 

FCC STAFF 

Buildings 48 45 

Aerial-Fiber 25 20 

Underground-Fiber 25 20 

Buried-Fiber 25 20 

I have no objection to staffs 45-year projection-life for 

Buildings. am. however. recommending the fCC's 25-year 

projection lives for the fiber accounts listed above. Review of the 

Commiuion's Order indicates that staffs recommendation was based 

oo "BSrs projection lives of 20-years from its Florida-specific study". 

" 
I have reviewed the Florida-specifiC study In question and 

discovered that the retirements in these three accounts are negligible 

and recent life Indications are either much longer than the FCC's 25· 

20 years or ere erratic. The Florida-specific data indicates that if 

21 anything, the FCC's 25-years should In my opinion. be lengthened. 

12 
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not shortened to BSTa 20-year request Consequently. I continue to 

recommend the FCC'a 25-year projection life. 

SHOULD THE FCC PRESCRIBED PROJECTION LIFE FOR AN 

ACCOUNT BE USED EVEN IF IT IS SLIGHTLY ABOVE OR BELOW 

THE FCC'a NATIONAL RANGE? 

Yes. State-specifiC FCC prewiptlona are consiltent with the intent of 

the FCC's Univeraal Service Order. For example, the FCC has 

proposed that it uae a weighted average of state-specific projection 

liveu oa an input to ita forward·loolling coat calculations.,. 

HAVE ANY STATE COMMISSIONS ISSUED ORDERS WHICH 

ADOPTED FCC PRESCRIBED PROJECTION LIVES, OR SIMILAR 

STATE PRESCRIBED liVES, FOR USE IN TELRIC 

CALCULATIONS? 

Yes, Indeed. Prescribed projection lives have already been adopted 

for use In TELRIC calculations by Louisiana," Georgia." Texas." 

Massachusetts,• New York," West Virginia!' Wyoming," Delaware." 

13 
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Ohio, .. Colorado,• Maryland," and Illinois ... In many other states. 

TELRIC proceedings are in progress. 

Q. DOES THIS SURPRISE YOU? 

A. Not at all. In ita recent Price Cap decision, the FCC adopted the use 

of ita prescribed lives for use in Total Factor Productivity calculations. 

The FCC noted that: 

We can think of no reason why Incumbent LECs should be 

p~nnitled to use different depreciation rates for different 

regulatory purposes.11 

Q , DOES THIS CONCLUDE YOUR TESTIMONY? 

A. Yea.ltdoea. 

' Federal-State Joint Board on Universal Service. CC Docket No. 96-
45, Report and Order, FCC 97-157, released may 8. 1997 ("Universal 
Service Order'). 

' ld., para. 250. 

• ld. at (5). 

' FCC. Implementation of the Local Competition Provisions In the 
Telecommunications Act of 1996, CC Docket No. 96-98. first Report and 

14 
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Order. FCC 96-325. relea&eO August 8, 1996, ("August 8 Order "), Appendix 
B ("Rules"). 1J51.505(a). 

1 Rules. 1151.505 (b){3j. 

• The economic life of an asset is Ita total revenue producing life. 
Public Utility Deprec:iatlon Practices ("Depreciation Practices"), National 
Association of Regulatory Utility Commissioners. Auguat1996, p. 318. 

1 147 u.s.c. 11220 (b). 

• !'lterim updates are alao performed. 

' Report on Telephone Industry Depreciation. Tax and 
Capital/Expense Policy, Aa:ounting and Audits Oivi:alon. Federal 
Communications Commission. Apri115. 1987 ("AAO Report"). p. 3. 

•• FCC, Simplification of the Depreciation Prescription Process. CC 
docket No. 92·296 ('Prescription Simplif1C8tion" proceedill!J) Third Report 
and Order. FCC 95-181. relea&eO May 14, 1995. p. 6. 

" AAD Report. pp. 5-6. 

•J Reserve will stabilize at 33 percent assuming a triangular (straight
line) mortalily curve. See Notes for Engineering Economics Courses, 
American Telephone and Telegraph Company. Engineering Department. 
1900. p. 121. 

" AAD Report, p. 7. 

" Wrth the erceplion of the 45 years for Bell South's Buildings 
account which Is lhe Florida PSC'a recommendation. 

" Order No. PSC-96- 0604-FOF-TP In Dkt. Noa. 960833-TP/96084-
TP/page 39. 

" Federal-State Joint Board on Universal Service, and Forward
Looking Mechanisms for High Coat Support for Non-Rural LEC's CC Docket 
Nos. 96-54 and 97-160, Further Notice of Proposed Rulemaklng ("FNPRM1. 
FCC 97·256, relaaaed July 18, 1997, para. 149-151 . 

" Docket U-22022122093, October 22. 1997. 

"Docket7061-U, December 18, 1997. 

15 



77 

"Docket 16189, et al. , November 8, 1996. 

""Docket DPU 96-73n4, 96·75, 96-80181. 96-83, 96-84-Phase 4 , 
December 4, 1996. 

•• Docket 95-C-0657, 94..C.0095, 91-C-1174. April1. 1997. 

22 Docket 96-1516-T·PC, April21 , 1997 . 

., Docltet 7000-TF-96-319, 72000-TF-96-95, April23. 1:997. 

•• Docket S6-324. April29, 1997. 

20 Docket 96-222-TP-UNC, June 19, 1997 . 

.. Docket 96S-331T, July 28, 1997. 

27 Docket No. 87: 1, Phase II, September 22. 1997. 

,. Docket96-0486, 96.0569, February 17. 1998. 

,. Dockel94· 1, 96-262, May 21 , 1997. footnote 122. 
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1 KR. COZI Madae Chairaan, Staff would note 

2 that we are going to aark and eove the deposition 

3 transcript later in the order here. 

4 CKUIUID JOIIJI80•a Okay. Mr. Hatch, would 

5 you have anything else, then? 

78 

6 xa. BATCBI If they're doing the deposition 

7 trauccripta and late-tilede then, that's fine. 

8 

9 

CBAI .... Jaa.SOWI Okay. 

Kl. COZI The next vitnesa is BellSouth, 

10 David cunninghae. 

11 KR. CARVERs Yes. David cunninghae has both 

12 d i "rect and rebuttal testieony, and he has vi th his 

IJ pretiled testimony four exhibits, as well, that are 

14 aarked GDC-1 through 4. We would like to have those 

15 i nser t ed into the record and exhibits earked tor 

16 ider.t i ficati on and adeitted also. 

17 CB1IIUID JOBXIOWI We' ll insert his direct 

18 and rebuttal into the record ae though read. We ' ll 

19 aark hie Exhibits GDC-1 through 4 as Exhibit 3 and 

20 ahow thea adeitted without objection. 

21 KR, CARVERs Thank you. 

22 ( Exhibit 3 earked tor i dentificati·on and 

23 received in evidence.) 

24 

25 
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BEUSOUTH TELECOMMUNICATIONS. INC. 

DIRECT TESTIMONY OF G. DAVID CUNNINGHAM 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 980696-TP 

AUGUST 3, 1998 

PLEASE STATE YOUR NAME, ADDRESS AND POSITION WITH 

BELlSOUTH TELECOMMUNICATIONS, INC. (HEREINAFTER 

REFERR£:0 TO AS •BELLSOUTH" OR "TIHE COMPANY"). 

My name Is G. D.vid Cunningh8m and my business addreu Is 3535 

Colonnade Parb 1y, Binningh8m. AJ.bama 35243. My position Is 

Director in the Finance Department of Bell South. 

PLEASE GIVE A BRIEF DESCRIPTION OF YOUR EDUCATIONAL 

BACKGROUND AND BUSINESS E.XPE.RIENCE IN THE 

l ELECOMMUNICATIONS INDUSTRY. 

I grdduated f"rom Morehead State Univerai1y. Morehead, Kentuc«y in 

1971 with a Bachelor of Ma Degroo In Economics. I was employt!J by 

South Central Bell in 1972 and held various staff and line assignments 

in the Kentuclcy Nelwolll Operations Department until mld-1983. In 

July of 1983, I moved to Birmingham, Alabama with BeiiSouth 

Services, Inc: .. holding positions In the Corporate Affaira Department 

and later In the Regulatory Department. My cunent assignment 
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includes responsibility for Regulaloly and Depreciation concerns Within 

the Finance a~ganization. 

WHAT ARE YOUR CURRENT JOB DUTIES AND 

RESPONSIBIUTIES? 

I em teaponsible for the preparation of depreciltion studies for the nine 

sU.Ies comprising BeUSoulh to determine appropriate depreciation 

parameters and depreciation rates for booking purposes and to meel 

regulatory requirements as neceaaary. 

HAVE YOU PREVIOUSLY APPEARED IN REGULATORY 

PROCEEDINGS REGARDING DEPRECIATION ISSUES? 

Yea. I have testified and also particlpated In workshops before various 

state commilllons regarding depreclation. I have served as 

Bei!South's chief representative on several occ:uions In negotiations 

with the Fl<lerai Convnunationa Cornmiaaion (FCC) and the various 

state commissions in depreclation represcriplion meetings. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony In this proceeding is to present the 

economic IIVM used in BeiiSouth'a calculation of universal service 

coats and to provide Information In response to Issue 4 (a). My 

·2· 
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tettimony will demonttrlte the appropriateness of the folward-looklng 

economic lives delleloped by BeiiSouth's Depreciation or;.niution and 

provided for use in BeMSootlfs first study using the BCPM 3.1 Model 

(hereinafter referred to as "BeiiSouth's BCPM Study"). as described by 

Ms. Caldwell in her testlmony In this proceeding. 

WHAT LIVES DOES BELLSOUTH CONSIDER TO BE APPROPRIATE 

FOR USE IN UNIVERSAL SERVICE COSTS CALCULATIONS? 

The asset lives that wera developed and provided for use In 

BellSouth's BCPM Study are Included in Exhllit GDC-1. These are 

BeiiSouth's expected economic lives for newly placed plant 

WHAT IS THE SOURCE OF THE LIVES USED IN BELLSOUTH'S 

BCPMSTUDY? 

The source of the lives provided for use in BeftSouth's BCPM Study Is 

the 1998 BeliSouth Florida Depreclation Study. attached to this 

testimot:y as Exhibit GDC-2. Projection (economic) lives are defined aa 

the average life expectancy of new additions to plant. The doprociatlon 

study also describes average remaining lives and dapreclation rates to 

be used for depreclatl< o booking purposes. These parameters. 

however. relate to embedded Investment and are not used In 

BeiiSoulh'a BCPM Study. 

. ) . 
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Although lliis it not 1 daj)reeialion proceeding. the depreciation study 

included as Exhibit GDC-2 Is being provided to demonsllate the 

appropriateness of the data. 

BeiiSouth prepared the detailed depreciation study in this exhibit, 

analyzing the various asset accounts to determine appropriate 

depreciation parameters for each account. The depreciation study 

provides explanations of methodology. data and analysis that support 

the asset lives and other depreciation parameters for asset accounts. 

including those accounts that are used in BeiiSouth's BCPM Study. 

PLEASE SUMMARIZE BELLSOUTH'S APPROACH IN DETERMINING 

THE ASSET LIVES USED IN BELLSOUTH'S BCPM STUDY. 

As demonstrated in the attached depreciation study. numerous 

methods are utilized to determine the appropriate economic lives of the 

different asset accounts. One factor used in determining the 

appropr.ate lives of all accounts is an analysis of Company planning 

data. This data is useful in assessing the lOBar term portion of the life 

cycles of most assets, and is particularly useful When the technology is 

near the end of its life cycle. 

A sacond factor uaed in assessing the life of an account is normal 

mortality, I.e .. , wear and tear with usage. deterioration with age and 

accidental removal, breakage. or damage. The technique used to 

+ 
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assess normal nlOitality It called Hillorical Mortality Analylil. For 

60ITl8 accounts, like poles, Company plenning data and llOI'ITI8I 

l"'llffality alone are the major c:ontldefltionl in determining the life. In 

these cues, the Company does not expect that the Mure 

characteristics of this type of plant will diller slgnifacantly from the past. 

In cases where a .-r technology Is au~uting for an eatabliahed 

embedded technology, uae of Company planning ct.ta and the 

Historical Mortality Analysil alone to assess the life witl gef'llnlly reautt 

in an lflapprOilflately long life. Over the long term, the aubstiMlon of a 

l'lf1W technology for the old Ia the primary force driving the displacement 

of the old technology. Therefore, alief initial deployment of the l'lf1W 

technology, lif& analysis techniques that take into account technological 

substitution must also be used. These technology-sensitive accounla 

(that is, Digital Electronic Switching, Digital Circuit, Aerial Metallic 

Cable. Undefground Metallic Cable, Burled Metallic Cable) comprise 

approximately 70% of BeiiSouth's total plant investment. 

"iAS THE FCC PRESCRIBED LJVES TO BE USED IN FLORIDA TO 

UETERMIN'= OEPRECIA TION RATES ON AN INTERSTATE BASIS? 

Yes. Lives were last prucribed by the FCC in 1995 for booking 

depreciation expense on an lnlerstate ba&ls In Florida. 
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DO YOU BELIEVE THAT LIVES PRESCRIBED BV THE FCC ARE 

APPROPRIATE FOR TliiS APPLICATION? 

No, I do not. 

WHV ARE THE LIVES PRESCRIBED BY THE FCC FOR 

INTERSTATE DEPRECIATION PURPOSES NOT APPROPRIATE 

FO~ USE IN UNIVERSAL SERVICE COST CALCULATIONS? 

lives were last prescribed by the FCC in Florida in 1995. These lives. 

particula/1;· fof the technology.aensltlve accounts. are much too long. 

They are baaed on the old regulatOtY panadigm in which plant lives 

-re ortlficlally lengthened beyond their true economic liVes so that the 

investment in that plant would be recovered in smaller year-to-year 

inCfementa over longer period& of time. The assumption under this 

panadigm wu always that BeiiSouth was entltled to and would recover 

aU of its Investments. but over a longer period of time. thus reducing the 

amount tl» euat.omer paid In the short term. 

In today'a compethive environment, however, the marllotplpce Is not 

likely t.o allow BeiiSouth to recover Investment based on lives that are 

inappropriately long. The rapid changes In technology, which 

BeiiSouth must embrace in order to stay c:ompetltiw. ahorten asset 

lives algnificantly beyond what the FCC has preacribed. BeiiSouth has 

emphaalzed to the FCC that substantially nlC)(e progreaa Is needed In 
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moving to lives th81 adequately reflect tile current pace of technology 

and competitive changes. 

With implementation of Price Regulation, BeUSouth was given au1hority 

to establish itt own depreciation rates In Florida beginning January 

1998 for intrastate purpoaet. As a reauH. BeUSouth uses thtt lives that 

are supported by the Depr~tion Study to determine depreciation 

rates boolted In Florida for Intrastate purposes and for external 

re.-ortlng purposes. These lives are significantly shorter than those 

prescribed by the FCC, particularly for the technology-sensitive 

accounts. 

HAS THE FCC GIVEN ANY INDICATION THAT CHANGES MAY 

NEED TO BE MADE TO ITS PRACTICES CONCERNING 

DETERMINATION OF PLANT LIVES? 

Yes. The FCC has acknowledged the need to examine ita depreciation 

practices in today's environment On several occasions. tile FCC has 

stated lhslt it has plans to Initiate a separate proceeding to undertake a 

comprehensive review of ita depredation rules. A Februory 5, 1998, 

FCC news repof11iating proposed 1998 review proceedings Included 

the following item: "Depreciation. Consider streamlining or eliminating 

Commission's methods for prescribing depreciation rales. • 

· 1· 
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In addition, attached to the January 30, 1098, Memorandum Opinion 

and Order (FCC 98-11) revising depreciation rates for those companies: 

that filed for represcription in 1997, was a separate statement of FCC 

Commissioner Harold Furchtgott·Roth. His statement Included the 

following: "The Commission's authority to prescribe depreciation rates 

is merely a vestige of outdated rate-of-return ragutation .... ln today's 

~~~crea1ingly 4;0mpo~ OflYironment, there should be no need for the 

Comn.~sion to continue to dictate. even through revised streamlined 

procedures, depreciation rates or the factors that may be used to 

compute such rates.· 

WHAT OTHER C9SERVATIONS 00 YOU HAVE AS TO THE 

INAPPROPRIATENESS OF USING LIVES PRESCRIBED BY THE 

FCC IN BEU.SOUTH'S UNIVERSAL SERVICE COSTS 

CALCULATIONS? 

The FCC has emphasized historical data when prescribing BellSouth's 

depn ciation liv'" BeiiSouth does not beiieve that simply looking at 

the past can possibly Indicate what will happen In the Mure with 

equipment that is sensitive to rapid changes in technology. This rear· 

view mirror approach is clearly not appropriate for projecting the Mure 

of this equipment. Emphasis on historical retirement patterns is an 

indication that one does not expect the future to vary slgniftcantly for 

the past. Even a casual observation of the telecommunications 
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industry today leaves no doubt 11m there is an evolution !Bing place 

that cannot help but have a nwjor effect on teleconvnunations uaets. 

It is clear tt>at fo1W11rd.tooklng llvea ahould be used for depreciation 

purposes and for unlverul aervlce cost calculatlona. However, 

BeiiSouth believes that the FCC haa not property aaaessed the Impact 

of ~nological evolution and lncreesing competition to detennlne 

appropriate folward.tooklng lives. BenSou1h'a depreciation study, aa 

demonslnlled In Exhibit GDC-2, provides detailed analysis to support 

fOIW8rd4ooking lives signifantly below those pfeiCribed by the FCC. 

particularly for the technology-aensilive accounts. 

ARE THE LIVES USED IN BELLSOUTH'S BCPM STUDY 

REASONABLE WHEN COMPARED TO LiJVES PROPOSED BY 

OTHER TELECOMMUNICATIONS COMPANIES? 

Yes. One comparison of llvel c.n be found in Exhibit GDC·3, which 

lists the lives used in BenSouth'a BCPM Study for the major 

tedmology-sensilive accounts and the lives that the FCC prescribed in 

1994 for AT&T. As shown in thil comparison. AT&ra d~predation life 

for Digital Electronic Switching ls 9. 7 years. The life that Bell South 

uaes in its BCPM Study for this account is 10 years The hie prescribed 

by the FCC In 1995 lor BeiiSouth In Florida was an unrealistically long 

17 years. The comperlson in this exhibit demonstrates thet. for oil the 

major technology-aensitive accounts, the lives used in BeiiSouth'a 
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BCPM Study are comparable or conservative when compared to the 

lives lat prescribed by the FCC for AT&T .u shown In Exhlbi1 GDC-3. 

IN THE FLORIDA COST PROCEEDINGS. REFERENCE WAS MADE 

TO A STREAMLINED DEPRECIATION R~TE-SF.TTING PROCESS 

DEVELOPED BY THE FCC. PLEASE DE SCRIBE THIS PROCESS. 

A$ part of CC 0oc1cet No. 92-296. the FCC Issued a Notice of Proposed 

Rulemaklng In which i1 alated thati1 was continuing Ita ·efforts to reduce 

unneceaaary regulatory burdens and theil auoc:ilted costa by 

u~ llmpljfication of our depreciation prescription proceu • 

The FCC's app.-oach to almplification waa to set up ranges of projectJon 

life and future net salvage estimales for m »I of the aaaet accounts 

Under this procedure. if a company Is meE!ting certain predetermined 

prerequlaltea and proposes to use projecllon lives or future net aalvage 

estimates from within these rangea. the company need not aubmlt the 

volumlnolos, detaied supporting da1s othe-wise required. 

DOES BELLSOUTH BELIEVE THAT THE LIVES SPECIFIED IN THE 

FCC'S RANGES ARE FORWARD·LOOK.ING AND APPROPRIATE TO 

BE USED IN BELLSOUTH'S BCPM STUDY? 

No. As alated aboYe. the main purpose ol this almpllfocallon eff0f1 was 

merely to leaaen papetWOrk and the cost o f unneoeaaary regulation. 

Simplification was not designed to asaure fOtWard-looking livea. In fact . 

·10. 
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the FCC has prescribed lives lOwer than these ranges in Alabama. 

Florida, Georgia, Louisiana. Mississippi. North Carolina and South 

Carolina for some of the major aceot~nts. In FlOrida. this Includes the 

Aerial Metallic Cable, Underground Metallic Cable, Buried Metallic 

Cable and Circuit Dlghal accounts. 

WHAT WAS THE BASIS FOR THE PROJECTION LIVES AND 

FUTURE NET SALVAGE PERCENTAGES THAT WERE USED TO 

ESTABLISH THESE FCC RANGES? 

The FCC's ranges were generally developed by nothing more than 

taking one standard deviation around the mean of the lives and salvage 

values that the FCC had prescribed most recently for the various 

accounts for the local exchange carriers. For the first set of accounts 

for which the FCC ordered ranges. the ranges -re based on 1990· 

1992 represcrlplions, and have not be1tn updated since. Lives 

prescribed In 199().1992 could hardly be CQnsldered forward-looking 

today. 

HOW DO THE ECONOMIC biVES USED IN BELLSOUTH'S BCPM 

STUDY COMPARE TO THE LIVES USED TO DETERMINE THE 

DEPRECIATION RATES BOOKED BY BELLSOUTH 'N FLORIDA? 

· 11· 
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The economic lives used in BeiiSouth'a BCPM Study ite eontlltent 

with those used to dstermine the depteciation rates cunently being 

booked in Florida for intrastate and for external reporting JXIrposes. 

IS THERE AHY MERIT TO A CONCERN RAISED IN OTHER 

JURISDICATIONS THAT LIVES USED FOR EXTERNA!. ~EPORTING 

PURPOSES ARE INAPPROPRIATE FOR USE IN THr.SE STUDIES 

I)UE TO THE "CONSERVATISM" PRINCIPLE OF GAAP? 

No. The ·conservatism" principle of GAAP does not detennlne 

BeiiSouth'slives. Be11Soo1h'a economk: lives. used for intrastate and 

external reporting purposes and in BenSouth's BCPM Study, were 

determined by the 1pproaches described In this testimony 1nd detllled 

in Exhibit GDC-2. These lives are used to determine depreciation rates 

that appropriately allocate the cost of BeiiSoulh's assets over their 

estimated useful lives In a systematic and rational manner. 

!:OME CONCERN HAS BEEN EXPRESSED IN OTHER 

JIJRISDICTIONS AS TO THE APPROPRIATENESS OF THE LIVES 

USED IN STUDIES FOR A NARROWBAND NETWORK. DO YOU 

HAVE COMMENTS REGARDING THESE CONCERNS? 

Yes. The lives used ln BeiiJouth'a BCPM Study are based on the 

economlcs of providing tradhlonaltelecommunicationa services. and 

would be appropriate even If the only services BeHSouth ever provided 

· 12· 
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1 in ihe future were narrowband, traditionfil telephony serviCes. Our 

2 existing netwofl< can be described as narrowband. and fiber 

3 deployment i:n II» feeder is already at a significant penetration level. 

4 This is due to the advantages of fibe( s high capacity. low maintenance 

5 and reliability. Deployment of fiber in the clistribu1ion will also be driven 

6 by these adv.antages. Fiber deployment in the feeder is greater than 

7 that in lhe distribution because traffic In the feeder can be a99r~ated 

8 ~"<!carried more efficiently in larger •pipes·. lncteasingly. the 

9 economics of fiber deployment make it desirable further and further ou1 

10 in the networi< (closer and closer to the customer premises). 

11 

12 It should be 1 ointed ou1 that many customers use modems that operate 

13 at 28.800 bits per second (bps) and greater over our narrowband, voice 

14 grade networrk. Data transmission at these rates ~Met the current 

15 needs of most residential customers. However. customer needs are 

16 expanding, and BeiiSouth is designing today's network to meet 

17 customers' glowing needs. Today·s customers are requesting services 

18 that require higher bandwidth. bu1 this Is a long way from broadband. 

19 cable 1V capability. Replacement of today's networlt will occur due to 

20 normal mortality and technological obsolescence, that is. when the 

21 current technology is not the most efficient means of providing 

22 narrowband service in the Mure. 

23 

24 Two other characteristics of fiber which are closely related are reliability 

25 and maintaln·abllity. Customer needs for reliability. which are 

·13-
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inaeasing, can be met through the use of fiber in our netwotk. 

Maintenance expeme, wtUc:h the Company is always seeking ways to 

reduce, can also be improved through the use of fiber. Both factors 

add to the eoonomlc attractiveness of fiber for a narrowband. voice 

grade networit. 

As stated above, the lives used in BeiiSouth's BCPM Study are based 

on the economicl of providing traditional telecommunications services. 

Th.:-v do not include future demands for emerging digital and 

multimedia services , nor do they include the impact of a paradigm ahitl 

to a totally competitive ma11tetplace. Including these impacts would 

likely result irn a reduction of lives below the Company's current 

recommendations. 

OTHER PARTIES IN FLORIDA'S COST PROCEEDINGS POINTED 

TO AN INCR·EASE IN THE DEPRECIATION RESERVE OVER TIME 

AS EVIDENCE THAT FCC-PRESCRIBED LIVES HAVE BEEN 

FORWAR[)..LOOKING. HOW DO YOU RESPOND? 

TOO fact that Ule reserve has grown over time ia not an indication that 

the reserve is at the appropriate level. The depreciation reserve is the 

accumulation of an past depreciation accnJals, reduced by plant 

retirements. In an environment in which one technology Is rapidly 

displacing another teehnologv, it is obvious that the depreclation 

reserve must be built up by appropriate accruals to a level high enough 

·14· 
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to handle the inevitable auet retirements. Today, - have two 

situations in which a majof technology displacement is occurring: 

apecif.cally, digital is replacing analog. a.nd fiber!! replaCing copper. 

Never in the histoty of this industry has technology displacemenl been 

so pronounced. Huge retirements of lhM~ old technologiee are 

expected in bulk at the end of the technologies' life span. Depreciation 

accruals over the years have not been high enough, due to 

Inappropriately long prescribed livel for copper and an11log related 

usets, to poaiticn the depfeeiation reMrve for the avalanche of 

retirements that willaoon come. 

The critical issue here is not just that the reMrve has lneteased over 

the past few decades. The Issue Ia that the reae~Ve has not Increased 

enough to handle retirements caused by the dramatic paradigm shift 

that has occurred in the telecommunications Industry. 

PLEASE SUMMARIZE YOUR TESTIMONY. 

BeiiSuuth's Depreciation organization has provided economic lives for 

use in BeUSouth's BCPM Sludy that -re developed by performing 

detailed analyses of each aaset account. The 1998 E>eiiSouth Florida 

Depreciallon Study, whic'l documenta this analysis, Is attached to this 

testimony as Exhibit GDC-2. These lives are appropriate for use In 

BeiiSouth's BCPM Study. The lives prescribed by the FCC for 

· 15-
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depreciation purposea •re "'-PPropriately long. partieolar1y for the 

technology-sensitive 8CCOUntl. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. it does. 
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BELLSOUTH TELECOMMUNICATIONS. INC. 

REBUTTAL TESTIMONY OF G. DAVID CUNNINGHAM 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 980696-TP 

SEPTEMBER 2, 1998 

PLEASE STATE YOUR NAME. ADDRESS ANO POSITION WITH 

BELLSOUTH TELECOMMUNICATIONS. INC. (HEREINAFTER 

REFERRED TO AS "BELLSOUTH" OR "THE COMPANY"). 

9 5 

My name is G. David Cunn~ngham and my business address is 3535 

Colonnade t>arllway, Birmingham. Alabama 35243. My position Is 

Director in the Finance Department of BeiiSouth. 

ARE YOU THE SAME G. DAVID CUNNINGHAM WHO FILED DIRECT 

TESTIMONY IN THIS DOCKET? 

Yns . 

WHAT IS THE PURPOSE OF YOUR REBUTIAL TESTIMONY? 

The purpose of my testimory In this proceeding is to respond to t.he 

direct testimony of Michael J . Majoros. represenling AT&T and MCI. 

regarding the economic lives used in BeiiSouth's calculation of 

universal service costs. 

· 1· 
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2 a. PLEASE REVIEW THE LIVES THAT BELLSOUTH USED IN ITS 

3 UNIVERSAL SERVICE COSTS CALCULATIONS. 

4 

5 A. The asset lives used in BeiiSouth'a universal service costs calculations 

6 were provided in Exhibit GDC-1 of my direct testimony. TheM bves are 

7 sup~"'fted by BellSouth's 1998 Florida Depreciation Study. which was 

8 attached to my direct testimony a& Exhibit GOC-2. These forward-

9 looking lives appropriately reflect the impad of rapid technological 

10 changes taking place in the telecommunications industry. 

11 

12 a. WHAT IS THE BASIS OF THE LIVES THAT MR. MAJOROS 

13 RECOMMENDS FOR UNIVERSAL SERVICE COSTS 

14 CALCULATIONS? 

15 

16 A. In general, Mr. Majo:os recommends that the projection hves 

17 prescribed by the FCC in 1995 for booking depreciation expense on an 

18 inters!.clte basis te used in universal service costs calculations 

19 

20 a. DO YOU AGREE THAT LIVES PRESCRIBED BY THE FCC ARE 

21 APPROPRIATE FOR THIS APPLICATION? 

22 

23 A. No. I do not. As I stated In my direct testimony in thiS proceeding. the 

24 lives cu"ently prescribed by the FCC. partiCUlarly for the technology· 

25 sensitive accounts. are much too long. Mr Majoros states In his 

·l · 
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testimony that the projection lives prescribed by the FCC are forward· 

looking. BeDSouth ber~eves that the FCC has not properly assessed 

the impact of technological evolutlon and increasing competition 10 

determine appropriate forwerd-looldng lives. 

As I stated in my direct testimony, BeiiSouth currently establishes Its 

own deprec:Stion rates for Intrastate purposes in Florida. under 

autr.:>rity granted by Price Regulation implementation. However. when 

the Florida PSC did establish intrastate depreciation rates for 

BellSouth, they were considerably more progressive than the FCC m 

determination of approprilte asset lives for depreciation purposes The 

Florida PSC hiator cally pretcribed Average Remaining Lives. not 

"Projection". economic lives as used in Bell South's BCPM study. 

However, projection lives corresponding to the Average !Remaining 

Uves last prescribed by the Florida PSC for intrastate depreciation 

purposes can be detennlned. and are shown in Exhibit GDC-4. 

BeUSouth's Depreciation Study, provided as Exhibit GDC·2 in my drrect 

testn10ny, provides detailed analylis to support forward-looking lives 

signifrcanUy lower than those pretcnbed by the FCC, particularly for the 

technology-sensitive aC4:0unts. 

ON PAGE 6 OF HIS TESTIMONY, MR. MAJOROS REFERENCES A 

STREAMLINED. SIMPLIFIED DEPRECIATION RATE·SETIING 

PROCESS DEVELOPED BY THE FCC. HE GOES ON TO SAY 

·3-
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THAT. WITH THE SIMPLIFIED APPROACH. "THE FCC REAFFIRMED 

2 ITS FORWARD-LOOKING ORIENTATION". WHAT COMMENTS 00 

3 YOU HAVE? 

4 

5 A. As described in my direct testimony, the streamlined process that the 

6 FCC set up as part of CC Docket No. 92-296 was intended to reduce 

unnecessary regulatO()' burdens and their associated costs. 

8 Simplification was not designed to assure forward-looking hvea. 

9 

10 a. MR. MAJOROS POINTS TO AN INCREASE IN THE DEPRECIATION 

, RESERVE OVER TIME AS EVIDENCE THAT FCC-PRESCRIBED 

12 LIVES HAVE BEEN FORWARD-LOOKING. HE STATES ON PAGE 9 

13 OF HIS TESTIMONY THAT "A RISING RESERVE PERCENT IS 

14 GENERALLY A POSITIVE SIGN THAT THE DEPRECIATION 

15 PROCESS IS WORKING WELL·. HOW DO YOU RESPOND TO HIS 

16 STATEMENTS? 

17 

16 A. As stated in my direct testimony In this proceeding, the fact that the 

19 reserve has grown over time is not an indication that the reserve rs at 

20 the a~propriate level. The critical Issue here is not just that the reserve 

21 has increased over the past few decades. The issue is whether the 

22 reserve has increased enough to handle retirements that will occur 

23 because of the dramatic paradigm shift in the telecommunications 

24 rndustry. 

25 
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MR. MAJOROS PRESENTS HISTORICAL RETIREMENT RATES TO 

OFFER "CONFIRMATION OF THE FORWARD-LOOKING NATURE 

OF CURRENT FCC PRESCRIPTIONS". HOW DO YOU RESPOND? 

Mr. Majoros focuses on histo~l data, just as the FCC has done an 

prescribing BeiiSouth'a depreciation lives. As stated in my direct 

~'!stimony, beiiSooth does not believe that simply looking at the past 

can possibly indicate whllt will happen in the future w1th equipment thai 

is sensitive to rapid changes In technology. 

MR. MAJOROS REFERENCES STATE COMMISSION ORDERS IN 

HIS TESTIMON'.' WHICH HAVE ADOPTED THE FCC'S 

PRESCRIBED LIVES FOR USE IN TELRIC CALCULATIONS. WHAT 

COMMENTS DO YOU HAVE REGARDING HIS STATEMENTS? 

While some state commlaaions have ordered that FCC-prescnbed hves 

be used. state oommissiona such as Missouri. Califomla, and Michigan 

have endorsed the use of economic lives similar to those used an 

Be"South's BCPM study. 

In January 1998the Michigc~~n PSC. In Docl!et U1 1260. modified 1 s 

earraer decision to approve FCC prescribed lives for use In TELRIC 

calculations. The Commission alated. ·on reconsideration of thib 

Issue, the Commlasion Ia persuaded that the asset lives proposed by 

Ameritech Michigan are mote forward-looking than those lhattho 

·5-
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Commission Initially adopted In the July 14. 1997 order. As such. the 

Commission concludes that they are more reasonable than lhe FCC 

prescription lives, which more closely resemble eo11t-based regulation 

than TSLRIC principles. The Commission agrees with Ameritech 

Michigan and the Staff that, in a more competitive environment. the 

development of new technologies and a greater sensHivity to 

customers' need can be expected to stimulate new Investment and 

hasten the obsolescence of eJCisting equipment." 

MR. MAJOROS ATTEMPTS TO SUPPORT HIS RECOMMENDATION 

OF FCC-PRESCRIBED LIVES BY NOTING ON PAGE 14 OF HIS 

TESTIMONY THE FOLLOWING QUOTE FROM THE FCC 

REGARDING TOTAL FACTOR PRODUCTIVITY CALCULATIONS. 

"WE CAN THINK OF NO REASON WHY INCUMBENT LECs 

SHOULD BE PERMITTED TO USE DIFFERENT 

DEPRECIATION RATES FOR DIFFERENT REGULATORY 

PURPOSES." 

WHAT OBSERVATIONS DO YOU HAVE AS TO THIS STATEMENT? 

Mr. f.1ajoros seems to be confused. BeiiSouth does nol propose to use 

something different here than for other regulatory purpOses. The lives 

used In BeiiSouth's BCPM Study are consistent with those used to 

determine the depreciation rates currently being booltud in Flonda lor 

intrastate and for external reporting purposes, 
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PLEASE SUMMARIZE YOUR TESTIMONY. 

Mr. Majoros recommends that lives prescribed by the FCC In 1995 for 

lnte111tate depreciation purposes In Florida be used In BeiiSoulh's 

BCPM Study. These lives are inappropriately long. particularly for the 

technoiogy·Mnsitive accounts The liVes provided In my d~re<:t 

testimony in this proceeding In Exhibit GDC-1 were developed by 

performing detailed analyses of each asset account These hves are 

appropriate for use in BeiiSoulh's calculation of uniVersal servoce costs. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. It floes. 

·1· 
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1 xa. COXI The neKt witness is Allen 

2 sovereign for GTE Florida. 

3 u. e&aWKLLI Mr. sover•iqn h~s ~th direct 

4 and rebuttal testiaony. and his eKhibits are AES-1 

5 through AES-7. We would like those marked tor 

6 identificatJ.on and inserted into the record, please. 

7 CDIUAII JOJIIISOJII His direct and rebuttal 

~ will be inaerted into the record ae though read . 

9 A~~-1 through 7 will be identified as Exhibit 4 and 

10 admitted without objection. 

11 (EKhibit 4 marked tor identif ication a nd 

12 received i n evidence.) 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

U . CMWILLI Th!!n!l you. 
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GTE FLORIDA INCORPORATED 

DOCKET S806K-TP 

DIRECT TESTIMONY OF ALLE.N E. SOVEREIGN 

I. INTROQUCDON 

1 u 3 

8 Q . PLEASE STATE YOUR NAME, AODRESS AND PRESENT 

9 POSITION. 

10 A My name ia AllenE Soveretgn. My business address is 1420 E 

11 Rochelle Dr., Irving, Texu 75038 I e.m employed by GTE as 

12 

13 

Manao«.Capital Recovery 

14 Q . PLEASE BRIEFLY DESCRIBE YOUR E.DUCATIONAL 

15 BACKGROUND. 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A I received a Bac:helor of Science Degree In Electrical Engtneerlng 

from Michigan Technological University, Houghton, Mtc:hlgan, tn 

1971 . I racelved a Master of Science Degree in Bustness 

Aa'ninislralion from Indiana Urwersrty, Bloo.mington, lnd111n11, In 1980 

I have attandecl OO&XMS in depreeialton and life analysis provided by 

Depraclatlon ProgrM~S, Inc , of Kalamazoo, Michigan. I have 1110 

attended and lnatrueted basic and advanced GTE course• in 

depreciation life analyals. 1 am a Senior Member of the Society of 

Depreciation Proftllionala. 

1 
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1 Q . BRIEFLY DESCRIBE YOUR WOJU< EXPERIENCE WITH GTE • 

2 

3 

4 

5 

6 

7 

A. I have wori<ed with GTE Companies 101' 24 years, With 17 of thosa 

years In the Deprea.tion study area. I have held venous posittons 

in Engineering and Conalructlon, Capital Budgollng, Marketing, and 

Product OcMIIopment. I was named Manager of Capital Recovery in 

February 1994. 

8 Q , WHAT ARE THE RESPONSIBIUTlES OF YOUR CURRENT 

9 

10 

11 

12 

13 

14 

15 

A. 

POSITION? 

I am responsible 101' the preparation, filing, and resolution of capital 

recovery at.udias fOI' GTE Telephone Operations and the 

determination of economic lives fOI' GTE. 

Q , HAVE YOU PREVIOUSLY TESTIFIED 

REGULATORY BODIES? 

BEFORE ANY 

16 A. Yea. I have tastifted before the Texas, New MeXICO. Alkansu, 

17 

18 

19 

20 

California, Washington, Oregon, Idaho, Illinois, Pennsylvania. 

Michigan, lndla'l&, South Carolina, Vtrglnla, Kentucky. Nevada. Iowa. 

Nebnlska, and Hawaii State Utility Convnin ions 

21 Q. WHAT IS THE PURPOSE OF YOUR TES11MONY? 

22 A. My testimony addraues Issue 4(a)-the dapreclalton rates that 

23 

24 

25 

should be Input Into the coat model chosan to determine the tost of 

providing blalc local 1&Mee. 1 Will rnt descnbe tho appropoeto 

methodology fOI' datennin1ng the dlproclation livos used in univarlll 

2 
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MtVic:e cost lludies. then recommend a set of Iivas to oe used in 

thoM cos. stud1es for GTE Florida Incorporated. 

4 Q. PL.EAS.E SUMMARIZE YOUR TESTIMONY. 

5 A. The economic lives GTE has been booking on a f1nancial reporting 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

~ llnc:a 19981hould be used in the cost models t.o calculate the 

coat of provlcMg basic local MfVioe. These economic hves are 

property baaed on a forward-look.ing approach. The economic 

depreciation melhodology ~ GTE's rec:onmendfod 

depreciation parameters measures the decline in an assers value 

from all causea, placing appropriate emphasis on competition and 

technological change. GTE believe• that th•s Comm1sslon has for 

some bme considered the changing talecommunicatlons environment 

when determining the proper recovery period of an euet Indeed. 

mlnY of the livea GTE proposes In this proceeding are the aarne as 

or almll• to thoM approved by the Commission for GTE aa ear1v as 

1992. Reliance on a hiatorlcol methOdology would bo a step 

bad<w•d for thla Commllllon and 1ncons1stent With the leglslatrva 

directive to determine forward-locking coats. 

21 II. EcONOMIC UVEI MUST BE USED IN FOBWAliP-LOOKING COST 

~ SJUWM 

23 

24 

25 

PI EASE DEANE THE TERMS " ECONOMIC UFE" AND 

" ECONOMIC DEPREC1ATION" AND EXPLAIN HOW THEY 

RELATE TO THE COST STUDieS IN THIS PROCEEDING. 

3 
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' Economic life' Is the period of time over which an asset Ia used to 

provide eco110111ic value to GTE 'Economic depreoation' is the I* 

arvun rate at~ the 0011 of ., asset can be recovered dunng the 

assers economic hfe Economic depreciation cen be expressed 

matnemaUcelty In 111 simplest terms as the amount of the original 

asset Investment divided by Its economic life. This quotient 

represenll an aaset'a economic depreciation 6XJ)8nse that must be 

reeovarGd arch year for the duration of that easel's economic hfe. 

10 Q. IS THERE AHY REASON TO DEPART FROM ECONOMIC. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

DEPRECIATlON METMODOLOGY IN THIS DOCKET? 

No. Hilloric:al1y. regulatOI'y CXliM1iAionl prescribed asset lrves based 

on the euumptions that thoro would be little or no ~titlon, and 

lhet tecMologlcallmovllllon would oontinue at a constant pace Tho 

opening of the local exchange mat1<et invalidated those bas1c 

aasumpUona. IU noted above, the eoonomlc life of an esset Is the 

period of time over which that asset Is used to provide econom1c 

value. 8oth i ICieued ClOfl'4)eiJIJon and technological change lhorten 

the period over wt1lch en auet witt prov1de economic value In a 

world where GTE was the SOle orovi<kK. it was able to keep old 

esaeta on the bool<a, even otter their ec:onomlc life had exp~rGd. 

because depreclaUon rates were based upon ottific:lally long asset 

tlvu. Basing depreciation rates on tong asset lives yielded lower 

depreciation rate• end a longer penod of time over who~ the asset 

was depreciated, Thu8 longer depreciation hvea helped atate 

4 
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commlaslons to keep COOIIXIllll' prices low T oday's 11181Ut 

environment-which will reduce the length of time over which GTE 

ITUII recover ita lmab I lid in en auet-fenderathe usa of artifiCially 

long auet Uvea in calculating daprecllltion expanse unaustainable 

GTE urgaa this Corumiasion to reject any suggestion that Florida 

mould UN en outdated, h1storical-basacl dapfaclat1on approach-

espac:ially when l"'lles the Corm\lsslon prascnbed for GTE as early as 

1992 darnonstmted more progressive thinking. 

10 Q. HAS THE FLORIDA PUBUC SERVICE COMMISSION (uFPSC") 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

STRICTLY FOLLOWED THE "TRAOITIONAL" METHOD FOR 

SETllNG DEPRECIA noN UVES IN FLORIDA? 

No. The Florida Commission has lor some time taken a more 

forward-looking eno lnnovat1ve approach, in conJUOCIIOO with 

t18ditlonal methods, In setting depfeciatlon lives Indeed, the FPSC 

historically haa not followed, but has been "ln·front· of the FCC In 

their analysis of appropnate dapraclation parameters Approva.l of 

GTE'a depledstlon ~in this case would further the FPSC'a past 

thinking 

2 1 Q, HAS THE FPSC ALREADY APPROVED DEPRECIATION 

22 

23 

24 

25 

PARAMETERS FOR OTE THAT ARE SIMILAR TO THOSE GTE 

PROPOSES IN THIS CASE? 

A. Ye1. AI oblerved In the attached Exhibit AES-1, many kay hve& 

eppi'Oiled for GTE by the FPSC.,. neatly the aame •• raquellad 101' 
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1 0 8 cost modal Input In the 1992 FPSC reprewlption f0< GTE, the 
FPSC appiOII8d o 10 year projection l~e fO< O>gital SWIIChlriQ, a 1 9 · 
8 year rda fO< Clfcu<t Equ<pment, 18.~ - 19 8 fO< Copper Cable end 
19.5 • 20.8 for Flbe< Cable. bated on GTE's Flonda·speCifoc study 

In GTE's1995 Florida-speCifiC study. GTE requetted retenuon of tho 
10 ye.-la. for 01g1tat SWitttwlg, the 8 year Ide for Corcu•t Equopment, 

and 20 yaw lives for the Fib« Cable IICXXlUI'IIS GTE requested • 
ahortenlng ell tho Copper Cable Acc:oo.rts to 15 - 16 years In the 
1995 aNdy. Before thet study wes reaolved, GTE begen to use 
ec:onomie depreciation parameters fO< c.lculating lnuastate 
depriCietiOn ~. 81 permitted by the 19951tl01118tiY8 fiiVISIOOII 

The oost aNdy in this doCket use• the 10 year l~e for O~grtal 
SWitd1irG. 8 ye.-life for Circutl Equipment. end 20 year lives fOt the 
Fiber Cable IICXXlUI'\IS approved by the FPSC In Oodtel No 92084-
TL One l~t difference, hOWever, 11 11\at GTE uses a 15 year 
life fO< the Copper Cable account•. at requested In GTE'• 1995 

21 Q. WKAT DEPRECIATION PARAMETERS DOES GTE CURRENTLY 

22 

23 

24 

2 

3 

5 

6 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

USE FOR INTRASTATE DEPRECIATION REPORTING 

PURPOSES? 

SinCe 1996, GTE has been boOking depreciation retes based on tho 
same ac:onomic deprociatlon panmetars •• requested 1n this docket, 

6 

1 0 9 end llhown in fJchibot AES-2, llltached. GTE also uset these 
depredatlon J)8IIIIIIDieR for fiNinCI* reportJng purposes 

Ill. THE INTRQDUCDON OF COMPEDDON REQUIRES THE USE OF 

Q. 

A. 

ECONOMIC li\IE:> 

WKAT FACTORS SHOULD THE COMMISSION CONSIDER IN 
APPROVING OEPBECIADON INPUTS FOR THE COST MODEL? 

The Commission lhould keep In mind lhat it has already approved 
depreciation lives that are, in many lnatanc:es, the seme as or tlmllar 
to the iiVet GTE proposes hera. Thera Is no plausible rationale fO< 
ravening to a leu progressive, atrldly hosiO<ical approach, which 
would be primarily a mortai11Y analysis with tfight ed,ustrnents for 
technological c:Nnge. Bather, competitive Impacts mutt be 
recognized In establishing the economic value of GTE' a as sols To 
1hia end, some 240 comperuas hold alatawide cenoficataa 10 op... a to 
as alternative toc:al axc:Nnge earners (ALECs), lncludong such 
companies 81 AT&T, Bell South. MCI, Time Wamat, W<nStar 
Wlfal-l..s, Biz-Tel, Amlritach. Metropolrten F1be<, lnlermadia, Cable 
& Wireless, TCG, Tallgent. end Wo<ldCom Full facmuas bypllu Is 
lleclar1q mOtB ala reality, not only through emerging technological 
developmenlt like wirelau local ~ end transm1111on llvough 
alaclric: lines, ld alto IIWough mega<ompe~tors ltke AT&T-TCI, end 
SBC-Amerltech. Compatltors will use not only copper twisted wve 
palra, bul also local wireless, coaxial c.ble, end u 18 eledrical wires 
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Into the home. The depl'eciation inputs approved in lh1s case must 

reflect ll .sse competitive considerations Indeed, economic 

depreciation based on competitive marl<et suet lives is the only 

approach consistent with the use ?f the fotward-looi<Jng costing 

principia the Florida Legislature has dictated. 

7 Q. ARE TMERE SPECIAL CONSIDERATlONS THAT SUBJECT GTE 

8 FLORIDA TO PARTlCULARL Y SEVERE COMPETTTIVE LOSSES? 

9 A. Yes. GTE's facilities in Florida a-e COIIC811ra1ed largely in the Tampa 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q . 

A. 

Bay Area, which has b6en a prime enlly target for numerous 

competitors. This geographic concentration increases compelltove 

risk, makJng GTE's Florida's operations partiaJiarty susceptible to 

devastaling competitive losses, 

HOW SERIOUS IS TME COMPETlTlVE THREAT IN GTE'S LOCAL 

MARKETS? 

Vety serious. The Teleootmlunlcatio Ad of 1996 has subs tanto ally 

eased enlly Into local marKets for competitors of all slzes. GTE has 

already exBQJied 59 interconnection and/or resale contracts With 

other finns. Resale IS a partlaJiarty quic:X and easy way for even 

smaller entities to olfer service More lmpo tantly, many of GTE's 

compet1tors Will be large, well financed and well estabhiM<I 

telflCOITWTll.l'liions c:ompanies-some of which may bypass GTE's 

network completely. For example, AT&T Chairman C. Michael 

Annstrong has emphasiZed tht local seMCe is a key aspect ot 

8 
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'Local service for consumers end businesses remains o top 

ptlorily for AT&T, as a key pat1 of its strategy to offer end-to

end communications services. 

AT&T Is actJVcly purJUiog eltemattve technologies f:or 

providing local service, Including mobile spectrum, f1xed 

wlreleas, broadband cable and power trensmisslon: 

(AT&T Company Press R'lease, January 26. 1998) 

On J\1'11 24, 1998, AT&T tool( a glantleap toward implementing this 

atrategy with the 81Vl0U1lC811\8tt that it would buy 'a gient TCI 

The slgnlflcance of the deal was Immediately apparent to analysts 

ano the industry. A CBS MatlultWatch repon noted thal 

'Since the passage of the telecommunications reform I'Ct in 

1996, tho company [AT&T) has been soekmg a way to enter 

the local phone marttet and bypass the regional Bella TCI, 

whose cable linea peas Into one-third of American homes. 

gives AT&T that missing link into the so-called last mile- the 

phone wiring Into AmeNcan homes a:ld busineiSes elmost 

entirely controlled by tho Baby Bells · we can deliver all of 

the teleoommunicetiona 181V1ces over one hne from one 

company" 10ld AT&T Chairman C. Michael Armstrong during 

o conference call with snatyats. ·wa must control the 

Atchited:ura· Armstrong nld on CNBC ·wo must oontrol 

9 
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access to our customer-a and we must control costs Thrs 

Investment with TCI Is really the begrmlng of a consumer

based facllltiea aervico.' • 

(CBS MantetWatch Media Report, June 24, 1998, "AT&T Buys TCI 

In S48 Billion Deal.') 

Since TCI operates In GTE'a Tampa terrtory, the AT&TITCI merger 

underscores the need 101' thi1 Commiu ion to al!irm the use or 

economic depfaciation principles that will continue to permit GTE to 

recover capltaJ Investments In 8CCOI"danoe with rnariutt reahttes 

12 Q. DOES GTE FACE BYPASS FROM OTHER SOURCES? 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. Yet. GTE competes With feeilttJes-based provrdHs-'fldud.ng ICt. 

MFSJWorldCom, MCI, WinStllt, AT&TITCG, Time Werner, e Sj)ll'&, 

and the City of Lakeland-even today. Bypass op4100s Will bec:omll 

lncreulngty mora convnon through enl4W0'00 tec:hnologtu such as 

Wftleu local loop opClOnS WlnStar. 101' instance IS a "Wtreleas fiber" 

company already operattng tn GTE'a m811<et As noted tn a recent 

Wall Street Journal article, 

"WlnStar lind other wlreleu aorvace companies could offer the 

giant Ball companies and GTE Corp. th11r most meaningful 

~in luring INi&y phone custornera to alternahva local 

aervlcu on e ma111ve acale • 

(Wall Street Journal, Nov 10, 1997, page 86) 

10 
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On May 7, 1998, WinStar announced that services were launched 

dunng the flflt four months of 1998 on seven merilets, !oclud•og 

Tanpe. (WtnStar press release, May 7. 1998, WinS tar Adds 7 N

ALEC Me11teta ') 

Tellgont Inc offera enothet example ol the c:ompetltJve threat of 

emerging tec:hnologtes Alex.; M8ndl. former AT&T President and 

roN Chalnnln end CEO of Tellgent Inc. recently stated: 

'It Is no aoc:ldent that the company AT&T deadod to buy to 

jt:.mp-st.n Its entry Into local marlteta wes Teleport 

Cclrmulalions ~. one cl the llwgesl cl the new faahtJes

blaed loc:el c:ompetttora. 

Compenln 111<8 Tehgent, WinStar, and BIZTal (now owned by 

Teleport) today are dellvanng new broad-band services 'IYilb 

ttc:h pkxay tba1 was I)Oiayti'oblo even a year or two ago 

By! QQIIlQ8lition Is QQITllog to tho local tolaphone madsot • 

(Wall Street Journal, Jon. 28, 1998, page A18 (amphasos adiled)) 

On JllllU8fY 28, 1998, Tahgent ~ the first ten ohas. 

including Itapo and 011ando. for full comme1 clal launch of fac:tht•es-

band COIM18(cl81 service over Ita own digital wireless networl(s in 

1998. N. the eama lima, Tatigant announced that'' had ordered ots 

fltll WI\ OMS--500 IWitc:hes (T ellgent press release. January 28. 

1998, 'Tellgent Annoln:el First Ten Cities for Cornmofclall...auncti 

11 
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In 1998.") In U t company's report of 1997 financial rasulls, 

Chllfman Mlndl emphasalld Tahgent'slocal 1'1\811(&1 strategy 

We era building the nec:euary foundation to suppon our 

eggraulve build out achedule We're deploying the moat 

advanced digital, local communications networks 1n tho 

c:ountty to bring real oompetltlon to the local rnar1(etplace. 

{Tellgent praas release, Mard\11, 1998, 'Teltgent Reports 1997 

Financial Ruulta, Setting the Stage fOt 1998 Market Entry.) 

Tellgent'slocel market assault prompted F0t1une mag112me to name 

TellgertCinl of Amelica's12 ·ooolasr companies The July 6, 1998 

Is- states: "Wall Slreet and industry pundita are gushing abou1 this 

fladgiln:~ talecan COf!ll*lY, which is buildtng a nationWide Wireless 

network to provide local phone &eMce.' (FOt1une Magazine, July 6. 

1998, ·cool Companiea1998.") 

Chairman Mandl responded: ·ro be reoognlzod as the only cool 

telaoom HrVic:es COIIli*1Y at a time when competitiOn m tho 

talacommunlcatlona Industry il explod1ng Is exciting fOt us. We've 

always known thll Tellglnt Ia bringing leading edge technology to the 

mar1o;atplace. Built's nice 10 be coot, 100 • (Tel~l Preu Release, 

JLne 17, 1998, •For11.n8 Magazine Names Tallgenl One of America's 

·coolest• ComJ*llas.'l 

12 
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Q , HAVE THE BELL OPERATING COMPANIES EXPRESSED 

INTEREST IN COMPETING IN GTE'S OPERATING TERRITORY? 

A. Yea. E ' Sc th and Amentech have been granted ALEC .._.us Ill 

Florida. Mega.mergers, such as the reoently announced sec -

Amaritech merger, pose a partiaJiar threat to GTE as an SeCg2 

press releaae makes dear: 

'The merger of SeC Communications Inc and Amentech 

Corp. Will create a ,_ company thlt will deliver 'ull 

oompetltlon to 30 mar1leta around the country while '::"Jrrlng 

~· competition in sec and Amentech'l respedive 

regions. 'This merger will lump stan comoe!hioo In local 

matkotl notionally hke nothing elsa has lo date' said sec 

chainnan and chief executive officer Edward E. Whitacre Jr. 

'This merger will add a new competitor to the industry that is 

capable of-and c:ommrtted to-providing tho full rcngo o: 

services, Including tpgaJ and long distance. to businosa and 

resldent!ll customers. This Will fulfill the splnt of the 

Telecommunications Act of 1996, w!Jic:!l enyjsloot!d brpad 

wrllllrtm across the country No other te!ecoovnunlcatlons 

company has committed to competong on this scale,' he aeld • 

(SeC preu ra'-aae, May 12, 1998. 'Full Competo!lon at the Hean of 

seC-Amentec:h Merger' (emphasis edded) ) 

SBC has commrtted to entaong 30 ,_markets under rts 'Natrona!-

13 
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1 Loc:al" llt1llegy • Among the,_ mar1c.ats listed Is GTE'a Tampa· St. 

• 2 Peteraburg mer1<et. 

3 

4 Q. COULD YOU PROVIDE SOME EXAMPLES OF HOW A CUSTOMER 

5 COULD LEAVE GTE'S LOCAL WIREUNE NElWORK FOR A 

6 COMPETJTOR'S LOCAL WIRELESS NElWORK? 

7 A Yes. In Februlfy 1997, well before the merger anuouncement. AT&T 

6 louted ill •pro,ect Angel." a revolutionary fixed wireless technology 

9 to carry high-speed digital oommunlcatiom to most households 

10 acrou the counlly at many trmes the capacity of traditional copper 

11 wire. This technology will give AT&T a new way to provide local 

12 service OVfK ita own fac:llitlea. This option would completely bypass 

• 13 the ILEC'a exlaling nelwofk, including Ike copper cable distribution 

14 netwon<. Even though AT&T is still in the trial phase of this prose<:t. 

15 other prov~ are building and implementing local wireless 

16 technology on a national scale 

17 

18 Wrralesl providers, suctt as WinStar and Teligent. are building e full· 

19 leiVice nationsJ local SW1td1ed telephone natworl< that can bring fiber 

20 quality service to foced wnlesa connectoons for high speed, dog•tel 

21 voica and data tnsnsmlsslons. Tlleae reliable wireless cira.nts take 

22 the plec:e of axlaling fiber optrc end copper commun•catoons Jines 

23 This fixed wiralats technology, in ~on with a provlde(a own 

• 24 awltch. oould complately bypall the JLEC'a oxlstlng nolw0f1(. 

25 
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1 Q, ARE THERE COMPETITIVE THREATS FROM FIRMS OTHER 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

A. 

THAN TEU:COMMUNICAnONS COMPANIES? 

Yes. Evolving ledlnologies will expand competition In ways that may 

not be lrrvnedlately obvious For lnstence, 8ntein's NotWeb 

COfM1U"'Ic8tlon has invented a • Digital Powerune· technology that 

allow. telephoue calls 10 Ira\ " ' over oloctnc hnoa. Ten utlhl!.s on 

Europe and Asia, with a combined reach of 35 m1llion homes, are 

already tefting the system. Northern Telecom, the big Canadian 

manufadiXer of telephone equipment, has joined N~b as a 

partner. SOma American power providers are considering their ov.n 

tests ·we ere certainly famlllar wtth the technology and are 

evaluating it," confirmed a spokesman tor FPL Group Inc.'s Florida 

Poww & l.igtt. 01 the 1500 inquiries NorwtSb has received about the 

system, one third were from U.S. companies. (Wall Street Journal, 

July 2, 1998, •Ga-ege rlflkering Y'~elds an Electnfylng Breakthrough.) 

16 Agatn, cornpetrtMt ltTeaiJ from all of lhasa sources-both tam1llar and 

17 emarging-llluWete the need for the Commission to adopt GTE's 

18 recommended economic lrves tor use 1n determ1n1ng baSic l8fVlC8 

19 costs In this cesa. 

20 

21 IV. PROPER WEJGHT IS GIVEN TO ALL FACTORS COt>\SiDEREQ IN 

22 THE QE!ERMINADON OF AN ECONOMIC LIFE 

23 

24 

25 

Q. WHAT FACTORS SHOULD BE CONSIDERED WHEN ESTIMAnNG 

THE ECONOMIC LIFE OF AN ASSET? 

15 
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1 GTE'a process lor estimating economic lives properly belonces 

• 2 tnldrtioncll cnteria with objective benc:hmal1ts end martult realn•es. 

3 Specifically, GTE (a) evaluates the criteria used to a.tablish the 

4 retnment lives of assets, (b) benchmaw GTE's selected lives With 

5 the lives used by olher telecormunlcations providers, the hves 

6 pretcrlbed by the FCC, end pertinent studies conducted by 

7 Tech11ology FubXes. Inc. iTfr). and (c) cons•dersthe effect that the 

8 evoMng ooh~peiHive marl<et will have on the economic lives of many 

9 of GTE's assets. 

10 

11 Q. WHAT ECONOMIC LIVES DOES THIS PROCESS YIELD? 

12 A. Tho economic lives that GTE has estimated lor venous key aasets 

• 13 are 1 o years lor Digital Switching, 8 years lor Circuit Equipment. 25 

14 years lor Poles, 15 years lor Copper Cable. and 20 years lor F1ber 

15 Cable. The economic lives or these asseta are most subject to 

16 change In 8 competitive and technologicalty evolv1ng enwonment 

17 Eatabllahlng the proper economic Iivas lor these aaaata Is critical to 

18 determining economic depreciation In 8 forward-looking cost study. 

19 A complete lls1 of GTE's recommended economic live a 1S attac:hod as 

20 Elchit>lt AES-2. 

21 

22 Q. Will YOU PU!ASE DESCRIBE THE ROLE OF TRADITIONAL 

23 RETIREMENT FACTORS IN ESTABLISHING ECONOMIC LIVES? 

24 A GTE nrat contldera the National A.saoclaUon of Regulatory Utility 

• 25 Commlstloners ("NARUCj desaipllon of rec:tora that cause property 

16 
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to be retired_ (Public Utility Oeprec!atjon Practj!jAS, National 

Astociation d Regulatoly Utdrty CommiSSI008fS. 1996, p 15.) Those 

include: 

1. 

2. 

3 

Physical Factors 

a Wear and tear 

b. Decay Of deteriOI'ehon 

c. Action of the elements and accidents 

Functional Factors 

A. 

b. 

e 

d 

e 

Inadequacy 

Obsolescence 

Changes '" art and todmology 

Changes In domand 

Requ~rameots of publtc authonlles 

f. Management dtscrehon 

Contingent Factors 

• 
b. 

CuualttM 01' dtaasters 

EJCtraordinary obs.ole~cance 

The NARUC factors, wtltch have tradtllonally been used to el1abi1Sh 

the retirement or physical life elq)GC~aney of assets in the 

telecomrnu'llcatio Industry, can provide some gutdanee rn 

estimating en 8SS61'a economic hfe, but only If they ore properly 

~edl to re11ec:t the llgniflc8nt roles competition and technological 

chlw1ge play in determining an auera IIOOIIOO'IC lrfe Specsficelty, the 

"Functional Factors" (Part 2 of lhe NARUC factors) ore senatttve to 

17 
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OOI'flPIIIitlon and technological change end ere given substantially 

greater weight .n establiShing the economic lives of GTE's assets. 

The weighting process Is reasonable tons1dar1ng tho 1ongsrand1ng 

lndultry rec:ognition that trad1tnlal methods for determining lives for 

8CXXll.rtl affected by technology and competrtron were not adequate. 

Most commisaiON, includ1ng this o.. made adJustments to the 

physical life Indications produced by h1stor1cal mortehty analys1s It 

would be a serious mlatake to underestimate the effect that 

competition end technologiCBI change Will have on an asset's 

oconomlc life 

DOES GTE USE EXTERNAL SOURCES TO CONFIRM ITS UFE 

ESllMATION JUDGEMENTS? 

Yn HIIVIng 1800QIItzed !hat tred111onal methods were nor adequate. 

GTE att.ompted to develop an economic hie model as early as the 

r:lld·1980's. However. It was soon evident !hat 1n a compellllve 

environment, GTE could not operate In a vacuum To help quantify 

our professional Judgment as to the appropnate hves for relephone 

plant, GTE reviews lndust,.y studios performed by TFI. includ1ng e 

GTE-apec:iflc analysis, enlltled ·Technology Forecasts For GTE 

Telephone Operations • We then use these lives as a 

·~· benctYnettt compenson With the lives used by other 

compen.es, both regulated and non-rogulaled. Wllh Similar types of 

telecommunlalllona aneta 

18 
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1 Q. WHAT DO TME TFI STUDIES RECOMMEND AS '(HE ECONOMIC 

2 

3 

4 

5 

6 

7 

8 

\1 

10 

11 

A. 

LNES FOR GTE'S ASSETS? 

The chart on Elctliblt AES-3, attached. compares TF ra recommended 

economic life ranges With the economic Iivas GTE uses 1n 1ts cost 

studies. TFI spoeiflcally addresses the appropriate hves to be used 

for OUiaide plw4 cable. oenlrel otlloo awitchlng, ~nd clrcull equopment 

accounts. as these are the accounts that ore most effected by 

c:hWlgeS in competition end technology. As the chart paints out, the 

r.- used by GTE for flfltWldal reporting, for intrastate reportong. end 

tor cost study inputs fall within the ranges recommended by TFI 

12 VI. GTE'S RECOMMENQEP LIVES ARE REASONABLE WHEN 

13 BENCHMARKEQ WITH OTHER TEl FCOMMUNICADONS PBOVJQEBS 

14 

15 Q . DID YOU DO ANY BENCHMARK COMPARJSONS OTHER THAN 

16 

17 

18 

19 

20 

A. 

TFIRANGES? 

Yes. We also benc:tvnarkod againsltho lives used by AT&T, MCI. 

and CATV operators, es well at the Regional Bell Operating 

Compenlot ("RBOCt"). 

21 Q . WHAT DID YOU DETERMINE USING BENCHMARK 

22 

23 

24 

25 

A. 

COMPARISONS wmi AT&T? 

Companng GTE's proposed CICOI'()r c Irvette the lives AT&T uses 

affords on excellent example or the reasonableness or GTE's 

0001100'1ic IIVOI In fad, GTE's hvot ora not as shOf1 as hves uaed by 

19 
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AT&T. (FCC Docket No. 95-32, In the Mauer of !he pcescdp!loo of 

Royjsod parcoatoges of Oepceciahon Memorandum Opinion and 

Order. January 31, 1995 ) The attached Elchibit AES-4 compares 

AT&r s tives With thosa roeorMleOded by GTE for the .toy accounts. 

AT&T uses 9.7 years for Digital Switching compared to 10 years 

recommended by GTE. AT&T use1 7 2 y~ars fO<" Circuit equopmont 

compered to 8 years recommended by GTE. AT&T uses 3.4 to 15 

yeara for Co.pper C..able compared to tha 15 years recommended by 

GTE. Ftnally, both AT&T end GTE usa 20 yeara for Fiber Cal:>le 

Lik8Wisa, tho lrvas AT&T uses for 1uppot1 asset accounts such as 

motor vabk:les, furniture, office and work equipment are Shonur than 

the lives GTE proposes. AT&T uses 6 6 years for motor vehicles, 

GTE proposes 8 years. AT&T uses 6 7 • 8 2 years for work 

equipment. GTE proposes 10 years AT&T uses 4 7 • 9 3 years for 

ol'fic:eequlpmeot. GTE proposes 10 years AT&T uses 56 years for 

furniture, GTE proposes 10 years. 

19 Q. WHAT WAS DETERMINED BY THE COMPARISON WITH MCI? 

20 A GTE'alrves are longer than lrves MC! uses Page 16 of MCI's 1996 

21 

22 

23 

24 

25 

annual repon alated: 

•The welghled average depreciable lifo of tha &Slots 

comprllino the comlllUOICIIIOOS syatem in SQCYICG 

approximates 10 years Furniture, fixtures and equipment are 

depraelated over a .veighted average lrfe of 6 yeara 

20 
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1 Buildings are depreciated using hves of up to 35 years: 

• 2 (MCI 1996 AnllaJal Report, page 16.) 

3 

4 Ear11er this year. MCI made the followmg statement: 

5 "The company periodiCally reviews end edyJSIS the useful lives 

6 assigned to fiXed assets to ensu e that depreciation charges 

7 provide appropriate reoovl!f}' of capital costs over tha 

8 esllmalec! physical and technological lives of the assets. The 

9 weighted 1M1f808 of depreciable life of the assets compns1ng 

10 the communications system In service approximates mne 

11 years· 

12 (MCI Communications Corporation Annual Repon, SEC form 10-K • 

• 13 dated April15, 1998.) 

14 

15 MCI has shortened the lives of its communications facihhes from 

16 epproKirnately 10 years to 9 years, while not changing tha loves for 

17 furniture. fiXtures and buildings. 

18 

19 GTE' a proposed Uvea are longer or similar to the loves used by MC I 

20 GTE proposes 10 years for switching and 1 5-20 years tor cable 

21 compared to MCI's 9 yeera. GTE proposes 10 years for support 

22 essetsluchas fumit\Ke and equ1pmer;t compared to MCI's 6 yea" 

23 GTE proposes 30 yeana lor buildings compared to MCI's up to 35 

• 24 years . 

25 

21 
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1 Q. WHAT WAS DETERMINED BY THE COMPARISONS TO LIVES 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

USED BY THE CABLE TV OPERATORS ? 

GTE'alrves are not as allOit as the livet used by Cable TV operators 

The FCC adopted a flexible range of hves to 1:41 used by Cable TV 

operators seeking to justify depreeidlon ratos In cost of service 

filings. (FCC MM Docket No 93-215, In co lmolementatoo of 

Sections of tho Cable Taleyitjon Coosymer pcotoctjon and 

Comptlitjoo Act of 1992· Rate Rooulatjon and FCC CS Docket No. 

94-28, In ro Adopt100 of a UnHoan Arxxu>l!oa System toe Pcoy.s1oo 

of Begulat&d Coble SeMce. Second Report and Order. First Order 

on Roconsidtratlon, and Further Notice of Proposed Rule Making. 

Jaruwy 26, 1996.) The useful lrves adopted for distribution facihtJes 

was 1 0 to 15 veers. Th1s range was developed from a statistical 

analytls of lives Cable TV operators use for the If own fiCihtJes The 

15 year economic lrfe for copper cable and the 20 year hfe for f1ber 

cable selected by GTE are not as short as the lives wtthin the FC:C 

allowed range for Cable TV d11tnbuloo f1C1ht1es Add1honally. the 

IIvas GTE proposes for aupPOf1 assets IUCh as office furn1ture and 

equipment, vehides, and bu1ld1ngs are rea50flablo when compared 

to the FCC allowed ranges for Cable TV operators The FCC range 

for office furniture and equipment is 9-11 years. whld1 comperes 

favorably to GTE's proposal of 10 years for those a<::ooc.6111 The FCC 

canoe for velliclos and eQUIPflll(lt ll 3-7 years. whld1 11 a.honor than 

GTE'I proposed 8-10 years. The FCC canoe for buildings Is 18-33 

years, which c:ompares favorebly wrth GTE's proposal of 30 ya8C11. 

22 
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1 Q . ARE GTE'S ECONOMIC LIVES SIMILAR TO THE ECONOMIC 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

A. 

LIVES IDEN11F1ED BY THE RBOCa? 

Yes. The RBOCs' economic lives ere, like GTE's, wilhin the ranges 

ldentrfl8d by TFI The attadled Emibit AES·5 compares the lrves the 

RBOCs published in their FAS-71 .JMOUnCements with the lives GTE 

proposes. The lives used by the RBOCs for linallCial report1ng 

puposes ere of panic:ular nerest because they Will most likely be the 

lives they use for depreciating out-of-franchise Investments mede In 

the Tet11111 Bay area. SBC-Amentech, for example, plltls to ptO\'de 

"fuul resldlntial and busineu aeMces' In the Tampa Market (Tampa 

Tribune, May 14, 1998, 'Phone Deal Could Jang.le Local Market' ) 

BeiiSoulh has declared its intent lo offer local phone service In the 

Tampa Bay area (Tampa Tribune. October 15, 1997, 'BeiiSouth 

Seeks Shere of Region ' ) II~ be obviously unreasonable to use 

depreciation inpu\1 for GTE that are Ionge( than those uaed by GTE's 

c:ompetltOfS. 

18 Q. HAVE ANY OTHER COMMISSIONS DETERMINED THAT 

19 

20 

21 

22 

23 

24 

25 

A. 

BENCHMARKING IS A VIABLE METHOD TO ASSESS THE 

REASONABLENESS OF GTE'S PROPOSED LIVES? 

Yn.. Tha Missouri Public Service Commission recenUy commented 

on benchmarking for ;>urpoaee of establishing depreciation rates to 

be IAmz.d In GTE'• TELRIC oost atudtea staling 'Stall believe• !hot 

benc:tvnllf1dng GTE TELRIC rates against those booked for flnenc.al 

purpoMI of hkaly c:ompelltOfS and other romparuas uslflll s11111lar 

23 
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1 2 6 

technologies Is epproprillte and Ia tho best method to determine if 

GTE's TELRIC rates pass the muster of reasonabtenuss • The 

Mlssocxi Steff chose 19 or the largest IXC, Cable TV. Cellular, CAP, 

and PCS companies to benc:hmatl( against and found that tho 

depreciation rates used to calculate GTE's TELRIC rates were at the 

bollom or aocond from the bottom of the list and wore s~gn1foeantly 

lower than aeveraf companies in aimllar industnes The M11sour1 

Order noted: "This is the most significant factor to Staff's belief that 

GTE' a Pfopc sed depreciation rates are reasonable: (Cue No TO· 

97-63, Mlasovri Public Service Commlu ion F1na1 Arbitration Order, 

July 31, 1997, Attachment Cat p. 77·79)) 

VII. OTHER STATE REGULATORY COMMISSIONS HAVE ENDORSED 

GTE'S ECONOMIC LIVES 

Q . 

A 

HAS ANY OTHER REGULATORY BODY APPROVED THE 

ECONOMIC LIVES PRESENTED HERE? 

Yea The Califorrlla P\.CIIC Ublrty Cornrnlwon ("CPUC1 endorsed the 

usa or the sama ec:onom1c lives presented here. excepl that the life 

approved lor copper cable'' one year le6s than requested These 

lives were orclefed to be used 1n e recent cost study ruling 

(California Public Utilities Commlnlon Decision No D ~1. 

Augual 2, 1996, In Rule Making R93-04-003. I 93-04.002) The 

CPUC concluded that the econormc hvas used by GTE and Paetfic 

Bell ror external fll18nciat reporting were the appropnate forward· 

24 
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looking liYes for cost stud1e1 The CPUC reJected the 5Ug08Stton by 

AT&T and others that FCC-prescribed hves ere forN&rd-looklng 

4 Q. WHAT DID THE CPUC SAY ON THIS ISSUE IN THAT 

5 PROCEEDING? 

6 A In Its declslon, the CPUC commented as follows· 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

'We 81180 With Pac1fic that the schedules formally adopted In 

the represaipbon prooeedlng reflect the previous peredlgm of 

the regv~ted monopoly environment, end so are difficult to 

justify In a cost study lhatlookJI forward to an enwonmentm 

v.tlictl th8!e 11 local exchange competrtton We also see httle 

ment In the Coahtton'l ortg1nal wggesllon that we use FCC 

schedUles Those schedules also renect 'the preVIous 

paradigm'. Moreover, they are based on d1tferen1 

assumptions and applied 1n different ways than our own It 

also seems to be the case. hOwever. thai PaCJflc Is now using 

lhasa ldledutes in fll\8nclal reports 11 IS required to file. and 

thus for purposes of these cost stud1es. the schedules elso 

appear consistent With generally accepted accounting 

princlplet The schedules also aP',J88! realistic for a firm 

having to operata 1n a competitive enVIfonment. as PoCJfic Will 

soon have to do. Accordingly, we will approve their use In th1s 

proceeding • 

{!g. at page 52. (The Coall•lon referred to includes AT&T, MCI, 

California Cable Talavlst<.n Auociatlon. and tho Cahfom•a 

25 
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20 
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a. 

A. 

Q. 

A. 

1 2 a 
Association of Long Distance Came,., amor.g others )) 

DOES GTE USE ECONOMIC LIVES IN ITS CAUFORNIA COST 

STUDI.ES? 

Yes. The CPUC ordered GTE to use economic lives as well, stotong 

'We rind GTEC's arguments to :,a persuasive, end will 

therefore order GTEC to modify the doprociation rotes 

used In the cost studies 11 has submitted only to the 

extent of the eight technology accounts .... • 

(ld. at75.) 

HAVE OTHER STATE COMMISSIONS ENDORSED THE USE OF 

ECONOMIC LIVES? 

Yes. Both the Michigan and Missouri Public Service Commissions 

have adOpted GTE's recommended economic depreeiallon 

parameters In adopting the economic lives presented here m 

Florida, the M1uourl Commlu ion stated 

·statrs goal hal been to reeonmeo ld depr~atJon rates based 

on parameters that GTE is hke ly to experience for final'lCial 

putpOsea 10 es to fully roeover 1ts long·Nil cap1tal costs 111 a 

timely fashion • 

(Case No. T0-97 -63, Mluourl Public Service Comm111ion Filla I 

Arbitration Order, Issued July 31, 1997, Attachment Cot 76,) 
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The Mictligan ConvniGslon ltkewi118 approved the use of GTE's 

dCOI tOmtC lives'" a February 25, 1998 ord« exphatly re)Odtng 

AT&T and MCI proposals· 

·ore proposes to reduce tts asset hves •n 

a=rdance with their economic lives .... The 

Staff's view Ia that GTE's proposed asset lives 

are largely consistent with a forward-looking 

approad18nd are reasonabte .... The Commission 

ftneb llllll GTE'a p1 oposal related to depreciatf()(l 

is appropnata for TSLRIC purposes.. The 

Comml&aton futthar finds AT&TIMCI's proposal 

to be insufficiently fOtWard looking for purposes 

of a TSLRIC study • 

(Michigan Docket No U-1 1261, Febru&i)' 15. 1998, Order. 

Section d.) 

VIII. FCC PEPREC!ADON RANGES ARE OUTQATEP 

19 Q. SHOULD THE FCC'S AUTHORIZED OEPREClA TION PARAMETER 

20 

21 

22 

23 

24 

25 

RANGES CONTROL THIS COMMISSION'S DECISION? 

Certainly not This Commlaalon dtd not follow FCC parameters tn 

GTE's 1992 depreciation daclaion. The rationale for rejecting FCC 

ranges hat, alnoe then, become only stronger GTE dtacussea the 

FCC's parameters hofe only because it expects that AT&T. MCI. and 

pemaps others, may recommend FCC ranges to thiS Convntu•on 

27 
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Q. ARE THE FCC DEPRECIATION RANGES FORWARD-LOOKING? 

A No. Particularly 1n the wake of the Act, the FCC's prescribed lives 

are outdated, In need of revision, and cannot be considered forward · 

looking or reasonable In today's teleCOIMlUOicahon's envarorvnent 

Even the Federal-Stele Joint Board (wtl1ch Is to assist the FCC in 

developing forward-looking cost calculations) has recommended 

depcedation lives signi(IC8lltly lhotter than the outdated FCC ranges 

The ~CC i tself has listed depreoatlon as an item tor possible 

elfminat1on In the 1998 biennial rev1ew. FCC CommiJS1oner 

FU"Chgolt·Rolh has referred to the FCC depredation procedures as 

relics and outdated, and has urged the Commission to etimlnato 1ts 

r..des and regulations regard1ng depreoatoon 

15 Q. WHEN WERE THE FCC DEPRECIATION RANGES DEVELOPED? 

16 A The FCC ranges were developed from a statiStical sampling of hvas 

17 prescnbed In lha 1990 • 1994 tlmaframe, prior to tho adoption ot the 

18 Telec:orTm.nic:et Ad ot 1996 Thus. they can hardly be construed 

19 as fcxward·looking an 1998 

20 

21 Q . DOES THE FCC RECOGNIZE THAT ITS DEPRECIATION 

22 PROCEDURES NEED REVISION? 

23 

24 

25 

Yes The FCC reoognlz:.et tllat 1ts depreoatlon rules need to be re

examined to renect the post-Act telecommunications market 

environment, and lntonds to issue a notice of proposed rule meklng 

28 
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Q. 

A. 

1 3 1 
to fLnher examine the Commission's depreaallon rules (FCC Order 

97 157, Federal-Stale Joint Board on Universal Service. adopted May 

7, 1997, page 140.) In the Access Charge Reform Proceeding, the 

FCC acknowledged that the ongoong evolution of the 

telecommunicahons Industry may well require the FCC to revose ots 

prescription molhoda, or posalbly dosconlinuo deproclallon rete 

prescriptions altogether. (FCC Order 96-262. Access Charge 

Reform, adopted May 21, 1997.) 

HAS TliE FCC, IN FACT, IDENllAED DEPRECIATION AS AN ITEM 

FOR POSSIBLE ELIMINATION? 

Yes. The FCC Staff has released a list of proposed proceedongs to 

be initiated as pert of the 1998 blennoal revoew. The revoew os armed 

at eliminating or modifying regulations that are overly burdensome ()( 

no longer aerve the p..tllic interest Depreciation has been Identified 

as an rtem that the CommossiOn wtll consider lor ehmrnabon in thos 

review. (FCC Repor1 No GN 98-1, Feb 5. 1998) 

AI. least one Comnisaioner has already cast Ns vote to eliminate FCC 

depreci8tion represcripbOnS In a statement issued on January 30 

1998. FCC Commissioner Harold Furchtgott-Rolh commented 

•1n today'ainc:reaslngly competitive onvlronmont, there shOuld 

be no need for the Commlaalon to continue to dictate, oven 

tiV'Ough revised streamlined procedures. depreaabon rates or 

the factor• that may be used to COITlj)IJte such rates ... .l urge, 

29 
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and speclfteally encourage parties to request, that the 

Commlssic"' use this year's bii!Mi81 review to ehmlnate ats 

rules end regulations regard1ng depreoahon expenses.· 

(FCC Order 98-11, Jan 30, 1998, separate statement by 

Convniasioner Furchtgott-Roth ) 

IX. CONCLUSION. 

9 Q . PLEASE SUMMARIZE YOUR TESTIMONY. 

10 A. Traditlonal historical methods of estabhsl11ng deprecietlOO lrves are 

11 

12 

13 

14 

15 

16 

17 

18 

19 

not fOfW8rd..looklng, end thus lfe inappropriate for use in forward· 

looking cost model• The lives GTE proposes are based on a 

forward-looking approach They propefly cons1der evolving 

technological and compelillvo lectors likely 10 affect GTE Florldo's 

operations. GTE't proposed hves are reasonable In comparison 10 

111e financial reporting lrvea of GTE'f actual and poient1el compe111or1. 

~ include Cable lV opef8lors and telecommumcallona p· dora 

like SBC, Bell South, AT&T, TCI, and MCI. 

20 Q, DOES THIS CONCLUDE YOUR TESTIMONY? 

21 A Yes. 

22 

23 

24 

25 

30 
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GTE FLORIDA INCORPORATED 

REBUTTAL TESTIMONY OF AllEN E. SOVEREJGN 

DOCKET NO. 880816-TP 

1 3 3 

6 Q . PLEASE STATE YOUR NAME, ADDRESS AND PRESENT 

7 POsmoN. 

8 A My name Is Alhtn E. Sovereign. My business address Is 1420 E. 

9 Rochelle Or., Irving, Texas 75038. I am e~loyed by GTE as 

10 Manager-Capital Recovery. 

11 

12 Q. DID YOU! SUBMIT DIRECT TESTIMONY IN THIS DOCKET? 

13 

14 

15 

A Yea. I submitted direct teatlmony In this doc:kel in support or GTE's 

economic depteeialion input paremeters on August 3, 1998. 

16 Q. WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

17 A I will comment on the direct testimony or Michael J. MaJOros Jr., 

18 

19 

20 

21 

22 

23 

24 

25 

submitted on behalf or AT&T Comm.onlcallons af the Southam States. 

Inc. and MCI Tel&coiMiunlcatlons Corporation. 

My rebuttal teallmony emphasizes that the Florida Public Service 

Commiulon \FPSC") has hlstoric8lly led the FCC In lhe depreciation 

area. While the FCC itaalf has, for aoma lime, recognized the needl 

t.o reform Ita depreciation policiaa, it hes lagged behind this 

Commlaalon in implemonllng changes. Contrery to Mr Majoros· 
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assertions, existing FCC depreciation parameters ere not forward· 

lookklg and are not appopuate for Input in fOIWifd-looking anai)'Hs. 

4 Q. DO YOU AGREE WfTH MR. MAJOROS THAT THE LIVES USED IN 

5 COST STUDIES SHOULD BE FORWARD LOOKING? 

6 A. Definitely, yea. As Mr. Mljoros points out, the ;:cc clearty states the 

7 

8 

PI OS* lives to be UHCS ere f01W81'd looking, economic lives 

t' 

9 Q. DO YOU CONCUR IN MR. MAJOROS' CLAIM THAT THE UFt: 

10 RANGES ESTABUSHED BY THE FCC ARE FORWARD 

11 LOOKING? 

12 A. No, ablolutely not. There are a number of reasons ~ we believe 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

that the FCC ••10" are not forward.looklng The most tethng reason 

Is that a numbef of fOIW8fd·looklng commlaslona have preacnbed 

livea much lhorter tMn the FCC rangea. Including the FPSC As 

stated In my direct teatlmony. California, M1chigan. and M111ouri 

oonc:luded that the llvea presented by GTE were reasonable, forward 

looking. and 11 ibsaquently ()(dared their use 1n cost stud•es As l 

expllln later In lhla testlmony, the FCC Itself daaalbed the rangoa Mr. 

Majoros UMI only as a means to simplify the dapreciatlon process, 

they were, theo efola, developed usang a sampling of hlstoncat 

depreciation reprascrlpllons. Forwerd·looklng analyala was beyond 

the ~cope of that development, and therefore was not oonsiderad 

2 
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Particularly In the wake of the Act, the FCC's preteribed lives are 

outdated, In need of revision, and cannot be conaldered fOIWBrd

looking or reaaonable in today's telecommunication's em4ronmonL 

The FCC itMif has alated depreciation prewiptloru as an Item for 

possible efiminatlon in the 1998 bi&l''llaf review. FCC Commiu ioner 

Fll'Chgott-Rolh has referred to the FCC depreciation procedures as 

relics end outdated, and has urged the Commission to eliminate ita 

rules and rw~ulatlona regarding depreciation. 

10 Q. HAS THE FLORIDA PUBUC SERVICE COMMISSION FOLLOWED 

11 

12 

13 

14 

15 

16 

17 

THE FCC FOR SETTlNG DEPRECIAnON LIVES IN FLORIDA? 

A. No. A$ I diacussed in my direct teatimony, the Florida Commi11100 

has long tii<Mia rruc:h more forward-looking and IMovatrve approacn 

in setting dlpfeciation Uvea. Indeed. the FPSC htltoricalfy has been 

•;n-tront• of the FCC Ill 1ts analyais of appropriate depreciation 

parametera. 

18 Q. HAS THE FPSC ALREADY APPROVED DEPRECIAnON 

19 

20 

21 

22 

23 

24 

25 

A. 

PARAMETERS FOR GTE WHICH ARE SIMILAR TO THOSE GTE 

PROPOSES IN THIS CASE? 

Yes. Again, u I dlacusled In my d irect testimony, and as observed 

in Emiblt AES.S (Yhlich la en update of Emlblt AES-1, attached to my 

direct testimony), INIIlY kay fives approved 101' GTE by the FPSC 

yeers ego ere nearly the aama as requeated for cost model Input. 

GTE has been permitted, by statute, to use economic depreciation 

3 
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Iince It bea"ITIII 8 pri~p carrier In 1996. Evan so, In GTE's last 

deplec:llllon ~In 1992, the FPSC apptOYed pojecbon Ide 

plrWT1el8tl for GTE that Win shorter than the FCC's It is my behef 

thlt the FPSC did not comlder the FCC life paremetera fOIWard· 

looking In 1992 (Docket No. 920..!84·TL). Yet Mr. Majoros os 

l'l()()jiooiiOding the FPSC take 8 step bllckward end use certain FCC 

parameteR that are even longer than the FPSC peremetera In the 

1992 cae. 1-or~e. Mr. Majoros recommends the FCC's 1995 

Digital Switching pc-ojec:tlon life of 16 yeara, compared to the 10 year 

poojectlon life ~bed for GTE In 1992 by the FPSC. 

12 Q. DOES GTE USE TliE SAME DEPRECIATION PARAMETERS 

13 

14 

15 

16 

17 

18 

19 

20 

21 

RECOMMENDED IN TliiS DOCKET FOR BOTH REGULATORY 

INTRASTATE DEPRECIATION REPORTING AND FINANCIAL 

REPORTING PURPOSES? 

Yes. Aa I dlaoosaect In my direct tesUmony, GTE has, since 1996. 

been booking depreclaUon rates baaed on the same economic 

depreclltlon peremetera as utilized In the cost study, and shown in 

Exhibit AES-2 to my direct testimony. GTE usea these seme 

deprecletlon pa ametera fOI' f!ll8nclal raportlng purposa.s. 

22 Q . MR MAJOROS CLAIMS TliAT A GROWING DEPRECIATION 

23 

24 

25 A. 

RESERVE SIGNIFIES ADEQUATE DEPRECIATION LNES. DO 

YOUAGREI!? 

No. In fact. Mr. M&P"o• claims Clat because the reaerve Ia growing, 

.. 
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• 1 deprec:iatJon liv,. rnlg'lt avon be too lhort (Majoros Direct Testimony, 

2 ~ 9). 1111 bftildll i 10 lhlt IOtniOt'le with Mr. Majo(os' experience 

3 would make a nalvt atatement nOfiTlally attributed to a novice In 

4 depredatJon analysis The 1968 NARUC manual characterized the 

5 reserve ratio •test'" aa Inadequate even then. statlog that it was 

6 popular at a Ume When there was no plant growth end unchanging 

7 total pier-. dollln in service. The 1968 manual f\.wther states that the 

8 reserve ratio test has llmlted applicability and is not an adequate test 

9 of hllt()(k;al or folwwd looking clepreclaUon rates. (Public Utili ty 

10 Depreciation Practices. National A11oeiation of Regulatory UUbty 

11 Commiulonera, 1968, p. 20:2.) There Is no mention of tha reserve 

12 ratio test In the curent edrtion (1996) of the NARUC manual ~Mr. 

• 13 Cl.rringl\lm Of BetiSouth explains, (Cunningham Direct Testimony. 

14 page 14) no conclusions about the adequacy of depredation lives can 

15 be drawn from the growth of the depreclatton reserve. To oonclude 

16 that the lives .. adequate or should be shortened is potentially 

17 dangerous. In fBCI. the depreciation raaerve may not be growing fast 

18 enough in the technology Mrniltive accounts to compensate for the 

19 avalanche of ratlremanta that will ocx:ur as a reault of technological 

20 change. 

21 

22 Q. DO YOU HAVE AN EXAMPLE OF AN ACCOUNT FOR WHICH THE 

23 RE8ERVI! WAS GROWING BUT NOT FAST ENOUGH? 

24 A. Y11, the Florida Analog Switching Equipment Acc:cult Is a good 

• 25 example. N can be tean on Exhibit AES-7, tho Florida FCC 

5 
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depl eciat:ion ,.._ for this acc:ount grew from 22% In 1981 to more 

than~ In 1988. Using the Majoros logic. one could mlsilikenl)l 

c:onclude ttllllhe lives~ too lhort dUd to the growing reserve. In 

rebospecl. the reserve should have been about 80% In 1988 to 

prepare for the IR.Ibstanlial retiremen'- about to occur. 

7 Q . WHAT IS THE IMPACT OF 'fflE FAJLURE TO ANnCIPATE 

8 TEctiNOLOGICAL CHANGE? 

9 A. The eval8nche ot retirements In aNiog lwitchlng equipment caused 

10 

11 

12 

13 

14 

15 

16 

17 

16 

a large depreciation reserve deficit The FCC attempted to 

compenute by IUbltanllally lncreaalng the depreciation rate, but 

even a ~old lnctaaae waa not enough to prevent the large 

,.._ defldt. Today. there Ia auffldent evidence that this scenario 

may reoccur In the copper cable and other technology son&itive 

aocounta. So the pivotal question becomes whether the reserve Is 

~fat enough to reflect the wave of retirements that Will occur 

due to e changing tadlnology. 

19 Q. SHOULD THE FCC'S Alffi40RIZED DEPREQAOON PARAMETER 

20 

21 

22 

23 

24 

25 

A. 

RANGES CONTROL THIS COMMISSION'S DECfSION? 

No. Mr. Majoros' testimony foruseas prinopally on the FCC':a 

depreciation policl8J end praetlcea, lhua giv1ng ahort lhrlft to lhl a 

Cormllulon'1 thHdng In ttU... GTE believes lhil foous should be 

,.....,MCf, wfth the~ on~,_ bMn .nd lhould be done In 

Florida. Thorl ll no I"Hton, and no4hlng in any FCC OrcleB, that 

6 
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• 1 require• thla Commission to reverse the forward-looklr.v path It has 

2 eatabllahed in the depreciation araa. Aa I have not.ed, this 

3 Commiuion did not follow FCC parameters even In GTE'a 1992 

4 depledallon decision. The FCC prescribed parameters for AT&T In 

5 1995 that were nearly the same aa the FPSC preaaibed for GTE In 

6 1992. The rationale ior rejecting FCC ranges just continues to 

7 beeom8 stronger. 

B 

9 Q. WHEN WERE THE FCC DEPRECIAnON RANGES DEVELOPED? 

10 A The FCC 111/1081 were developed from a atatlatical aempling of lives 

11 prescribed In the 1990-1994 time frame, prior to the adoption of the 

12 Ad.. Thus, they c:.n hardly be oon&INed ea forward-looking In 1998. 

• 13 

14 a. WHY WERE THE FCC RANGES ESTASUSHED? 

15 A The FCC ranges were established simply to streamline the FCC 

16 depredallon represaipllon process and promote paperwori\ redu<:tlon. 

17 The FCC objedlve was not to develop ec:onomk: depredatlon rates for 

18 forward-looking cost studiaa. The FCC stated: 

19 Our objective was not to Change depreciation rates. but to 

20 s1reamline the process used by the Cornmln lon to prescribe 

21 those ratea. 

22 (CC Dod<el No. 92.296, Second Report and Ordllf. Simpllficatlon of 

23 the Depreclllllon P~ Pnx:eu, released June 24, 1994, para. 

24 24.) • 25 
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Q . WAS THE INTENT OF THE FCC RANGES TO ESTABUSH 

FORWARD-t.OOKJNG OEPRECIATlON PARAMETERS? 

A. No. 'The FCC ~ emphasized that the FCC ranges were simply 

e complletlon of historical repreaaipllons. stating 

In dila ••lng the 111f1081, meny of the commenters recommend 

that we consider otn« methodologies, criteria and dllta In 

estlbll~ the IW'Igel. For example, the LECa atate that we 

should oonskSer forward-looking data rather than hlstorjcal 

data. ... theM IAUCII ere beyond the IOOp8 of thia!Ofcler} 

(CC Docket No. 92·296, Third Report end Order, releaaed May 4. 

1995, pig& 6,) 

Q. HAS THE FCC SINCE THEN RECOGNIZED THE NEED FOR 

SUBSTANTlVE REFORM OF ITS DEPRECIATION POLICIES AND 

PRACncES? 

A. Yes. 'The FCC Ccmnlalon Staff has releaaed a list of 31 propoaed 

pnxaecflllgt to be lnltllled a part of the 1998 biennial review The 

review is aimed Ill elmn.tng or modrfywlg regulations that are overly 

bu'densome or no longer I8IV8 the publiC interest Oepreciatlon has 

been identified a en Item that the Comml11lon will consider for 

elimination In thla ~. (FCC Report No. GN 98-1. released 

Febn.laty 5, 1998.) 

The FCC '**Illy reported progress on the 1998 biennial regulatory 

review. In en August 8 r.port. one of the items for lldlon wu 
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•eliminatlor or atteemlining vllrioua ruin prescribing depredation 

rates for common~ ... • (1998 BieMial Regulatory Revaew

Review at Depreciation ReqUtremenll fOI' Incumbent Local Exchenge 

c.rien, CC Dkl No. 98-137, NPRM, FCC 98-170 adopted July 22. 

1998, FCC Report No. GN 98-11. ~ust 6, 1998, FCC announces 

~ PfOITUI on 1998 blemlal regulet01 1 review.) Although the 

FCC's Notk:e of Proposed Rulemaklng has been Internally adopted, 

it had yet to be publicly released at the time thi1 testimony was filed . 

10 Q. HAS THE FCC GNEN ~y FURTHER INDICATIONS OF ITS 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

COMMITMENT TO REFORMING ITS OUTDATED DEPRECIATION 

POLICIES? 
I 

Yu. " II noted In my direct t~atimony, at least one Commissioner 

has alfiNCiy cast his vote to eliminate FCC deprocletloan 

repre1criptlona. Bact< In January. FCC Commlasloner Harold 

Ft.n:htgott-Roth lilted· 

In todlly'alncreaslngly competltive anvirorvnent. there should 

be no need for the Commiulon to continue to dadate. evan 

~ reviMd lu..nllned procedures. depreciation rate: Of 

the r.dorllhll may be used to compute such retes .... I urge, 

and speeiflcally enoourage partie~ to request, that the 

Commlaoion use this year's bleMiel revlow to eliminate its 

rule• end reguletlona regarding depreciellon e)(J)8nses ... 

(FCC OfOet 98-11 , edopled January 30, 1998, Comml11ioner 

FurchtgoU-Rolh luulng e Hp.Mate atatemenl) 

9 
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1 Q . PLEASE SUMMARIZE YOUR TESTIMONY. 

2 A. FCC ~ lives ere not fO!Wllfd-iooldng and ITMt be re,eded 

3 

" 
5 

6 

7 

8 

9 

by this Commllllon. The FPSC hal historically led the FCC In 

~ deplec:iatlon lives. end lhou1d not now ec ...pt Mr. MajoroJ" 

sug~11tion to follow outdated pwametBB that the rcc ltulf wtllllkety 

diaavow. The llvet prenntod by GTE are reasonable. and agree 

wl1h the f~ng philosophy of this Commlulon end the 

Legl.tature'a dlrectlve to detennlne fOfWBI"d.looklng costa. 

10 Q . DOES THIS CONCLUDE YOUR TESTIMONY? 

1 ~ A. Yes. 

12 

• 13 

• 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

10 
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