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P R 0 C E E D I N G S 

(Transcript follows in sequence from 

2165 

3 Volume 18. 1 

4 COMMISSIONBR DEASON: One further 

5 qU48t i on. Ignoring for the moment that there's 

6 argument that basic service doesn't pay its own way, 

7 if we just aseume that right now basic service is 

8 paying ita own way, am I to conclude from that then 

9 that 32 cents of every customer's monthly bill is to 

10 pay for those that don't their bills? 

11 THB KITNBSS: Yes , bir , baaed on that 

12 argument. Assuming that it covers all the revenues 

lJ 

14 

15 

16 

aseigned to that item , that would be true. 

COMMISSIONER DEASON: Has BellSouth has 

this been a hietoric number that baa kind of held 

constant through the years, or has there been some 

17 recent change? 

18 THE KITNESS: r•m just trying to remember. 

19 I've only had experience with it for just a couple of 

20 years, and I have seen it fluctuate some . Beyond 

21 that, I don•t know that tar back . But it does vary 

22 some by years. 

23 COMMISSIONER DB~SON: How does th i s 

24 compare -- do you have any idea how this compares to 

25 other companies in Plorida or other companies 

ACCORATB STENOTYPE REPORTERS, INC . 
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216 6 

TRB WITNESS: I'm afraid I don't know 

COMMISSI ONER DEASON: Olcay. Thank you. 

5 one other. Has there been auy change in 

6 BellSoutb •a deposit policies in the last few years? 

7 TRS WITNESS: No t in the last few . I 

8 thinlc they've been fairly constant for the last couple 

9 of years . 

10 COKMISSIONBR OBASON: l t just strikes me 

11 that's s large amount to ask other customers to pay 

12 for those that don ' t pay, and it looks to me like 

13 

14 

15 

aometbing•a wrong, that perhapa that io just what io 

accepted in the industry and is considered fi ne . I 

don't have a feel for t hat . That's why I was asking 

16 you bow it compares to others. 

17 THE WITNESS: And I ' m sorry . I haven't 

18 seen the others. 

19 

20 

21 you. 

CHAIRMAN JOHNSON: AT&T? 

MR. HATCR: I have a few questione. Thank 

22 CROSS EXAMINATION 

23 BY MR. HATCH : 

24 0 Good =o rning, Ms . Caldwell . I'm Tracy 

25 Hatch. I'll be asking you a few questions on behalf 

ACCURATE STBNOTYPB RBPORTBRS, INC. 
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of AT"T . 

A Good morning . 

Q You are the witness f or BellSouth who 's 

responoi ble for all of the inpu t s to the BCPM in this 

pruceeding ; is that correct? 

A Yea, sir, the uaer- ad juotable inputs. 

Q And one of t he user- adjustable inputs would 

be your switching discount. And t hat number is 

proprietary. but it is ehown on page 257 of your 

Exhibit DDC-1; ia that correct? 

A That' s correct. 

Q Ia that number a mixed rate between new 

switching and growth s witching? 

A Yea, whore there io a different discount. 

some of the switches , for instance. the Northern 

Telecom normally baa just one diecount that •o not a 

difference between replaceme nt and growth, which is 

o ne of the ones we used. The other one is Lucent, and 

it doea have a differenc e , and it•a a meld . 

KR . HATCH : Madam Chairman, I'm going t o 

band out some documents. rheoe documento ore 

documents provided to ua in discovery by BellSoutb. 

The y consist of some highly proprietary confident i al 

information ~xcluaivol y to BollSoutb, eo I'm going to 

do my very boat to avoid e liciting any information 

ACCVRATB STENOTYPE REPORTERS, INC. 
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l that's contained in them that's proprietary. And I 

2 want to make sure and give BellSouth's counsel an 

3 adequate opportunity if it looks like I'm straying 

4 somewhere to jump i n . 

S MS. WRfTR: All right. 

6 Q (By Mr. Hatch) Have you bad a chance to 

7 look over the first four pages, five pages of that 

8 document yet, Mo. Caldwell ? When you're done , let me 

9 know. 

10 

11 

Oklly. 

MR. HATCH: This may get ltind of 

12 complicated, Madam Chairman. but could I have this 

13 

u 

15 

16 

17 

18 

l9 

document that I just banded out markec for 

identification, please. 

CHAIRMAN JO,BNSON : It 'a marked liB 74. 

HR. BATCH: And the short title would be 

BellSouth Switch Vendor Contract Extracts. 

CHAIRMAN JOHNSON: Could you oay that 

again? 

20 MR. BATCH : BellSouth switch Vendor 

21 Contract Extracts. This is just pieces of 

22 information. It's not the fu l l contract. 

23 CHAIRMAN JOHNSON : Okay. 

24 (Exhibit 74 marked for identificatlon.) 

25 TRB WITNESS : Okay . 

1\CCURATS STBNOTYPE REPORTERS, INC. 
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BY HR. HATCH: 1 

2 0 Now, with respect to the discount that ia 

3 on p age 257, I believe, of your DDC-1, could you turn 

4 to the third page in from the beginning of the 

5 document tha t I hande d you? 

6 COMM ISSIONER CLARK : Tracy. you•..:e not 

7 &peak ing loud enough . Is it the third page? 

8 MR. HATCH : My apologies . I'll try and 

9 apeak louder. 

10 OOC-1 , page 257, the proprietary version, 

11 shows BellSouth'a switch vendor discount that they 

12 used for running their BCPM <:alculations. And if you 

13 look a t tbo third page in on the document that I 

14 handed you . I'm goi ng to be asking her a couple of 

15 questions comparing the two . 

16 

17 

COMMISSIONER CLARK: Comparing what ? 

loi:R. HATCH: Comparing page 257 of DDC-1 

18 with what's on the third page of the document that I 

19 banded out. 

0 (By Mr . Hatch) 20 

21 

22 

23 

24 

25 

discounts oet forth in the 

A Page --
0 May I approach 

A The fourth in, 

0 'tea, ma•ae. 

Do you see the growth 

document tiaat I banded 

the witness ? 

page 9 ot 19? 

ACCURATE STENOTYPE RBPORTBRS, INC. 
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MS . WHITE: It's the fourth page in. 1 

2 Q (By Mr. Hatch ) It is the fourth page in. 

3 My apologies. It's 9 of 19. I didn ' t mean t o confuse 

4 you. 

5 

6 

A 

Q 

Okay. I'm with you. 

Now, having reviewed this doc~ment, does 

7 this appear to be a BellSouth switch vendor contract 

B with Lucent Technologies? 

9 

10 

A 

Q 

Yes, it does . 

Now, if you look in the upper right-hand 

11 corner, would this be the most recent contract t hat 

12 BellSouth would have with Lucent? 

13 

14 

A 

Q 

TO the best ot my knowl edge, iL would be. 

Now, if you look down at paragraph C on 

15 page 9 of 19 there and look at those growth diacounts 

16 -- do you see those? 

Correct. 17 

1 8 

A 

Q Each of those growth d iscounts are higher, 

19 meaning a better discount, than what's put f orth in 

20 OOC-1; io that correct? 

21 

22 

23 

24 

25 

A I'm 

these numbers. 

switches, under 

percentage. If 

down one, two, 

t rying to be real 

No . If you look 

"Growth Discount 

you look on page 

three, four . And 

careful not to soy 

on 257 in OOC·l, 5B 

Rate. • there•o a 

9 of 19 under c. come 

1 don't II. now it 1 can 

ACCURATE STENOTYPE RI!PORTBRS, INC. 
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1 read the worda beaide that , ao I won't. But that 

2 number correaponda, and we uaed that number baaed on 

3 information from our 'witch purchasing individual&. 

4 MR. BATCH : May I aak a quest ion o f 

5 Bel ... south • a counsel 1 Do you oee where •·e are on that 

6 document? 

7 MS. WRITS : The one you handed ou~? 

8 MR. HATCH: Yea , ma 'am, paragraph C . 

9 MS . KRITB : Yea, I do. 

10 KR . BATCH: Do you aee the dates under 

11 paragraph C? 

12 MS. KRITB : Yea, I do . 

13 

u 

15 

MR. HATCH: Are thoue propr ietary? 

MS . KliiTB : 

MR . HATCH: 

Yes , they are . 

Oka y . 

16 0 (By Kr. Hatch) Ka . Caldwell , d o you aee 

17 the date on the firat line? 

18 A Yea . 

19 0 That is a f orward -looking date ; is that 

20 correct ? Aa of the •• 

21 A I'm a o r ry. 

22 0 A• o f tbe time the cont ract waa entered 

23 into. 

24 

25 

A 

0 

Yee. 

Okay. I ' m trying •• tbia is getting kind 

ACCUUTI STBIIOTYPB RIPORTBRS, IIIC. 
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ot complicated. 1 

2 A I know, and I ' m trying to be real careful, 

3 b ecause I'm real bad to eay th~ numbers, and I'm --

4 0 Tbe discount shown the re for growth ia 

5 blgber tban the growth discount that you show on page 

6 257 ot DDC-1; ie that correct? 

7 A I agree with that atatement, but you hove 

a to look down farther . The other dates are oven 

9 farther into t he future . And the words I couldn't 

10 read beside the percentage explain why I believe we 

11 

12 

13 

14 

15 

16 

told to uae tbat number . 

0 Now, if you take the second line down, 

which ie a further out date, that discount is even 

higher than the previous date, which is still higher 

than the growth rate in DOC - 1 ; ia that correct? 

A Yea, in terms ot relationship . My 

17 explan~tion would be tbe aame, it you look farther 

18 down. 

0 And i ff you look at the next line d own, 

20 which ia a date even further out, that discount tor 

21 growth ia atill higher than the growth discount rate 

22 shown in OOC-1? 

23 A That is true. I think it's significant 

2 4 that that number ia leaa than the tirat t wo linea in 

25 the contra ct. And 1 atill get to the point , you ha•• 

ACCVAATI STBKOTYPI a&POIT&RS , I5C . 
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1 

2 

to look at the next number down and the words beside 

it. 

3 0 And those words are a particular conotraint 

4 on tbe contract performance; would that be a fair 

5 characterization? 

6 A I wouldn't tie it to juot the contract 

7 per. ~rmance, but also maybe company needo . But, yea, 

8 I mean , in terms of -- it io a conatr• il t . I would 

9 agree. 

10 0 And the only way that your discount would 

ll match the discount in DDC-1 would match the 

12 discount on the fourth line down is if certain thingo 

13 

1 4 

15 

16 

17 

18 

didn't happen; is that correct? 

A Yea. 

0 Now, you•re using those certain things not 

happening as the basis for your discount ? 

A Yea, we're using that assumption . 

0 What ia the pro bability that the criteria 

19 in tho fourth line down will occur? 

20 A I cannot give you a number. All I can say 

21 is that the conversations that we had with our 

22 indiviauala in the switching environment that handle 

23 theaa contracts aaid that wo uld be the moat probable 

24 number for us that would occur, oc we ohould use that 

25 in our study . 

ACCURATE STENOTYPE REPORTERS. ItiC. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

0 So the m~at probable occurrence ia where a 

10 

11 

12 

13 

sequence of events pursuant to your contract are n't 

going to happ en that you aesume will happen in order 

to get the other better discounts? 1 Know that's 

complicated, ancS 1 wish we could do this anor.her way. 

A Well. I think in terma ot ~nat you oaicS, 

tha t woulcS be a true statement. But I think you also 

have to recognize that this discount ie not that bacS. 

I mean, this is a good discount in relationship to --

0 But it ie not the beot discount that you 

are eligible for purauant to thio contract, is it? 

A Pursuant to thio cnntract. And let me 

c mphaoize that this contract boo aomo requircmcnte on 

14 the number of lines you purchase and place and all of 

15 that, and these higher numbers represent like the beat 

16 things that could ever occur . 

17 0 Just for the growth portion? 

18 A This is just the growth , that•a correct. 

19 0 Now, lot•o go over to the first page of 

20 that document. Do you oee there in paragraph 7 the 

21 reference at the top right-hand corner to page 8 of 

22 19? Do you see that? 

23 A Okay. I'm on page 8 of 19 . Can you give 

24 me the reference again? t•m sorry. 

25 0 Okay. Page 8 of 19 , which is the first 

ACCURATB STENOTYPE REPORTERS , INC . 
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1 

2 

3 

page of the document as I handed it out, paragraph 7. 

A Paragraph 7. Okay . 

0 That gives you a number that is not a pure 

4 discount, is that correct, in terms of a percentage 

5 discount? 

6 A No, that is not a percent discount number. 

7 0 And it is f or a switch·replacement? 

8 A Yes. it is. 

9 0 Okay. When you run your SCIS model, when 

10 i t calculates a price per line, would the price per 

11 line cal culated by SCIS ae you have used it as an 

12 

13 

14 

15 

16 

input to BCPM calculate a number higher o r lower than 

that number in paragraph 7? 

A I'm trying to follow your question. 

0 Okay. 

A All right . I think the answer is yes, but 

17 let me explain what's in there , and then we'll see if 

18 that if tbis lays down . 

19 

20 

0 

A 

We'll sec where i t gets us. 

Yea. because it's really bard not to say 

21 t~ese numbero. 

22 The inputs to BCPM that we uue are baaed on 

23 tbe regression analysis, but BellSouth did run SCIS to 

24 get our inputs to that regression analys is. So thaL ' s 

25 what I guess we're talking about, right. the S --

ACCURATB STENOTYPB REPORTERS, INC , 
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1 okay, the SCIS runs that generates numbers . 

2 The SCIS rQnS are not based just on 

3 replacements. They are based on a meld of growth jobs 

4 and replacements. And the reason we do that is, this 

S cones~~ of this networ·k dropping from the sky and 

6 being there today, that•o just nol realistic . I mean, 

7 even if you could do that, tomorrow you've got to have 

8 growth . so we use a meld. so our numbers from the 

9 meld relationship is going to be higher. 

10 But there's another driving factor that you 

11 don't oven see bore. This number cannot just be 

12 assumed to be everything . There are other items that 

13 

14 

are not necessarily included in the number that's on 

this page that•o in the handout. When you run SCIS, 

15 you have to include other things such as taxes and 

16 transportation, so we include those items. 

17 And also, if you look at -- I've actually 

18 looked at some jobs in. some other states whel:e we had 

19 not this number, but the previous contract to this one 

20 that had a similar number. And if you look at that 

21 re l ationshi p, by the time the job is actually 

22 finished , you get the switch in. you get all the line 

23 modules, you got it up and running -- and I'm not 

24 talking about talco labor : I'm just talking about 

:a s vendor prices that we pay -- get all the trunk lines 

ACCURATE STENOTYPE REPORTBRS, INC . 
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1 established, you will find in many cases it can be two 

2 to three times what this number is. 

3 So you have to - - you can't just take this 

4 number •t face value . You•ve got to l ook at what it 

5 physic ally -- absolutely everything it inc-udes. 

6 0 Al l othe r things be i ng equa l , this is a 

7 lower number than what you have used in your BCPM 

8 calculations to give you your s~itcb investment: is 

9 that correc t ? 

10 A That is correct, and I believe I explained 

11 the reasons why. 

12 

13 

l4 

15 

16 

17 

18 

1!1 

20 

0 Now, let•a go over tc page -- the next page 

over. lt would be page 1 of 10. paragraph 1. 

A Oltay. 

0 No w, thia is for new owitches; io that 

correct? And t hen there io a plice for new switches? 

The f irst aen t ence, paragraph 1 . 

A For a certain type replacement new switch, 

yea. 

0 Right. And if you u£ed that number in your 

21 BCPM calculations, that nu~ber ja lower than what 

22 BellSoutb hao used in ita BCPM ca l culations, io that 

23 correct, all other things being equal? 

2' A That is the same. My explanation would be 

25 the same . 

ACCURATB STBUOTYPE REPORTERS, ltiC. 
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Q TUrning over to the fifth page in. that 1 

2 

3 

4 

5 

would be a Nortel price sheet; would that be correct? 

A Yes. 

Q Now, Nortel does their pricing in a 

different way than Lucent 1 would that be a fair 

6 characterization? 

7 A Yes. Pardon? 

8 Q As you described earlier, Nortel does it a 

9 different way from the way Lucent does it? 

10 A Yes. 

11 COMMISSIONER CLARK: Excuse me. What page? 

12 The fifth page in? 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

MR . HATCH r It's the fifth page in, and 

it's a Nortel --

COMMISSIONER CL.ARK: Got it. 

0 (By Mr . Hatch) Now, do these numbers 

appear to be Nortel'a numbers f or BellSouth'e contract 

purposes? 

A Yes. 

0 Now, if you look at - -

MR. HATCH: May I ask BellSouth's counsel a 

question? Would the line aize designations talking 

about a particular category be proprietary? 1 

24 understand. I'm juot trying to be careful. 

25 MS. WHITS : I would have to say yea . 

ACCURATE STENOTY PE REPORTERS, INC. 
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1 0 Turning over to the fifth page in. that 

2 would be a Nortel price sheet; would that be correct? 

3 A Yea . 

0 Now, Nortel does their pricing in a 

5 different way than Lucent; would that be a f air 

6 < dracterization? 

7 A Yea. Pardon? 

8 0 Aa you described e arlier, Nortel does it a 

9 different way from th&. way Lucent does it? 

10 A Yes. 

11 COMMISSIONER CLARK : Excuse me . What pa g e ? 

14 

13 

The fifth page in? 

MR. HATCH: It'a the fif th page in, and 

14 it •a a Nortel •• 

15 

16 0 

COMMISSIONER CLARK : Got it. 

(By Hr . Hatch) Now , do these numbero 

17 appear to be Nortel•o numbers for BellSouth'a contract 

18 purpoaea? 

19 A Yea. 

20 0 Now, if yow look at --

41 HR. BATCH : May I aak BellSouth's counsel a 

22 question? Would the line size designations talking 

23 about a particular category be proprietary? I 

24 understand. I•m just trying to be careful. 

25 MS . NBITB : I would have to aay yea . 

ACCORATB STRNOTYPB RBPORTBRS, INC. 
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BY MR. HATCH: 

0 Okay. If you start at th~ bottom of the 

1 

2 

3 

4 

5 

line count column, line size, and you count four up. 

A 

0 

Okay. 

Is that a typical switch size for line 

6 coun ts? 

7 A I'm juat trying to think about the 

8 different si r es . I mean , that would be one of the 

9 awitcbes we deploy. I'm not aure it would be the moat 

10 -- the one that we deploy the most. I don't know 

11 that. But it is a switch we deploy. I would have to 

12 look at the Florida data to see that, and I don't 

1] 

1 4 

15 

16 

remember right off . 

0 would you happen to have an idea abou t an 

average Nortel switch size? 

A No, I'm a f raid not. I would have to look 

17 at the data. 

18 0 Do you know whether th~ numb~re in the far 

19 right -band column were the numbers us~d by BellSouth 

20 in ita BCPM calculation•? 

21 A Okay. can you repeat the qu~stion? I 

22 wanted to get --

23 0 Right. Juat looking at the far right - hand 

24 column, tboae numbera, were thoe~ th~ numbers that 

25 B~llSoutb ueed in ita switch calculatio ns for DCPM? 

ACCORATB s•BNOTYPB RBPORTBRS , ISC . 
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Were those the input values? 

A I guess I ' m a little bit confused here, 

because the way SCIS works, you don't input thio 

number. What you have is, you have a material table 

that you apply the discounts on 257 to . 

Q Does SCIS calculate a price per line? 

A It'e not onu of the normal outputs. You 

can meld -- you oan run a opecial report and dv some 

melding based on linea and calculate that number. 

Q Baaed on the SCIS that you used in this 

11 proceeding to generate an input to BCPM, was that 

12 number higher or lower than the numbers in the 

13 

lt 

15 

16 

right-hand column generated here? 

A That number ia higher . But let me just 

Q Than the ones you used as an input? 

A Yea, but let me just clarify. The number I 

17 remember in mind io the number that ' D the meld of both 

18 the SB and the DMS, oo it would be higher. 

19 Q So you used essentially a weighted average 

20 between DMS and Nortel switches? 

21 A Baaed on --

22 

23 

24 

25 

Q I mean Nortel and Lucent awitchea . I'm 

aorry. 

A Baaed on the deployment in Florida, yea. 

and the planned deployment for the rc~lacernenta, yea . 

ACCURATE STBNOTYP B RBPORTBRS, INC . 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

0 Did you happen to run any calculations that 

would show your switch investment if you ran just 5Bs? 

A Oh, we •• we have the calculation for the 

SS switches. We did not rerun the whole State of 

Plorica with only 5B switches, because we would always 

deplov at a minimum of two vendors . 

0 If you•re talking about a forward-looking, 

least-cost network designed from the ground up and 

built from scratch, could you get a least coot by 

10 running one particular switch type? 

11 A Not in the long run you couldn't. If you 

12 tie yourself down to one vendor , it doesn't work . 

13 They no longer become least cost. 

14 0 Did you make a run, or have you ever made a 

15 run looking at just what it wou ld cost if you used 

16 Lucent switches, SEa, for example? 

17 A No t for the entire state. 

18 Q or for Nortel switches? 

19 A Not for the entire state. 

20 0 When you say not for the entire state. have 

21 you ~one it for any particular territory? 

22 A No. Whal we've done is run where SBs are 

23 deployed now and plan to be in the future, and then 

24 the same analysis for the OMS lOOs. 

25 0 Okay. Would you turn over past these 

ACCURATE STENOTYPE RBPORTBRS, INC . 
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1 contract pages a nd look at -- in the upper right-band 

2 corner you •11 see Bx.bibit D handwritten in. This 

3 would be page 1 of l in the center of t he bottom . 

4 

5 

MS . WHI TB: B as in boy? 

MR. HATCH: B as in boy . I mean, D as in 

6 dog is the exhibit number, but it•o past the contract 

7 pages. It's a s eries of spreadsheets. 

8 THE WITNSSS: Could you repeat that? You 

9 s aid Bxhibit D? 

10 MR . HATCH: Up in the right-hand corner it 

11 has hand,.,ritten in it Sxhibit o . 

12 THB WITNBSS: Yes, I'"e got that. 

• 13 MR . HATCH: Okay. 

• 

14 THB WITNBSS: Page l of 1? 

15 MR. HATCH : Yes. It ' s actually 1 of 2 

16 where I am at the bottom. 

17 

18 sorry. 

19 

20 0 

TRB WITNKSS: Okay . That's right . l'm 

MR . HATCH : The print is kind o f fu~:y. 

(By Mr . natch) If you look at the 

21 right-hand column where it says "Lucent Contract 

is 

22 Investments,• do you see the investment amount there, 

23 and the n total engineered l i nes per switch ? 

24 A Onder the Lucent contract? 

25 0 Yes, unde r the Lucent. 
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Yes, I see those two numbers. l 

2 

A 

0 And then you see the contract price that we 

3 talked about earlier. Do you see that? 

4 A Yeo. 

5 0 Then it you look over et Nortel, you'll aee 

6 a •imilar comparison. 

7 A correct. 

8 0 Now, if you look at the far right-hand 

9 side, do you see that investment per line number? 

10 A Yea. Hine is kind of cut off, bu~ I thin k 

ll I -- I can read the first three digits pretty well . 

12 0 That investment per line number is higher 

13 

14 

15 

16 

17 

18 

19 

20 

than the investment per line number that you would get 

for either the Lucent contract o r ~he Nortel contract 

price; is that correct? 

A All right. 

0 under BC --

A 

0 

A 

The far right-band number -· 

The far right-hand number. 

is higher tttan the number under Nortel 

21 an~ Lucent. 

22 0 Right. No~. let me · · that's a correct 

23 statement; right? 

24 A Yea. 

25 0 Okay. Now, in the far right-hand column, 
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1 that's BellSouth's BCPM weighted investment if you 

2 assume 100 new linea . Would that look like an 

3 accurate number? 

4 A (Examining document.) 

5 0 Okay. Let•a juat do it thia way. Do you 

6 have th• inveatmant per line for your weighted 

7 

8 

average? 

A I have a pretty good idea what it is. I 

9 don't have it vith me, but generally I know what it 

10 is. 

11 

12 

13 

14 

0 Okay. The number in the right-hand column, 

is that pretty cloae to wha t your weighted average 

number is? ID it higher or l ower than that number? 

A It's in the neighborhood of that number, 

15 yeo. 

16 0 so your weigbted average number is 

17 aignificantly different than the investment per line 

18 uaing Nortel or Lucent baaed o n the prices in your 

19 Nortel and Lucent contracts; would that be correct? 

20 A I'm sorry . I'm petting a little loaL 

again 

If I'm underatanding what you're saying, 

23 this number ia higher beoauae it is a meld ot 

24 switches. 

25 0 Right. 
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A All right. And I would agree with that, 

but I think I've clearly aLated why you have to have a 

meld of switches. Remember, theae contracts are 

generated with BellSouth with the knowledge that we 

have more than one vendor in the State of Florida. 

Well, i . this particular case, in the whole United 

States. 

0 Now, it you ran BCPM based on the input 

switch values that you used, assuming new linea only, 

no growth, just assuming new , then would that number 

11 be the number in the right-hand column? Does that 

12 look like an accurate number? 

13 

14 

15 

16 

17 

18 

l9 

20 

21 

22 

23 

24 

A I'm oorry. 1 don •e know where these 

numbere came from, eo l'm having some difficulty 

there. I mean, we didn't generate t hese numbers. ao I 

don't know how you calculated them . 

0 Okay. You may not have the sufficient 

backup information in front of you . If you look at 

the Lucent column, and you see the first column under 

tho big Lucent heading . 

A Uh-huh . 

0 lt eaya • switch Investment . • 

A Oh·huh. 

0 Now, dooa that look like an appropriate 

25 amount of switch inveetment tor BellSouth tor Lucent, 
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• 1 based on total e ngineered linea, baaed on the price in 

2 your contract? 

3 A All I can say about t h a t is, if you taka 

4 the investment line you have hera and the engineered 

5 lines that you have hare and made a calculation, it 

6 1 .,>ears that it would be the number i :" your first 

7 column. : would not agree that that is rap~aaantativa 

8 o f the Lucent vendo r charge to BellSouth for placing 

' o f switches . I t ia simply if you assumed you replaced 

10 all those linea with a new switch, which I think I've 

11 explained is not realistic. 

12 Q Right . 

• 13 A And alao, it•e not t he total coot . Thoro 

14 are things that you don' t have. aut I do agree with 

15 your calculation. 

16 0 Okay . 

17 HS. WRITS: I'm going to object to any 

18 further questions along this pag e , and p ossibly t he 

1' next one, f rom the standpoint that -- I assume this 

20 was an exhibit that AT'T put together, and 

21 He. Caldwel l has not been given the baaia of where the 

22 number& came from or how it waa p ut t ogether, but 

23 ahe's baing asked to agree with it. so I'm not quite 

2 4 aura how aha c an diaagrae or agree when aho baa no 

25 inf ormation about h ow it waa put togethe r . 

• 
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1 MR. HATCH: She iu free to agree 01 

2 disagree. 

3 CHAIRMAN JOHNSON: What was that. 

4 Mr. Hatch? 

5 MR. HATCH: If Mo . Caldwell can't agree, 

6 then she can't agree . 

CHAIRMAN JOHNSON : If you ' re looking at 7 

8 

9 

those numbers and you're confused and you don't know 

the basis 

him that. 

and don't feel that you can respond, 

THE WITNl!SS: Okay. 

MR. HATCH: No further questions 

CHAIRMAN JOHNSON: Is that all? 

MR. HATCH: I'm done. 

CHAIRMAN JOHNSON: Staff? 

on 

tell 

this . 

10 

ll 

12 

13 

14 

15 

16 MR. COX: Good morning, Ms. Caldwell. Will 

17 cox on behalf of the Commiusion Staff . 

18 

19 

THE WITNESS : Good morning. 

MR. COX: Before I begin, Chairman Johnson, 

20 I would ask at this time if we could mark for 

21 identification an exhibit. ~be exhibi t bas the 

22 identifier DDC·2 on it. I t is tho deposition 

23 transcript and Late-filed Deposition Exhibit Nos . 1 

2' through 6 of Ms . Caldwell. 

25 CI~IRMAN JORNBON: It will be identified as 
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1 75. 

2 (lilxhillit 75 marked for identification.) 

3 MR. COX: Thanlt you. 

4 CROSS BXAMIN~TION 

5 BY MR. COX: 

6 0 Hs. Caldwell, for the purposes of the model 

7 .nputs that BellSouth has put forward in this 

8 proceeding, is it correct to say that the telephone 

9 plan t index, or the TPI, as it•a ltnown . is only used 

10 by BellSouth to adjust current dollars, whether they 

11 be for expenses or for investment. for inflation in 

12 

13 

u. 

the future? 

A Yea, the TPis. B~t I would lilte to say 

inflation or deflation. 

15 2 Just so I'm clear, what exactly is the 

16 tele phone plant index? 

17 A Tho telephone plant indices that we uoe are 

18 account specific . The:y indicate the price change for 

19 material that will be anticipated. 

20 In our particqlar study, we used three 

21 yeara, so each one of them is year over year. We use 

22 -- if you loolt at a '!18, '99, 2000, you would have a 

23 TPI that would show the price change from '97 to '98. 

24 '98 to '!19, and '99 t o 2000. And what we've done in 

25 our atudy is, instead of using all three of them, we 
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tried to hit a midpoint o f the time frame, and we :ook 

the three n~mhera and straight averaged them. So you 

bad one TPI that would bring it to a representative 

midyear of t hat period . 

And it io applied to material . That's the 

one we used 

0 And it's not used for replacement purposes. 

is it? 

A could I get you to define replacement? 

0 Does BellSouth use the TPI to calculate lhe 

replac-.ment coat of existing investment? 

A No . We use it to rake a material -- excuae 

me. a current material price off of a price list, and 

then expand that out a time frame . 

0 Does BellSouth use any other type of index 

to adjust ita actual numbers? 

A The only other one that we use at all is a 

CC to BC factor . That stands for current coot to book 

cost. It is only used in one or two calculations. a nd 

.t'a fer our fact~r calculation. 

Por instance . in the land -- and you don't 

ace those in BCPH au much, but they're easier for me 

to explain. If you have land. buildings. pole, and 

conduit, you have a c erta in embedded investment today, 

so we take that embedded investment before we do our 
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A Okay. 

Q Now , the table on the top of the page is 

for 24-gauge aerial cable; is that correct? 

A Correct. 

Q And this is copper cable? 

A Yes. 

0 Using 1,200-pair cable as an example, we 

see that there are several different types of fixed 

costs associated with the 1.200-pair cable; is that 

correct? 

A 

Q 

Correct. 

And t hese costs are per pair foot? 

A Yes. 

2191 

Q The first column shows a material cost of 

$6. 46 ; is that correct? 

A Correct. 

0 You see the next column is exempt material, 

which is $6.35 per pair foot for this cable; is that 

correct? 

A Bxcuse me just a minute . I need to look 

b~ck at one other page for something. 

Q Okay. 

A I want to be aure that I answer this 

exactly right. 

0 Okay . 
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1 

2 

J 

A All right. Let me -- if I could, please, 

let me just back up. 

0 Sure . 

4 A The coat here is not per pair f oot. That 

5 is juet por foot. So you wouldn't multiply it by 

6 

7 

1,200, in other words . It is per foot . 

0 Okay. Bu t th~ first column docs abow a 

8 material coat of $6 . 467 That was correct? 

9 A That is corr ect . I agree with that . I 

10 think I just anewered incorrectly as to what it was 

11 representative of. 

12 0 Ok~y . 

13 

14 

15 

16 

17 

A Sorry. 

0 And the next column is exempt material, and 

that's $6.35 per foot, not per pair foot ; right? 

A Right . 

0 Por this cable. Now, the exempt material 

18 is material that is expensed rather than capitalized, 

19 ao it is not tracked acpacately: is that correct? 

20 A That is correct. 

21 0 Now, wbat might be an example of exempt 

22 material? 

23 A One of the major ite ms you have ie any 

24 terminal that is 100 pair or amaller. That ' D probably 

25 tbe biggest s xample. You have splicing encloaurea, 
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things of that type. 

Q Now, the next column, taxes , is 39 cents 

per foot. Now, does this represent the sales tax paid 

by BellSouth on the cable? 

A Correct. 

Q And then the column after tax is telco, 

whio~ is a cost per foot of $16. 07; is that correct? 

A Correct. 

Q Now, what kind of coat does the talco 

includ e? 

A This particular cable, thi~ io aerial 

cable, and this is the installation labor . BellSouth 

employees ac t ually install tho aerial cable, oo it's 

the installation labor associated --

0 So that's the labor and time, that sort of 

16 thing? 

17 

18 

A 

0 

Yea . 

Bow io the cost calculated in this instance 

19 for the telco? 

20 A For each one oi these categories , we 

21 calculated it baaed on o ur in-plant factors . The 

22 in-plant factora g i ve a breakdown -- if you start 

23 if you look at a material price and you pay so much, 

24 in this particular case, t he $6 . 46 per f oot , by the 

25 time that particular item of plant ie engineered a.nd 
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i nstalled a nd a ctua l ly closes int o Jur capital 

accounts, i t is a much g r eater number, because you a dd 

t h ese par t icular i t ems to it . 

So what we've done is for our !~·plant 

f a c tor develop a relationship between what actually 

gets closed t o the books au capital dollars and what 

th• mate r ial pr ice was. An d we uoed the 1997 time 

frame f o r that calcu l at ion for the in-pla nt . 

Q The column to t he right of te l co is titled 

• con t ract. • 

A 

Q 

A 

Q 

A 

0 

Yea . 

And i t shows a coot of $2 . 94. 

Yea . 

Now, does this represent contractor labor? 

Yea, it does . 

Ia ther e anything e lse included in that? 

17 A No . Excuse me . No . 

1 8 Q And how is t hat coot calculated? 

19 A It would be the same. our in-plant f a ctor 

20 i s just the contract portJon of it. See, the in-plant 

21 factor can be b r oken dotm into the c ategories across 

22 tL~ top, exempt ~terial , tax, telco, contract, and 

23 engineering . 

2 4 0 Now, the next column, the engineering 

25 column which you just mentioned, uhown a coat of 
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$2. 57? 

Correct. 

1 

2 

3 

A 

Q Does this represent the cost of BellSouth's 

4 engineers? 

5 A Yes, it does. 

6 Q Is anything else represented in that cost? 

7 

8 

9 

10 

A No , it does not. 

Q The total cost of the 24 -ga uge aerial cable 

then is $34 .78, and that's per foot; correct? 

A Correct. 

11 MR. COX : Thank you. Mo . Caldwell. That 

12 concludes Staff's questions . 

13 

14 

CHAIRMAN JOHNSON' Commissioners? 

COHJifiSSIOIIBR JACOBS: Ms . Caldwell, on 

15 page 9 or your testimony, you diocusn bow lbe 

16 telephone price indices are used, and I wonder if you 

17 could just walk me through. You indicated that in 

18 certain accounts you add inflation factors. and in 

19 others you use forecast• to lower the actual coot. 

20 could you tell me bow that's determined, how it's 

21 calculated? 

22 TRB WITNBSS : Okay. If you look at copper 

23 cable , the material price of copper is junt 

24 increasing, so for that particular item, your in-plant 

25 factor would be a little greater than 1. So tbat 
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1 would be an example of the inflation. 

2 If you look at switching, the electronic 

3 switching, it•a almost constant. It's almost 1. 

4 And some of your digital loop carrier. 

5 since you have advances in electroniee, that•e going 

6 down, so those would be below 1 . 

1 So those are how we used the~ . Every 

8 account has ita own factor. 

9 COMMISSIONER JACOBS: Okay. I notice in 

10 one of tha GTB witnesses , I believe it was 

11 Hr . Tardiff, he bad a trend table attached to hie. 

12 Have you done any trending o ! these to see how they 

13 perform over time? 

14 THB WITNBSS: Yea, we have done ooma 

15 trending in the past to show that, and it supports 

16 just what 1 said, that copper is actually slightly 

17 increasing, switching has leveled out, and fiber and 

18 electronics i5 slowly going down . 

19 COHHISSIONBR JACOBS : And the calculations 

20 that you used for input to the model, they're the moot 

21 recent, I think I beard you oay; right? 

22 THB WITNBSS : Yea, they are. 

n 

24 

25 

CONNISSIONBR JACOBS : Okay. Thank you. 

CllAIRHAiil JOHNSON: Redirect? 

MS. MHITB: Yea, I just have a few . 
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1 RBDIRBCT EXAMINATION 

2 BY MS. WHITE: 

3 Q Ms. Caldwell, Mr. Melson asked you several 

4 questions comparing the inputs uoed by GTB and Sprint 

5 to those used by BellSouth. Could you tell me whe ther 

6 you believe it's appropriate t~ compare those inputo 

7 betweer '.he different companies? 

8 A Not on an individual basis. I think I 've 

9 said you have to look at the contract as a whole. If 

10 you look at just Sprint's buried cabl e and BellSouth's 

11 buried cable, you may get a distorted view . But if 

12 you look at poles and buried cable ao a whole, you'll 

13 

14 

15 

find that the overAll cont racts are what you really 

need to consider. 

And in fact, if you look at Sprint's final 

16 investment on a per line baaio that they filed i~ 

17 their testimony, you will find that it is within 

18 the overall investment io within a dollar or two of 

19 what BellSouth'o is. So I think when you look at the 

20 overall impact, you'll see they're very close. Again, 

21 overall is what's important . 

22 Q Okay. Mr. Melson also asked you about the 

23 per duct material coat tor conduit of $2.24 , ! 

2 4 

25 

believe. 

A Correct . 
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0 What is included with that $2.24? 

A The $2.24 on tha t particular page was what 

we pay for the conduit. And i ! I could, let me just 

glance back at that abeeL to be sure that I have 

everything that•a in that. There a re so many numbers . 

Yea. I just wanted to veri ~y for this 

particular item. The 2.24 includes the material as 

wel l aa the installation of that particular material. 

Q What would b e the material? 

A The material would be in this particular 

case the plastic PVC pipe that you run t he cable 

through . The installat i on wou ld be the actual 

physical placing in the ground of that conduit, whi ch 

can be quite costly. 

0 Hr. cox asked you about the inclusion of 

nonrecurring costs in the coot o f basic local s e rvice , 

and I believe your answer waa that they should be 

include d? 

A correct. 

0 Have they been excluded from other 

expanses ? 

A There are no double·dipping in those 

e xpenses . That is the only pl~ce t hey are included, 

one and only one time. 

MC. WHITE1 Ok•Y · • bank you. That•o a ll 

ACCURATE STENOTYPB RrPORTBRS, I NC. 



• 

• 

• 

l 

2 

I have. 

CHAIRMAN JOHNSON : Bxbibita? 

3 MS. WHITS: BellSouth moves Bxhibi t 73. 

4 CHAIRMAN JOHNSON : Show that admitted 

5 (Bxhibit .73 received in evidence . l 

2199 

6 MR. HATCij: Madam r.hair, this is going to 

7 be a little bit complicated, bec~uae what I would like 

8 to do ~a Bxhibit 74 is move the first five pages. 

9 They are labelad Bxhibit A through Bxhibit c on those 

10 pages. Exhibit D and beyond, whi ch is the 

11 spreadsheet, I am not moving as pert of Bxhibit 74 . 

12 That's why I labeled it as switch Vendox contract 

13 

14 

Sxtracto. 

15 you. 

16 

CHAIRMAN JOHNSON: Tracy, I couldn't hear 

MR. HATCH: Okay . So as not t o completely 

17 confuse everybody, which I probably have , when I 

18 handed out the document , the swi tch vendor contract, 

19 the portions of that, I would like to move that 

20 exhibit. 

21 MS. WBITB: Did you say you're going to 

22 move all that was in the red folder? 

23 HR. HATCH: No . That's why I made sure 

24 that from Exhibit D, which is the spreadsheet, which 

25 is that, I am not moving . 
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• 1 MS. WRITE : Exhibit 0 you arc not moving? 

l HR. HATCH : And Exhibit E to that I am not 

3 moving, just the contract pages. 

4 MS. WHITS: Okay. All right . Thank yo u. 

5 CHA.IRMAN JORHSOll: All right . So Exhibits 

6 D and B arc not being moved? 

7 MR . BATCH: They're not inclu~ ad as part of 

8 Exhibit 74 ; that ia correct. 

9 CHAIRMAN JOHNSON: Show that admitted 

10 without object ion. 

11 (Exhibit 74 received in evidence.! 

12 CHAIRMAN JOHNSON: We've admitted 73 and 

• 13 74 . 

14 MR . COX: Chairman Johnson. Staff moveo 

15 Exhibit 75. 

16 CHAIRMAN JOHNSON: Show that admitted 

17 without objection. 

18 (Exhibit 75 received in evidence.) 

19 CHAIRMAN JOHNSON : Thank you . 

20 THB HITNBSS : Thank you. 

21 CHAIRMAN JOHNSON: We're going to take a 

2 2 15 -minute break. 

23 (Short recess . ) 

24 CHAIRMAN JOHNSON : We're going to 

25 reconvene the bearing . GTE? 

• 
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1 MR . MITCHBLL: Tom Kitchell for CTB. CTB 

2 calla Mike Norrie . I d~ not believe that Mr. Norris 

3 has yet been sworn, nor Mr . Tuce~. CTE'e next witness. 

4 COMMISSIONER JACOBS : (t your mike on? 

5 CHAIRMAN JOHNSON: If you•ve not been --

6 MR . MITCRBLL : I'm sorry. Mr . Tucek is not 

7 here. 

8 CHAIRMAN JOHNSON: Okay. Anyone in the 

9 room who will be tes tifying. if you're not been eworn, 

10 if you could s tand and raioe your right hand. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

(Witnesa sworn. l 

CHAIRMAN JOHNSON: You may be eeated. 

MICHAEL R. NORRIS 

was called all a witness on behalf o f GTE and, having 

been duly sworn. testified ao follows: 

DIRECT EXAMINATION 

BY MR . MITCHELL: 

Q Mr. Norris, would you please state you~ 

full name and busineae address for tbe record . please . 

A My name is Michael R. Norris . My buoineoo 

address ia 600 Hidden Ridge, Irving, Texae, 75015. 

Q You're employed w!th GTE? 

A 

Q 

Yea, I am . 

In what capacity? 
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Coet, Manager of Coat Development. 

In this proceeding, Mr. Norris , did you 

3 prepare or cause to be prepared direct testimony dated 

4 August 3, 1998, consisting of seven pages ? 

5 A Yes, I did. 

6 0 Do you have any changes or correct ions to 

7 make to that testimony? 

8 A No, I do not . 

9 0 And attached to your direct t estimony, were 

10 there three exhibits designated MRN - 1 through MRN-3? 

11 A Yes . 

12 

13 

0 Did you also cause to be filed revised 

exhibits to your direct testimony designat ed MRN-1 

14 through MR - - excuse me , MRN- 1R through MRN-JR? 

15 A Yes, I did. 

16 

17 

18 

19 

2 0 

21 

22 

23 

24 

2 5 
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GTE FLORIDA INCORPORATED 

DOCKET NO. 980696-T? 

DIRECT TESTIMONY OF MICHAEL R. NORRIS 

~20 3 

6 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

7 A. My name Is Mtchael R. Noois. My bUsiness address Is 600 Hidden 

B 

9 

Ridge Drive, Irving. Texas. 75038 

10 Q . BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED? 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

Q . 

A. 

I am employed by GTE StMCe CorporeU011 as a Manager - Cost 

Models and Methods Development. In this capacity, I am responstble 

for developing cost modele, methodology and analysis 

BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

WORK EXPERIENCE 

I received a Master or BUSIIlOSS Admllltstrahon degree from Southem 

llhnois University - Edwardsville 1n 1988 and a Bachelor of Sa ence 

degree in Buslness AdmirUtniiJon from Undenwood College I began 

my telecommunications career as a Staff Engineer wtlh Contol in 

1969. I bec:ame a GTE employee In 1991, when the companies 

merged. During my career. I have held vonous positions dealing with 

capilal reoovery, rate design, tariff development toll settloments end 

cost studiea, rata c .. o rvaparatlon. regulatory accounting, and 

attateg.c plannlr.g 111008j)tad my OJrront posrtoon in May 1997 

1 
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1 Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY STATE OR 

2 

3 

4 

5 

6 

A. 

FEDERAL REGULATORY COMMISSIC.NS? 

I have sponsored test~rnony before the state uhllty commla~ions of 

All<lnlas. Cabforru. Hawaii. Indiana. New Mexico. Oklahoma. South 

Caroline and Texas. 

7 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

8 A. The Florida Slate Legislature has directed this Commission to select 

9 

10 

11 

12 

13 

14 

a cost proxy model to estimate tho total fOtWard-loolong cost of 

providing basic local service. My testimony discusses how the 

expense levels lhown in GTE WitneSs Ms. Olson·s tesumony were 

developed Into Inputs for use In the Benchmark Cost Proxy Model 

rBcPM"). 

15 Q. PLEASE SUMMARIZE YOUR TESTIMONY. 

16 A. There era three types of expense Inputs requ1red Within BCPM 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

caprtal~ed ClliP&Ose5. expn~Ssed aa a percent of Investment. non­

c:apt.lkalaled 8Ap811Ses. eJCPfeSS6d on a per-hne baSil . and general 

aupport auet ratios. My tealimony covers the development of oach 

of these three areu of expense 1nput1 1nto BCPM 

PLEASE DESCRIBE GENERALLY THE PROCESS OF 

DEVELOPING BCPM OPERATING EXPENSES INPUTS. 

The atarting point for devt'iop4ng BCPM e)(p8n!IO inputs Is the ARMIS 

adju~ted exponaos described In the toslimony ol GTE w•tnosa Mr 

2 

2 Q(I 4 
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7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q , 

A 

Olson. For purposes of BCPM the lodjusted ARMIS expenses 

discussed by Mr. Olson era tunher edJUSled to remove expenses 

assoaatod with non-recurnng costs, boiling and collectoon costs 

associated with toll and access, and directory costs These adjusted 

elqlellsa amounts are than mapped to cost pools Fonally, the 

expanse lnrormatlon f1lliPP(Id to the oost pools os used to calculoto tho 

three types of expense onputs required by BCF-M 

PLEASE EXPLAIN IN MORE DETAIL THE ADJUSTMENTS YOU 

MADE TO THE ARMIS ADJUSTED EXPEUSE DATA. 

~ menUoned previously, there ere three ad;ustments made to the 

ARMIS levels of e.pense provided by Mr. Olson The first adJUstment 

leWO!IeS ina.rred oostl that are 8SSOCI8led With the proviSion of 0011· 

recurring activities. These costs are recovered through non·recurrong 

charges asliOeiatod with service order activity and as such must be 

r1lfT10Yed 10 11 not to recover the aame expense twoce 

lhe second ad;ustmant remo•Jes operatmg expense assoaated With 

toll and access billing Wid collection act1vo!Jes, because these 

activities ere not related to the proviSIOn of basoc local 

telecommunications service. 

The 11wtt edjuatmenl removes expense a.uoclated With the provoalon 

of directory ICfVices from the cost pool analyl1s GTE develops ots 

eJCpeT~ao for FCC purposes end this adjustment os modo to recognize 

3 

' • 'l 5 
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1 lhat the FCC does not include directory llst1ng In its definition or 

• 2 ac!ppO'ted aetVices for urwersal serviCe purp..:lS8S GTE WitneSS Mt 

3 Tucek, however, separately 1dent1fies the per-l1ne co11 of the hating 

4 In his testimony, In order to accommodate the Florida statute's 

5 InclusiOn of a dil'8dory hstltlgs 1t1 its baSIC serviCe def1n1t1on In 

6 calculating the size of the un1versal serv1ca fund, GTE Witness Mt 

7 Seaman has, hkewisa. Included directory llsttng cost 

8 

9 Q. WHY DOES GTE UllUZE THE COST POOL MAPPING PROCESS 

10 TO DETERMINE THE ASSIGNMENT OF OPERATlNG EXPENSES? 

:. 11 A This process allows GTE to better align its costs w1th those parts of 
... 
c. 
I" 12 GTE's networll or operations from which the coals are generated 

• 13 Better anlonment of cost to the elements of the network or 

14 operations allows for a more accurale assignment of costs to the 

15 products and servlcas that GTE provides 

16 

17 Q. PLEASE EXPLAIN THE COST POOL EXPENSE ASSIGNMENTS IN 

18 MORE DETAIL 

19 A The startlng pon for 8SSq1lllg Wip8rtS8 and lnvestrnen1 to cost pools 

20 laatal&-specifiC, 1997 USOA ARMIS data The ARMIS account da1o, 

21 at a budget center level of detaJI, IS then ass!Ofled to w011t centers. 

22 whk:h are, In tum, ass1gned to the cost pools. 

23 

• 24 Budget canters are the organaauonat uruts used to tra<:k colla 

25 Bud9at centers era aligned With the hierarchical and tuncttonal 

4 
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1 struciLie ot GTE A wa1\oanter is a coiled ion of budget centllr$ that 

• 2 pertonn $IITIII8r ec:tMileS 0( fulld!OI tS The G1"E Frnanoe Organ~UIJon 

3 performed the bYdget cantor to workcenter mapping. 

4 

5 W orkcentera are asoignad to cost pools based on the Finance 

6 Organization's analysis ot the tunctlons performed In the workcenters 

7 There are 20 different cost pools-pole, bYrred cable metallic, aorral 

8 cable metallic, billing and collection, and common are a few 

9 eXIIITlple.s. 

10 

!" 11 The attached Emibit MRN.-1 shows the ckltailed results of the 

~ 12 8liPfii'IS8 SCXlOI.rlt cost pool assignment pr~ss EIChtbll MRN-2, also 

• 13 attached. SU~l~N~rl%85 coat pool assignments rnto BCPM-f'equrred 

14 Input format. 

15 

16 a. HOW ARE INPUTS FOR EXPENSES RECOVERED AS A PERCENT 

17 OF CAPITAL-RELATED INVESTMENT DEVELOPED FOR BCPM? 

18 A Expense to c:apltal-n~lated investment ratJos aSSOC!!!ted With ten 

19 de1lgneted capital eccounll (wnich Include costa related to Contra! 

20 01flce and TnlfllfTIISSIOn Equipment. POles. Conourt, and Aerial. 

21 Underground and Bl6l8d Cable) are developed utlhz.ing the reaulls or 

22 the cost pool ualgnment process desarbed eatllor Expenoos uaed 

23 rn the numerator, to calculate expense to capttal-felated rnvttstment 

• 24 fedora, .-e taken from the relevant expense developed by cost pool. 

25 The denominator In the calculation Ia taken from the respectrve 

5 
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1 invMtrnent cost pool after being adJusted by the C.A. Tumor Index. 

• 2 EJcpense as a perce~1t ol capital-rolalod lllVMtment 1nputs are applied 

3 to the notwork plant Investment developed wtth1n BCPM 

4 

5 Q. PLEAS.E EXPLAIN THECA T\JRNER INDEX AND WHY IT IS USED 

6 WITH THE CAPITAL ACCOUNTS. 

7 A. The CATumer Telephone Plant Index 1s published by AUS 

8 Consultants. the successor company to Associated Utility Sotv1ces, 

9 Inc. These Indices oro applied to eaCh vintage year of a plant 

10 8COOUll to cletonnine the reproduction cost of embodded plant. (I e . 

\f 11 the cost In today's dollar~) By utJiwng the C.A. Turner Index In the 

~ 
N 12 development ol capital-related olCpOnses, we are better able to model 

• 13 the relationship of expense levels to the Investment levels produced 

14 within BCPM 

15 

16 Q. HOW WERE EXPENSE INPUTS FOR NON-CAPITAL RELATED 

17 EXPENSES DEVElOPED? 

18 A. Non-<:aprtalofelat8d OlCpOniiO iflluts to BCPM are o)CJlrOSsed on a per· 

19 lone bas1s. Thoro are eight non-<:apltal expense categones: Network 

20 Suppon. General So ippO(I. Ne!w()rl( Operat1ons, Marketing, Customer 

21 Services, Exearuve & P'-mulg, General & Admlnostrallon, and 

22 Uncollec:tlblos. GTE develops L'le non-capital-related cost inputs from 

23 the axpeose data ass1gned to the consUI'TlOf, busoneas and common 

• 24 cost pools. These llrTlOl.f1ts lifO then multiplied by the local cforect cost 

25 percentr..ge (f.o., the percentage of local calls to total calls) to 

6 
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, detennine the port1on of tho expense associated With local services 

• 2 These amounts are then diVIded by access hnes to determtne the 

3 monthly per-hne expense that is input anto BCPM 

4 

5 Q. HOW WERE THE SUPPORT RATIO INPUTS FOR GENERAL 

6 SUPPORT ASSETS DEVELOPED? 

7 A. There are six aooounll or general support assets. These accounts 

8 are Motor and Speclal PUfpose Vehicles, FUfnlture. Computers, 

9 Office Equipment, Garage Equtpmenl, and Ot.'ler Work Equtpment 

10 The percentage anpvta lor these accounts are a ratio of each of the 

c- 11 respective general suppon asset accounts to the total Plant an 

~ 12 SeMcG for GTE Florida The amounts used to celculate these rattos 

• 13 are the inve!WnentS from the 1997 ARMIS repons as adJusted by the 

14 CA Turner Index. 

15 

16 Q. HAVE YOU PROVIDED AN EXHIBIT THAT SUMMARIZES THE 

17 RESULTS OF THESE CALCULATIONS AND DETAILS THE BCPM 

18 INPUTS? 

19 A Yes, the lnputa and resultaare reflocted in attached Exhibit MRN-3 

20 This Information Is also Included an GTE witness Mr Tucek's Exhtblt 

21 DGT·1, page 11. 

22 

23 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

• 24 

25 

A. Yes, It does 

7 
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Q (By Mr. Mitchell) Mr . Norris, have you 

prepared a summary of your direct testimony? 

A Yes, I have. 

Q would you please give that at this time? 

A Yes. 

Good morning. Of the many input 

requir .en ts of proxy models, operating expenses are 

one of the primary components of coot models. The 

purpose of my testimony is to provide for the 

development of the GTB company-specific operating 

expense inputs that are required within BCPM. 

BCPM allows for operating expense inputs in 

two ways, first, expense as a perc ent of investment . 

These expense inputs are development in the 

calculations to be based on operating expense related 

to network plant components. 

The second input provides for expense on a 

per line basis. The expenses that are input on a per 

line basis are relate~ to network and general support 

and administrative type functions. 

Tho level of operating expenses used in the 

d evelopwent of BCPM inputs is based on GTS's actual 

expense incurred f or 1997 as reported in ARMIS. I 

have made adjustments to these in three areas. Pirat, 

I have removed expenses associated with nonrecurring 

ACCURATB STBNOTYP5 REPORTERS, INC. 
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2 

services. Second, I have removed operating expense 

associated wi th bi lling and collection activities 

:1211 

3 related to toll and access. And third, J have removed 

4 operating expense associated with directory services. 

5 These adjusted expenses are then used to develop 

6 exp~Jse-to - investment ratios and expense per line 

7 inputs ao r equired by BCPM . These expenses are based 

8 on GTE ' S actual cost experience for 1997 and p~ovide a 

9 reasonable representation of the level of operating 

10 expenses of GTE of Plo r ida. 

11 Thank you . 

12 MR. MITCHELL : Madam Chairman, a t this time 

13 I would move for the admieoion of Mr. Norris • o direct 

14 testimony into the record . 

15 CHAIRMAN JOHNSOU: It will b e admit ted. 

16 (Pre t iled testimony of Mr . Norr is i nserted 

17 at page 2203 for the convenienc e of the record.l 

18 MR. MITCHELL : And I would also asked that 

19 the revised exhibits to Mr. Norris ' s testimony be 

20 marked f or identification, that io, Exhibi ts MRN-lR 

21 through MRN-3R . 

22 CHAIRMAN JOHNSON : They will be marked as 

23 stated a nd identified aa 78 . 

24 MR . MITCHELL : Thank yo u . Mr . Norris ia 

25 available for. erose examinat i on . 

ACCURATE STENOTYPE REPORTBRS, I NC. 
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l MR . COX : Chairman Johnson, before we begin 

2 erose exam~nation, Staff would ask that we mark as an 

3 exhibit the deposition t ranscript of Mr . Norris, which 

4 ia ident ified aa MRN-4. 

5 CHAIRMAN JOHNSON: It will be marked as 79. 

6 HR. COX: I think we may be ~ne number off. 

7 CHAIRMAN JOHNSON: Oh, we're two numbers 

8 off. I went from -- the first one should have been 

9 76. I'm sorry. So GTE'e first exhibit , MRN - lR 

10 through M~l -3R, is Exhibit 76, and Staff•o will be 77. 

11 MR . COX: Thank you . 

12 (Bxhibita 76 and 77 marked f o r 

13 

14 

identification.) 

CHAIRMAN JOHNSON: The witneoe baa been 

15 tendered? 

16 MR . MITCHELL: Yeo , be baa . 

17 MR . COKER: Thank yo u . 

18 CROSS EXAM INATION 

19 BY MR. COKBR : 

20 0 Mr. Norris, my name is Gene Coker. I 

21 repr~•ent AT&T. 

22 You bad mentioned that yo u made so me 

23 adjustments to the expense inputo that you've 

24 suggested . 

25 Firat of all , wba t you•re doing is taking 

ACCURATE STENOTYPB RBPORTBRS, INC . 



• 

• 

• 

l 

2 

2213 

the expense levels generated by Mr . Olsrn and 

converting them into an expense input to BCPM; io that 

3 correct? 

4 

5 

A 

Q 

Generally that's true, yea. 

And you adjusted in making the 

6 adjustments that you made, one of the adjustments io 

7 to remov~ the nonrecurring costs : is that correct? 

8 

9 

A 

Q 

That's true. 

Now, why is it appropriate to remove 

10 nonrecurring costa !rom your calculations? 

11 A Well, generally nonrecurring coots are 

12 recovered through other rates. And in Mr . Seaman's 

lJ 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2J 

24 

25 

calou1ationR, it•u my underatanding at lcaat, he did 

not include the revenue streams fr~m nonrecurring 

costs in his calculations: thus, we removed the 

operating expenses associated with nonrecurring 

services from our calculations. 

Q In response t o •· I believe it wao 

Interrogatory 36, GTB filed a large document. I thin.k 

it's commonly referred to as a Bates stamped document. 

Are you familiar wi th those? 

" Yeo. 

Q 

A 

Q 

Do you have a copy of those with you? 

Of No. 36? 

Well, I'm particularly interested in Bates 

ACCVRATB STBNOTYPB RBPORTBRS, INC. 
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2 

3 

4 

5 

stamped documen t 0002225. 

A 2225? 

0 

A 

0 

Yea, air. 

Yea, I have that. 

Now, is that -- in that document in the 

2214 

6 there ' s a column labeled "Nonrecurring Expenses . • Are 

7 those the specific nonrecurring expenses that you 

8 eliminated from your calculation? 

9 A Yeo, they are. 

10 0 About t he middle o f the page, item 6423, 

11 buried cable expense, can you tell me •Jhy you 

12 

13 

14 

15 

eliminated nonrecurring expenses associated with that? 

A Cen~ra11y I can tell you that we have a 

group of people who prepare nonrecurring cost studies, 

and through their proceae of identifying costs 

16 associated with their nonrecurring cost otudies and 

17 the costs that they've identified that are part of 

18 that determination, these a re the costa that they have 

19 included in those calculations . As to the specifics 

20 of what they have done in their nonrecurring cost 

21 studiee, I could not address that, no . 

22 0 All right, sir. If I inquired about all of 

23 those entries that you have there, your anewer would 

24 basically be the same 1 is that right? 

25 A It would be the same, yes . 

ACCURATE STENOTYPE RBPORTERS, INC. 
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0 I would like to talk just a minute about 1 

2 

3 

the expenaea recovered aa a percent of capital. Thia 

calculation uaoa embedded investment adjusted by the 

4 c. A. Turner index; is that correct? 

5 A Yes. 

6 0 And oan you tell me what the C. A. Turner 

., ir .IX ie? 

8 A The c. A. Turner index is an ind ex that's 

9 developed by the Associated Utilities Services. I 

10 think now known as AUS. That factor -- thooe indices 

11 are developed by them from their analysis a nd the 

12 

13 

v a luation of plant over years of thei r observances, 

and the factors are designed to bring plant levels up 

1 4 to a current replacement level of value. 

15 0 So what you've done here in your 

16 calculation is to take the embedded plant and expraaa 

17 it in today•s dollars? 

18 A Bsaentially, yea . 

0 Isn't a coat model supposed to produce a 

20 forward-looking coat baaed on the most recent and 

21 currently available technology? 

22 A Yes . 

23 0 Is there anything in the Turner index that 

24 would adjust for new technologies that are intr oduced 

25 into the network. or is it juat an update of 

ACCURATB S'UU:OTYPI RBPORTBRS, INC. 
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historical dollar values ? 

A I'm not specifically knowledgeable about 

3 the AUS indices, but it's my understanding that 

2216 

4 essentially they take into acc~unt some of the effects 

5 of chan9es on technology. 

6 The way we are using this is to develop a 

7 level of plant trom tbe boo~ levels of investment that 

8 essentially are equivalent to today•s current dollars 

9 that then match up with the investments, the 

10 forward-looking invest.ments that are generated out of 

11 BCPM. 

0 would it be fair to say then that the 12 

13 application of this Turner index is more of an 

14 accounting adjustment t han a recognition of new 

15 technology? 

16 A I wouldn ' t necessarily characterize it as 

17 an accounting adjustment, no. It's designed to 

18 restate investment levels from your books to a current 

19 replacement level. And we then utilize it to divide 

20 into our operating expenses to develop the 

21 expense-to- investment rntioe that go into BCPM that 

22 are then applied to the investments that are developed 

23 within the BCPM model. 

24 0 Do you have any idea what the Turner index 

25 is for switching equipment in general? 

ACCURATB STBNOTYPB RBPORTBRS, I NC. 
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Yea. 

2217 

1 

2 

3 

A 

0 

A The factor that we used in our calculation 

• was a composite factor for digital switching of .7025. 

5 0 AD~ what does that mean, that particular 

6 factor mean? Can you translate that into simple term,a 

7 

8 

9 

10 

ll 

12 

13 

tha• I could unde rstand? 

A Well, essentially what that says is that 

the investment level that is calculated from using 

that would be about 70t of whatever your boo k value 

is. 

0 Now, other than bringing the embedded 

invaatment up to today •s dollar values. what other 

1 • s teps did you take to make your proposed inpute 

15 forward-looking? 

16 A In ad~ition to the c. A. Turner? 

17 0 Yes . 

18 A We removed any electromechanical and analog 

19 operating expenses. We removed any aerial wire 

20 expenses . 

21 0 Is that all? 

22 

23 

2<1 

25 

A Yea . 

0 You have included in your operat ing expense 

input product advertising as a portion of the 

marketing expense , haven't you? 

ACCURATB STEN01'YPB RBPURTBRS, INC. 
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Yea. l 

2 

3 

4 

5 

6 

A 

Q 

A 

Q 

A 

Q 

And is that related to a specific account? 

Yea, i t is. 

Which account is that? 

Account 6613. 

And does that particular account identify 

7 adve 'ising expenses associated only with the 

8 provision o f basic local exchange service? 

9 A No, it doeo not. 

10 Q Did you make any ad justment to reflect the 

11 advertising for onl y basic local exchAnge oervice? 

12 A In the sense that ao you qet into our 

13 

14 

common coats, or the coat that we include in our 

common cost pool , and those things that ultimately end 

15 up in those factors, we had done s calculation to 

16 identify those expenses that are associated with local 

17 services on the basis of the relationship o f local 

18 calls to total calls . 

19 Q In your deposition , do you recall stating 

20 that it was appropriate to include this expense 

21 becauae there waa some advertising, some instructional 

22 advertising on bow to use basic local oorvice? 

23 A Yea . 

24 Q And do you remember the example that you 

25 used? 

ACCURATE STe~OTYPE REPORTERS, INC. 
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1 A I think what I said was that we do 

2 adver tising today, and it is related to informational 

3 or ins tructional. I don't remember a specific example 

4 

5 

6 

7 

now . 

0 

A 

0 

Do you recall using Star-69 ae an example? 

Yeo, I believe that'D true. 

Is that part of basic local exchange 

8 service , or is that an optional service for which an 

9 additional fee is paid? 

10 

11 

12 

13 

14 

A 

0 

It would be a vertical service. 

So that really wouldn't be part of basic 

local exchange? 

A I don't believe so. no. 

0 Are you aware of any advertising that is 

15 limited solely to the provision of basic local 

16 exchange service? 

Specifically? 

Yes, sir. 

No. 

17 

18 

19 

20 

A 

0 

A 

0 Again I would like to aok a question about 

21 an item that came up in your depooition. Do you 

22 recall -- in speaking about o perating expenses, do you 

23 recall saying something to the effect that GTE doesn't 

2t foresee any change in the way it operateu or it will 

25 operate over the foreseeable future. meaning the nc~t 

ACCURATE STENOTYPE RBPORTBRS. IIIC . 
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14 

15 

16 

17 

18 

l9 

20 

21 

22 

23 

24 

25 • 

three to five years? 

A Yea. 

0 And by that did you mean that you 

anticipated your operating expenses to remain 

relatively flat? 

222 0 

A Yea, I did. I think wha t I oaid was tha t 

given tbe fact that GTE had just gone thr~ugh a fairly 

extensive process o f r e - engineering effort and had 

re-evaluated tbe systems and processes related to ita 

operations, that I didn 't see any change in the way 

that GTB does business today over the next three t o 

five years , and that those expenses would remain 

relatively flat. 

0 To the extent that your operating expenses 

remain flat and your access linea continue to grow, 

won't that result on a per unit basis in a dec1ine i n 

expenses? 

A I t wil l nat create a decline in expenses. 

It will create a -- assuming that access lines in fact 

would increase over time , you would s ee -- ~nd 

opLrating axpenaea do r emain flat, you would see a 

decrease in expen•e per line, yea. 

0 Okay. That • a ••hat I meant by a per unit 

basia . Bxpen•es per line, that would decline? 

A You would see that occurring. I thought 

ACCURATE STENOTYPE RJ.PORTBRS, INC. 
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1 what you said was would you see operating expenses 

2 decline, a nd I'm saying that I would not necessarily 

3 expect operating expenses to decline. 

4 0 But just by virtue of having the number of 

5 lines increase and the expenses stay flat, ~he math 

6 ends up with an expense per line in o downward trend? 

7 A Yea, as the opposite would happen if ocoeas 

8 lines would decrease. 

9 0 Would you agree that one of the benefits of 

10 competition is lower coats? 

ll A I don't know that I -- that's a little 

12 beyond the scope of my testimony. l don't know that I 

would be the one to answer that. 13 

14 0 Well, let's -· for purposes of my question, 

15 we'll make it a hypothetical, a nd I would ask you to 

16 assume that that is one of the benefits of 

17 competition. Would you agree that based on that 

18 assumption, that as competition develops more 

19 intensely that the pressure to be more cost-e!ticient 

20 grows aa well? 

21 

22 

23 

H 

25 

A 

0 

that your 

have been 

correct? 

Generally I would say that's true . 

Baaed on your testimony a few minutes 

operating revenues will remain tlat 

flat over the last couple of years; is 

ACCL~ATE STENOTYPE RBPORTBRS, INC. 
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Operating expenses? 

Yes. 

Yes. 

2222 

l 

2 

3 

4 

A 

0 

A 

0 And your opinion or GTE'S opinion that it's 

5 going to remain that way for the next three to five 

6 years, could we conclude from that that the level of 

7 competition has not and will not change over that 

8 ~ r iod of time for basic local exchange service? 

9 A I don ' t know that you could conclude that, 

10 no. 

11 0 Can you draw any conclusions f rom the fact 

12 that your operating expenoes are going to remain flat 

13 

14 

15 

for three to five yeara and have been f1a~ ~he last 

couple of ye~re, and compare that to the hypothetical 

situation whore au competition develops, the pressure 

16 to decrease costs are going to become greater? 

17 A Well, again, GTE has just gone through and 

18 re-evaluated ita systems and its processes, and has 

19 those things in place since 1996, and I would not 

20 expect even the int roduction of competition to affec~ 

21 that, generally that operations over the next three to 

22 five years. 

23 0 Well, I thought you told me a few minuteD 

24 ago that based on the aosu~ption that one of the 

25 benefits of competition is lower coste, that the 

ACCURATE STSNOTYPE REPORTERS, INC. 
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l greater the degree of competition, the greater the 

2 p ressure to reduce coste. 

3 A Well, I said generally I would agree wi th 

4 that statement , yea. 

5 Q Well, ion •t that in conf l ict with wna t you 

6 just told me? 

7 A I don't believe eo. 

8 Q And wny is that? 

A Well, again, tor t he moat part, as 

10 competition starts to enter GTB's area -- we•re 

11 talking about the operat ionu of GTE, and as 

12 competit ion starts to enter the area, those people 

13 

14 

t hat deal with our retail services today would start 

t o deal with the wholesale sides o f the services. I 

15 would not e xpect then the level of -- overall level of 

16 operat ing expenses to change over time. 

17 Q So is it -- just so I'm clear on this, is 

18 it your opinion that an increasing level of 

19 competition will have no effect on GTE'S level o! 

20 operating expense• over the next three to five years? 

21 A I don•t believe it will, no. 

22 Q Mr . Norris, isn't it true tha t it has been 

23 r eported that there's going to be a $2 billion coot 

24 synergies over the next -- over a three-year period as 

25 a result of the GTE-Bell Atlantic merger? 

ACCURATE STENOTYPE REPORTERS, I NC. 
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That's what I understand, yes . 1 

2 

A 

Q save you taken tha t into account in making 

3 your adjustments? 

4 A No, I have not . 

5 MR. COKBR: Madam Chairman, that's all I 

6 ha\oo . 

7 

8 

9 

CHAIRMAN JOHNSON : HCI? 

MR. RBNRY: we have no questions. 

CHAIRMAN JOHNSON : Okay . Staf f? 

MR. COX: Staff has no questions. 

CHAIRMAN JOHNSON : Commlssioners? 

COMMISSIONER JACOBS : Hr. Norris, is it 

10 

11 

12 

13 true that - - well, let me ask i t this way. In your 

14 opinion, would you expect that there would not be any 

15 cost -- economise of scale or cost effic iencies that 

16 would occur through the development of aecond lines, 

17 the greater deployment of oecond lineo i n homes in 

18 local service? 

19 TRB WITNBSS : I'm sorry . I'm having a 

20 little bit of diff iculty hearing you. Are you saying 

21 tbat --

22 COHMISSIONBR JACOBS: As second linea 

23 become more prevalent in local service, you don' t ace 

24 any cost economies that derive from that? 

25 TltB WITNBSS: Por second line!!? 

ACCURATB STENOTYPE RBPORTBRS, INC. 
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COMMISSIONER JACOBS: Yes. 

TBB WITNESS: Generally I would say 

probably not. A line is kind of a line t hat is part 

of the network, and the coat to mai~tain a second line 

into a home ia generally, I would say, going to be 

about ~he aama as the coat of the firut line . 

COMMISS IONER JACOBS: So you're going to 

have duplicate -- you're going to simply double the 

coat for a s~cond line? 

THE WITNBSS: I'm sorry? 

COMMISSIONER JACOBS : In your example, you 

would double the cost for a second line? 

TBB WITNBSS• I would not. 

COMMISSIONER JACOBS: You would not? 

TRB WITNBSS: No. 

COMMISSIONER JACOBS: Okay. So there will 

be some economies? Aa more second lines are deployed, 

will there not be some economies there? 

TRE WITNBSS: Are you &peaking relative to 

a coat per line decreasing? 

COMMISSI ONER JACOBS : Yes, yes . 

TRB WITNESS : Yes. AS you add second 

lines , tho coat per line wo uld in tact dccrcaoa, yea . 

I would agree with that. 

COMMISSIONER JACOBS : Okay. Thank you . 

ACCURATE STEtlOTYPE REPORTERS, UIC . 
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1 COKMISSIONBR JOHNSON : Redirect? 

2 MR. MITCHE~L: No redirect . 

3 CHAIRMAN JOHNSON: Exhibits? 

4 MR . MITCBRLL: GTE would offer and Allk that 

5 wh At baa been mArked AS Exhibit 76 be inserted into 

6 the record. 

7 CHAIRMAN JOHNSON: Show it ad•ni t ted without 

8 objection. 

9 (Bxbibit 76 received in evidence . ) 

10 MIL COX: Staff moves Exhibit 77. 

11 CHAIRMAN JOHNSON : Show that admitted 

12 without objection . 

13 

14 

15 

16 Tucek. 

(Exhi bit 77 received in evidence.) 

CHA IRMAN JOHNSOtl: Thank you. 

HR . HITCHBLL: GTE'B next witness is David 

17 - - -

18 DAVID C. TUCEK 

19 was called as a wi tness on behalf of CTB and , having 

20 been duly sworn, testified as follows: 

21 DIRECT EXAMINATION 

22 BY MR. MITCHELL: 

~3 0 Good morning, Hr. Tucek. Would you please 

2 4 state your full name and business Address? 

25 A My name ia David c. Tucek. My buoinesa 

ACCURATE STENOTYPE REPORTERS, I NC. 
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1 address is 1000 GTB Drive, Wentzville, Missouri. 

2 0 Mr. Tucek, where a re you employed and in 

3 what capacity? 

4 A I'm employed by GTE as Staff Manager of 

5 Economic Issues. In this capacity, I'm responsible 

6 for supp< ting GTB'a incremental cost studies. 

7 0 Mr. Tucek , in this proceeding did JOU 

8 prepare direct testimony dated Augus t 3rd that is 12 

9 pages long? 

10 A Yes, I d i d . 

11 Q Do you have any corrections or changes t o 

12 make to that d irect testimony? 

13 

14 

15 

A 

Q 

A 

I have three minor corrections. 

What are they? 

On page 3 of the direct at line -- excuse 

16 me. Yea, on page 3 of the direct at line 3, the 

17 number $33.08 should be $32.67. On line 7 of that 

18 same page, the number 40 cents should be 34 cents. 

19 

20 

21 

22 

23 

24 

25 

0 

A 

Do you have any other changes? 

Yes, thank you. On page 7 at line 3, the 

value B6 . 0t should rvad 8S.St . 

0 Is that all ? 

A That's all the changes to the direct. 

0 Hr . Tucek , with those changes in mind, if I 

asked you the same questions that are in your direct 

ACCURATE STENOTYPE REPORTERS, INC. 
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13 

14 

15 

16 

11 

18 

testimony , would your anuwers be the uame as they 

exiot and as you've changed them? 

A Yea, they would . 

2228 

0 Hr. Tucek, did you also c~use three 

exhibits to be filed with your direct testimony marked 

DGT-1 through DGT-3? 

A Yes, I did. 

0 Have you aloo cauoed to be tiled revisions 

to those three exhibits that are marked DGT-1R through 

DGT·lR? 

A Yea, I did. 

0 Hr. Tucek, did you also f ile rebuttal 

testimony in this proceeding ? 

A Yeo, I did . 

0 Rebuttal testimony dated September 2, 1998, 

consisting of four pages ? 

A That's correct . 

0 Any changes or corrections to make to that 

19 testimony? 

20 A I have one cl.ange . On page 2 at line 9, 

21 t~e eent~nce beginnin~ with the word •additionally' 

22 should be stricken. And that's all the changes to the 

23 rebuttal testimony. 

24 0 There are no exhibits to your rebuttal 

25 testimony? 

ACCURATB STENOTYPE RBPORTBRS, INC. 
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A No, t here are not. 

KR . KITCHELL : Madam Chairman, at this 

3 time I would move for the admission of Mr. Tucek's 

4 direct and rebuttal testimony into the record. 

s CHAIRMAN JOHNSON: It will be inserted. 

6 

? 

8 

9 

10 

11 

12 

• 13 

• 

14 

15 

16 

1? 

18 

19 

20 

21 

22 

23 

24 

25 

ACCURATB STBNOTYPB RBPORTBRS, INC. 

2229 



• 

0 
I" 

·' o I 

• 

• 

1 

2 

3 

4 

5 

6 

7 

8 
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Q 

A 

GTE FLORIDA INCORPORATED 

DIRECT TESTIMONY OF DAVID G. TUCEK 

DOCKET NO. 980696-TP 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

Ay name is David G Tucek. My business addres• 1s 1000 GTE 

Drive, Wenczville. Missouri 

10 Q , BY WHOM ARE YOU EMPLOYED, AND IN WHAT CAPACITY? 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A 

Q , 

A 

I em employed by GTE as Staff Manager • EconomiC Issues In th1s 

capacity, I am responsible for supponlng GTE's incremental cost 

studiea. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPE.RIENCE. 

I have a Bachelor d Science Degree In Mathematics and Economtcs 

from Southeast Miuourl State UniverSity. and a Master of Alta 

Degree in EcononliCI from the Untverslly of Mossouri I alao have e 

Master d Business MniulsllatiOO from St Louis University I began 

my career In the telecommuniCations Industry es o Senior Cost 

Anelyll with Contel Service Corporation In 1979 I became an 

•• 4)toyee d GTE In 1991, at the tJme of the merger between the two 
. 

companies Otnng the course of my career, I have held vanoua 

positions dealing with coat analysis and modeling, rete design, taritl 

1 

2 2 30 



• 

.. 

• 

• 

1 
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4 

5 

6 

7 

8 

9 

10 

11 

a. 

A. 

development, carrier billing, and demand analysis. I assumod my 

present posrtion in Augu.st or 1996 

HAVE YOU PREVIOUSLY TESTlAED BEFORE ANY STATE OR 

FEDERAL REGULATORY COMMISSIONS? 

I have tes1med as an eJC1)81t Witness before lhe alate utility 

commissions in Alabama, Mensas, Hawaii. llltno1s Iowa. KentUCII)'. 

Michigan, Mluourl, New Mexico, Nebraska, North Catollna, 

Pennaylvanle, and Washington. I have also sponsored expert 

testimony before lhe Interstate Commerce Commission 

12 Q, WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

13 A. 

14 

15 

16 

17 

My tulimony prosents GTE-spocaflc Inputs that should be used to 

populate the Benchmarl\ Cost Proxy Model ("BCPM') 1n lieu of the 

default inputS provlded by the model sponsors I also present lhe 

results or the BCPM run us1ng these Inputs. 

18 Q , WHAT EXHIBITS ARE YOU SPONSORING? 

1 9 A. I am sponsoring the foiiOYi ng exhlbltt, which are appended to my 

20 

21 

22 

23 

24 

25 

1. Exhibit OGT·1 GTE's Compony·Spocalic Inputs for BCPM, 

2. Exhiolt DGT·2 A CO-ROM containing BCPM Populated With 

GTE'a Company-Specific Input&, and 

3 EJch.Oit OGT -3 A B1nder Containing the BCPM Model Run 

Resulta 

2 

2 2 3 1 
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1 Q . WHAT WAS THE RESULT OF THE BCPM RUN? 

• 2 A Based on the InputS de&erlbed below. the cost of basic local 

3 telecommunications servsce produced by BCPM 1s $33 08 per 11'18. 

4 per month. This figure exclude& the cost of a st81'1dard white page 

5 direciOfY lisUng, which ia locfudod 1n Flonda's staMOfY definst•"ln of 

6 •basic local teleComr'IU'IiCations aarvlca • (Fla. SuJ1. sec 364 02(2) I 

7 GTE estimate• the directory hating cost to be SO.<IO per line. per 

6 month. 

9 

10 Q. PLEASE IDENTIFY WHAT TYPES OF INPUTS GTE HAS 

.. 
1' 11 DEVELOPED FOR USE IN BCPM. 

12 A. GTE changed BCPM'a default values for the following mputs 

• 13 (1) cost of money, 

14 (2) depreciation llvoa and salvage valuas. 

15 (3) wire canter line counts. 

16 (4) tax rete a and hves, 

17 (5) fill factors, 

16 (6) sli\ICIUre mix aaaumpttons. 

19 (7) atl\lclure allating assumpt1ons, 

20 (6) apaclng aasumptions for poles. manholes, and guy 

21 wires and anchora. 

22 (9) apeclal access line factor. 

23 

• 24 GTE also changed the follOWing 1nputs related to SWitching and 

25 transpol'l costs 

3 
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1 (1) percent local calls, 

• 2 (2) percent resldenc3 hnes. 

3 (3) SWitch percent line fill, 

4 (4) land and buildmgs lo&d1ng ladors. 

5 (5) PfOC8UOr-i'elated investment by wire center, 

6 (6) MOF end protection investment by wire center, 

7 (7) line por1inveatment by wire center. 

8 (8) line CCS investment by wire center. 

9 (9) trunk CCS Investment by wire center. 

10 (10) 557 Investment by Wire center. 

~ 11 (11) uaege Inputs dealing With calls per hno, CCS per hne, 

('\ 

" 12 end CCS per trunk, 

• 13 (12) line-to-trunk ratio, 

14 (13) percent of local cells that are mteroffice: 

15 (14) call completion lred1on; and 

16 (15) maximum number of nodes on a SONET ring 

17 

18 Additionally, GTE's BCPM inputs are based on GTE-spec;dic mput 

19 prices lor the following 1tems. (I) manholes: (n) c:onct!!1 systems, (111) 

20 poles; {IV) guy wires and anchors, (v) NIOs and drops, (v1) cross· 

21 connect boxel; (vii) copper cable, (viii) fiber cable; and (ix) Digital 

22 Loop Catriora iDLCs"). Finally, GTE utilized ARMIS end gonerel 

23 ledger data for 1997 to dovolop the Inputs for network support rot1oa 

24 and for operating expensu All of the GTE company-specrf1c Inputs 

• 25 for BCPM are l)(eMnted In Eld\1brt OGT-1 
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1 Q. HOW Dl!l GTE DETERMINE WHICH COtAPANY.SPECIFlC INPUTS 

• 2 TO PROPOSE IN UEU OF THE BCPM DEFAULT VALl.ES? 

3 A The company-specific Inputs GTE proposes In lieu of the BCPM 

4 default values were selecled based on 

5 (1) the mat.ariahty with which the 1nputs affecl costs, and 

6 (2) GTE'a ability to develop tho company-specffic Inputs in 

7 the format required by BCPM in the time allowed 

8 For example, the cost of money, depreaat1on, line counts and the 

9 various expense factors ere Inputs which affect all aspecls of the 

10 natwori< and which are easily understood. L1kowise. the 1nputs lor 

J.. 11 SINdure miX, shanng, and the pr1ces of cable and the o!Mr outside 

"' t< 
<I 12 plant c:omponerU largely detemline the cost of the loop, which makes 

• 13 up roughly 73 percent of tho total cost per line GTE changed these 

14 •nputs becao IS8 of their reletrve importanoe to overall costs S1mllarty, 

15 GTE used CXlflllllt1Y-specif'IC ~· for SWitching costs bacau~e they 

16 account for roughly 14 percent of the total cost per line. AI this po1nt 

17 lflllme. GTE has not beon able to develop company-speCific values 

18 for every model input ltld GTE reserves the nght to Introduce 

19 additional input values in any future proceedings 

20 

21 a. WHAT COST OF CAPITAL DID GTE USE? 

22 A GTE used a risk-adjusted, IOI'Ward-looklng rate of return of 12.65 

23 percent Development of this value is presented In the testimony of 

• 24 GTE W1lnell Jamaa H. Vander Weide 

25 

5 
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1 Q. WHAT DEPRECIATION LNES AND SALVAGE VALUES WERE 

2 

3 

4 

5 

A 

USED? 

The lives end aalvage values used are those sponsored by the 

testimony of GTE Wllness Allen E. Sovereign 

6 Q . WHAT WIRE CENTER LINE COUNTS DID GTE USE? 

7 A GTE used lit actual wire center llno cou.nts as of year~nd 1997. In 

8 

9 

10 

12 

13 

14 

15 

16 

17 

18 

19 

acldition to u ·~le party business and residenc:e lt.nos, the hne counts 

inc:lude multHine business, spectal access. private hnos and mulltple 

rasidentlalllnas. 

Q . WHAT TAX RATES AND TAX UVES WERE USED? 

A The tax rates of 35.0% federal. 5.50% stat a. 1. 17% ad valorem, 

0.02% other, and 3.03% gross receoplS \aX were used for Floroda The 

BCPM default values for tax lrves were used for all accounts except 

for Motor Vehicles. Speoal Purpose Vehicles, Fumlture. and Office 

Support. For the10 accounts, tox lives of 5, 5, 7, and 7 years were 

used, respectively. 

20 Q . WHAT FILL FACTORS WERE USED FOR FEEDER, 

21 

22 

23 

24 

25 

A 

DISTRIBUTION AND SWITCHING? 

Values ol65 and 96 percent were used for feeder and cfostnbutlo.n 

plant, respec:tlvely. The 65 ~nt value represents a GTE-speclloc 

upper limit for the average feeder fill, based on GTE's operations 

across !toe councty For GTE's Flooda operations. the actual average 

6 
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1 feeder fill is 52.7 percent The 98 percent factor for dtslttbullon 

• 2 reflects the need for adminlstraUve spare. For switching, the GTE 

3 national average valve of 86.0 percent was vMd, whtch IS 

4 comparable to GTE's 85.7 percent state average for Florida 

5 

6 Q. WHAT STRUCTURE MIX INPUTS WERE USED? 

7 A. G'fl= replaced the default valves o( BCPM for the tTliX of aanal, buried 

8 and underground plant Wtth tho actual percentages of plant m11t for 

9 Flonda based on the O$nsity of GTE wire cent era. 

10 
..) ,.. 
ri 

11 Q, WHAT STRUCTURE SHARING INPUT VALUES DID GTE USE? 

t• 12 A. GTE has used structure ahanng inputs based upon GTE's ectual 

• 13 experience in Florida. GTE's polo sharing Input for normal and soft 

14 rock placement Is 53.58 percent, for hard "ock placement. the ahanng 

15 ~ 1154.52 peccenl These percentages are based on the number 

16 of poles to which GTE attaches, and on whether or not GTE 11 the 

17 only utility using the pole The shanng and pnce onpvts for poles 

18 represent a composite of 30 foot non-shared poles and 40 foot 

19 aharad"sa poles. There Is no distinction between normal and soft 

20 rock placement because GTE's eXJsllng vendor contracts for pole 

21 pl8cement do not make this distinction Llkewiao, the ahering l.~uts 

22 of 1 00 percent for burled placement and 97.18 percent for conduot 

23 and manholes renect GTE'a current el(p8ttence tn Florida and tho 

• 24 assessment of GTE operating personnel in Flortda 

25 

7 
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1 Q . WHY IS IT APPROPRIATE FOR GTE'S COST INPUTS TO 

• 2 REFLECT SHARING PARAMETERS BASED ON GTE'S ACTUAL 

3 OPERATING ENVIRONMENT? 

4 A. Unless these parameters are based on GTE's actual operating 

5 envlronmen~ then the resul11ng cost esbma1es v;,U not reflect the long· 

6 rvn forward-looking costs GTE expects to Incur. In other 

1 proceedings, it has been my expertence that some parties have 

8 dttemptod to jultlfy Jewels or ahanng that substantially exceed actual 

9 axparieriC8 baled on the conc:IUSOI)' atetementthat QPPQI1UM1es for 

10 sharing will be greater In the future. Such propoaals conveniently 

,.... 

"' 11 Oll8l1ook the fact that GTE' a no!WOO\ 11 in place today. They assume 

('\ 

tl 12 that GTE (or other utilities) would have the ror(lsight to install poles 

• 13 and oondUJt syatAtms that were large enough to 8CCOIMIOdate lhMe 

14 greatly expanded levels of sharing. With respect to buned cable, 

15 these parties~ belleve that GTE Will dlg up its existlllg cable 

16 in order to immediately rebury 1n a shared trench Even 11 one takes 

11 the poaitlon that It is the costa of some hypothetical new entrant that 

18 is going to rabUid the ann netwont thatlhould be modeled, greatly 

19 lnaea&ed levels d llhtwing abll C8MO( be aupported Even under this 

20 hypothesis, the required coincidence of wanta 1n space and lime 

21 among the atwing IAilities must be esauned as well However, there 

22 is no hypolhetlcal ,_entrant thai will completely roDU11d the eledllc 

23 power and cable 1V netwurlt.s In GTE'a serv1ng areas. L•ke GTE. 

24 their I14I!WOI1cl are already In place along With sharing arrangements • 25 that m* aenM at the hme 

8 
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1 Q. WHAT SPACING ASSUMPnONS WE.RE MADE FOR POLES, 

• 2 MANHOLES AND GUY WIRES AND ANCHORS? 

3 A. GTE soled&<! apacing inputs that ore consistont with its actual 

4 eogil ae iug practi(:8S A pole spaang rntlllVal of 175feel was u$80, 

5 which falls between the BCPM defaults of 250 and 150 fltflt For 

6 manholes, c longer spaang ol 7 50 teet was usiKI rather lhan the 

7 proposed defaults of 550 and 725 fltfll A spoong Interval of every 

8 tenth pole waa used for guy Wires and anchors. whrch rs a Wider 

9 int81Val than apecffied by the BCPM defaults 

10 

'lP 
If' 
['I 

11 Q. HOW WAS THE SPECIAl ACCESS LINE FACTOR DEVELOPED? 

1'1 12 A. Thla ii'ClUI is bued on GTE Florida's 1997 year-end data. The Input 

• 13 equala 12.28 percent 

14 

15 Q. HOW WERE THE SWITCHING AHD TAA.NSPORT INPUTS USTED 

16 ABOVE DEVELOPED? 

17 A. The percent ot local calla and lhe percent of resrdence lines were 

18 based on adual1997 data for GTE Flonda These values wore 84 63 

19 and 71.40 percent. respectrvoly. As noted above. the swttch percent 

20 rna fin is beMd on lhe na'~ average value for GTE The land and 

21 buildings loading lectors oro based on the reho of tho corresponding 

22 1997 ARMIS acccu11 balancea to drgrtal SWitchrng Investment. where 

23 lhese nr..mbet1l have been ~ed to replacement values uSing C A 

• 24 Tull*' indices where available. The Investments by wire center for 

25 om~ category llated above are based on SCIS and Costmod runs for 

9 
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1 represet'tBtJYe model olrces Ill GTE's tiel~ and on the SWitch type 

• 2 end runber olllnes in each FlOrida wire c:enter Th&se Investments 

3 reflect the priong GTE obtains for lnttlal SWitch placements and for 

4 capacity addl11ons. The tnvestments Include talco engineering and 

5 Installation costs. as well as common equipment and power 

6 Acc:oldingly, the BCPM •'lMS for these !Odors have been set to 111ro. 

7 Th9 usage ~. lin&-tcHI\d( ratlo. the peroent of local calls that era 

8 Interoffice, and the call completion fraction were set to values 

9 conslstanl with the SCIS and Costmod runs. The maximum number 

10 of nodes on a SONET ring was sat to etght 

~ 11 
rl 
r t 12 Q. WHAT INPUT PRICES FOR LABOR AND MATERIAL CHANGED 

• 13 FROM THEIR OEFAUL T VALUES? 

14 A. A$ Indicated ebove, GTE has developed company-speofic values for 

15 those material and labor tnpvls that deal pnmanly Wlth the loop (1) 

16 manholes; (2) conduit systems: (3) poles, (4) guy wires and anchors. 

17 (5) NIOs and drops, (6) aoss-comec:t boxes. (7) copper cable. (8) 

18 fiber cable; and (91 OLCs These material end labor inputs are based 

19 on the prtcas that GTE currently pays for these Inputs In Florida In 

20 Extubit OGT-1 , the inp<..lls have been presented 011 e combined 

21 ma!8rial end labor basis, In order to preSGMI tho confidenllalily of the 

22 date. 

23 

• 24 Q. WOULD IT BE CORRECT TO BASE GTE'S COST ESTIMATES ON 

25 THe LOWEST INPUT PRICES FROM AMONG ALL OF THE 

10 
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13 

14 

15 

16 

17 

16 

19 

20 

21 

22 

23 

24 

25 

A. 

PRICES PROPOSED BY THE PARTIES TO THIS PROCEEDING? 

No. Only company-specific Inputs reflect each company's current 

conttects with various material, construet•on ane other service 

vendor1 It would be inappropnate to select the lowest 1nputs from 

among all lhote offered, or from among the proxy modal default 

Inputs, lor t.ne almple reason that the rowlt1ng set of pncea would 

likely not be attainable by any one company The contract pncas 

~Uatad by a company are very often a package deaf, covering a 

variety of products and at t1mes apecifying m1mrr .um volume 

requirements. It is not possible to mix and match the term6 of 

different cxx rtractsto develop a tel of pricing inputs that wrll represent 

the costs lhal tJnf OOITlPIWlY will expect to lr'ICI.r Corsrder the analogy 

of a customer choosing betv.~ two different calling plans offered by 

two cfrflerent providers of toll service Suppose that the plan offered 

by the first toll provider has a relatively low rate par minute. and that 

11 also requires a recurring payment of $5 per month. Suppose also 

that the plan offered by the second earner has a rafatNely hrgher rate 

per minute, but has no r acuning monthly charge Is It realistic to 

believe the customer can obtain the tower par-minute charge from the 

MCOnd provider, or that the first provider wrll drop the fiXSd monthly 

charge? Tha answer Ia "No. • Similarly, it is not reallsllc to believe 

lhal any local exchanga camer can mix and match inl)Ut pr1cas from 

a variety of v8f'ldors-..whclhar thete input prices result from 

mari<el-basad transactlons or are based on the "axpen· Judgement of 

an englneenng team 

11 
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Q . HOW WERE GTE'S EXPENSE INPUTS TO 8CPM OEVELOPE.D? 

A The expense Inputs are of thtee types. capital related expenses. 

wtlk:h are expressed as a percent of investment; non-<:apital related 

expenses, which are input to BCPM on a per-line basis; and lhe 

support ratios lor general support assets GTE Witness Mlchaol R 

Norris 8ddre$SaS these expense 1nput5 

8 Q . • JES THIS CONCLUDE YOUR TESTIMONY? 

9 A Yes, it does. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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a 
A. 

RE8UTTAL TESTIMOIIY OF DAVID G. TUCEK 

DOCKET NO. 980696-TP 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name Is David G Tucek My business address Is 1000 GTE 

Drive. Wentzville, MlSSO\Irl 

10 a. ARE YOU THE SAME DAVID G. TUCEK WHO PREVIOUSLY FILED 

11 DIRECT TESnMONY IN THIS PROCEEDING? 

12 A. Yes, I am. 

13 

14 a. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

15 A The purpose of my rebuttal test1mony is to respond to the d1raet 

16 

17 

18 

19 

20 

21 

22 

testimony of MCI witneu James Wells concerning the pole costs 

GTE provided to the FCC In August, 1997 GTE provtded th11 

lrlonnatlon in response to an FCC data request and, white Mr Wells 

has ac::o.nt8ly repot1ed the Florida 11'1f01'TT\81ion that GTE filed With the 

FCC, hls usa of thl' lnfonnauon 1n h1s dtraet teshmony IS completely 

inapproprlala. 

23 a. WHY IS MR. WELLS' USE OF GTE'S RESPONSE TO THE FCC 

24 

25 A. 

INAPPROPRIATE? 

A1 pages 14 through 18 of his tesumony, Mr. Wells auempta to make 

1 
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10 

11 

12 

13 

14 
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use of the responses by GTE and other local exchange companies to 

support the HAl default inpu' value lor the cost of a pole. His 

testimony is Inappropriate because the HAl national delaull value or 

S417 purports to rBPfesenl the installed cost of a pole. On November 

13, 1997, Mr. Wei~ testlfiOd in Kentucky Admln1strativo Case No. 360 

that thill cot! would include such items as the costs of guy wires and 

enc:hors, inventOI)' costs, and Installation end engineering labor. The 

number reported by GTE to the FCC lor the price or a pole does not 

include my of these costs. Addltto'1811y, the labor cost reported to the 

FCC represents only the cost of Installation enct does not include any 

engineering labor. Consequently, Mr. Well~ has made a class1c 

"apples to oranges• comparison in h1s attempt to support HAl's defoull 

input for the cost of a pole. 

15 Q . SHOULD MR. WELLS HAVE KNOWN HE WAS MAKING SUCH A 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A 

COMPARISON? 

Yes. On February 26. 1998. I filed supple::-:ental rebuttal testimony 

in the Kentucky proceeding that poil"'ed out the mismatch between 

the HAl default value and the pole costs provided to the FCC In that 

testimony I noted that, In addition to his Kentucky testimony, Mr. 

Wells had filed similar testimony before the North Carolina Ullhtles 

Commission in Docket No. P-100, Sub 133b. I also noted that. In 

response to Mr. Wells' North Carolina tostimony. GT~ WJtness Terry 

Robinson filed rebuttal testimony stating that the pole costs f1led by 

GTE In respon!e to the FCC data requust excluded the costs that I 

2 
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Identified above. Finally, I noted that Mr. Robinson's testimony was 

filed on January 30, 1998. more than two weeks before Mr. Walla filed 

his supplemenlal direct testimony In the Kentucky proceeding I 

cannot understand how Mr. Walls can continue to make the aame 

anappropriate compariaon between the HAl default pole cost inputs 

and the !FCC dale request. given !hal he has been advised ollils 

error twice in the last rave months. 

9 Q. IS THE POLE COST UTILJZEO IN GTE'S SUBMISSION OF BCPM 

10 

, , 
12 

13 

14 

15 

16 

17 

A. 

VERSION 3.1 DIRECTLY COMPARABLE TO THE HAl DEFAULT 

VALUE? 

No, it is noL The HAl default pole price is for a 40-foot pole and 

includes a loading for anchors and guys in the labor component of the 

default value. The pole cost used an GTE's submasslon an Florida Is 

an average of the cost of a 30- and ·10-foot pole, and excludes 

anchors end guys. 

18 Q . IS IT POSSIBLE TO EXPRESS GTE'S. POLE COST SO THAT IT IS 

19 

20 

21 

22 

23 

24 

25 

A. 

ON THE SAME BASIS AS THE HAl INPUT? 

Yes. it Is. The comparable installed cost of a 40-foot pole is $854.38, 

without :anchors and guys Wath anchors and guys, the cost 

increasu to $9S7 .43 per pole. Based on the assumption that 

anchora ondguya ore placed once every 10 poles. the overage cost 

is $866.69 per pole. This is more than 100 percent greater than the 

HAl national defaultanput of $417 for polo costs Additionally. fo-r 

3 
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Florida, the HAl sponsors have adJu&ted the labor component of the 

national default downward by 32 perconl ConseQuently, the resulting 

HAl pole cost Input for Florida is only $381 .20 par pole. The correct 

value for GTE is more than 125 percent greater Put another way, the 

HAl input for Florida falls short of GTE's cost by 56 percent 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes, it does. 

4 
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BY KR. MITCHBLL : 1 

2 

3 

4 

5 

6 

Q Mr . Tucek, have you prepared a summary o f 

your testimony? 

A Yea, I have. 

Q Would you pleaue give that now? 

A Good morning. My name is Dave Tucek. A.a 

1 you know , I'm appearing here on behalf o f GTE Plorida. 

8 In my summary I'm going to briefly addreso 

9 three issues. First, I'm going to discuoo the 

10 GTE-specific inputs tbat I sponsor in my testimony for 

11 use in BCPM. Second, I am going to talk about 

12 comparing GTB's inputs for material& and labor with 

13 thoae inputs offered by other parties. And finally, I 

14 will talk about whether this Commi~sion should select 

15 one set of inputs for all local exchange carriers in 

16 Plorida or i f the Commiaaion should select inputs that 

11 are specific to each company. 

18 The inputs that I and Mr. Norris are 

19 sponsoring reflect GTB's netwo rk characteristics, 

20 operating practiceD, and moat important, the prices 

21 for labor and material that GTE is both currently able 

22 and expects to obtain in operating ito network in 

23 Plorida. 

24 

25 

I'm sometime• aolted how many BCPM inputs iu 

GT£ populating with company - specific values. In 

ACCORATB STENOTYPE REPORTERS, !NC. 
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2 

response, I aay that counting the inputs we have 

populated is really a futile endeavor. What ia 

3 significant is that we have populated the moat 

• important inputa. 

5 These include inputs that affect coats 

6 overall , such as the coat of capital, tax ratea, 

7 depruciation livea, and axpensea. These include 

8 inputa that affect the molt important parts of 

2247 

9 network, the local loop and the switch. Together the 

10 

11 

12 

13 

loop and the awitch repreaent about as• of the total 

coat of basic local service. Roughly 70 t is the loop 

and 1St is the switch. Included in thee~ inputs are 

things like s tructure mix and at~ucture sharing 

lt assumptions, IU well a.s the cost of network components 

15 such as poles and cable and digital loop carriere. 

16 ~nd, of course, tho cost of the switch is utili:ed in 

17 CTB'a network. 

18 I nota that with respect to switching, CTB 

19 baa entered the cost at tho wire center level and that 

20 we have also input a value into BCPM for switch line 

21 fill of 85.5t. I alao note that the value we've put 

22 in for the line fill factor did not affect the reaulta 

23 that come out of BCPM for OTB. 1 know this because I 

2t reran the model, or the folks in Texas actually reran 

25 tho model with a lOOt line fill, and we oaw that there 

ACCl~T· STRHOTYPB RBPORTBRS, INC. 
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• 1 was no change in the monthly expense 

2 Tbat•s important, because there are 

3 witnesses in tbis proceeding who aaid that we' ve 

4 somehow double-dipped by inputting a line fill input 

5 into tbe s witching models underlining the wire center 

6 coat and then inputting the same factor into BCPH. 

7 The second isoue that I will address ia the 

8 question of whether any conclusions can or cannot be 

' reached wben you compare CTB's inputs for network 

10 components with those submitted by other parties . 

11 In a nutshell , very little can be concluded 

12 from looking at the differences among various sets of 

• 13 inputs. Just like trying to count the number of 

14 inputs we've populated in BCPM, i~·s a futile endeavor 

15 to search for meaning in the differences between the 

16 inputs proffered by the parties in this proceeding . 

17 The reason for this is that for any such comparison to 

18 be meaningful , the inputs must include the same types 

19 of coats. 

20 CTB's inputs f or pc lea , cables, and the 

21 other network components strrt with the base price we 

22 pay the vendor and also include freight , sales tax, 

23 minor materials, provisioning expenae, and engineering 

24 and installation labor. Jual like the base price for 

25 material, the installation labor reflects the pr ices 

• 
ACCORATB STBtiOTYPB RlilPORTBRS, ItiC. 
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that we currently pay our contractors. 1 

2 I don't know if other parties have included 

3 these coots in their correspond i ng inputs, even when 

4 tbe inputs are called by the aame name . 

5 I gave a n example o f the need for 

6 coneietency in coot input development when making 

7 comparisons in my rebuttal teatimony. There I pointed 

8 out that Mr . Welle' reliance o n OTB'a ~eoponso to the 

9 PL - data requoat on polea wao inappropriate, and the 

10 reason for that waa that a ll the coats tha t he agrees 

11 should be in tbe installed coat of a pole were not 

12 included in OTB'a reaponee to the FCC . 

13 

14 

15 

Por example , t he GTE response to the FCC 

excluded anchors and guys and e x c l uded provisioning 

expense, even though the HAI defau l t value ostensibly 

16 includeo these costa. When you take OTB'e current 

17 pole coats and put the m on the same baaia aa the HAI 

18 default , a very different conclusion than the one 

19 reached by Hr. Welle r eeulta. 

20 The leaaon we can learn from my rebuttal 

21 t e stimony ie that it ie very important to make aura 

22 there 's no mismatch in whal each company baa included 

23 in like named inputs before trying to aaaign mean ing 

24 to the differences. Any comparison of thcae data r e ly 

25 on the unproven assumption that the inputs lhat are 

ACCORATB STBNOTYPB REPORTERS, INC . 
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2 

3 

called by tbe aame name are developed on the same 

basia. We've already seen tbia to .aot be tho case 

with something aa baaic aa a pole. 

4 I would aloo note that one needs to 

5 inveatigate what goes into the development ot th~ 

6 input for a network component before making broad 

2250 

7 generalization• . ouch as , GTE and the other carriere 

8 must have included loading• for buts o r 

9 environmentally controlled vaults in their amall DLC 

10 costa. I can aaaure you that CTB's OLCe do not 

11 include buts or environmentally controlled vaulta. I 

12 

13 

can alao assure you that only Sprint a~d BellSouth can 

testify to what their coeto for DLCs or any other 

14 network component includes. 

15 Pinally, I would like to turn to the iosue 

16 of company-epecific inputa versus one aize !ita all . 

17 Firat ott, I would auggeat that if thia 

18 Commiaaion wants the coat model and the coat model 

19 inputs to result in meaningful estimates o! 

20 forward-looking coat, it ia important that we eetimate 

21 tho forward-looking coat of providing local eervice on 

22 each carrier•• own network . The reason for thie ia 

23 that the supported e~rvicoe are likely to be provided 

2• primarily out of the incumbent'• network fo r tho 

25 f oreseeable future , if not indefinitely . 

ACCVAATB STBNOTYPB R&PORTBRS, INC . 
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1 

2 

3 

In particular , this means that the inputs 

for the purchase and pl~cement of network component&, 

cable, poles, and owitchea, muat reflect the priceo 

4 that each company ie a~le to obtain and expects to 

5 pay. If a oingle •one size fito all" set of input 

6 price~ is chosen, aay like picking the lowest 

7 proffered input value for each component , tbe reoult 

8 is likely to be a set ot input prices that no company 

9 is able to obtain , and the resulting cost estimates 

10 will be meaningless. 

11 Likewiae, the other inputs. such au those 

12 relating to sharing or to fill factors, must reflect 

13 

14 

the operating characterietico of each company. 

On Monday in hie presentation , Mr. Wood 

15 characterized tho scorched note auoumption as an 

16 exception to the concept of forward-looking cost . I 

17 would submit that the assumption io not a n exception, 

18 but is a recognition of the fact that these cost 

19 modele and their iaputs must be rooted in reaiity. 

20 Unless they're rooted in reality , the resulting 

21 eattmatea will have no meaning. 

22 It is i ncorrect, for example , to claim 

23 that the concept of forward-looking cost or the 

24 scorched note assumption moans that we are assuming or 

25 we must assume that the network is completely being 

ACCURATE STENOTYPE REPORTERS, INC . 
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rebuilt from the ground up and that tbe opportunities 

f or structure sharing will therefore be greatly 

enhanced . 

4 Now. I don't deny that both modele 

5 proffered in this proceeding ddoign a network ao it it 

6 is beina built at onc6, but it's not because it'o a 

7 requirement for forward -looking coat . The reason ia 

8 that there's no other alternative . In the real world , 

9 the network ia built and evolves through time aa 

10 demand qualities change . Nei the r model has the 

11 capability of modeling a network dynamically , with 

12 demand growing in both time and apace . 

13 

14 

15 

16 

17 

18 

Tbe beat tbey con do io design the network 

in one fel l awoop. ae Me. Caldwell said, tho tall from 

the aky network, and they deaign it to servo the 

entire ex~ating market . Thia does not mean that we 

will bave opportunity to rebury plant that'a in lhe 

ground today or to resite existing conduit system or 

19 pole linea acrose the state in order to take advantage 

20 ot greatly expanded sharing o ppo rtunit i es assumed by 

21 tho ~~ sponsors . 

22 Now. aome parties are going to &dy, "Tucek. 

23 you're wrong. We should not try to estimate tho 

24 forward-looking coat of providing local service out o t 

25 the existing carriere' networka . The correct etandard 

ACCURATB STBNOTYPB R&PORTBRS, INC. 
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2 

3 

of wbat we ought to be estimating ia the coat of an 

efficient provider.• 

1 don't want to argue about tbe standard 

4 here. I just want to conoider the implication that 

5 often accompanies that aooertion, that the existing 

6 carriers are inefficient, because they have yet to 

2253 

7 face the rigors of competition, ao it is incorrect to 

8 look to their actual experience in selecting inputs. 

9 So let's examine that implication. 

10 At one time, every carrier in this state 

11 was subject to traditional rate of return regulation 

12 by this Commission . 

13 M,R, COKER: Modam Cbairmon, I think I •m 

14 going to aoaert an objection here. This ia well 

15 beyond the scope of his redirect o r rebuttal 

16 t estimony . 

17 CHAIRMAN JOHNSON: Response? 

18 MR . MITCBBLL: Madam Chairman, it certainly 

19 is not. Mr. Tucek explains in hia direct teotimony 

20 hie approach to this forward-looking coat concept , and 

21 tbie is just on explanation of how he went about 

22 ap~roaching tbat icsue. 

23 CHAIRMAN JORNSON: Let me direct the 

24 witneea that you need to •• i! this is a summary, you 

25 need to be summarizing what was filed and stay within 

ACCVRATC STBNOT~PB RBPORTBRS, INC . 
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2 

what was filed as you provide your summary. 

TBB lfiTNBSS : Okay. May I as~ if I'm 

3 allowed to talk about the deposition? 

2254 

4 CHAIRMAN JOHNSON : Is that a part of your 

s summary? 

6 THB lfiTNBSS: Well. I'm going to refer to 

7 it bare. yea. I don't want to 

8 CHAIRMAN JOHNSON: It'D not in your 

9 profiled tostimcny? 

10 TBB WITNBSS : No . 

11 CHAIRMAN JOHNSON: Then I would suggest 

12 that you not provide it as a sun~ary. The aummary 

13 proeeoo ia 

14 TBB WITNBSS: Lot me conclude that it has 

15 been offered that there's no evidence or no reason t o 

16 believe that the existing incumbents are ine f ficient, 

17 and if anybody would care to ask me, I would explain 

18 wby. And that ends my summary. 

19 CHAIRMAN JOHNSON: Thank you . We didn't 

20 mark his exhibits. 

21 MR. MITCHELL : No t yet . Madam Chairman, 1 

22 would ask that the revised exhibits to Mr. Tucek's 

23 testimony identified DGT·lR through DGT · JR be marked 

24 as identification. 

25 CHAIRMAN JOHNSON: We'll identify thooe au 

ACCURATE STBNOTYPB RBPORTBRS, INC. 



• 1 Bxbibit 78. 

2 (Bxbibit ?8 marked for identification.) 

3 MR. MITCHELL: Tnank you. Mr. Tucek is 

4 available tor e r ose examination. 

5 CHAIRMAN JOHNSON: We're going to recess 

6 for lunch, a 30·minute lunch. We'll reconvene at 

7 12:30. 

8 (Proceedin g s recessed at 11 :55 a . ~.) 

9 (Transcript continues in sequence in 

10 Volume 20.) 

ll 
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