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P R 0 C B B 0 I W G S 

(Tr anscript follows in sequence from 

(Witnese Art Lerma on the stand .) 

CROSS BX.AMI NATION 

BY HR. HITCHBLL: 

2739 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 Good morning, Mr. Lerma . Tom Mitchell for 

10 

ll 

12 

13 

u 

GTB. 

A Good morning. 

0 Your r o butt.al testimony notes as ita first 

c r iticism ot GTB, as r understand your testimony, that 

you didn't have much ~ata to analyze GTB'a expense 

information. Is that right? 

A Yea. At the time that 1 prepared my 

15 testimony, I didn't. And I subsequently do have the 

16 information that was provided in data request 

17 responses and have even prepared an exhibit that shows 

18 what the comparable adjustments would have been . 

19 0 Okay. And just so the record ia clear, t•m 

20 holding up a big tat nctebook. Io this about the 

21 quantity of documents that GTB provided you to back 

22 up ita expense number• as reflected in Mr . Norria•a 

23 teat mony? 

24 A That's repreaontativo of what I've seen, 

25 but quantity does not neoeeaarily translate to 
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1 quality. 

2 0 I see. And you got the data response 

3 requests that have calculations and things like that 

4 that you said in your rebuttal testimony GTE had not 

5 provided? 

6 Yes, because they didn 't provide them in 

7 their filed information, and those data request 

a responses did not -- I did not have those until after 

9 the deadline for filing that testimony. 

10 0 Now, just to close the l oop, with respect 

11 to GTE, you've been asked whether you did specific 

12 studies of BellSouth and Sprint ' s efforts to reduce 

13 expenses through d ownsizing. I take it then you 
' 

14 didn't do a specific study with respect to GTE about 

15 downsizing, did you? 

16 No. I couldn't for two -- for a couple of 

17 reasons. One is , I asked for that information about 

18 whether there were any expectations of any downsizing 

19 or future re-engineering, and the response I got was 

20 no. 

21 And it also contradicts the fact that 

22 you know, I went into the Internet , and on GTB's Web 

23 site, you ~an click on a button for merger information 

24 related to Bell Atlantic and r.TB. And one of the 

25 biggest things in there is that they expec t expense 
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synergies of $2 billion, of which $500 million io in 

common coste and overheads. And there's no indication 

whatsoever that any of that baa been considered in 

here. 

Q Would you agree with me, Mr. Lerma, that --

for instance. looking at your ALR -3, you have a liot 

of ARMIS ac count categories there -- that one of the 

waya you could have done this analysis would be to 

look back historically for some period of time to oee 

what efficiency gains OTE in Florida had made in each 

of those categories? 

A Yes. And I do have -- first it was 

necessary to find out how CTS came up with ita 

calculations , because regardless of what data that I 

had available for me to determi ne whether there were 

trends downward or not, if I wanted to make an 

adjustment, I would need to know how GTE went about 

doing ita numbers. And that's what we didn't have . 

We bad the totals, but we didn't have how they went 

about it. 

And it involves how did they come up wit~ 

factors to deter·mine what piece of their tota l ia 

local so th4t I could translate that into an 

adjustment. That'l what I didn't have available and 

what I did receive lat•ar in interrogatory respon1ea. 

ACCURATE STBNOTYPE REPORTERS, I NC. 



•• 

• 

• 

• 

274Z 

l 0 So it's your testimony that you couldn't 

2 reach any conclu,sion without that backup 

3 documen tation? 

4 A I reached a conclusion enough to determine 

s t hat t he aame observable trends 'that I had for 

6 Be llSout b was there. I looked at OTB's general and 

7 administrative expenses and network operating expenses 

8 f o r a p e riod from 1992 to 1997 off of ita ARMIS 

9 reports. Por network operating expenses, they trended 

10 do wnward , if I recall, about 6.5t , and for general and 

11 a d min i s trative e xpenses, they trended about 5 , . So I 

12 did look at that, and that waa the baaia for my 

13 test i mony suggesting that there are declining cooL 

14 trends for all companies . 

15 What I couldn't do ia make the adj ustments 

16 or the actual calculations, because I didn't have the 

17 background information as to how GTE came up with its 

18 

19 

numbers. 

0 You were here yesterday when Hr . Norris 

20 teetified, weren't you? 

21 

22 

A 

0 

Yea, I wae. 

Did you hear him say that GTB bad just 

23 finished a one- or two- or three-year re-cngineeri11g 

24 pro ass of ita oper•tiona in Florida? 

25 A rea . 

ACCURATB STBNOTYPB RSPORTB!tS, INC. 
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0 And did you hear him aay that baaed on 

Lbat , GTB doten•t expo~t to be able to increaee ito 

level of efficiency in any eubatantial way for the 

next three t o five yearo? 
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A Yea, but that dooan•t neceaoar ily moan it 

won' t happen , because tho trends were •· t ho coa t 

trends were there before that took place . The acceee 

line growth io ouch that unit coata will continue to 

go down . Bven if thoee level of costa are maintained 

and the acceeo line growth goee up, the unite coete 

will go down. 

And you factor in -- I preaume that OTB haa 

publicly feel• like there•a o good c hance of thi11 

merger. And it you ta.ctor tho eo in. tho verbiage that 

I pulled off of the Internet aays that they expect t o 

be able to do thoee eynergiea or accomplieh thoee 

expenee eynergieo •• e reeult of econonioe of s cala 

and efficioncioe . 

0 Of tho merged company; right? 

A That's correct. 

Q We're not talking about the merged company 

here, are we? 

A No, but if we're talking about 

torwar~ · looking and what the11e coat11 are going to be 

like in tho futuro, that merged company ia whore a 
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\ l a rge amount of those corporate overheads generate. 

2 They're eventually allocated to each of the individual 

3 s tates, so there will definitely be a benefit to GTB 

4 in Florida as a result ol that. 

5 0 Well , does that mean then you also aaeume 

6 that BellSouth could merge with somebody and reach 

7 these efficiency gains? 

8 A Sure , but they don ' t have anything 

9 announced, sir. or otherwise we would be looking at 

10 that. 

11 0 Right, but they could? They could merge 

12 with somebody ; right? 

13 

u 

15 

16 

17 

18 

19 

20 

:n 

22 

23 

24 

25 

A 

0 

Sure. 

Okay. with respect to technology, have you 

done a specific study of OTB'e ne t work to see whether 

they have made gains in technology over the peat 

couple of years? 

A No, I havo not. 

0 Okay. Would you expect that one of these 

gains that you're talking about would be replacing 

analog switches with digital awitcheo7 

A I would expect that would be -· that could 

be a contributor. 

0 And if a company baa already replaced all 

ita analog switches, you wouldn't find any gain the re. 

ACCORATB ST&NOTYPB RBPORTBRS, INC. 
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• 
would you? 

A That's not necessarily tru~. I heard in 

1 

2 

3 

4 

the erose examination of several witneooes yesterday 

that what you're talking about going forward is not 

5 necessarily that you ' re at -- that you have dig1tal 

6 switches in plac e , but there are next generation 

7 syatema that are out t here , f or example, nex t 

8 generation digital loop carrier eystemo that, once 

g those come in, provide additional c ffiei~nel&O. 

10 MR . MITCRBLL : Thank you, Mr. Lerma. 

11 That's all I have . 

12 CHAIRMA1l JOHNSON : Staff? 

13 MR. BBCK: Madam Chairman, could 1 aok a 

14 few queation s , pleaae? 

15 CHAIRMAN JOHNSON: Al l right. 

16 CROSS EXI\MINIITION 

17 BY MR . BBCK: 

18 Q Good morning, Mr. Lerma. My name is 

19 Charlie Beck with tho Office of Public Counsel . 

20 A Good morning. 

21 Q I would like to ask you a tow queationa 

22 about the oizo of a fund attracting competitors. In 

23 gener~l. a fund would provide funding for those wire 

24 cantors whore the bench -- whore the costa exceed the 

25 benchmark, however thoae things are set; isn't that 

ACCURATE STENOTYPE RBPORTBRS, ltiC. 
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right? 

A Yea , generally speaking. 

1 

2 

3 0 Suppose that tho fund were oet large on~ugh 

• 
5 

6 

ao that half of the wire centers i n ~he state received 

f unding . Wouldn't the non-funded exchanges be more 

attractive to a new entrant than funded exchanges or 

7 wire centera? 

I COMMISSIONBR OA.RCIA: Could you repeat the 

, queation? I didn 't hear it. 

10 KR. BBCK : I'm aaking the witneaa whether 

11 unfunded wire contera would be more attractive to now 

12 entrant• than funded wire cente rs for tho Universal 

13 

u 

15 

s ervice Funel. 

TUB WITNBSS: I Clon•t know specifically. 

I've never done that typo of analyaia myaelf . I'm not 

16 involved in that . It would -- an opinion would be 

17 that the unfunded wire center• are probably some of 

18 the larger wire center• where costs o f doing buaineaa 

19 are lower in and of theaaelvea , and so there's 

20 probably a lot of companies that are wanting to 

21 compete in thoaa wire canters already. 

22 0 (By Mr . Back) Wouldn't a fund, at leaat in 

23 conce~c . to the extent that it subsidizes the coato to 

2 4 the extent they exceed a benchmark, makes those wt re 

25 centera look like the costa are the benchmark. doean•t 

ACCUilATJI STBIIOTYPB RI!PORTBRS, INC. 
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Q 

Can you repeat the qucttion again? 

The f und ~ould provide funding to the 

extent that the coats , however determined, exceed 

whatever benchmark is picked. Isn't that the 

fundamental concept? 

A Yea . 

2747 

l 

2 

) 

4 

5 

6 

7 

8 

9 

Q And to a competitor, if they could rely on 

10 

11 

12 

13 

l4 

15 

16 

17 

18 

19 

that fund, that would make the cost a look like they 

are the benchmark in those funded wire centers, 

wouldn't it? 

A Yes, that would be one ~•Y of looking at 

it. 

Q Now, in the unfunded wire centere, the 

coete arc going to be less than the benchmark, are 

they not, by definition? 

A That's by definition the way it should 

work. 

Q And eo all other thingo n eing equal, 

20 wouldn't tho unfunded wire centcre be more attractive 

21 to a new entrant than a funded one? 

22 A Yea. 

23 Q And that assumes that a row entrant could 

24 rely on tt.e fund being there and being permane"lt, not 

25 being subject to change every few years too, doesn't 

ACCURATB STBNOTYPE RBPORTBRS, INC. 
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Q 

27t8 

Yes. 

Okay. w~uld uncertainty about the 

4 permanence of a fund or the possibility of th~t fund 

5 being changed every few years also affect the 

6 attractiveness of funded exchanges to a new entrant? 

1 A I would think it would . 

8 MR. BBC~' Thank you . That'D all I have. 

~ CROSS EXAMI NATION 

10 BY MR. COX: 

11 Q Good morning, Mr . Lerma. Will cox on 

12 behalf of the Commission Staff . 

A Good morning. 

14 Q In your summary you mentioned -- I'm not 

15 sure exactly how you referred to it, but some exhibits 

16 or s ome analyses that you performed that you could 

17 provide to the Staff . I'm trying to recall what it 

18 was . Do you remember when you mentioned t hat in your 

1~ summary? 

20 A Yes. I mentioned that initially when I 

21 fil ed my testimony, I would have prepared schedules 

22 similar to those that I prepared for BellSouth 

23 qu•~tifying bow to go about making the adjustments 

24 t ha t I recommended for DellSoutb. I have put one of 

25 those together for GTB since I obtained the 

ACCURATB STBNOTYPB RBPORTBRS, INC. 
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interrogatory responses. 

0 But you did not have one for Sprintr Is 

that 

A No. There was not sufficient information 

provided, and it was also provided very late, because 

those dat a request responses weren't anaw~red until 

October the 8th, and I just did not have time to put 

something together. 

0 Do you think you could provide the 

BellSouth and GTS adjustment analysis as a late-filed 

exhibit? 

A Yes . The BellSouth is already part o£ the 

testimony. It•a attached to my tootimony. 

0 

A 

Oh, it is attached? Okay . 

And additional backup informa tion for that 

16 was provided in a response to Staff interrogatories to 

1 7 ATIOT. But I can provide the GTB anal"SJ.Il as a 

18 late-filed exhibit. 

19 0 The GTB adjustment analysis? 

20 A Yea . 

21 HR . COX: Okay . Chairman Johnoon, Staff 

22 would ask that a late-filed exhibit be marked for 

23 iden•ification. It's the CTB •• ATIOT'a OTB adjuutmont 

24 analyeis. 

25 CHAIRMAN JOHNSON: It will be marked as 

ACCURATE STENOTYPE RBPORTBRS, INC. 
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l 

2 

3 0 (By Mr . Cox) I just have one question for 

4 you, Mr . Le r ma . You mentioned three primary drivers 

5 or factor& that would lower operating expense unit 

6 coet a lower than tbe historical costa of a regulated 

7 mon op o l y, and those wer e productivity , technology, and 

8 comp etition? 

9 A Yea. 

10 0 On page 7 of your rebuttal testimony, you 

11 

12 

13 

14 

15 

16 

diacusa the effect that competition would have. 

A What line are you on? 

0 Particularly I want you to look at linea 12 

through 17 . 

A Oltay. 

0 And on those linea -- and I just want a 

17 little more exl)lanation of wha t you're saying here in 

18 these lines . You state at line 12, •Although the 

19 onset of competition bas impacts on operating expenses 

20 across the board, it haa a particularly signific ant 

21 impact on general and administrative coats.• And you 

22 go on to aay that in a competitive environment. G~A 

23 expanses per line are considerably leas than those 

24 reflected by BellSouth , GTB , and Sprint in their BCPM 

25 inputs . 

ACCURATB STBNOTYPB RBPORTBR.S, INC. 
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Yea. 1 

2 

A 

0 Could you explain -- they're probably tied 

3 t ogether -- why and how this occurs , why it would be a 

4 particula rly significant impact on the G'A coats? 

5 A Well, what it'a going to d rive -- and a 

6 good e xample of that is tho t iming, for example, of 

7 when -- if we look at BellSouth, Bell South in many of 

8 ita atatea baa in the laat few years gone int~ 

9 alternative regulation. 1 know that here, I know 

10 BellSouth, GTE , a nd Sprint, alternative regulation 

11 began in '96. In very many of the states acroas the 

12 region that BollSouth haa boon involved in, that's 

13 about when their alternotivo regulation began, '95, 

14 '96 time frames . 

15 Coincident with that, theae major large 

16 downaizinga and re-enginee~ing proceooea occurred, and 

17 expense levela came down over those p•riod of times 

18 when, you know, ~he incentive probably before 

19 alternative regulation when things were pretty much in 

20 a monopoly environment was not there to reduce cooto. 

21 Al ternative regulation is rooted in,the fact that 

22 competition ia emerging . It ia beginning . Othorwiae, 

23 the c~mmiaaion would not have considered doing 

24 alternative regulation, becauae things would have been 

25 atatua quo . So it drove those typea o t behaviors to 

ACCUR.ATB STBNOTYPB RBPORTBRS, ItiC. 
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• 1 bring costs down. 

2 What it also bas done is. there is 

3 observable larger reductions that have occurred as a 

4 result of that over those time periods. about there 

5 were already reductions occurring even before then 

6 that are observable when you look at trends looking at 

7 specific ARMIS data. 

8 ln one of the reaponoes that 1 provided to 

9 the Staff, staff's fourth request to AT'T for 

10 production of documents, under Document No. 25, I 

11 provided three trend analyseD for BellSouth, GTE, and 

12 Sprint that were baaed off of the ARMIS data. And if 

• 13 you look at that, you can eee that costa have been 

14 coming down, but you'll see them mo r e pronounced 

15 beginning with •• around the time that alternative 

16 regulation took place, indicating that, you know, 

17 competition is beginning to emerge. 

18 0 And that wa.a particularly for the G"A 

19 coats? 

20 A Yea. The analyeio that I provided there 

21 was for Gi<A. because tho question that wao aoked wao 

22 related to those same words that you just covered 

23 relating to ganaral and administrative coeta. 

24 0 It seems like you discussed tho impact of 

25 alternative regulation, and you're oaying that that 

• 
ACC~RATB STENOTYPE RBPORTERS , INC . 
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competition? 
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l 

2 

3 A Not necessarily. What -- because I think 

4 in most states , alternative regulation is a step 

5 towards even lesser regulation, which ultimately comes 

6 when a Commission feels that there is enough 

7 competition to not regulate that industry any further. 

8 So it indicates that there is some competition 

9 beginning. 

10 And the fact that you're no longer being 

11 rate-of -return regulated, the incentives are 

12 different. The incentives are to reduce expenses and 

13 

14 

15 

reO.uce investments so thnt earnings are higher and 

they're not driven any longer by any target rate of 

return. 

16 Q so am I to underst and that you're using the 

17 impact of alternative regulation, this historical 

18 information, to base your opinion on what the 

19 potential impact of competition will be7 

20 A That's just one of them. 

21 MR. COX: Thank you, Mr . Lerma. 

22 CHAIRMAN JOHNSON: Commissioners? 

23 Redirect? 

24 HR. HATCH: No redirect. 

25 CHAIRMAN JOHNSON : Exhibits? 

ACCURATE STENOTYPE RBPORTEkS, I NC. 
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MR. HATCH: AT'T would move 91. 

CHAIRMAN JOHNSON: Show that admitted 

3 without ob)ection . 

4 (Exhibit 91 received in evidence.) 

5 CHAIRMAN JOHNSON: Thank you, sir. 

6 THB WITliBSS: Thank you. 

7 MR. HATCH: AT'T would ca ll Cat herine 

8 Petzinger t o the stand . 

9 - - -

10 CATHERINE B. PBTZiliGBR 

11 was called ae a witness o n behalf of AT&T a nd 

12 

13 

testified ae follows: 

DIRECT EXAMINATION 

14 BY HR . HATCH : 

15 0 Ms. Petzinger , could you sta te your name 

16 and address tor the rAcord? 

2754 

17 A Yos. My name io Catherin e Petzinger . a nd I 

18 worlt at 295 North Mapl e Avenue in Basking Rirtge, tlew 

19 

20 

Jersey. 

0 

21 c apaci ty? 

22 

23 

A 

0 

By whom a~e you employed and in what 

I'm a district manager for AT&T . 

Did you prepa re and cause to be filed in 

24 this proceeding rebuttal testimony consioting of 

25 ~pproximately 44 pages? 

ACCIJliATB STEBOTYPB RBPORTBRS, HIC. 
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1 A Yea , I d id. 

2 Q Do you have any changes o r corrections to 

3 your rebuttal testimony? 

4 A Yea, I have three. In my rebuttal 

5 testimocy, o n page 19, at the top of t he page, line 

6 number 1, I would like to str i ke the words • used by 

~ GTB , • dele t e those . Th e sentence-- the question 

8 should read , "Please explain why the ALSH method io 

9 fault y and why the default regress ion coefficie nts may 

10 have the same problea.• 

11 On page 20 , there's a simple typo on line 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

number 8 . The last word on line 8 should read 

•outputs,• so the • c • before that should be deleted . 

And then on page 38 , at the end of line 13, 

t here were some quote• left off o f that . That wao the 

end of a quote, ao that shou l d re~d . •mix meets the 

least coat principle of TBLRIC,• unquote . 

Q Subject to those changes and corrections, 

i f I asked you the same questions as are in your 

rebuttal testimony, would your answers be the same? 

A Yea, they would . 

HR . HATCH : Madam Chairman, I would request 

that the rebuttal testimony o f Ms . Petzinger be 

inoertod into the r acord as though read . 

CHAIRMAN JOHNSON : It will be inserted . 

ACCURATB STBNOTYPB RBPORTBRS, INC . 
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l 

2 

0 (By Mr. Hatchl Ms . Petzinger. did you also 

prepare supplemental rebuttal testimony in this 

3 proceeding? 

4 A Yea, I did. 

5 0 Do you have any changeo or corrections to 

6 your supplemental rebuttal testimony? 

7 A No, I do not. 

8 0 If I w~re to ask you the same ~ueotiona as 

9 are in your supplemental rebuttal testimony. would 

10 your answers be the oame ? 

11 A Yes, they would . 

12 MR. HATCH: Madam Chairman. I would reque st 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2& 

25 

that Ms. Potzinger•a oupplemeneel robuteel be inaoreed 

into the record as though read. 

CRAlRMAN JOHNSON: It will be inserted. 

0 (By Mr . Hatcbl Ms. Petringer, did you 

prepare and cause to be filed with your rebuttal 

testimony one exhibit labeled CBP-1? 

A Yes, I did. 

0 Do you have any changes or corrections to 

CBP-1? 

A No, I don't. 

MR. HATCH : Madam Chairman , could r have 

that marked for identification, please? 

CHAIRMAN JOHNSON : It will be marked as 93. 

ACCURATE STENOTYPE RBPORTBRS, INC . 
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(Exhibit 93 mar~ed for identification.) 

THE WITNESS: That vas a proprietary. 

3 MR . BATCH: Yea, ma'am, that is & 

4 proprietary exhibit. 

5 0 (By Mr . Hatchl Did you aloo prepare and 

6 cause to be filed an &xhibit to your supp lemental 

1 rebuttal testimony identified as CBP·2? 

8 A Yes, I did. 

9 MR. HATCH• Madam Chairman, could I have 

10 that mar~ed for identification? 

2757 

11 CHAIRMAN JOHNSON: It will be marked as 94. 

1:1 (Exhibit 94 marked for identification.) 

13 

14 

15 

16 

0 (By Mr. Hatchl Do you have any changes or 

corrections to either your CEP-1 or CEP-2 exhibitu? 

A NO, I don't. 

0 Were they prepared ty you or under your 

17 aupervieion? 

18 A Yea, they were. 

19 

:10 

21 

2:1 

23 

:u 

25 
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0()~708 1 
REBUlTAL TESTlMO!iV OF 

2 CA 1li£RJN£ t. PETlJNGER 

3 ON BEHALF OF AT&T COMMUNICATIONS 

4 OF THE SOl1111£RN STATES, INC 

s DOCKET NO. 980696-TP 

6 I. INTRODUCTION 

7 

8 

~ 
Q. Pleue ltate you r Dillie, pmeut potltlou ud biU!Jiea addi'UI 

(" ,. 
9 A. My oame is Calbcrine I!. Pcuinacr. I 11m a District M111111er with AT&T 

10 Corp. in R.qulauwy and Lqislatiw Alflira. 295 Nonh Maple A venue. 

II Basking Ridge, New Jeney. 

12 Q. Pleue dcacrlbe your work upuitnce and ulue~tlonal badq,rouad 

13 A. I have an MBA from Rutacn Unlvmity, New Jcney. and have thlnccn yeiii'J 

14 of cxperic:ncc In the Ldccommunlc:atioa lndusuy buildina. and subsequently 

IS lcadina. •IJOUP thl1 developed swilclUna cost models, incluc!Jna the 

16 Swi~~:hina Cost ID!onnalkon System ("'SCIS"). My aperia.c:c includes 

I 7 exlmStvc consul11tion on the usc: of eos1 modds ut various c ~ 1tuclic:s In the 

18 United S11r.c:t and abtold. 

19 Beforcjolnlna AT.tT In 1996,1 worked at Bcllcore for IJ yean1ln tho Cofl 

20 Methods and Modcb orpolzation. I wa one of three individuals who 

21 cblaocd the BeUcorc SCIS featwc model and implemented D' w illCiemcntal 
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CMina methodology into lbc propum. I also W» lbc IC!Id subject matter 

2 expert on fcawrc costing in gcncnlu well u "1Ubject mattc:r CApm on 

3 JESS, lA ESS and SESS switches. When I wu promoted to lead the SCIS 

4 group of approximatdy 20 people, I bid respooslbillty for the technical 

S devcl.opment, pcoductlon, docummtation, customa- cere 11nd oeost Jtudy 

6 consultation lor thc SCIS l'unily ot models. 

7 Q. 

8 

9 A. 

Rave you prcvlo1uly testlllcd In nganlto LEC cost modeh lo general, 

aod the Swltdalo& COlt lllform.atlOD (SCJS) lo pa.rtkular't 

Yes, I bav.: J:nSCOI«< expert testimony in numerous State proceedings 

I 0 dealing with switdling unbundle<! clement cost rtudies. 

II D. PURPOSE AND SUMMARY OF TESTIMONY 

12 

13 Q. Wballllhc pllTJX'SC of your tCitiJDoay? 

14 A. The pwposc of my testimony is to rcpon my findings regarding the DCPM 

1 S rwitch module methodology and thCI inpul!l wed by BciiSoutb. GTE and 

16 Sprint 

17 Q. Pluu summarlu the malo polo c. or your testimony 

18 A. The BC..I'M lwitch model's methodology IJ deOclmt in the following major 

19 rcspecu: 

2 
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3 

4 

s 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

I . 

2. 

3. 

4. 

The BCPM model is clcpcndcnt upon the embedded network 

confiJlntion 11111 docs 1101 "P"'*"'' &D cifident forwvd·looldaa 

network. For Cltllllplc, BCPM uses the embedded ho$1/remole and 

staada1one confipatiODJ from the LERO. modified usins 

undoc:urncnted asswnptlons. 

oo:ouu l 

'lllc BCPM •witch module Is bo.scd on propriewy thi rd·pllty model.s 

popula!ed with Wldoeumcated Input cbla. Usins confldcntial models 

is nclthu 1lCCC$S8I)' aor appcopriatc for dclaminins USF and violalel 

the FCC's USF RtpOit and Order. 

Tbcre are a number or model ctTOtS that cause overs~aled $witch costs. 

such u tho USF lnvcsuneat pa-linc ealculaled by BCPM. wh<-n 

multiplied by the number of working lines exceeds the toW OJUOWII of 

swilclllnvesunent identified by BCPM aslhc total switch Investment 

associated with USF. 

Some of the lnpuu 10 the BCPM modcl by GTE Sprint and DdiSouth 

are iocorm:t and IOIIIC ano unjustifllbly wieldy divergcaL Most 

impor~~ntly, BciiSouth, OTE and Sprint use inconect switch pri;:c 

input data, which causa all the swittb costs used to ealculate the USF 

10 be lnfialed. 

3 
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IV. BCPM'S MODELING METHODOI OCY IS NOT FORWAJU). 

2 LOOKING 

3 Q. Dacrlbe bCI'II' BCPM ue. aa tmb~dcd b o.llnmotc nttwork 

4 coll1Jpndoa. 

s 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

A. 

Q. 

A. 

BCPM requires tbe LERO 1.0 1\11\. The LERO ;, a B<:llcore d•t•lwue thai 

ldcntlJia wm ca!ICtS and tbe switcbeti that are deployed in the: wm centcn. 

Each 1wildl II ldenlili~ lS a host. remote, or rt4ndalonc. A sWidalone 

swildl bu no remoiCS, "'bile a host will have at least one remote. BCPM 

requires every I'Wildl10 be idcntl6ed as host. remote or JWldalooe. OCPM 

appii'CIItly abo utCS tbe l.ERO 10 identify tbe host 10 wbith a remote 

bclonp.' 

Wby Ia tbe cvrn:ntlull'llnmote network conll&uratlon n ot forward· 

lo;>lda&! 

The embedded hosi/RmOICI.undalone (on6gutations in the: LERO an: not 

forward·looldna and do not rcpre cnt an efficient netwooi:. primanly btuusc 

there are many more 1ypes of remotet avaibblc today than cxiJt~ In the 

~nt put, and the capKltlet of remota have Increased comp4J'cd to remotCJ 

ofj11111 few )'CU'I aao. BdiSoutb JW.ccl "BCPM 3.1 detigns a modem 

~of diail&l boll, remote and Aand...Jonc switehel bucd on the OC'tual 

ln·pl~ MlllfiOTk."' TEl.RIC COli mcthodoloar doCI not require using tbe in· 

place nctwooi:; [n fact, it only require~ the: wire ccntC'l' loaoth>n.t to be 

6 



Dllint•lncwl IUld l!x methodology expectS that a new, cost-effc:ctl\'c network 

2 will be put in piKe. A actwork planner lookinJ at the c:um:n I demands fOf 

3 lines, ttunkJ IUld traffic would dc:ftni~<:ly piiiCC a different mix of equipment, 

4 cvcm u:nunl:li 1M J&mc win: ccn~<:r locatloru. An eXJUnple of a forwtrd· 

S looldna c.lutnae to the LERO mix of IWldalones and remote# WI be foWl~! in 

6 BCPM'a own clocwncnwion. ,.,11Jc.h atlte#: ·o~ons wilh the spon:ror 

7 compclic:t' Cfliinccrina subject n.attct expc:ru indicate that few placements 

8 of lmDII stanti41DIW IWitcM3, auc.h u the NOftel OMS-10 are- rxpoc:~cd in the 

9 fuuuc. Most lmlll cxc.hat1ies will be 1Cf\'cd by SESS or OMS mnotts. "' It 

10 is unclW', however, how BCPM treats 1M DMS-10 switches. A network 

I I plan11ct could op!imize which wire C'Ciltm l''ct'C hosts vs. remotes ai \'CII 

12 today'• demands rather than be ina Slddlcd with host placement dec:islons 

13 made many yean ago. 

14 Q. 

IS A. 

16 

Why lair UDc.lear bo"' BCPI'tf ln:all DMS.lOs? 

BCPM 1WU with~ from the LERO BCPM. ho,.~-cr. appean to edtt the 

LERO data 10 that only oar ~tch is placed per win: center. AT &:T bas 

17 spent conJlderablo time and elTon rcvlewin11 equatioN and cell references in 

18 column after column of the switch Ina module, but 1\'C have bc:cn unable to 

19 1oea1c how the llwitcbc:s ar= u.ns~cd from the LERO to DCPM. If the 

20 ' "RO Jhoww mlllllplc switcbes in a wire c:entct, it bas not t-een documented 

21 u to how BCI'M cboosa to ldc:nll~ the one switch it ·to:~" Next. the 

22 swltcha that arc "kept", arc o.sslancd to be either A None! OMS· I 00 or a 

7 
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Lucent SESS, ~ganllcss of the 11Wiufaclurer or technology of lhe octual 

2 swii.Ch. II is wx:lcar wbelher a DMS·IO boll or standalone switch i.s changed 

3 to a DMS.IOO remote (u the developer suaaest.s ;..!he quote above) or 

4 whether !he DMS-10 JIAndalone or host Is convened to a DMS-100 or SESS 

6 Q. b It wroac to anlp t.II IWI tchala Florida to be 5ESS or DMS I 00.? 

1 A. Yes. The SESS and DMS-100 an: bolh large switches wilh huge c:apacltiu. 

8 and con-espondlnaly lqe fixed costs. M11ny of lhe lwilches in Florida are 

9 small and forclnslhcm to assume the pricing 511Ucture of o SESS or OMS· 

10 100 would seriously oms~ate the cosu for these switches. 

II BCPM provides 11n optional small swilch option lhnl has been ~ by OTE 

12 and Sprinl (but DOl BeliSoutb) thai it lin apparent cffon to counteract 

13 BCPM's using dala &om the LERO and forcing all swilches 10 be large SESS 

14 or DMS·IOOs. 

IS Q. Doa rorduc all awltcha to be 5ESS or DMS-100 IIIAU lhc model 

16 forward-locldq? 

17 A. No. Althouah Luc:cnl SESS and Noncl DMS·I 00 are markA:t leaden for large 

18 awi~ha. theY an: not the only suppllm of large Switches. There an: in 

I 9 Florida, for cxamplo, Sicnuuu and Ericsaon switches lhnt C4ll also be Iorge 

20 swi~ Evc:n more Importantly for Universal Sc:rvlce costllllalysa 11c the 

21 critical assumptiona about sv.itehel in roore rural areas, when: small switches 
8 



may be lhc norm and there arc n number of suppliers of these switches, 

2 im:luding SiemanJ StrOmbcra-Car!Jon, Nond, a.nd many others. 

3 Q. Why bIt lmporuotto rtO~ct the mixture of ~Witch tttbooloaJcs aod 

4 maoufaeturtn? 

5 A. 

6 

The fix;:d costs arc dramatically diiTcmll for a srruall !IWidalone swi~eh 

compaml to a latie one. Equally imponant, however, iJ BCPM's 

7 disaagrcgation alcull!.tions assign switdl invc:IUnc:ntto specific buckets 

OU~7GG 

8 based solely on SESS and DMS· I 00 switc~. Therefore the costs assigned 

9 to pon, a.nd lhc multiple usage categories arc not relevant for any switches 

I 0 other thao a SESS and OMS· I 00. Therefore, not only is the loW in\'eStmcnl 

II prob:tbly ovcmated In many Cli5CS, but the amoWlt assigned to the 

12 subcategories, or buckets, is totally inappropriate for othc.r switch 

13 technoloaies that would bc considered forward· looking as well. 

14 BCPM's small swi!Cb option has hs own d!l4ggn:gotion pcrccnll!ges. 111c 

1 S entire documentation for the development of thtse percentAges is in the 

16 Switdl Model Inputs, p. 39, "'The default data wa., generoted from n I)'Picnl 

17 SlAte rWl of the lOTte switdl model during BCPM model development." The 

18 tloeumentation does 1101 explain what a typical Sltlte run is, and so we cnnnot 

19 detcnnlna wbctht:r It bas any rclcv&DCC. What is t:lear, however, Is that any 

20 rWl of the ~larae switdl modic:l" "''Ould cenalnly notgenetate relevant or 

21 ltTOCt pe:n>enlagcs for small switches. 

9 



2 

3 

v. 

IJU~ 7() '; 

BCPM INAPPROPRIATELY R EI .W.S OH CONFIDENTIAL 

MODELS AS THE FOUNDATION OF THE SWITCHING MODULE 

4 Q. Why II tt Inappropriate to we tlostd, eoond~nlial models? 

s A. First of all. using ciOJCd m«<eb for ddmnlnlng USP violates the FCC's USF 

6 Report!llld Order.' Closed models make it excessively difficult. and usually 

7 impossible, t:o evaluate wbclbcr lhc models GtC valid and wbclher they were 

8 used appropriately in the eontm ofUSF. For example, what fo!WIII'd· 

9 looking assumptions were Jn.llde about SS7 sianaling. disital loop c:arric:r, etc:. 

10 In addition, the closed models USC massive IUIIOunts of data that need to be 

II C?!l!mined for consislency and rdevllllC)' ~ith other assumptions in the USF 

12 forwnrd-lookiog eost study methodology. These diffic.ulties have been 

13 sboWCII$CCI in this prococding where the sbort timcfnunc beiWCCn the 

14 subll\is$ion of the buaely complex BCPM switch model, coupltd with delays 

IS in providing a wor!dng BCPM model in the case of OTE and delays in 

16 nespoodingto data n:quc:sts, have made a eomPfdw:nslve and accurate 

17 as:semnent of the BCPM switch model an impossible task. 

18 Q. WbatiDpullto tbc proprietary modcb can sliJllficantly a.ITec:l BCPM's 

19 mctbodolol)'? 

20 A. The SCIS models are typic:aUy run for essentiAlly every switch in the cost 

21 study area. For each swi!Ch, uaflio levels and switch al:r.c arc entered as 

10 
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3 

4 

s 

6 

1 

8 

9 Q. 

10 A. 

11 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

OU~7G8 

office-specific lnputJ. Types and nwnbcn of sub~riber ports an: entered; fill 

factors an: lnpulll for bolh lines nod trunkJ; types of r¢motes ore entered (for 

example. copper-based. fiber bAsed, e~e.); and dlscount.s rr.rc entered for 

various types of equipment. Wilhout ICCCSS to the underlying models. 

however, this iJ pro~bty only 11 ~a! list ofinpulS lh4t aJT~! BCPM. 

Should additional infomu~tion become available a.s data request.s Are received, 

this scotian will be revised or supplemcntlld, if I hllve an opportunity to file 

eddltlonal testimony. 

Please provide Jome e:umpleJ of bow tbeJe IDpuls would a !red BCPM? 

BCPM and SCIS both use fill fa«or inputs. It apperus at this point that a: 

!CASt one company has entered fill factors into bolh sets and BCPM.' The 

Investments IISJOCirllcd with the lpiU'C c:upacity dcflllC<l by tho fill factor iop"ts 

would lheKforc be double counted. For example, assuming a 95% SCIS fill 

factor and an 8S% BCPM fill ooor would result In an Approximate I 8% 

overstatemcm in the pon lnvesunent. 

The nwnben and IYJlCf of lines will cause volatile cllangcs in the proprietary 

modeJ outputs. The CON for different types of ports can vary dmmatically. 

aJTcc:ting bolh lhc overall investment levels ns well ns distortins the 

d!SIIggrc:gnllons. For example, Next Oener~~llon Dlgitnl Loop Co.nier 

(NODLC) CON arc lianificantly leu than either older Integrated Oigitnl 

' Loop Cmic:r (lDLC) or analog lines. From the dsla I hllve awillililc at lhis 

poinl, It appcan t1w NODLC has oot been cntered Into SCIS. therefore tbc 

II 
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port eost5 will be ovm~ In addition, nhhough no NIJCLD is in the 

2 rwitch mock!, app&I'CIIIIY NGDLC i• assumod in lhr BCPM loop module, 

3 wbicb ral.lel critical qUCJtioDS ofinconsislehciCJ within BCPM itsclr. 

4 This volatile differax:e~ In oosts iJ also true for the rypcs of remotes -

S coppet·buc:d mno~a, for example, arc ttcmendously more c~tUivc thlln 

6 fiber-based. (lbe cost diffCtleflCC is main y auribul4blc to the la:gc nmount of 

7 dediCtlled equipment allbc boost thai is llC' CJsarY to terminate c:oppc1"·bascd 

8 remotes comp!ltlld to a t014lly diiTcrc:nt ar. hllc:Ctun: thai requires essentia.lly 

9 no dedi.Ctlled cquipmc11t for a tibcMased 1 cmoce.) Atlhr time of ptq)Oring 

I 0 this tes1imony, I do not have InformAtion t<l determine what lypes of remoles 

II have been US1med. lu this information ir n\ldc available In data request 

12 responses, I will supplement this ~stimonJ nccordingly. 

13 The propriewy cost mockls for 11 least on< of the sponson used discount 

14 lnpuu. If we receive the necessary dbla req ""st respoiiiCS, this testimony will 

1 S be supplemented with jUII $Ucb 111 analysis The doc:umcntalion indiCAteS 

16 thai the disc:ounts "wac nwlhcnuuic:ally elhniMtcd from the resulu."• There 

17 arc multiple diJcount lnpu!J lthat can affcct •liiTcrcnt outputs in a non-uniform 

18 manner and nny proceu that "mathrmaticall y e1 imlnatcd" these discounts 

19 would bavc to have bcco quite c:ompllcated. lilts mathematical proceu has 

20 not been documented nor explained In my "~Y. and therefore his biahJy 

21 q~ooable wllethc:r ewn the undiJcotmted prices for Jarac rwitebc:s arc 

22 c.. cc:t In BCPM. 

12 
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3 

4 

s 
6 

7 

8 

9 

10 

I I 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

Q. 

A. 

An IDpull to tbe proprietary llO.II modtb u-t lnpuu to BCPM 

eouiatmt? 

0UG7t(J 

No ooe knows for a\11C. It i5 not clear !hat even lndetcc, 11 BCPM developer, 

that purportedly reviewed All the output dAtn to gencrotc the rcgreuion 

illiiYJa ever reviewed Ill or t.be IIIJJUI da1a UJeCI in the proprieW)' models. II 

is highly probable that elm provided by three sc:puate compenlC5 (and 

po55ibly multiple ofi~Ullzations within those companie5) may not be 

consistent with the input datll used In BCPM. For c.umple,lf the Inputs to 

lbc propriewy models auwncd an avcraac line 10 trunk ratio of dahtiO one. 

in a 10,000 liDe switch, COSIS for I ,250 trurW would have been included in 

the BCPM default ~on coeflicic:nts usc:d by &II South, SprlnttlDd GTE. 

In BCPM, the line to trunk mtio default (110d usc:d by DeiiSouth 110d Sprint) is 

fourteen 10 one, making 714 lruDks for a 10,000 line switch. ·nu, would 

mean that the cost for I ,2SO lnlnks lnclud«< in the ~on coefficients 

would cssenllnlly be Jprced over the 714 trurW calculated in DCPM, thereby 

ovmtallng tho cost by 7S%. 

These are only 1Jola1cd cxample5 or the potential problems !hat can exiJt 

between the propriewy model input dala and DCPM. The bon om line ls that 

without c:mefully reviewing lbc volumlnoU5 and confidentiAl data Inputs to 

the proprietary modcla, BCPM cannot be conaldcrcd to be consistent or 

aec:urate and lhould be rejected. 

13 



Q. 

2 

3 A. 

4 

s 
6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

BCPM tpoDIOn claim lh.at other tOurcu caa be wed for thr BCPM 

IWittb prke datA. Is this • viable allrraativeT 

U0::!7'i J 

No. I know ofoo other switd! models that usc detailed engineering that 

would be collSistent with the pre-defined output categories in BCPM other 

than the models used in lhiJ pnx:eedlng ~ all of Which M: proprietary. If 

Method #2 is used, then 1101 only do the switch prices need to be entered for 

each switch. but the data mllJl be broken down Into the subcatqorics, or 

bueUts uJCd by BCPM. The only viable option for Method 2 is to usc the 

same proprielll)' rnodeh used by the BCPM sponJOn. Although it is a.1Jo 

possible to OVt'fridc the dclllult rcg1CSSion eoefficients, the BCPM Spo11$0rs 

thettuelvca caution: "The user c:an substitute other known relationships for 

the V11lues in the COC'fficient motrix table. Caution ia odvised, however. ns the 

invcstmcl:lt rcsulb arc highly JeDSitivc 10 IOlllC of the coefficient values." 

Method 3 appcwato be more Oexiblc because only the total switeb 

invo:suncnt oocds to be e:nla"ICd. However, BCPM will dlsaSifCgate the total 

switch lnVC5UDCDt into the bucket~ using its lntemallogic, ogam based on 

propriewy models' data on only the SESS and OMS switehcs. In the end, 

BCPM is ciTccdvely tled to, :and completely dependent upon, these 

propricwy modc!J and the propriclalj' Input data used to generate the 

r ;iriewy rcsulta. 

14 



Q. 

2 

3 A. 

110~7'12 

Doa tbe uae oftbe proprietary modda tbat pr?cluce b:gbly gnoular cost 

olltplltl bu:rauc tbc accuney oftbc .,..lttblnc tostl aulptd to USF? 

No. Even If !be BCPM proprietary model foundations"''= shown capable of 

4 gcnenulng acc111111C subcategory ccms, the BCPM spoDJOrs do oot justify why 

5 their complicated and proprietary llllJIIysis, bnsed on o more granular 

6 ~ion of switch costs is 11.11y more accurate. Indeed, Bell South's 

7 BCPM nms show that 38% of total switch investment is IWisntcl to the pon. 

8 whcrcu HAl uxa a user-adjustable input of37.2% for BcliSouth. 

9 Q. Row doa the ttnlctare ofBCPM IDJure tbattbe cootcniJI of tbe BCPM 

I 0 mod.el mwt alway1 be ~DJldtred proprietary u wcJJ? 

ll A. As BCPM S14tU with undisoountcd lwitch prices (although even the 

12 uodiJCOunted prices may oot be c:orrcct, as disclwed e~~tlier), users mUSI enter 

13 the blahJy proprietary swiich dliCOunu on a mtmuj'acturer.sJNclftc basis. 

14 The hiahJy ICIISitive diJcounl inputs giW'IIlltcc that BCPM will be considered 

IS proprietary not only by the filing comj)lllly. but by thitd party swiich vendors, 

16 u well. 

17 When Mc\hod 112 1111~ \he <!iKQ\!!11~ ~wH~h pric:tlJ bf switch 

18 manuj'OC/IJI'~r are entered, which e.pin would be coJUidc.rcd proprietary by 

19 ,...., . · 'I manllfiaurcn. 

IS 



VI. BCPM MODEL ERRORS 

2 

3 Q. PltASe ldtntlly rhe cn'Ort auodatcd wllh BCPM'• rwlrch r~ulon 

analy1b. 4 

IHJ~77;s 

s A. BCPM's ~ inalysli, uSed to dcvtlop switch prices. purportedly uJcJ 

6 unditcountcd list pric:cs for switching. These priees must be subsequently 

7 ditcountcd 10 rcOect real priees paid for swllcliing. The discounts, however, 

8 an. nnrapplicable unifonnly 10 all of the invaunent buckets. Through an 

9 undocumcntcd BellSouth "special study~• adjustment (BCtors were developed 

I 0 that an> applied 10 the discounts entaed by the user 10 achieve purported 

II e./fiellve diJCOunts. The bouom line is thst U\C reSJCSSion 11114lyais 'VIIS 

12 performed on the incolrect undisco"!'tcd price data, instead of the real swlt.ch 

13 pric:cs. Subsequent fudge factors, ranging between 62% nne! 99%, developed 

14 tJuoua,b an undocumcntcd 1peeial study does DOl "ftx~ the Incorrect 

IS regrcssi.on coefficients that form the fOlundation of all the switch costs using 

16 BCPM default switch prica calculated in USF. BeiiSouth and Sprint used the 

17 default BCPM switch prica for all of their switches nne! GTE used lite 

18 defuult BCPM for a large number of switches as well.' 

16 



Q. 

2 

3 A. 

Plcale nplala II- BCPM'• rnulu OYrl'fteOYU BCPM'a ow11 

ldatlif!c:adoo oftJSY-rtlatrd nriltll blvcatanll 

uo:t77·1 

4 to USF for each switch. In the a 'tiC spreacbhcct is the re·laireaation or the 

S subc:alcgoric:s of invc:slmcnts into 111 invc:stmenl per pon and a UJa&C per port 

6 lhat appear to be used to develop the final USF coru. The problem I• that 

7 wben the in•estment per port piUI the usa&e per pon is multiplied by the 

8 nwnber of working linel, It always rxc:ccdJ the tol41 investment that BCPM 

9 SW1Cd witb u the USF·relatrd toW switch In•-. Tbe Ktual 

10 ovCIJ'CCOvery in Florida for each company is significant and is shown below; 

Compeay 1.1 

8eiJSouth S36,649,378 

0'1"2 $13,464,022 

Sprint $6,012,629 

Total SS6.126,029 

II 

12 In spite of111 extensive review of how the port and usage columns III'C derived 

13 In an .uanpt 10 rpedlltally identifY what b causing the error, the equations 

14 III'C so complex that we have been unable to locate the precise problem. 1110 

IS fac:t mnalns, ~'Cf, that the lnVCI1menl per pon, including USP·reletcd 

16 u -;e, fcu Cl(ceedJ tho11m0un11lCPM lw calculated to be the total USI1 

17 IWIICb UlV<:fit1!&2)L 

17 



Q. 

2 

3 A. 

Pluse dacribe the uror that causts ID1111~ trunk IDvallllcub lD 

BCPM 

fJU~77b 

BCPM uses a line to INnlc ratio 10 calculaiC lhc ownber ofuunks required for 

4 eadl swiiCb, baed on !be: n~ of lines calculated In the loop module and 

S ~ to the switch module. The eoglnee1'ed lines ln a switch is the tollll 

6 number of lines that arc equipped compared to the lesser nwn~r of thes<: 

7 lines that arc ''working". The dilfcrence ~t\YllCillhc two is the utllwllion 

8 level (often R:ferred to Incorrectly as the fill fnctor).' The num~r of trunk.t 

9 requinod in a switch is cnalnec:ml in the real world baed on usage levels, not 

10 the number of linea. lflhe oumberoflincs is~ to llenetaiC a rough 

II estimate oflhc nwn~oftruoks, the number oflincs used should be the 

12 working lines !hat arc a.:l\lllliy acncrnting tmflle. In fnct, BCPM's sporuors 

13 aaroc that the line to trunk nulo should be using working lines ns stated in 

14 BCPM's definition of line to trunk mtion: "The avemge nwn~ of working 

15 lines pet local interoffice trunk tcrm.iJwcd on the switch."" BCPM, ho"'-e'~· 

16 is calculating the number of t:runb baed on the tnglnttrtd lines, thereby 

17 overstating trunldog cosiJ by approximately IS%, asswning nn 85% fill 

18 factor input. 

18 
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Q. PleaH explalJitlfby t.be ALSM method ... ,..,, .. , 11112• b C. ally IUid "by 

2 tbe ddnlt ftVCSiloo eod!ldeob IDII)' lutve t.be aame pro!blem. 

3 A. 

4 

s 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

When BCPM "bunddes~ the ALSM outputs into categories, it makes 

oumero111 c:rrotS c:m..sing iowmx:t assignment of investments to wst 

c:akgorics. One example is a subc:ategory called'"Tmninatima Call Cost." 

1bis su!M:atqory of c:ost identifies the costs of equipment nec:essary to 

terminate a call. 1bis wst is caused only when terminating a call and 

tmninating calls arc both inu-asv.itch and interswitch. BCPM incom:c:Uy 

oddt the terminating callc:ost to the ttunlc ~e wst. The trunk usage cost 

will then be applied to oriGinating and tmniDAiing interoffice calls (i.e., 

Incoming and outgoing caiiJ), but not to calls that stay withirl the switch, 

which Is simply wrong. 

Another mon: egregious example is 11 little mon: c:omplicated. BCPM ask.s 

users entering switch price dato via the ALSM option in Method 112 to input 

investments as genetatccl by SCIS for two subcategories for [I) usage to carry 

traffic from a remote 10 the host (umbilical CCS) and [21 USOI8e within a 

multiple-remote complex. The two remote-rclstccl usage categories should be 

multiplied only by the uumbc:r of remote calls and Inter-remote calls, 

rapox:tivcly. BCPM, bowevcr, adds all these usage casts togc:tber and 

multlpJJes times all local JerVice calls. Since the total local calls is 

str..Mtc::antly hi abet than just the calls imvlving remotes, the total usage 

invcstrnall is siplificantly inflated. II 

19 
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A$ !hex= the same c:alqlOlies of iliYCSUncnllhst SCJS generates, it u 

2 reasonable to ISSili1IC that the same or similar c. ron may have been made in 

3 the devdopmcut of the BCPM dcfaultJegJcssion coefficlenll prices used by 

4 BdtSoulh. ore and SprinL 

S lf a usa' c:nten dala viA t:hc SCM input process. as ore has done, this 

6 bundlins b not dooe. There u no explanation ill t:hc dOQIIIlentlltion. We 

7 assume it is bec•nse of the inbcrmt, un<lelined and undoc:wnentcd diffen:nces 

8 betwocn SCM and SCJS. If lhe bundling Is trying to malcc the SCIS / outputs 

9 confonn to SCM outputs, that means that SCM. itself, may have these some 

I 0 errors within tbc model 

II Q. Plcue describe tbe error Ulodatcd wltb lhe engl.nt-trlng and Installation 

12 factor. 

13 A. 

14 

BCPM's docwnentation defines the: Telco Edtl Fo.ctor a.s "The ratio of 

telephone company tapitaliz.ed engineering and installation dollm to switch 

IS investment dollan.''11 Also, ·it SWCJ that "The investmc.•t function IJ: Telco 

16 e&T Investment • Telco E&l Loading • Vendor EF&I Switch Investment."" 

17 Vendor I?:F&IIwitdl inVCJ~mcnt does not lndude common equipment ~ 

18 )lOWe:. The BCPM modd. OO'M!Vtt. applies this fDCtor alia the Common 

19 E:quipmcnt and Po""'Cf Investment factor has incrcucd the JV>itch inveslmcnt 

20 do' ... This results in O\'er$1Aicd engineering and installation cosiJ 

20 
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VU. INPUT DATA ERRORSTHATCTE, SPRINT AND BELLSOVTH 

2 HAVE IN COMMON 

3 Q. Have the Comp&llla ntentd illput data tbat n!Otctttbe forward-looldog 

4 coat ohwltcbeaT 

s A. No. They have used incoln!Cl disc:ovnt inputs 10 BCPM 10 modify the default 

6 undiJc:ountod pricca 10 forward-lookina prices paid for switching." The 

7 diJCOunt factors utilized for each switch type are of eritienl impoiUIIICe. If the 

8 diaeount faciOr$ do not rdlcct the lldUal forward-looking prices. tbr results 

9 produced by BCPM will missl.etc all of tbc switching investments used as tbe 

10 basis for USF. 

II Q. What al't the dlseouuttd twitch prlca prr llnr uaed In BCPM? 

12 A. Total discounted switch lnvesunent divided by total lines is an industry 

13 standard of~ to evalu:ate and compare switch prices for end office 

14 switehca. These priors are switch vendor cuainccn:d. fwnimcd and installed 

1 S (EF&l) lnvcsunenu snd do mot include loenl tc:lephooe company inst.allation 

16 and englncerina, f:IOWU, Wld or building, but do include tb~ main distributing 

17 fnunc (MDF) and protc~:tor. Sprint and llcJISout.h BCPM dote l\llows us to 

I 8 <:Omparc tbcsc cli=tly a shown in Table I in Rebuttal Exhibit CEP·I . 

19 am has only provided data that apparently already includes loenl telephone 

20 company insta!Wion and ena.L-nna and power. 'rbcsc factors arc in BCPM 

21 for Spriot110d Bell South, and 50 the table below shows a comparison of total 

21 
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inslllllcd investment (lncluclins telepllonc company installation and 

2 engince:ring and power), MDP and protector, but do not inclooe land or 

3 buildlns. 

4 

s Q. Wb• t IJ tbe dlflem~ee oo • pu Une buiJ betwftll the Norttl, Lac"*ot aod 

6 GTD awlteb mna(adllrent u lndudcd Ia the BCPM ntlnp? 

7 A. Table 3 in Rebuttal Exhibit CEP-1 abowslhcdilT=nccs. 

8 

9 Q. I.J th1J diJparity amoq the vmdon appropriate or acceptable? 

10 A. No. Lucent and Norte! arc aagresslvely oompetins in all amu of the 

II switeblns market. A$ lhetc swii.Cbcs arc essentlAUy identical in functionality 

12 and fcanaes, lbeso vendors compete primarily on price. Com>borating 

13 Sl4temenLS made by Southweatern Bell and Pacific Bell indicate that the same 

14 price is paid for switeblng reprdless ofveodor.11 h is illogical, ~.d incorrcet 

IS for 11 forward-looking cost sllUdy, lha111 ~lcpbonc company would 

16 oonsiJtcotly plan 10 pay mone for one switch than another. What Is logicnl i.s 

17 10 IIJSUDIC thatiCiephonc: companies. in the forthcornlna compellllvc 

18 environment would choose the low cost provider. The dilTete:lCC in switch 

19 price bell~ " lhc OTD·S and Nom! and Lucent is discussed in the OTE 

20 Input Data Section of this doc.:umcnL 
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Q. 

2 

3 

4 A. 

s 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

IS 

19 

20 

What llapedflc -lteb vmdor con tram for one compi.Dy apJl"T to 

111bltantlate tbe d ltl"en nce? How u n that ~ r«onclled wltb your 

pTCYiou uacniou that the IWiteb prlcea abou.ld be almlla.r1 

There 11t0 numerous reMODS why at a given time, n pruticulor telephone 

compeny may produce contnii:U t1w nppc:ar 10 justify n large clisj)arity among 

switch vc:ndors. Sorne of these reasonJ 11/'C: 

• The contract could be a ~bueline" contnlet. I cl:usrxtcriu thi.s as the 

off·thc.sbelf contract. It is similar to the first price o cor salC$111nn 

w!U quote you when you ask how much the dealer wonts for the Cll. 

Thcso baseline coniJ'DCIS arc typically in place with all large telephone 

companies. 

• There usually are seporatc agreements, competitive bids or additional 

contnlets thatiii'C mnuh.aneously in effect that may not have been 

provided, that could even tile disparity. Th= prices nrc the 

equivalent of the price for a car after hard negotiationJ and after the 

salesman haJ 'opproval from his manager.' 

• A particular telephone company simply may not have plans to ploee 

switches in the Immediate futwe o.nd hal not Initiated DlUIJ'C'I'IIvc 

negotlatioo.s for competitive :lwitch prieu, and therefore may not ha,·e 

a contract that rcflcct.s forwnrd·loolclng prleu. 

23 
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Q. Bow ahould ebb dbparity be trHted In the "oat atud1ea? 

2 A. The C:OSI studies should use switch prices for all technologies tbat are 

3 COlllpnillc and n:Occt least-cost, gencnlly available technology. 

.; Q. How do the d!Kouoted prices In BCPM uaed by Bd!Soulh, GTE and 

S Sprlnl compare ro llritcltiD& priealo lh" laduatry? 

6 A. The Northern Bus~ Information (NBI) study, •u. S. Central Office 

7 Equipment MAiic.ct•, sta~ that the avct11gc price for RBOC digital swilcllcs 

8 per llnc lhipped in 1995 was SI02. and S991n 1996. The study also indlca!CS 

9 lhal per lino prices are expected to coolinue to declioe slightly through the 

10 remainder or t.bc decade. 

11 Bot.b Lucent and Norte! bave referenced this docwncnt's mArketing d:ua 

12 estimates, whiclt leads credibility to NDI's expertise in the central office 

13 cquipmen1tn.lll1cel. u 

14 Q. Do the IWilch priea reported (or Pacific Bdl a up port. BCPM'a prices? 

IS A. No. Four years ago, Pacific iBeU negotiated a mftjor contract for 

16 approxlmacely SilO per line." According io the NBI study, the price per line 

17 for ~itclting bu been doclinlng and is expcc~ed 10 continue 10 decline. The 

18 four-year old cilia for Pacific BeU, when brouaht down 10 current switch 

19 r>riccs wit.b a .97 fetlor per year" would result In $97 per line." Then: were 

20 no acparnle prices quoted for different size swill!~. so t.bc doflnted $97 per 
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tine either applies to 1111 line size switches or is an avemae; and the $97 per 

2 line provides a comparative price point to eva!Witc the Bell South switching 

3 pricea. 

4 Q. Do the nritcb prlcct reported by SPRINT •apport BCPr-1'• pl'ittl? 

s A. No. The January, 1997, BCPM prox~ model contnlncd switching prices 

6 using a fixed cost of$261,871 ond vnriablc per line amount ofS22S" thnt 

7 wete the result! of a survey, based on telephone company inpuu to SCIS. 

8 Sprint later rdnlcted these switching prices, stating that "there cxisu a 

9 fundamental 4lsaarocmcnt concemina the COSlJ of switching ... .n Sprim 

10 IUbmiltl:d new BCPM inpu!J for switching prices of$ 1 50,000 fixed/suutup 

11 and SilO per Unc.n Sprint said "the cunent BCPM values [lhc new lower 

12 "'' values] rno~ elotely ~pproximate Sprint's CUrTCDt cosu of switching .. .. 

13 For a I 5,000.Une •witch. alloeadng the S I 50,000 fixed cost to the lines 

14 wouJd result in an ovaall average J.Cice of switching of S 120 per line. Note 

15 that AT&T does not SUUCII that this is the comc:t price; but os shown in the 

16 vendor switch price per line tahlc at the c:nd of this ICC!ioo. Sprint's switch 

17 prices In this proceeding appear disingenuous. at best. 

18 Q. Dots SoutliwHttnl Bill'• 1996 1wllrh prite p~r llnf ruppor1 BCPM'• 

19 pricaT 

20 A. No. Mr. Hugh JUicy Silled In 1996 tcstlmony that for Soutb .... utem Bell 

21 Tclcpbooc, "the EnaJoccrcd, Fumilbcd and lnstallcd"(EF.tl)' price \IIU 

2S 
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S8SIIinc"l' for JWiu:hina. Mr. Raley Jta~ lhat $85 includes "everything lhat 

2 Is required 10 make the JWitcl! work," ..• "the tnmks, the fobric, the 

3 psoccssors- the toul price liom a vcnclor sundpoint dlvidcd by the number of 

4 tines on the rwitcb." He abo indic:atcd lhat this 6gtn reprcscn11 m::ent bids 

5 both from Loo:ntand Nonel and that th!J price was the ovc:mac and not the 

6 lo~st bid prl~. Mr Raley included In his testimony on Atllldunentll, which 

7 revealed the foUowlna: 

I·IUOO U.. JS:r40.000 U.. 40-10,000 u-

EP&J Jnv. Per Unc $140 $115 SBS 

8 

9 Q. Do Vcudor AlUIODDWilCIIIialappol11bc BCPM'a prtea? 

10 A. No. The most cusrentlnfonnatlon comes from Nortel's Internet web page" 

II annoWlcina that a conii'IICt has been &iancd with US WEST "in cxc:c:5S of SUS 

12 100 million" for 2.2 million DMS-100 lines. This implies JWill:h pri~ as 

13 low as S4S per line. Even allowing for the In ex«ss 10 be an incredible 

14 additional SOYt of the contract, for o tollll of$1 SO million, $ISO million 

15 dlvid:d by 2.2 million lines would yield a price per line of only $68." Nonel 

16 also indleatcd that thb upgrade of US WEST's network will provide 

17 lldvanccd diahal feotures, such as ISDN, network busl~ scrvlCCJ end 

18 Ddvnnced dilplay KrV!cea. In Addition. None! S\8~ that "Nonel will kce11 

19 US WEST' a nctworlt ready for new services. such as Local Number 

20 Portability IDd for AdV1UICed lotdllacnt Network AIN features .... " 



Q. 

2 

Plru~ aumm..-h.e tile awltc;h prlcu you have dbcuncd and compare 

tbrm to th~ prlea used In tllb flllna 

3 A. The cable below tomp!IIU the avmta~ prices per line o.nd dcmonstnlles that 

4 BCPM's prices nrc slgnilicaolly ovCTStated. 

Soura Prl~r Prcr 

Line 

NBI - s1oo 

Pacific: Bdl $1 10 

Sprint Inputs to BCPM -$120 

Ralry Testlmomy· SBS/1151140 

BeiiSolllh 

Nortcl/US W01 -sso 

BtliSQuJ/t USF Fl/lflg SIII/I 

Sprlttt USF rlllfll S/61 

S am-t claho canDOC bt cni.Cml herr *OUHihne p!i«s 1n twltcll-vtn4or pricu 

6 only lll>d lppii'Cftlly o-re·, c1a1o lnc:I...S.. ~elcpbonc compc~y msln«rina. 

7 IIIJWJalou•ld !'OW"• 

8 

9 It is valuable 10 note lhc infornu~tlon provided in Mr. Pllkin'stC$1imooy, 

10 Secdon IV, rqardina the dnun11lic reduc:lion in switch invesuncnt that 

I I oceuncd when lhc BCPM defaults were replaced by US WEST with US 

12 WEST-specific claLL 
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VJD. BELLSOlTTH INPUT DATA ERRORS 

2 

3 Q. Wllatarc tlle lapuii "Pcrttnt ofLiae Nno" aod arc tlley coi'T'H1? 

4 A. Bei1Soutb'1 disc:oun: inpuU ate clliTcn:nt for "new" lines, mcanina lines that 

s ate plac:cclllibe initial installo,tion of a .witch. compared to LtneJ that m 

6 eddcd JUblcqucnttO initial irutellatioo, or "pov.'lh"linc:s. The mputs that 

7 ldcntlf'y wtw percent of lines are new Is entcrocl for the 5ESS IUld OMS-I 00. 

8 Tbeae lnputaan: not corTCC:t bccawc they contribute 10 faulty TELRIC cost 

9 caleulatlons In BCPM. Uslna a TEl.RJC construct. the pc:reent of new li.ncs 

10 for both .witeb types sllould be 100% u Sprintlw used in this lilina.21 

I I TEUUC cost study mcthodoloaY requites that a new oetworlt be dcplojCd. 

12 usJoa the ex I Sling wile ccnten. Tluu means new switches at new switch 

13 prices. We do not adVOClltc thai some unrca.sonably low Jwiteh price could 

14 be a~:hieved by ulciDg the vendor to quo«: a price for a total system 

IS I'C'placcmcnt, but do edvocate that the best new twlteb discount cumntly 

16 availAble is lbc co!TeCI one to we In a TEl RIC Sludy. 

17 Q. Wily IJ I be w~ of IJ'O'II'lll prka Inappropriate? 

18 A. All C'lftbc moclds popoted In thiJ ~ina are "mapshol'' mode~ 

19 Pedormina full,llfe..eyc.lc aoai)'ICS COJtlna is ex~mnely difficult and rcqui~a 

20 .. 'CI1lCDdous amoua1 of contentious forecastina. As tnapshoL, or point·in· 

21 time moclcls, they eaptwo lhe cost of equlpmentto serve c:urrent demand. 

21 
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lncorpon~ting the co$1 of growth into the switch prices changes lhc 

2 fundamenlal delinhion of the models ar.::llhe cost study. And BCPM uses 

3 special growth prices solely for switching, while Ignoring Mgrowth~ costs 

4 with rcspcclto the n:mAlnder of the nci\•'Ork. It is lmportanl to note lhat 

S •growth" in loop plant, for example, would be cheapu lhan initial innallation 

6 pu loop bcca~ Jtr\ICtlll1: (poles, conduit), which an: a signifiCIIIIt portion of 

7 the eos1 would not be noquired. The Incorporation of growth only in lhc 

8 I'Aitch Sllldles is inconsistc:nt wilh the loop and USF·n:llltcd other studies and 

9 opportllllcly increases eosts. 

10 Q. Pleaae deiiJie Rne,td CCS and nplain tbe problem wilb the BdiSouth 

I I lopal. 

12 A. Reset\'CCI CCS is spare eapecity within cctUin Jmc.n:latcd component.s of o 

13 switch that is due to cxhaUJting a diffaa~t capacity on the same componcnt.s, 

14 then:by MstnndingM the costs of the unused cap:Kity. This issue arisca due to 

IS diffeaencc:s bct"u:n the US WEST SCM 1IDcl Belkon:'s SCIS modeiJ. To my 

16 knowledge, SClS includes this cost in the pon investment, while SCM 

17 Includes illn the line uaaac: category. According to BCPM doc:umcntotion, It 

18 appear~ thai the BCPM default n:aresslon data includeli the Reserve CCS CO$! 

19 in the line \UO&C category. The ALSM Melhod 112, however, include the 

20 Reserve CCS In the llnc port CAtegory." 

21 The inputS for Rcaerve CCS are supposed to add th!JI cost to the pon and 

22 IU.btnct it from the useae catcgory. When~ changed BeiiSouth's Globlll 
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6 
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8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 Q. 

19 

20 
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Input from Line to UJBgc,lb.e port !nvcstmmiS increlUC<I significantly, but 

the usage investmcniS declm,.,d much less." In nddltion, it is not clear given 

the c:onlnldidions wilhin 1he BCPM model and documenUition of the 

ltC'""""'' of this invesuncnt ca1egory lhallhis BeiiSouth Input hasn'tlllrendy 

been included in lb.e port invesunenu. 

BellSoulh's input vlllues in the State Default Inputs for the discounted con of 

Reserve CCS per line arc not com:ct. First of all, the OMS, unlike the SESS, 

typically has minimal reserve CCS because the inhc:rmtlllllllre of hs 

archlteciUI'C allows "finc·twUng" of the engineering And purchase of tlle 

components, drastielllly reducing any stranded capacity coscs. BciiSouth's 

numben indiealc an ablolutely huge amount of Reserve CCS for the OMS 

bon. that is almos1twicc 111 mueh u the already inflated SESS Reserve CCS. 

The SESS Reserve CCS input values fat exceed any COS1S I have ever seen. 

When BeiiSouth'• information is provided to the daUI requests, the 

qllllntificalion of these Rcscrvc CCS ovcrsUitcmcnts should be possible. 

AI. the model methodology conccmin& this wbole lltCil is suspcc:t, Bell South 

should set these inpuiS to 0. 

An Bdi.Soutb rwttdl prittt bdlaled due to fordng,....llcbet to be 5ESS 

or DM8-100t? 

A. Yes, it appears that then: arc approximat.ely 35 BeiiSouth switches 

21 that fllllmto BCPM's dcfAulrt defll\ltion of stnAII switch. Aclalowledgin& that 
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small switches do have different cost cbarllc-.cristies, BCPM provided a small 

2 IIWitcl! option price mauix. butlkliSouth ,;bose not to we iL If Bell South 

3 wm: to use the smn1J switch option, the small switch price mAtrix should be 

4 revised to rdloct the prices paid by a lmgc LEC, 1111her than using the RUS 

S data for very small t.clephone companlc:s, as deacribed in the following Sprint 

6 inpu1 data aectlon. 

7 IX. SPRINT INPUT DATA ERRORS 

8 

9 Q. Pkue ldtaU!y the problrau wllb cbe Small Switch price data uacd by 

10 Sprint. 

I I A. The BCPM JpOIISOII populrud the small switeh option with data fron1 nn 

12 FCC presentation by Or. Gabel." These prices "'a'C obtained for very small 

13 Independent telephone companies that obtain RUS nssistance. These prices 

14 wtainly wou.ld DOt be applieablc to a GTE or Sprint. as the buying power of 

IS these companies would cena.inly allow them to obtain beucr pricing thnn the 

16 C~C~mnely 11t1all eompanl~ tlw provided the dnta in the KUS study. (I also 

17 have serious reservatlons about using Or. Gabel's dnta even for smnll 

18 companies purchuina small swit.chcs. The wieldy di~ing prices per line 

19 between hoJt ood remotes Is not rcnsonnblc, In my expcriCJice. TI1c variable 

20 pri~ per !.i!J!; cjQCS not chang,e siplificantly between host aod remote u it is 

21 buically the IDJI'Ie equlpmrn1. TI1e relevant, a1Ql1if1CIU1t difference between 

22 the rwo switch types is in the faxed costs.) 
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In lddiuon.lhe BCPM documcnwion Indicates the Wl:bsite of the ftnal 

2 venion of this rqxm ~ith "sli&)llly rcvUed ruults".'' The followina !.able 

3 illustralela compcbon of the mtlted mutts 10 those used In BCPM th4t 

4 l1liSC1 serious questions about the BCPM spoNOrs' dcfmlllon of"sll&)ltly 

s ~ .. 

8 I.Dp11 

SWidalonc $589,263 
$43 

Host $589 63 
$43 

Remote $54 270 
SI4S 

6 

7 Q. Wbal problems appear with the Sprint switch types? 

8 A. In mponsc 10 11 dala request. Sprint provided a working SCIS model loaded 

9 with data from Sprint's Plorida swlttbes. We ha,·e been unable to dctcnnioc 

I 0 precisely bow this dala was wed In the BCPM filin&. but a saous data crrur 

II app:aniO haYC been made rcptdlna the kkntilieation of l"oi!Chcs u 

12 bosta/rcmotcslst•nd•looes In BCPM, Sprint bas 139 offices. of ~hich 47 are 

13 IIAndalone, 32 an: hosts. and 60 an: mnotcs. Sprint's SCIS datA abo shoW5 

14 139 offices, but Sprint's Inputs 10 SCIS indicate tMI of the 139 offices )8Are 

IS llaDdaloodbolu and 101 are mnocn It would be expcclcd that a hlahecr 

16 ratio of mnote1 to hcsll!<l•,..,•lllOCS would be morc efficient With 

17 COliiSjlClidlna Iowa' costs. BCPM. bowcvcr IIIC:I mono than twice the 
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number of JWidalones and bosu, and lhrrcfocelht costs 11111y ba\-c been 

2 ow:nw.ed. 

3 X. 

4 

s Q. 

6 

7 A. 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

GTE Input Data Erron 

What iJ eli IT emu abou1 OTE'a use or BCPM eompmd to Sprint IUid 

BdJSoutb? 

OTB bas not used the ckfault switc.ll prica bued on lht BCPM "'Bmsion 

cocfficlentaln lht model for JIOine ofthc switches. As urn·. working model 

wu rcccivcocllale., I baYc not bad a full oppoi1Wlity to review all oflht OTB 

data, and will supplementlhiJ testimony, Lf ,......, .. ry. 

Tho rDalysiJ to date bas Indicated that BCPM enla'cd data for cnuln 

switches under tbc SCM switcll price Input columns, which IU'C then used to 

compute lht USf. The switdles that OTE lcl«tcd for this ipeeial treatmcnt 

are S2 JWidalooe, 6 bost and II lt'rnotc ·om· switches, whiclll wwne arc 

ectllllly OTD-S IWitdlcs. (Af'PITCiltly, BCPM C&llDOtiCCqll any rwne that 

docsn 't bcsln with 1 S(SESS) or a D (OMS· I 00) and OTE had to fake out lht 

proJI'llllltO Jet it to run. Elltcrhta tbc lt'aJ NU1lC of lht switch C&IISCI tbc 

BCPM lnveslmenls 1o come up u crron.) OTE aiJo stlt('lcd 21 SI!SS and 

DMS-100 switdlc:l thai arc~ switches only. NoSE or OMS boru 

«remota werelno:ludcd. There IJ obviously some blu involved in choosina 

sy-lfic switdlc:lto be enla'cd aeparatcly by OTE via lht SCt llnpull. Tbe 

~nina 208 llQSI and remote 1whchcs appear to 1\ove used tl~e OCPM 
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clefauh regressions. lntcresti.ngly there are sisnifiCADt diJTcrmccs in cosu for 

2 OTE's SCM-en~ switches and BCP!Il dd"ault rosts as shown below: 

3 

Switch~ ""'SC'Minv. BCPMIDv. 

per Uno pcrUnc 

Slllndalonc $169 $204 

Host $182 $211 

Remote $164 $212 

4 

S The BCPM dcfauh prices app41'Clll bias for ovcmating costs js lllso discussed 

6 in Mr. Pitkin's testimony. 

7 Q. b tbe GTD-5 mltdl eoDJidu-W to be ro,.,... rd-looldnc? 

8 A. No. In multiple jurildictions, OTE has been required to eliminate the GTD·S 

9 swiu:hcs fiom forwatd·looking cost sllldics. We bllvc: been unable to locate 

I 0 any major Jhipmenll of new 01'0·5 switches for eight yean, c:xcc:pl one 

II out.sidc or tbe United States. Although .the ITWIUfacturer still maintains the 

12 swl.teh, the vendor docs not appe4t 10 promote this switch nor does i 1 seem 10 

13 coroprte with other vendon for OTE'1 busiiiCS!J, which means the vendor has 

14 little inc:altive 10 price competitively. 

IS GTE fonncd a joint YCDIW'C called AO Com nunleatlon Systems (AGCS) 

16 with AT&T (now Lucent) In January, 1989, or thc:irdi&ital c-~tml office 
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switch. OT0-5. OTE bel.d tbc IIUijoricy o.¥1lCI'Ship for tbc lim five years. 

2 wilh inc:rasing ownmhip to Luccm reaching 100"/o in 2004. 

3 As reporte.d in Telephony, Janwuy 9. 1989, OTE Chairman James L. "Rocky" 

4 Joluuon proc)l'imcd that "Tbere arc no plans for n mnssivc switch change-

S out" an.d AT&T Chainnan Robcn Allen mtcd thlltlhc joint ventun: will 

6 11\1104iC an "orcktly lniiiSition• 10 nc"' technology for lhe OTD-S's itulllllcd 

7 t.sc. 

8 Franeu Mclncmcy. an anal)'$! ,.;111 Norlh River Ventures was quoted in 

9 Telephony, April 30, 1990. saying that "OTE wanted 10 gee out of 

10 manufacturing because tbc OTD-S switch wa.s too expensi\•c to develop. The 

II joint venture wilh AT&T would meet OTE's needs untillhc OTD-5 switch 

12 was no longer oceded." 

13 Indeed, Telephony reported on April 30. 1990. thot "OTE pulb funding from 

14 AO's ISDN development plan". They opined thai "qucstious were raised at 

t S tbc time about tbc commitment of AT&T and GTE,., 1hc OTO-S switch. 

16 aiven 111 limited~ oftbc rrw!(ec." 

17 In 1992, tbc Chicago Sun-Times, April 23 reported 1he AOCS closing of lUI 

18 NorthlAke lilcility and aid: "Workers were told WedneJday lhat the 

19 manu&cturing of big-ticket telephone swit• hing sya1cms will be phAsed out 

20 ' · lho end of next year. • 
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Tho Arizona Business 011Zet!e reported on No~mber 4, 1993, that • AO 

2 Communi.calio.n l.nte.nds 10 support illl.ns!#Ued bnse of OTD-5 switches (moSl 

3 of them at telephone opc:nuing componles) for lbe reSI oflbelr call-bnru!Hng 

4 ll~-perhaps the year 2000 or later. And AO CommuniCAtion will play a 

5 k.cy role illlhe uansitioo of the OTE systems to AT&T switches." ... "In lhe 

6 meantime, AO Communic:atioo i.J WO!king 10 develop new lines of business.' 

7 In the same article, Ms. Van Flcel, aspo~'Olllllll for AOCS, was quoted 

8 •wm not really competing for new bu.sine$s in the swilclllna .systems 

9 bu.slncss any longer. Ms. Van Fleet explained. "Wh:ll we're doing inSlead is 

I 0 de~lopina new business opportunities where v.oe can usc our cxpcrtlsc in 

I I tclccomrnunicalloN and apply ilto erncrsins areas of the indUSlr)'. • 

12 This appears 10 bo exactly wbnllbcy have done as evidenced in 1995 with 

13 announcements for advanced inlc!lligcnt network pcripherul equipment such 

14 u voice rocognilloQ, voice-activated dialing1111d fax storuge nnd forwarding 

1 S capabilities, called INsase. Their Febnwy 23, 1995, announcement quoted 

16 Mr. Curtis Steinhoff, an AO Communication spokesrro411, "The INgoae line 

17 =~ wilb AO Communication's primary bu.sincu: scrvicina ill installed 

18 bnse of OTD-5 swllclllnaaystems. The company no longer makes base 

19 systems. but maintains and enhances OT0-5s for ilS customm, Mr. Steinhoff 

20 explained.. 

21 IL ..ddilion,ln 1997, AOCS announced ilS new AThof produc• line. 

36 



(10~79.) 

The last announcement of any major sole of OTD-S switching systems our 

2 sean:h could find was ill 1989 ill Cl!llllda. 

3 1Qe Grticles and quotes I bav.e MSCmbled above provide -:rcdencc tlultlhe 

4 OTD-5 switch and It's historical prices should not be included in a forwatd-

S looking TELRJC cost study. In addition, the mlgrution of this embedded 

6 base of lines 10 Lucent and Noncl should inanse GTE's volume purchAsing 

7 power with th.ese vendors; thereby decreasing the coSt of Jwltchillg ovaall. 

8 In lndiona's Generic Proceeding on OlE's Rnte for Interconnection Setvic.:s 

9 Unbundled Elements, Transpot1 and Tcnninatlon approved May 7, 1998, 

10 found: The tic:t tlult OTE IIlii)' use this partlcuilll' switch In Its existing 

II network, and may conlillue to do so for the fon:secablc future, docs not mean 

12 that this is an tsppropriatc tec:hnology to include in u long·run cost analysis. 

13 Neither OTE's' past choices of equipntellt for use in its existing network. nor 

14 its choice of technology 10 add to hs existing stock of equipment, hove any 

IS bearing on the bsue." 

16 

17 Q. 

18 A. 

19 

What evldtoee Is lhtrt that the GTD-511 oot leut-<:oll ltcbnoloi!Y? 

Staff Economist, Nelson Parish, oftlte Public Utility Commission of Texas. 

in response 10 OTE's vny limilar studies fileo In tlu!t stale, conduaed an 

20 IUilllysls comparing the unlt investments required to fumls:, a weighted 

21 a•-aage of various swil.ebillg services using the OTD-S versus other 
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switching techoologies. Mr. Parilh'•llNllysis demonstnues !hal the GTO·S 

2 requires 1111 avenge of twice •the Investment !!ceded f<>r the other technologies 

3 10 provide the same func:tioll!$. 

4 The lndlanJl Commission Order ~re~oeed earlier also found, "GTE witness 

5 Steele argued !hot thc ioclusLon of the GT0·5 5\loiteh in the technology mix 

6 conforms 10 TELRIC costing principles as forward looking. He based this 

7 conclusion only on the fact thAt n ClllllldiMtclcpbonc com~y purchased 

8 some GT0-5 ccnual office oquipmentlast April. GTE Exh. BIS·R. p.J2. 

9 Mr. Steele admitted on =~inatlon. however, that elimination of the 

I 0 Glt).5 switch from the tcchnoloaY mix would reduc:o the COlt oro two wire 

It pon by S1.76. TR F-38. Gi..-cn this admission, we fail 10 sec how GTE C4tl 

12 claim tlun its usc of the inclusion of the GTD-S in its switching technology 

13 mix meets the wleast cost" principle ofTELRIC.11 

14 In thlJ proceeding, the av=se price pet line for the OTO·S switches is SI9S. 

IS hlahcr th1lll the llvcrti&C price per line for all SE or OMS switches for 

16 BdJSouth, Sprint aod OTE. The tavcrti&CS break down to consistently higher 

17 prices for OT0-5 11andalones, hosts Md remotes lhM the equivalent 

I 8 lllllltdalone, host aod remote IIIWitches In the other switch tcehnologic:s. 

19 

20 
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XI. SUMMARY AND CONCLUSION 

2 

3 Q. 

4 A. 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

is 

19 

20 

21 

22 

Plra.se slllllmariu your tallmony 

Tho BCPM me del t.u numerous enors that make the modc::l inaccurate. 

MoJt Importantly, however, it is based on confldentlal models tJw effectively 

problbit inll:reSied panics from ensuring that the models are t!CCU111te, that !he 

cla!a used 1D NO !hem Is consis1mt wilh BCPM inputs and IISSWilptions and 

the mod:lil\1 me!hodoloaie.t are eompatiblc. BCPM's claims lhnt allemntc 

JOWQ:S, presumably DOn·proprietaty, are simply 1101 viable. because the 

detailed eomplex cnglneerina·bascd outpull ere only nVllilnble from 

propriewy models. Even If the'*' enten locally developed total switch 

Investment on a swi!.ch by switch basis. DCPM's logic invoke.t nlllhe dntn to 

panition the IOta! investmcnl into the individUAl buclcciS that W1l$ ngnin, 

obtained from !he proprietary models. 

BCPM's overly eomplex attempt to grnnulnriu switching investment into 

small, diseme functioos does 1101 add any occlli'K)' to !he analysis - only 

complexity and lncn:ased probability of errors. 

BCPM's methodology that a11empiJ to segregntc host. remote nnd slllndtdone 

swi!.ch costa b Oa~~ because it iJ ~I upon the embedded 

host/remote confi8Uflllions that arc not foi'WIItd·looking. nor efficient. Alll'ln. 

BCPM rpDIUOfl cWm users WI enter this dala Individually switch by swi~eh. 

overridlna the LBRO infomu11ion. but !his iJ next to impossible. Even if a 
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company could enter alllhc data. lncludlns the pm:Uc bost·mnote 

2 effillatio111, how could II be 11erified as efficient? TI1e best c:Jtimntc lhllt 

3 cxiSIJ today of tbc efficiencies saincd by forward·looking 

4 boS11remok/standalone confi.gun.ti0111 would be the blended costs In lhc 

5 Nonbem Bnsine$1 Report used in lhe HAl model because those cons 

6 repcsent the current mix ofllosl/ranotc/J!Andalonc switches being shipped 

7 today. 

8 Should thiJ Commb.sion fa110r the flawed BCPM model, lhen t.be filins 

9 comp&nics' Input data must be conected. In addition, more lime should be 

I 0 gnmted in order to ensure a liborougb relliew of all underlying data inputs to 

II tbc proprietary moclcls to ensunl they are COnJIJtent with the wny BCPM uses 

12 t.bem and the fillna compenies enter their input data. 

13 Q. Doc. tbb eondudc your tn.limoay. 

14 A. For now. When the complete resp<liiS« are received to the dat.a n:sponses 

IS that were not a11ailablc at the time of this tes1imony preramtion. this 

16 testimcny may rcquin: modificat.ion and/or supplcrnent.altcstimony may be 

17 necc:ssary to ensuro as cornpl'de an analysis iJ mode available to the 

18 Commission on the BCPM lwitd! model. 

'This ish Sprint and BdlSoutb ddcrmirw:d the$oe additives. GTE apparently 

included unlmown additives in 111 startlna pricca for Cll&lnec.rina. insr.allation, 

conunon equlpmCI\t and power, and wen: not added separ~tcly In BCPM. 
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2 Bowman Dltec:t Testimony, p. 12.(cmpbasis added] 

2 BCPM3.1 Model Metboclology, Appendix D ·Switch Curve Melhodology, Poge 

132 [ cmplmls lidded J 

'See USP Report and Ordu1 242. Also, c:.a.. Sl41TCost t.~:xlcl Analysis 1 IS; Stote 

Cost Study Criteria 

1 Based on !he !ncomple1c response received from Sprint and no responses at !he time 

this testimony wu written to requc:m for lhc SCIS models used to suppon OCPM. 

' Ibid. 

'11Us 5peeial study iJ not doeumented nor c:"\\~n described in a.ny delllll. OCPM 3.1 

Model Methodology, Page 68-69. 

1 BciiSouth, Sprint and OTE all used lhc default BCPM switch prices. OTE used lhe 

ucfaults for 70% of Its twitches along wilh GTE-<:nte~ data for JOmc switches 

Identified liS using the US West SCM model. 

' In switching, !he "till factor" is typically a.n Ddmini.strative 1111-lhosc lines 

permanently reserved for tming and other administrative functions and do not 

include 5pll.rC capacity. Utllizlltion factor is a more accWlltC tenn in switching to 

describe lhc toto! diff=nee bc1wccn engineered and working lines. 

•• BCPM 3.1 Switch Model Inputs, Page 20. [emphasis lidded] 

" Tbc BCPM "bundlina" of ALSM Investment categories can be foWld in !he ALSM 

lnpul sbcct., colWJUlS R-V. 

11 Telephone Company Eog.inecring and Installation FIICIOr, BCPM 3.1 Switch 

Model Inputs, Page 17 

11 1 .d, Page 17-18 
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" AA the lime of preparing this leStimony, I have not received the DClual switch 

vendor CIOQil'aCU, cxc:ql( for one conlnld for one company and lhcn:fore my 

testimony is limited. It u crucial thin the switch lnvatment reflect the efficient 

forward-looking eo•t of .witching as evidenced by competitive bid or se.riously 

negotiation eonltDCIJ witb switch vendors. When I receive tbb data, lhls ICStlmooy 

will be supplemented, if allov.'ed the opportunity. 

"Thla is substantiated by Mr. R. Scholl and Mr. J. Caling in Depositlon of R. Scholl 

p. 46, IJ 1-S, and Deposltion of J. Caling. p. 93,1s 13-18, dated FebnUII')' 12, 

1997. 

•• LUCCDt and None! Oclober IS, 1996, lilinp in response to FCC Supplemental 

Request for Information from lucent and Norte!, -eJpeetively. Cited in FCC 97-

125, page 24. 

" Quoted in GTE's Rcspooxs to proxy cost model questions in CC Docket 96-45. 

Focleral-S!ale Joint Board on Universal Service Proxy Cost Models, Janwuy 7, 

1997. 

11 Extrepolatcd from the NBI yearly prices. 

" 1biJ data substantiates the pri.ces used in Hatfield. The: average switch si1.e for 

Pacific Bdlls 27,200 lloe:s. The: avcmae switcbillil price on the Hatfidd cost 

curve for a 27,200 line switch is $90. 

'" BCPM Methodology (no date), Page 20. 

11 Ex PU1e Lener, 3124/97, from Mr. Warmt 0 . Hannah. Sprint to Mr. William F. 

Caton, FCC. A1111clunent A, pageS. 

11 !d., Attachment BCPM National Resul11 Using Sprint Input ValLW:~, Page 3. 
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n !!b Attachment A, Page 3. The remainder of the quote deah with a 

reconunendaiion to use the hisbc rms (or USF purposes. 

11 Direct Testimony ofHu&b W. Raley, 9/6196, Docket Nos. 

161 89,16196,16226.16285,162~; p. 7,1ines 9-10 and Depo.sillon of Hugh 

Raley, 9/13/96. 

lHJ~8lJU 

11 Note, however, that there arc other equipment cosiS added to Mr. Raley's $85/line 

such as taxes. AT&:T agrees tha~ these need to be added, but the relevant cost in 

this annlysis is the aerual price p;aid to the vendor which Mr. Raley calls EF&:I. 

This comperes to the prices used in the Hatfield Model switch curve that also arc 

switch prices paid to the vendor. The Hatfield Model includes costS for the other 

components shown on Mr. RAley's chart in subsequent calculations. Mr. Raley 

was claiming that Southwestern lkU Telephone's $85 pet Unc: was signlfieanlly 

higher than the Hatfield Model's $59 per line for nn 80,000 line switch. This 

compnrison wns flowed for two I'CIISOns: [I) Mr. Raley stnted that the $85.00 per 

line was ba.scod on an average sWitch size of 53,653 lines; therefore, Mr. Raley's 

compnrison to the Hatfield Model 80,000 line switch is ir.appropriate; and [2) the 

Hatfield Modcl'l $59 pet line illhe price without trunk pons and when these are 

added beck in, the actual price tbe Hlltficld Model calculates for a 53,653 line 

swit.cb !I approximately $80 pet line. Mr. Raley'• $85.00 per line is, in aeuwhy, 

very clote to the $80 pet line th4ll the HaUicld Model calculates. 

11 www.nortcl.comlbome/press/1997bl6_ 16_979n 19 _US_ Wcs thtml 

"Thus subltantiatlna that the Jarsc switch price ofS7S per line used in Hatfield is 

conservative. All switch price~ are quoted as prices paid to the vendor just f'ilr 
4 j 



vendor EF&I rwitch equipment and do not include taxes. telephone compMy 

installation, ~-

llU~~U.! 

,.Sprint affirmadvcly lUted in February 16. 1998 testimony before: tlte North 

c.roUna Utilities Commission (Bollinacr Supplemental Direct) in OoekCI No. P·IOO. 

Sub 133d that "The swiiChi.na COSt study h.u been chanaed lo incorroratc the sWitch 

~t auociatcd with new switch pwdwcs. The original COSt study rc:llected a 

IIJOwth rwi!cll discount ICIKescntatiiiC of llddltioRIIl investment to co~m:nt switches. 

Sprint hu determined that a new switch dlJcount is more representative of forward 

looldna switdllna eos1.t than IIIJ'Owth switch dltcount." Pp 1-2 

"'This can be aecn in the ALSM input sbect. The oolwnn labeled Min. lnv. per line 

from SCIS includes the Rcsem: CCS. None of the other columru .ulxnlct the 

Reserve CCS before attributlna the cost to the pon, and lhm:fore Method 112 wed by 

OTE automatic:Gily Includes ~ CCS In the port inveslment.s. This is eonttary to 

the infonnatlon provided in the Sw!lch Modellnpuu, pp. 23-24. 

• This llppcltS to oc:eur for every switdL One cumple is S>~o.;!cll Clll 

ABOLFLXa96H wbcre the pon incn:ued by$_. and the usaac per line 

dccreucd by only S __ for a net Enr.nase per port of$ __ • 

11 BCPM 3.1 Switch Model InputS. p. 37 

"Ibid. 
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SUPPLEMENTAL TESTIMONY OP 

CATIIE.IUNE E. PETUNGER 

ON BEHALFOJI' AT.tTCOMMUNICATJONS 

OF THE SOUTHERN STATES, INC 

DOCKET NO. 980696-TP 

6 l. INTRODUCTION 

7 

8 Q. Pl~a.sellak your aame, prcHDI posltioa 111d b1111Dcu addrcu 

11u~tw~ 

9 A. MyaamelJ C&tberiDe E. Pctzinaer. I am a Ol.svict Manaacr wlthAT&TCorp. 

10 ID Rqulalory and Lqi.s1alive Alfaln, 29S Nonb Maple Aveo~ae. Baskina 

II RJdac, New Jcney. 

12 D. PVRPOSEOFTESTIMONY 

13 

14 Q. PluM d..mbt .qy yoa an IU!Da nppltafttal tcstiasoay 

IS A. BdiSouth's •esponx to ATa:r. Request for Productioa oflwitdl Yeador 

16 coa!IKU(AT&rt Tbird Requat for ProdUdiooofOocumcnu to BciiSouth 

17 Tei!!M!I!muniat!Oill, Item 21) !ndie&~ed thal ATU would have to rovicw !be 

18 doe\ln)CDU at 8c11Soutb'a Alwlla omcc. Upoa review, It lJ clear tbal the 

19 inlotmllioa coaWDod ID thete veadot coo.ncu WOII!d cremendously impKt 



IJO ~ IW;, 
DOt oaly lbe sw!1Cb prloe i.Dpullt.IMd i.D BCPM. but lbe lllldcrl)'ina cost 

2 ltNCIIn oflhc BCPM swlldl module mdbodolol)' u well. 

3 Q. PlaN aplala wily Gil lafo,...tloa wu aot hduded Ia yoar Rtbattal 

4 TatL.o•y 

S A. ~IISoul.b's ruponse 10 the· above Oocwoenl Requa~ wu dated Friday, 

6 AUJIISt 28, 1991 req\llrina AT.tT 10 review lbe inl'otmadoo II BciiSoulh't 

7 Allaola oflicea. There simply wu DO pouible way 10 1ra~ll'roal New Jcney 

8 to Allaola 10 review lbe cooii"'CCI, diacstlbe information and inch de the 

9 lDIICrial in lhc Wcdnac!1y. Scplcmbcr 2 Rebunal Tcstimooy flllna. 

10 D. NEW PRICE INFORMA.TlON AJTECTS BE.LLSOUTR'S BCPM 

II INPUTS 

12 Q. PlaN proridt tile l'lritda, pricll yoa roud Ia dltlatat BtiiSoudl 

I 3 eottb"ada ror atw Leccat rwtut.-. 

14 A. The price per I!Dc for Lucc:Dt swllchca thai are rep~ina III&Joa I AESS 

IS lwilCbts Is IIDd die price for all odwr ,.,.. IWIIdtu u [ 

16 • 1be IAI!SS ,.,.., •111 m• pricc Is ct!t!!aUw1la Amu 1m ra• No. I -

17 ~A 10 Leaerof A.IJecu•ut 124, etrcttivc J111uary I. 1991oo pqc I 

II or 19. 1bl ( I Coull o4ber DOW twilehet iJ coa•alood Ia 

19 A"" udmrnt No. 1-Appcnc!lx B 10 Lcua or AI) mlll4, cl!'ec:li~ January 
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OU2HU·J 
I, 199100 pqe I of 10. Tbc tpeei!lod CODIIKI plie3 uc atlaCbcd 10 lbiJ 

2 ICStimooy .. Exlll'bit A. 

) Q. WUt prica did yo1111Dd Ill tilt latat B411Soutb C'Oatnctt Cor addiDI 

4 crowtll tqlllpmnl to Laccat rwllchct? 

s A. 

6 

Amendment No. I, Appcodlx A, deKnbed above also included the "'rowth 

DiJc:o~mt Applicable 10 Bsrs Embcddod 8&K ofSwill:bcs". These prices L"C 

7 in the wnUiar f01111 or~pm:enl discount from llat" and IU'C [ 

8 ). ThlJ informatlon can 

9 be fouod oo Pqa lmd 9 of Appeodix A. These pqauc all&:bcd 10 Ibis 

I 0 tcst!mooy u Exhibit B. 

II Q. 

12 

13 A. 

Bow do tbtM Laceet prica compa" to tba prica aud by lkUSoatb Ill 

BCPM1 

Tbc SJOwth diiiCO'JIII Bci.ISoiAh used ill BCPM wu 

14 BcUSoulh wiU receive in 1991-20\i). A direcl compet!Jon of the 

IS oew Jwitch price is d.lftlcult bocti!IC the COOIIKI information Is a( 

16 ), wbllc BciJSoutb IDCd a pm:cnl dllcount from lUI in BCPM. To make 

17 the app'l)prilie compaboa. we lUI BCPM 11100% SESS Jwildles wilb 100% 

II of the rwitdla beiDa ocw ill onla'to have BCPM calcul&l.c the price ofoew 

19 SESS Jwildla. Tbc •-. BciiSoutb-fllod BCPM price II , compat<d 

20 10 the IDd in Bcltsoulh • a oooncta. 
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Q. ,..,... prnlcle die rwkdt price~ "" foDDd Ia tllelatal BtliSoutll 

2 coDtncu for • .,.. Nor1tl ""II ella. 

3 A. The NOI1d conlrlel indic:a&cS lhalthe price of new swit~ is depc;Dclent upoo 

4 lbe [1iDc liz,a or the switch). This inConnatloo can be found in Let!ef of 

S AJrecnat Nr. 34, cJ!octivc 1196-12102, An.edvoalt O,ltbelccl Flexible 

6 Sdledu.le Priclna MAtrix. The prices I"'IIIC Cl'om l 

7 

a J. The arithmetic •venae BciiSouth switch aiz.c in 

9 BCPM is 24,01 l71ines, wbicb would be accontioa 10 ~ NOI1d 

10 CIODIIct. 1bac COIIII'K:I pqcs arc enacbccl u Exhibit C. 

II Q. Bow do 1:11 .. p,._ compare to tile Noncl prka tucd by Bcl.ISoutiiiD 

12 BCPM' 

13 A. We used tbc 8CPM rwitdllizle Wormadoa 10 calcuJal.c tbc COJl oi adl switch 

14 uallaa tbc Noml -.aw:t flexjble Scbcclu.lc Priclna Mllrix in Attecbmcul 0 . 

IS AJpgnl"' I 00% Nond lwltcbu, tbc avenac price fot a oew NOI1d switch 

16 usina the COOiriCI prica iJ This DUUibct difl'en from tbc price sbowo 

17 above bcea\110 lhll". "welabtccl" avmac for all switches in Florida lltld 

II c.apcurcs tbe fact 1hat Ibm ate more small rwltcbcs lhao larac switches. Tbc 

19 aYCt110 price !or oewNofld rwitcbcs u filed by 8dlSou1h in BCPM is 

lO 
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Q. Why do yoa unatlot% of die IW'Itdt• an ODtlcciiDolOJ)' or uodltr 

2 wtaca coaaparta& t.bc coatnct prlca to t.bc BCPM prlca1 

3 A. 

4 LUGcOl It has entered usn inputs indicatin& ofrwitc~ an: Luunt and 

S arc Norte!. AJJwulna 100% of !be switc~ arc the tcchnolOSY bc:ina 

6 reviewed allows us 10 compare tpplctiO apples; io lb.iJ c:ase, new switch 

7 contract prices Cor eKh leclmoloc 10 !be ocw switch price used by BciJSoUih 

8 inBCPM. 

9 Q. What woald be t.bt anr nvltdl coalrllct price aabla tb.c Luetolaad 

10 Nortclmcldla& tUtd by Bcl1Soot.b1 

II A. 1Dc a venae price for D&W rwitchca would be 

12 Q. Aft til-low anr nrikla prka per lblt ftUOUble? 

13 A. Yes. AJ stiiCd io my Rebultal tesri'DOOy, lhc most reca~t ioformatioo 

14 available iDdlcatocl thai otllllbcn ofthb mqo.itudc u-c beiDa repocud, md thai 

IS prices arc coatinuioa 10 dctlioe. In my cxpcriCDCC. ibcse •:e reasonable prices 

16 for ocw switch plll'tbuet IDCI CbCie most reca~t BcUSouth cootracU sbow 

17 lower prices tbao wticr ooollects I reviewed. Growth prices are allo dctlioioa 

18 as can be IOCll in !be taraerdlJcolmu for arowth in BcUSoUih'tiDOSI recent 

19 contracU. In addltioo, tbo price dift'ermce bc:twcco tbo t:wo switch 

s 
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lllllllllactl.n iJ noc~atsc- : for Lucent cocnpu"Cd 10 · for Nond. 

2 This dllrCRDCC iJ undcnlaDdablc u it awcan BcUSoulh purc.bucs 

3 sianJOtanlly [ 

• 1. 

S Ul. NEW PRJCE INFORMATION THAT AFFECTS BCPM'S OVERALL 

6 SWlTCR METHODOLOCY 

7 Q. You eta ted that theu coatnru lmp~et mo,. thea jut tht prtt>elapull to 

8 BCPM. Plnu crplala. 

9 A. BCPM Wen 1hll il bas supc:rior swhcb cost mctbodoJosy bec&ux It tan 

10 ~CCUr&~.Ciy &Dip lbc com to~ of swilcbiaa. bucd on cost 

II causation. Examples oflbc$e CIIC&ori« i.oc:lude pc'OCICSSOr, trunk. lh.e IIJiiC, 

12 de. (see Flmctloaal Ia~• S"'J'11! Calqoly Rltioaalc iDcludecl ill BCPM3.1 

13 Swhcb CllrYe MdbodoJosy, pqe I 3 1.) 1bcac ~ries uc roqllirccl by 

14 BCPM'a mctbodotopcalllrUCtlft ill order 10 calmtetc CIIIKI·up cosuwl 

IS olbcr ~funr ,._ lhl!ll'C ~y IUftPied ill1o the VSF·rdllcd 

16 1111&0 and I1Dc port Cllqoric;s. These DeW tooii"'CU hiaJillabt the f'lct tllll 

17 BcUSoulh' 1 bwanl-loolr!na; costiii'O not Clwcd by lbc$e micn>-1\mcUons. 

II The COGIIitU UDeqlliYOW.Iy apec:lft • ( ), m•ldna lbt [number 

19 ofll.na) lbc INC cost Cllller. BcUSoulb'a ux ofBCPM's fuDctiooal cost 

20 ¢" aorill!!ioo, wilb aU its CCI pkxity tJyun pu 10 imply moruccurxy, 

6 
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cads up beiDa ID ubftnry &lloc:&tion of I be Slraiaht·forwvd cost per line 

2 'lea:ly swec1 ill the coatrKt. 

3 IV. SUMMARY AND CONCLUSION 

4 Q. PI- summarize your tatlmoa)' 

s A. BeliSolllh'slllleat rwltdl veodor ~ntrKta demoDSU'ate that the BCPM mock. I 

6 mctbocloiOI)' does DOl acanldy reOOCI ~st causation because ocw swit.cbcs 

7 are purdwcd oo •I .), md 1101 BCPM's flmctional cateaories. 

8 BCPM'a detailecllclcntification of subcateaory switch~ is 001 only overly 

9 ~mplex IDd depc Ddal! upom proprieuty IIIOCkls, h does 001 eccura~ely reOoe1 

10 the cost<CIA!ioo of8ei1Sou1h's forwvd-lookina switdl COJ1S. 

11 Tho COO!nldS &lao pove that BcUSoUib' I dl-unl iDputl an: ca~illa tb~ 

12 BCPM switdl cost re:sultatO be teriourl)' ownwilla !be forwud-look:lna 

l3 rwitdl illve=~t nml as apocificd ill BcllSoutb't OWD COO!nldS IDd abouJd DOl be 

14 III:CCpCecl. Pleac refer 10 Exhibit 0 abowlna a summary of BeUSoutb's BCPM 

IS wile cc:o:La re:sulll wbm the new IWilch coauxt prices are aubstiruted fOI' !be 

16 u-6Jod pri<::a. Exlllbil E is die wire CCII!Cr by wire caller results. 

17 Q. Bow abotald U.USO.III'a blpab 1M col'ftCUdt 

II A. ~detailed ill my rebultal tesrimoo)', !be oaly valid co.t for a switdl is the oew 

19 rwl!dl price for ID IDuemeuul, lona·ND <:01t INdy tbat usumes tbat the entire 

7 
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IIC!\IIolt b bclna pwcbued IIIW and the intraDcnl of danancl ia the 101&1 

2 amlllld bein& leMd. AT at T aiJo recollUDC1ldJ 1be HAl model br. uJCC! u 

3 diJcusaed by Mr. Woo4. However, aboul41hiJ Commissioa decide that the 

4 BCPM !Dodel should be IISCd and lhat poWih prices sbould be ineluclcd, the 

S BeJISolllh iQpW mUSI be made to rcfloct tbe powlb price pata~LI&es in ill 

6 l&lal ~ llllddhioa. tbe percent of gniW1b priciAJ u lnpu1 by 

7 &llSoulh b ( ) wbleb ia UloakaJ,aivmlhallll the CIIII'CIIt 4cmaod m1111 

I be priceclat!IIW twitch prices. For 111W twit.cb dUcount i.Dpuu. &llSoutb will 

9 baw 1D iUtU!wly Nil tbe S.CPM IDOdd 1D delmllillc wbal discount input 

I 0 would be requinxlto lener&1c DCW twitch priced that reflect the eon~ prices. 

II Q. no. thla coodade yoar tatlaoay. 

12 A. Yes, it doa. 

13 

14 

IS 
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17 
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5 

6 

7 

8 

9 

0 (By Mr. R•tch) Do you have a oummary of 

your teotimony , Ma . Pctzing~r? 

A 

0 

A 

Yea, I 11o. 

could you give that, please? 

Do I need to be sworn in? 

CHAIRMAN JOHNSON: Yes. 

MR. HATCH : Hy apologies. 

CHAIRMAN JOHNSON. It would help. 

MR. HATCH : I thought they were sworn in 

10 yesterday. I'm sorry, Madam Chairman. 

2810 

11 

ll 

13 

14 

CHAIRMAN JOHNSON: So did I . If you could 

raise your right hand. 

(Witneas a worn. l 

CHAIRMAN JOHNSON: Thank you. And do we 

15 have CBP-2? 

16 HR. HATCH : It is a proprietary exhibit. 

17 In fact, let me hand that out to you . 

18 CHAIRMAN JOHNSON: Okay . 

19 Staff, wer& we suppoaed LO have -- we have 

20 like redacted copiea of CBP-1. Were we supposed to 

21 have 

22 MR. COX: I think we have the other 

23 available. 

H CHAIRMAN JO,IlNSON : Ollay. 

25 COMMISSIOtlgR DEASON: Can we get the 
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1 unredacted version? Is that in a folder you C'O band 

2 out? 

3 

4 

5 

6 0 

MR. COX: Yes, we can bring that to you. 

CHA~RMAN JOHNSON: Okay . Mr. Hatch? 

MR. HATCH: I forgot where we were. 

(By Mr. Hatch) Do you have a summary of 

7 your testimony? 

8 

9 

10 

11 

12 

13 

1« 

A 

0 

A 

Yes, I do . 

Could you give that, please? 

Certainly. 

Good morning. My name 1H Catherine 

Petzinger, and I'm here to discuss the switch module 

methodology within BCPM, as well as the switch inputs 

that were used by BellSouth, OTE, and Sprint in this 

15 proceeding . 

16 The BCPM switch module methodology is 

17 dependent upon the proprietary SCM model from U.S. 

18 West, which was a sponsor of BCPM, and the SCIS model 

19 from Bellcore. 

20 A.nd before I continue, I would like to 

21 share a little of my background. Prior to joining 

22 AT~T in 1996, I was a director of the switch model ing 

23 group at Bellcore reoponaible tor the methodology, the 

24 software development, and the client support of the 

25 SCI model, ao well as numerous coat study 
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consultations . And prior to becoolng di rector, I 

worked as a aubject matter exper". on the model in 
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3 numeroua areas, and most importantly, for the Lucent 

4 5898 switch module methodology, as well ao all the 

5 feature coating in all of SCI S . 

6 Back to my anal ysis o f BCPM. I found some 

7 serious flaws in the fundamental construct of the 

8 model, of the switch module , a number o f apparent 

9 modeling errore , and switch inputs that are simply not 

10 reasonable . I will briefly describe each problem. 

ll The first fundamental construct flaw is 

12 BCPM's reliance upon a propr ietary SCIS model that was 

1 3 run with undocumented input data. BCPM has multiple 

14 ways of entering switch price data. However, 

15 ultimately, they all rely at one point or anot her in 

16 the processing upon data that has been extracted from 

17 the propri etary modele. 

18 I cannot emphasize atrongly enough that 

19 despite aaeertion• that BCPM is not completely 

20 dependent on tbeae models, that there are alternate 

21 ways of entering data , at some point in the 

22 process ing, it still relies on data from those models . 

23 Now, besides the obvious inappropriateneoa 

24 of us ing cloaed models for determining a universal 

25 service funding level, there are concrete modeling 
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1 problema within BCPM as well. Por example, there are 

2 apparent inconaiatencies between ~he data that was run 

3 in SCIS tha t forms the foundatio .• for some of the data 

4 in BCPH, compared to the same data that is entered 

5 into BCPM. The information is inconsistent . 

6 One e .cample , another example of an 

7 i ncons i stency in BCPH is the line fill factors . Fill 

8 factors were ueed in one company's supply o f SCIS 

q data, and t hat upwardly adjusts the cost to account 

10 for fill . That information, aa I understand it, went 

11 into the development of the BCPH regression prices 

12 that are in the model . 

13 

14 

15 

16 

Fill tactors were then again entered into 

BCPM itself, further altering the investments . This 

is an inconsistency then between data that was entered 

in SCIS and then data that was entered in BCPM. 

17 Juot as important, or maybe even more 

18 impor tant, is what assumptions were made when SClS was 

19 run to generate the default prices in BCPH for 

20 switching regarding what type of line port you have in 

21 the network . Analog and digital loop carrier line 

22 ports have vary different coots. The sets model 

23 substantiates that. And it not only bas different 

24 coots for analog and digital loop carrier. but it 

25 generates different coats for old digital loop carrier 
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1 equipment compared to next genera : ion digital loop 

2 carrier equipment, which is the f o rward-looking 

3 technology. 

4 Now, the next generat l on digital loop 

5 carrier is c urrently avail~ble a i d is being deployed, 

6 as was mentioned by Mr. Dickeraoll in his testimony . 

7 It does have a lower port cost. as Mr. Dickerson 

8 mentioned, in the switch portion where you connect 

9 those porta into the switch than the older types of 

10 digital loop carrier. 

11 ThAt means that if tt.e data inputs into the 

12 SCIS model that formed the founrlational pricing for 

13 

14 

pore ooate in BCPM did ooc ine1 •~e digital loop 

carrier, and apeoifically next ; eneration digital loop 

15 carrier, thoeo default prices in BCPH are going to be 

16 overstated. They're going to have the wrong type of 

17 line porta in them, or the wrong mix of line ports . 

18 Let me put it that way. 

19 Now, when we lo~ked at data provided by 

20 Sprint, of the 139 offices in Plorida only two of 

21 them included any nexc generat ~on digital loop carrier 

22 ports at all . And we understand that Sprint, being a 

23 sponsor, would have submitted their data as the 

24 foundation. 

25 Hy testimony c onoiuers a number of these 
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• 1 examples, and they all highlight the difficulties of 

2 attempting to validate a USP proxy model that ia 

3 fundamentally dependent on proprietary models that 

4 makes it almost impossible for other parties to review 

5 and understand exactly the interactions going on 

6 between the proprietary model and the aaaumptiona that 

7 are made in that model compared to assumptions made in 

8 tho BCPM model. 

~ In addition, the BCPM model reliea on the 

10 L8RG, vhich is from Bellcore, for the construct of the 

11 network as far as deciding where hosto and remote 

12 avitcheo are placed. Now, in this cost study, wa•re 

• 13 supposed to be doing a long run incremc~t&l coot atudy 

14 that holda fixed the cuotomer locations and the wire 

15 centers . It does not hold fixed which awitcheo aro 

16 hoata and which awitchea are remotes. Those deciaiona 

17 vere often made docadea ago using old technology and 

18 da .. nda that were in effect at that time . 

1~ If in the current type of cost study where 

20 you are going to be replacing and building a new 

21 network, a coat-efficient network, those old dociaiona 

22 made decades ago about which switches are hoot and 

23 which ones are remotoa and how many of each that you 

24 place are outdated and ine ff icient. There is new 

25 technology. Remote awitchoJ have lncreaaed c apacities 

• 
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• 1 tremendously, and therefore, whe r e origi nally a host 

2 switch may have been placed or a stand-alone , today a 

3 r emote could be placed there at much leas coat . 

4 My teotimony also highlights a number of 

~ modeling errore that contribute the BCPM's incorrect 

6 switch results. 

7 one example is that the formula calculating 

8 the number of trunks required was baoed on engineered 

9 lines rather t han working lines. Even the BCPH 

10 documentation says it should have been besed on 

11 working linea . You only englneer trunk s to carry 

12 traffic that linea are generating. You don't need 

• 13 trunks for linea that a re engineered but are not 

14 working, and t herefore have no traffic en them. 

15 Another error involves an incorrect formula 

16 compared to the documentation regarding how 

17 engineering and installatio n coats for switc hing are 

18 developed within the model . And again, the details 

19 are in my testimony. 

20 Another apparent error I f o und when r was 

21 reviewing two portions of the switch module , in cne 

22 place BCPM identifieD wl.at is t he coat per port and 

23 what is the ueage assigned to USF on a per line 

24 bas i s. So we have a per port, which is basically a 

25 per line number, and you have usage associated with 

• 
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1 baeic local eervice identified, and that ie a chieved 

2 through exteneive calculati~ne that dieaggregate and 

3 then reaggregate tbinge back up multiple timee over 

4 different juriadictiona, jurisdictione meaning either 

5 wire center or rate center. which nre different. I 

6 don't mean to aay it•a outside of Florida . 

7 In another place, however , in BCPH, there•a 

8 a fairly straightforward calculation that aaya here's 

9 the total inveatment in switching by wire center 

10 aaaign&ble to USP . 

11 It I take the per line number. the ueage 

12 

13 

and the port number and multiply it timea the number 

o f linea in that wire center and compare it to the 

14 total investment i n thia other section that says this 

15 ia the amount of inveetment in thia wire center 

16 aaeociated with usr, in every instance that line and 

17 port ueage multiplied times the number of linea 

18 greatly exceede the total amount th~t BCPM iteelf eaya 

19 belonga aeeociated with USP . 

20 The calculation• were way too complex . I 

21 just could not find where the precise error waa, but 

22 it definitely neede to be corrected if thia Commieelon 

23 ahould decide to go with the DCPH model. 

2 4 I would like to brJefly diacuea the input 

25 errore . 
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l The one input error shared by all three 

2 companiea aa f ar as l'a concerned is the starting 

3 switch price. If the starting priceo for switcheo 

4 going into the model ao adjusted by their discount 

S input entriea, thor~ ia abaolutely no hope that the 

6 outputo will be accurate or reflect a forward-looking 

7 coot of these companies . 

8 Now, as can be seen in the proprietary 

9 attachment to my rebuttal teatimony. which io labeled 

10 

11 

12 

13 

u 

15 

16 

17 

CBP-1, there ia a compariaon there o f th~ awit c h 

prices per line of the three companies. They are 

proprietary . I won' t mention the numbers. but they 

are very, very high. These are the !nveatmenta that 

BCPM is uaing for the •~itch prices paid to the vendor 

in the top Table 1 . 

Theae number& aimply do not correspond to 

the data that is publicly available about what the 

18 price of switching ia, nor doea it comply with the 

19 contract data that I have recently been able t o review 

20 that I received from Sprint , wh ich was an o ld contract 

21 that -- the one I reviewed wa s an out-of-date 

22 contract. I understand now Lhat that contract hao 

23 been extended, but apparently no new negotiationa were 

24 conducted to improve the discounts received in th~ t 

25 contract . 
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• 1 switch prices are coming down, even as the 

2 Turner Plant Index have shown , and there's no reaaon 

3 to expect that a discount derived many years ago would 

4 still accurately reflect forward-looking coots. 

5 Now, in my supplemental testimony, I also 

6 had an oppor tunity to review the BellSouth contracts. 

7 And those nu~ers were discussed somewhat with Dao~e 

8 Caldwell, but they are located in my C£P·2 attached to 

9 my supplemental. And those contract prices again are 

10 very proprietary, but the table in my CEP - 1 shows that 

11 they are radically higher than the contract prices, 

12 and it cannot be explained away because of taxes or 

• 13 transport. 

14 All the companies should be using switch 

15 prices tbat reflect the beat price that can be 

16 obtained for new switches, as appropriate for a long 

17 run study where a new network is being placed, and 

18 where only the wire center and cus tomer locations are 

19 fixed . 

20 In my opinion, one o f GTB ' s input errors is 

21 the inclusion of the GTD-5 switch. Simply because 

22 they have sold some switches to Canada does not make 

23 them forward-looking in Florida . On average . GTB ia 

24 placing new switches with the Lucent or Hertel 

25 technology . They are not, in my experienc e, been 

• 
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1 shown to be placing on any major effort any GTD-5 

2 switches. And I have quite a lot of information in my 

3 testimony about why 1 thinlc the CTD· S switch is not 

4 appropriate for a forward-loolcing cost study . 

5 In addit ion, for example, the Texas 

6 Commission in the unbundled networlc element proceeding 

7 had disqualified the GTD-5 switch as forward-looking 

8 or least-coat. 

9 GTE used multiple p r ocesses within BCPM to 

10 enter their switch price data. In one case they used 

11 what they called the sc~ input price -- proc~ss. 

12 excuse me. I don't understand why. SCM is a U.S . 

13 

14 

west model. GTB uses SCIS. Why they didn't use the 

SCIS input process for this is not clear at all . They 

15 did that for a number of switches. 

16 Por the remainder of t he switcheo, however , 

17 they did rely on the BCPM default prices . There was a 

18 huge disparity between the prices used in the default 

19 BCPM versus what waa done in this SCM input proc ess. 

20 Again, we don't lcnow the reason for this . It could be 

21 both a modeling and an input problem . 

22 BellSouth hac described its switch discount 

23 methodology as a melding ol new and growth discounta . 

24 New switchee sometimes receive a larger discount than 

25 add•on growth equipment and therefore would cost 
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tho caae of switching. 
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3 Tbeee models, all of them, BCPM and CIS and 

4 HAI, are what they call otatic models. It is the 

5 industry standard . You're trying to capture at rhio 

6 point in time what is the total cost of developing the 

7 network for the current demand , not five or ten years• 

8 worth of growth, current demand, with some allowance 

9 through the application of fill factors for maybe some 

10 growth. That was done on the loop, and fill factors 

11 are also on the switch. 

12 On top of that, BellSouth has incorporated 

13 the use of growth pricing over extended periods of 

14 time. It just simply does not fall within the realm 

15 of a long run incremental cost study and is totally 

16 inconsistent with everything else they've done in the 

17 rest of the cost study in BCPM, so i t should no t be 

18 allowed. They must use consistent modeling 

19 methodology aoeumptiono throughout the cost study. 

20 In addition, by the way, sprint did use 

21 100• new switch pricing . I don't necessarily agree 

22 with their number they used, but I do agree uith the 

23 idea that they used lOOt new switches. 

24 Now, one other item is that Sprint uoed the 

25 acr~ small switch option in BCPM, and these omall 
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1 

2 

awitcb pricea are baaed on Dr. Cable's data submitted 

to the FCC for switch prices sa reported by the Rural 

l Utility Service. 

' The Rural Utility Service supports 

5 extremely emall rural telephone companies in the 

6 United States and in the U.S. territorieo, for 

7 example, Marshall Island with like t wo awitch•• · And 

8 many of these companiea literally only have one awit~h 

9 in their entire network. These extremely small 

10 company prices simply cannot reflect the economiea 

11 that s Sprint eise company would be able to obtain 

12 from a switch manufacturer. It simply io not relevant 

13 

14 

to ueo that data for omall awitcheo. 

In addition, Mr . Dickerson indicated he 

15 thought those numbers were being discounted 

16 yeaterday. That is not true. I! you look at the 

17 inputa to the BCPM model. there ia an input !or a 

18 amall awitch diacount input . It haa not been 

19 activated. There ia no discount adjusting thoae 

20 nuabera in Sprint•a filing . 

21 In summary , I believe BCPM is fatal ly 

22 flawed as a model tor the awitch modulo. It is 

23 relying on maaaivo amount• o f data that ia proprietary 

2' and on modele that are proprietary that other partioa 

25 -- makoa it roaaonably impoasible to do a really good 
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1 

2 

3 

validation . And we have ohown that there are numerouo 

inconsistencies be tween what little we did obtain 

about the inputs to the SCIS model versus what goeo 

4 into BCPM making the outputs inaccurate. 

5 A.gain, because of the proprietary nature of 

6 these models, oome of the data requests were rejected 

7 from soma of the companies that refused to anower our 

8 data requests, and we hav~ not been able to perform as 

9 thorough an analysis as we would like. and I am sure 

10 there are more error lurking in the models th•t ~e 

11 have not been able to uncover . 

12 BCP~'a overly complex modeling to 

13 

14 

15 

granulari~e uwitcbing inveutment into very small, 

discrete functions does not add accuracy to the 

analysis . It doesn't add accuracy to the model, and 

16 it certainly doesn ' t add accuracy to the results for 

17 USP funding. It only adds complexity. It precludes 

18 others from viewing the model. for all practical 

19 purposeo. and tremendously increases r.be probability 

20 of errore. The more complex it is, the mo re 

21 probability you have for errors. 

22 Now, obould this commiooion decide in favor 

23 of the BCPM model despite what I've said, then the 

24 inputs muot be corrected. at a minimum. for the switch 

25 pric io by far tho moot important piece, ao well ao 
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1 the other input errors I detailed in my testimony. 

2 I again emp,hasize tha t due the complexity 

3 of t he mode l and the lack of the information on the 

4 aosumptions and the data in the proprietary models 

S tha t were used to develop the important BCPM pricing, 

6 I am so sure tbtt there are numerous errors that I 

7 have not been able to uncover at thio time given the 

8 s hor t time frame between when we received the model 

9 and these hearingo . 

10 

l1 

12 

13 

Thank you . That conc l udoo my summary. 

MR . HATCH : Tender the witness for cross . 

COMMISSIONER DEASON: Before we begin, 

Staff, I still don't have an unrcdacted CBP-1. I 

14 don't aee it in thia folder . 

15 (Document tendered to Commiso ion~r Deason.) 

CHAIRMAN JOHNSON : BellSouth? 16 

17 HR. CARVER: Sprint will go first this 

18 time, if that's okay. 

19 CROSS EXAMINATION 

20 BY MR . PONS : 

q Good morning, Ms . Petzin9er. My nau.e 

John Yon a , and I' m representing Sprint- Plorida . 

A Good morning. 

is 21 

22 

23 

24 

25 

Q A a an AT"T dietrict manager in regulatory 

and legislative , what are your duties? 
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Recently? Well, I've only been with AT&T 

since 1996. 

0 Well, during that time 

A In the past year and a half, I would say I 

have been a lmost exclusively devoted to ranearcning 

unb~ndled network element cost studies filed by the 

incumbent carriers, the switching coat studies. 

Q Based on that, am I correct that you don't 

have any role in the a n alysis of switch proposals 

Jubmitted to AT'T or ita diviaions or departments or 

subsidiaries from any switch vendo r or manufacturer ? 

A I don 't have any role in the procurement or 

negotiating of contracts for switches. was that your 

14 question? 

15 Q Yes. 

16 

17 

18 

19 

20 

21 

22 

23 

A No , I don't have any role. I don't deal 

with that at all. 

Q Prior to your employment at AT'T in 1966 , 

you worked for Bollcoro for about 13 yeara? 

A 1996? 

Q Yea, 19 what diJ I say? I'm --

A 1966 . I'm not that old yet . I'm getting 

there, but not yet . 

24 Q Porgive me . That was not intended. Let's 

25 try it again . 
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You worked for Bellcore f or 13 years prior 

to 1996? 

A That's correct. 

Q And in that c~pacity, you stated that you 

participated o r led a group that developed switching 

cost models, !~eluding the Switching Cost Information 

system or SCI S; isn ' t that correct? 

A Yea. 

Q Is there more than one variety of the SCIS 

model? 

A I'm not sure what you mean by varlety. 

Q Is there a SCIS model for the switching 

processor, and is there a SCI S model for the features? 

A There ia a model called SCIS-IN, which ia 

the feature module. There ia a model called SCIS-HO, 

which is -- I would not characterize it as a 

processor . I would characterize it aa the basic 

switch analysis. Those ~wo models talk to each 

other. They are linked when running. The fea tures 

need the basic HO model to run. 

Q And I believe your testimony was that you 

had a role in the development of the SCIS-IN; is that 

correct? 

A I testified that I was involved 

specifically as a subject matter expert in the 
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development of the 58 switch SCIS d evelopment , which 

included MO, and then I also was a lead on the feature 

module . Wben I became director, I had responsibility 

for all of the methodology for all of th~ SCIS models. 

Q And does the BCPM rely upon the SCIS· MO? 

A Yes, il does . 

Q Are you familiar with tbe BCPM methodology 

which describes bow the BCPM models switch 

information? 

I have reviewed it, yes. I looked at it. 

11 You•re talking about the written documentation? 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q 

A 

0 

Yes . 

Yus. 

Section 7.0 of the BCPM model method ology? 

A I don't know what the section number is, 

but it was labeled •switch Module Methodology,• I 

think. 

0 Are you familiar with the FCC switch design 

goals? 

A Somewhat familiar . 

0 would you agree that one of the goalo is to 

separately identify host , remote, and stand-alone 

switches and calculation of costs specific to each 

type? 

A In my discussions with some FCC staffers on 
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1 

2 

3 

4 

My caution, however, was, although that's 

the ideal, all of the parties , includihg Sprint and 

5 BellSouth, agree that there is no way to dynamically 

6 model what the optimum mix of host and remote should 

7 be in this forward-loo~ing network, and that in my 

8 opinion, for the reasons I gave in my summary, that 

9 reliance on the embedded host/remote configuration is 

10 nnt acceptable in a forward-looking environment, 

11 because, aa I aaid, where a atand -alone switch may 

12 have been placed even only five years ago, today they 

13 

14 

could put in a remote. The capacities have c hanged 

dramatically . The technology has changed. 

15 Although they are moving in that direction, 

16 the caution is, how do you determine what the optimum 

17 methodology ia, if you can identify separately the 

18 cost of a remote aoparately from the cost of the host. 

19 0 Would you alao agree that one of tho design 

20 goals is tho acceptance of data such ae switch 

21 classification, wire center traf fic characteristics, 

22 and switch investments from multiple sources? 

23 A I'm not sure I understand completely what 

24 you•re asking mo. 

25 Q I'm aoking you wbethar one of the FCC 
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1 switch design model goals is the acceptance of data 

2 such as switch classification, wire center traffic 

3 cha r a cteristics, and owitcb investments from multiple 

4 sources? 

5 No, I'm not aware of that . I'm not sure 

6 what you mean by multiple sources. In my discussions 

7 with them, which was quite some time ago, there was no 

8 discussion of multiple sources. That wao to be done 

9 -- I believe that tended to be -- in my discussions 

10 with them, there was the modeling issue of how the 

11 model should be, and then the i::puts were go.lng to be 

12 

i3 

a separate discussion. 

0 ~re you awate tbat another design goal of 

14 the FCC for theoe models is the sharing of costa 

15 between the boat switch and ita attendant remot~ 

16 awitcbea to reflect properly the efficiencies of ouch 

1 '/ arrangements? 

18 A Well, again , yea. When we were discussing 

19 this issue, we talked about if you can identify the 

20 coat of a host, and . if you can identify the coat of a 

21 remote separately , when you have it , what do you do 

22 with it? 

23 In reality , should -- for example, if the 

24 cu1tomer ia served from a remote, if the cost of t hat 

25 remote is leas than the cost o f the host , should only 
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the customers served off the remote receive the 

benefits of that lower coat remote, o r in reality, ao 

my recommendation was, ahouid that be looked at as an 

entire system. and that all subscribers on the host 

and the remotes benefit somewhat equal ly and actually 

have tho same cost. rt•a levclized over all the 

customers served by tbat system . Otherwia~ . you are 

penalizing people for being served arbitrarily from 

whether or not they live close to a remote or c lose to 

a host, and that didn't make much sense to me. So my 

recommendation wae to serve all equally . 

Q Mould you agree, Me . Petzinger, that for 

universal service purposes and the provision of basic 

local exchange service, that for switching purposes. 

that that requires a line port on the switch, U3age of 

the central processing module, line and trunk CCS 

usage, and SS7 usage ? 

A Yea, that's correct . However. I don't see 

it necessary to separately identify those . We've 

lived a long time witb identifying the coat of a port, 

and then usage basically being the cost of the reat of 

the switch, and more or less a minute is a minute . I 

don•t think it's neco•sary to identify the differenc e 

in cost of the part c f the minute that is incurred on 

tho line vereus the part of the minute that's incurred 
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• 1 in tbe trunk . If you take the awitch and fig ure out 

2 wbat tbe coat of a minute ~. through that awitch . 

l you'll c onaider that entirely . 

4 COMMISSIONER J ACOBS: How is the serving 

5 configuration organized when you have a r emot e ? Would 

G a - - l et me ask it this way. Would a remot~ serve an 

7 entire wi r e center? 

8 THE WITNESS: Oh, abeolutely. Remotea have 

9 gone through a number of generations of capa cities . 

10 There were timea in aoae technologies wh~re a remote 

11 only served in the hundrcda of l•~ea . Then they moved 

12 up to the 2,000 line mark , then the 4 ,000 to s.ooo 

• 13 l ine mark. And now therc•e a rcmocc that oecvea •• 

14 let me think. I t has been characterized ao being 

15 capable, t his one remote being capable of replacing an 

16 o ld lA analog switch, wh ich were typica lly fairly 

17 large switches. So I don't know the exact number o f 

18 lines . 

19 COMMISS IONER JACOBS: In the case where 

20 you would have a remote that servee a wi re c enter. if 

21 you follov tha suggestion that you made of levelizing 

22 cos te acrose the whole eyotem , wouldn't that okew 

23 somewhat the identification of t he high cost. of the 

24 high cost a r eas? 

25 THB WITNESS : No. I don't think it would . 

• 
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• 1 because that hoat. although i t'l defined a• a wire 

l center , and it can operate somewhat limitedly on i ts 

3 own if it•a cut from the host -- And when I oay 

4 limited, it•a extremely limited. No company would run 

5 any length of time that way . It can't d o billing. It 

6 can't do any vertical feature& . I t's very reetr!cted, 

7 and you c an't do remote maintenance or anything else 

8 on it. 

9 So what you want to do is - - a remote io 

10 always tied to a boat, and to aeparat e them out and 

11 treat one veraua the other differently I think ia 

12 inappropriate. The benefito to the serving area of 

• 13 that ia t he sya tem of that boat and ita attending 

14 remotes , •ubtending remotes . You have to look at a 

15 syo t em, becau1e they won't work without that host . So 

16 it really ia a ayetem . 

17 COMMISS I ONER JACOBS: Thank you . 

18 0 (By Hr . Pone) Ma . Petzingor, would you 

19 agree that in the BCPH there are si~ functional 

20 categoriel that are coated out? 

21 A subject to chock , I think that•e right, 

22 five or six . 

23 0 And would you agree that one of them i1 the 

24 procea1or-related coat. another ia the line 

25 termination MOP and protector, the third ia tho line 

• 
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1 

2 

3 

4 

A Yes, that's correct, although some of those 

those are BCPM categories. They correspond with 

5 some SCIS outputs . But actually there are more SClS 

6 outputs than the catftgories in BCPM, so therefore, 

7 some aggregation was made to collapse the SCIS outputs 

8 into the BCPM categories. 

9 I would also like to mention that the 

10 processor-related cost is not just the processor. 

11 That is the entire fix,ed cost of a switch to get it up 

12 and running before you add lines or traffic to it . 

13 

14 

15 

16 

0 Based on your experience, what are the 

major functions or subsystems in a central o ffice 

switch? 

A Are you as~ing me from an engineering 

17 perspective or from a cost perspective? 

18 0 From your experience, 

19 A From an engineering perspective , there are 

20 multiple functions within ~ switch. And if you can 

21 identify that each one of those functions has a 

22 discrete coat , that was -- you can therefore identify 

23 the coat of those functions. That was what SCIS was 

24 all about, and it was done primarily to enable costing 

25 of vertical features and services, so you could 
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1 differentiate vertical services and features from 

2 basic pots, and it was built originally in the '10s 

3 for cross-subsidization iasuea . 

4 Prom a coating perspective, today we are 

S seeing more and more coating iaauea that affect that 

6 process. If you do not have a separate coat for each 

7 of the components that make up a s wi tch, if traffic 

a patterns and other thing• don't impact the coat a 

9 company is going to pay for a switch, then I would 

10 argue that you lose colt causation when you then take 

11 that number and try to make it into a -- wit~ theae 

12 list of subcategories . If you have one price •~r the 

13 IWitch and you cannot identify what the coat of the 

14 little subcomponents are, it then becomeo 3 totally 

15 arbitrary allocation to aaaign those coata to 

16 independent , individual subcategories of functions . 

11 

18 

19 

20 

21 

22 

23 

:u 

25 

0 Well , let me help you through this . would 

you agree that --
A I thought I was doing pretty well . 

0 Well , you vere on a roll. Let me put it 

that way. 

Let mo ask it thJ.u way . w_.sld you agree 

that one of functions of a centrel office switch ia to 

terminate linea? 

A ¥88, it ia. 
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0 And another ia to t~rminate trunks? 

A Yea. Well, to carry th~ traffic . 

0 Another is to proceao calls? 

A Yea. 

0 And another ia to provide connections 

between lines? 

A Yes, abaolutely. That wao what I waa 

explaining when I aaid !rom an engineering 

perspective , those functions exist. 

2835 

0 And another one is to provide int.eroffice 

signaling? 

A Yea . 

0 And another one is to provide vertical 

services? • 
A Yes. 

0 And don't the six categories that are 

coated out in the BCPN reflect each one of thoae 

operations of tho central office awit.ch? 

A Yea, they do. But all l was aaying was 

that if you do not have any coat causation that 

underlies that, there ia no reason to split it out 

that way . If there ie no aeparato coat causation of 

line CCS, for example , from another function of the 

awitch, there's no reaaon to arbitrarily allocate Lham 

that way . 
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Doesn't th& HAI divide up the switc h costa 

aep•rate categories? 

The switch itaelt? 

Yea. 

My understanding ia t hat it's div i ded i nto 

a nd usage, or minute of use . 

Doesn't it divide it up into the MOP, the 

8 main d istribution fr•me , the line p ort , trunko, and 

!I usage? 

10 A The first part of your question I 

11 understood, which is the ~OP. The MOP is not switch 

12 equipment . It goes into that account, hut I do not 

13 consider it part of tne switch. It's often purchnoed 

14 from n different vendor than the switch is purchaoed 

15 from. 

16 

17 

0 

A 

But isn't th•t necessary --

That h not tha t io done separately, and 

18 the cost for that is a separate process within HAt, as 

1!1 I understand it . I t is not done in switching. It ia 

20 then added to the port later o n. I don't think it's 

21 maintained •• a separate function. 

0 Don't you need an MOP and a line port to 

23 terminate linea? 

A Yea, you do, but sc~etimes in coa t studies 

25 the MDP or the main diatributJ ng !rame is included in 
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3 A Like I said, that's a separate -- it's a 

4 separate piece of equipment . It depends on the coat 

5 study and the company involved as to where they 

6 allocate that ~oat, whether it's owitch port or loop 

7 plant. 

8 Q But you did agree that trunks and usage are 

9 also coated out separately in the HAI Hodel? 

10 A I believe that fo > most - for aggregation 

11 let me back up. Por the results, it is primarily 

12 port and usage . I believe I've seen a report that 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

will oplit out trunks for the purpose of identifying 

the purchase of dedicated t runks or otand-alone 

trunks. But t o r USP, it'a going to be the port. and 

the rest of the switches ia assigned to minutes ot 

use. 

Q Well, let me ask ym,, how did you coot 

outlines and vertical services during your career at 

Bellcore? 

A Wall, aa far as -- 1 d idn't actually do the 

coating out. I did the modeling . That was done 

because at that point in time we had very detailed 

24 engineering rules, and we also had costa of ths 

25 individual components that make up the owitch. Ba.,h 
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1 component waa asaumed to be purchased individually, ao 

2 I could take , you know, one of item A, two of item B . 

3 In that way, we ~ere able to explicitly identify what 

4 tho coot of the equipment purchased for a port would 

5 be. 

~ However. again, if you don't have coats to 

1 individual component piocea of a s witch. if you are 

8 looking at a flat rate coat per line for purchaaing a 

9 avitch, for example, then the coat causation link is 

10 gone. You don't have the lndividual component coat to 

11 be able to decide how much of that flat ra t e coat per 

12 lino belong• in the port and how much belongs in usage 

lJ 

14 

15 

16 

and how much bolonga in trunko, or 557, or anything 

oleo. It becomes an arbitrarily allocation. 

0 Would you •• and this io kind of going back 

to where we were before . 1 juat want to establish 

11 that we've got it correct. You agree that the HAl 

18 Model aeparatea coata for the awitch line porta, main 

19 diatribution framaa , awitch uaage , and switch trunka; 

20 ian•t that correct? 

21 A I agree with what you said, except for the 

22 main diatributing frame . That is a separate proceaa . 

23 It is not part of a large awitch price that then geto 

24 unbundled and allocated out. It io developed 

25 aeparatoly . 
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0 But that is part of the HAl Model? 

A It is added back into :he port investment 

subsequently . 

0 But it io coated out separately? 

A Yes . It's not part of the switch. It's a 

6 sepa rate frame. Yo u can go into a central office and 

7 see it's a separate piece of equipment. I t's. in 

8 

9 

10 

11 

12 

l.l 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

effect, acting as a connection, a connection point 

between the loop and the s witch . 

0 What is the process that the HAI Model uses 

to compute the universal service usage cost per line, 

beginning with the total usage coot per line as 

identified by tho non-1ino port frnction i nput? 

A Well, I'm not really here to talk about 

HAl. I have an understanding of what it does, but I 

think the HAl witnesaes have been here and •• 

0 Well , unfortunately. the HAI witnesses 

punted that particular question to you, indicating 

A How to develop the usage coat ? 

0 Yea . 

A 

0 

A 

Could you show me where tha t was? 

Yea . 

Mr. Wood has been doing this a long time . 

24 I'm sure he would have known the answer to that 

25 question . 
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Q He said, •In previous runs , we have used 

alternative valuoa baaed on Mrs. P~tzinger•e analysie, 

which we could do here with the p~oper information. 

Different switch technologies, because of the way they 

are configured, have a different mixture of 

t raffic-sensitive and non-traffic -sensitive 

components. Northern Telcom. for example, or Nortel 

configures the switch in a way that is very different 

from the way uucent configures its switches, so you 

n eed to have a nuMber that reflects the mixture of 

purchased switches.• So be's relying upon your 

analysis. 

A Well, that ' s not -- that's not quite 

r ight. Actually, the split between port and usage in 

the BAI Model was put forward before I became an AT'T 

employee. 

Now, in that process, we had looked at some 

data put out in public record in New York that 

supported the number, and I had looked at that for 

him. But I did not do the original development of it. 

However, I do agree with his statement of 

my knowledge of switchfte, that the technology, ao well 

as, which I don't think he did mention, how much 

analog loops, copper loops come into the switch versus 

how much next generation digital loop carrier is 
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assumed, will dramatically impact the amount assigned 

to port, because digital loop carrier doesn't even 

3 come in on the line port aide of the switch. It comes 

4 in on the trunk side . 

5 0 You would agree , though. that tile 

6 partitioning of the switch into line porta and other 

7 components sho~ld be split specific to the switch 

8 vendor ? 

9 A If you have that kind of data, and if you 

10 have the detailed cost information for each component 

11 in tbe switch, it can be done . I don't necessarily 

12 thin k that that's a better way. because the 

13 assumptions you have to moke, there nre a large number 

14 of assumptions, and I don't think that's a credible 

15 way of doing it. I mean, I don't think it's a 

16 reaaonable way of doing it. Let me put it that way . 

17 I'll withdraw the •cred ible . • If you have the data, 

18 

19 

~0 

21 

22 

23 

24 

25 

it could be done. 

0 Isn't one means of doing this partitioning 

to use an engineering-baaed model ouch aa SCIS ~r SCM? 

A From an engineering bas is it can be done, 

but again, two things there. One io what aasumptions 

are you making when yo u•re running that engineering 

model. For example, as I said in my testimony, if you 

don't include next generation digital loop carrier. 
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3 In addition, if your cost structure doean•t 

' identify separately the coat of a digital loop carrier 

5 from an analog line , then that engineering model ia no 

6 longer useful. It aimply baa no relevance . If you•re 

? paying tbe same coat for all of tbe equipment needed 

8 to ~ke a line operational and do all tbe awitching 

9 functions, there ia no relevance in that then to 

10 identify diacrete portiona. lt'a an arbitrary 

11 allocation. 

12 

13 

14 

15 

16 

1? 

18 

19 

20 

21 

22 

23 

H 

25 

0 And you agree that we abould not uee 

arbitrary a11ocationa? 

A I'm not aaying that. I ' m saying that in 

aoma cases, that haa to be done, and au long ao it iu 

reasonable , I think it•a okay. And in fact, in aome 

casco I think it•a euperio1 because it i s 

identifiable. People can diucueo it. You c an -- it'a 

open, and you can agree o n what tbat percent should 

be. If there are difference& o ! opinion, people can 

put forward their arguments. I! you rely on 

engineering modele, the procesa ia way too comp li c ated 

for anybody to review and underatand what's going on. 

0 Do you believe tben tbat it's appro priate 

to uae arbitrary all ocation factora o f awitch 
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investment to the switch network functions, for 

example, line porta and usage? 

Aa I said, I think i.1 a orne case o it i o the 

more reasonable way to go if it is reasonable and if 

tho parties can agree to l<'!lat: t:hat number should be. 

Q Are you familiar wit:h an input in the HAI 

Model called the processor featured loading 

multiplier? 

A 

Q 

Yea, I've seen it. 

Isn't the purpose of that input to increase 

the basic busy hour calling rate on the switch to 

account for the additional processor load caused by 

the use of vertical services and features? 

A Well, again, I'm not the HAI Model expert. 

I'm here to talk about BCPM . My testimony was limited 

to that. 

Q When you were employed at Bellcore, did you 

design cost equations to determine incremental 

investments for vertical services? 

A Yes, I did. 

Q And did these equations include proceaoor 

uaage as part of the feature incremental investment? 

A At timea. 

0 And eo you would agree that a portion of 

the awitch processor investment 1• used to support 
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vertical services and features? 1 

2 A It depends on how you look at it. I'm not 

3 going to say yes definitely, becauoe the processor is 

4 definitely used to process vertical features. 

5 However . processoro are -- that same processor is 

6 required if you never put a feature on that switch. 

7 So right now when a telephone company goes 

8 out t o buy a switch, they get th~t switch with a 

9 processor. It processes everything that comes its 

10 way, whether it be pots or ve r tical oervi ces. So even 

11 if you never add a vertical service, when you look at 

12 a rural wire center that has no features, i t still hao 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the same processor that the switch down the road has 

that has a fairly high penetration of features. 

Q Are you aware that the BCPM has an input 

for feature loading multiplier? 

A Did you ask if BCPM has ~ •• e? 

0 Yes. 

A No, I don't think it does. 

Q Can I refer you to 7. 4 .4.1 of the BCPM 

methodology? 

A I don't have that with me. 

0 Would you accept, subject to check, that 

tbe BCPM doea in fact have such a feature? 

A Subject to check. I thought it was doing 
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1 it through the allocation of a processor utilization 

2 factor that adjusted the amount of the processor that 

3 would be assigned to USP. 

4 

5 

6 

7 

0 And doesn't --

A It was a fairly trivial amount, but it does 

downwardly adjust. 

0 It's 17t ~f the processor? 

8 A I was under tbe impression that it varies 

9 by the mix of switches in the BCPM run. 

10 Q Right . And can't --

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A I would not call that a feature loading 

multiplier, though. That was --

Q But can't thio particular percentage go 

much higher if there are a number o f business lines on 

that switch? 

A Yes, I think was what was 

0 Do you know - - on the HAI Model , the 

proc essing feature loading multiplier that we talked 

about , do you know whether that applies the feature 

loading multiplier to the entire switch or just the 

processor part of the switch? 

A I don't know. 

Oh, actually I do know, now that I think a 

little bit about it. I believe that is used only to 

-- in HAI, I believe that is used only to determine 
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1 whether or not the capacity of the switch could be 

2 exceeded, the processing capacity. 

3 

4 

5 

0 

A 

0 

Well, then wouldn't ·­

That was my understanding. 

Well, then wouldn 't you agree that the 

6 switch must be partitioned accurately by engineering 

7 rules to avoid applying this loading to parts of the 

a switch other than the processor and its related 

9 equipment? 

10 A No. I think you•re mixing something up. I 

11 don't think RAI is applying the loading to change the 

12 cost in any way . 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

As I said , my underotanding io that that 

input is used only to effectively increase the level 

o f traffic from the poto level to some higher level to 

see if the processor would exhaust . 

My understanding is that there are few , if 

any, switches where that occurs. And where it does, 

my understanding is they put in a second switch in 

that wire center . So it doesn ' t have the impact that 

you•re asking me about. 

0 Do you have any experience, Me . Petzinger , 

as a network planner? 

A 

0 

No, not at all. 

In your rebuttal te•timony at page 7, you 
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J 

state, •A network planner looking at the current 

demand& for linee, trunks , and traffic would 

definitely place a different mix of equipment 

4 A I'm sorry. Could you t ell me where on 

5 page 7 again? 

6 Q on line 2. 

7 A Yes. 

8 0 Do you see that statement , "A network 

9 planner looking at the current demands for lines, 

3847 

10 txunku , and tx~tt~c would definitely place a different 

1 1 mix of equipment, even Assuming the oame wire center 

12 

13 

14 

locationo•? 

A Yes, I do . 

Q Do you have any evidence of tbio? 

15 A Just my diecusoions with people that are in 

16 the business. And it is clear that if you have a 

17 r emote which coste leee than a etand-alone, and if 

18 that remote will serve that wire center efficiently, 

19 that a remote would be placed rather than a 

20 stand-alone . 

21 And as I mentioned befo~e. eince the 

22 capacities have changed, that's exactly wha t would 

23 happen today compared to what may have been decided 

2t five , 10, 15, 20 years ago, which iu what the LERG 

25 looks at . 
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0 Are you aware tnat the FCC has required 

tha t HAl 5.0a use the LERG to place ILRC s witches. 

including the host , remote, and end office 

4 relationships? 

2848 

5 A I understand that they have aoked for that 

6 da t a to b e capable of being run. As I mentioned 

7 before, I personally disagree with that ccnclusion. 

8 0 Has n't MCI in tact in an ex patte to the 

9 PCC mailed September 14, 1998. ag~eed to do that? 

10 A As far as I know, the HAl sponsor s have 

11 agreed to do What. the FCC asked them to do. 

12 0 Are you f amiliar with how the RAI develops 

13 owitcn i nveotmont coa~a? 

14 A Not tremendously, no. I have an idea in 

15 general, but again , I'm not the HAI witne ss. 

16 0 Are you familiar with the owltching curves 

17 that the HAI Model uses for 

18 A I have seen it in the documentation. 

19 0 And do you know upon what basis those 

20 curves were drawn? 

21 A I think you're going to have to oak 

22 Mr. Wood that. 

23 One interesting thing I have noted, though , 

24 however, from that 

25 0 I don't think there's a question pending . 
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• 1 Is it your understanding, Ms. Petzinger. 

2 that in order for the interoffice signaling network to 

3 operate, there io equipment r3quired in the central 

4 o f fice switch generally know~ aa the switching -- I'm 

5 sorry, service switching point SSP? 

A There is equipment in the end office in 

7 order to make SS7 operational, yes, that's correct. 

8 Q And wouldn't the switch coat switch 

9 investment have to include this cost? 

10 A Yes, it does. I mean, you can assign it to 

11 the switch , or you can assign it to SS7, depending on 

12 how you•re doing your cost study . 

• Q Lec•u turn to page 24 of your rebuttal 

14 testimony, please . 

15 At line 15, you state that four years ago, 

1 6 Pacific Bell negotiated a major contract for 

17 approximately $110 per line . Do you see that? 

18 A Yea, I do . 

19 Q Ia the source of that statement a 1993 

20 Pacific Bell prees release that it would epend just 

21 over $1 billion to replace all of ito remaining analog 

22 switches with digital oneo7 
' 

23 A Just let me check for a moment. 

24 That was not my source, no. 

25 Q Well, let me aak you thio. How do you get • 
ACCORATB STENOTYPE RBPORTBRS, INC . 



• 

• 

• 

2850 

$110 per line out of tha t prose release? 

A I didn't. That was not my source. 

0 What is your source? 

1 

2 

3 

4 

5 

6 

7 

8 

9 

A Well, as it's noted in the back on Note 15, 

10 

I used a OTB response to a proxy coot model quest ion 

in CC Docket 96-45, Federal-State Joint Board on 

Universal Service Coat Proxy Hodela. 

0 

A 

0 

Do you have that with you? 

No, 1 don't. 

And you're using a GTB filing with regard 

11 to a Pacific Bell coat? 

12 A I've identified it appropriately, I think . 

13 And I wao just trying to identify wha t publicly 

14 available information I bad at the time, because when 

15 I wrote this, I had very limited accosa to any of the 

16 contract prices , which are a much better benchmark, I 

17 agree, than the publicly available information. 

18 0 You didn't got this information from a 

19 California Utilities proceeding? 

20 A No. I think I've given you the cite whore 

21 I identified the data. And I do have this in my 

22 office. I can provide it if you would like it, but I 

23 don't have it with me. 

24 0 Are you aware that AT'T in a California 

25 proceeding ueed this same $110 figure? 
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1 A In what respect did they use it ? I ~as 

2 involved in the California p r oceeding, and I don't 

3 know where the line bas to be drawn between 

4 proprietary and non-proprietary data . I don't know 

5 wbere you ' re getting your number from . 

6 Q I'~ getting it from the order of the 

7 California Public Utilities Commission dated October 

8 25 , 1996. 

9 A Okay. No, I did not get it from that 

10 order. I think I've been u'ing this -- well, never 

ll mind. 

12 Q Are you aware that the California Public 

13 Ut i l ities Commieeion rejected the $110 switching coo~ 

1 4 per line on the basis that there was no aupporting 

15 evidence that the $110 switching coat per line is 

16 accurate? 

17 A As 1 said, I wao involved in that 

18 proceeding. My understanding at this point in time is 

19 that there wall a eubsequent order or recommendation 

20 1 would have to check my file& to see what it was 

21 anymore -- quite some time ago that was using, I 

22 think, $115 or $118 a line. 

23 

24 

25 

line . 

Q 

A 

I thought you indicate here it's $110 per 

That was the cite from this source . What 
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1 the California Public Utility Commission was 

2 suggesting that they use to me was not public 

3 information about what the ar.tual price of switching 

4 was. That was, at beat, a negotiated number. as I 

5 unde r stand it, between the parties. 

6 0 You were in -- you say you participated in 

7 that proceeding? 

8 A Not in the -- you seem to have an order 

9 from 1996. I don't t~ink I was involved in that one. 

Q 

A 

Do you knov whether --

California is an OANAD proceeding that bas 

10 

11 

12 

13 

been going on -- f~om my understanding, r think it's 

like three years now . so 1 did participate in a 

14 portion of it. I think I firot parti cipated somewhere 

15 early last year, in 1997. 

16 Q Do you know whether Mr . Selwin was 

17 appearing as a witneee in that proceeding on behalf of 

18 AT~T and MCI? 

19 A Again, I only participated in one portion 

20 of the proceeding. In the portion 1 wao in , r think 

21 Mr. Selwin was there, but 1 was not in the room when 

22 he testified . 

23 0 so you would not know whether or not 

24 Mr . Selwin waa the aource of the $110 in the 

25 California proceeding? 
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1 

2 

3 

A No . 

in California. 

that was 1996. 

I'm not familiar ~ith the $11 0 number 

That apparently preceded -- you said 

That may have preceded my involvement. 

4 I wae still at Bellcore in 1996. 

5 0 Would you turn to page 25 of your rebuttal 

6 teatimony? 

7 On line 5, y ou contend that Sprint's 

8 reported awitch prices do not support BCPK'e priceo . 

9 Do you see that? Your question is. • oo the switch 

10 prices reported by Sprint support BCPM? " And your 

anaver on 5 ia no ; ia that correct? 11 

12 

13 

A That'D right, meaning the prices that were 

submitted to the PCC for use in a earlier BCPM model 

14 are much higher -- excuoe me, are lower than what was 

15 used in the BCPM model by Sprint in this p r oceoJing. 

lS 0 And you go on to support your statement 

17 that they don't support the BCPM prices. You state 

18 that Sprint submitted $120 as the switch coat per 

19 line . 

20 A No. I think that's a fa\rly blatant 

21 miacharacterization of wha t I said . 

22 0 Well, I'm sorry. I thought you --

23 A And I provide information. What Sprint 

24 provided was $150,000 fixed otartup coot plus $110 per 

25 lino as a variable coat . 
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1 0 A.nd you say on line 11, •spri nt sa i d the 

2 current BCPM values,• and then you•ve got a bracket , 

3 · t~e new lower values, • bracket closed, • more closely 

4 approximate Sprint's c urrent cost of awit r hing.• Do 

s you see that? 

6 A Yea, I do have that. 

7 0 Yes. Do you see that ? 

B A Yes, I do. 

9 0 And wae the bracketed language in the 

10 filing with the PCC? 

11 

12 

l.3 

A No. That's why I bracketed it. That was 

what my interpretation of that statement was . 

Q But that bracketing ia yours? 

14 A Yea , it iu . That ' s why it wao bracketed. 

15 0 A.nd you haven • t quoted the entire sentence 

16 out of the f iling that was made by Sprint with the 

17 PCC, have you? 

18 A No. And I think if you look at the not:e on 

19 23 , I explain why . 

20 0 Well , let's read -- l@t me read to you the 

21 entire sentence, including tho sentence immed iately 

22 before it. Do you have that wi th you? 

23 A Yea, I do . 

24 Okay. could you tell me the page again? 

25 0 It will be page 3 of the attachment to the 
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ex parte filing. 

A That's the text attachment? Because 

3 there ' s multiple •• 

4 Q Yes, it •a the text attachment. It•a 

5 At t achment A, page 3. 

6 A Yes, I have it. 

7 Q And the entire sentence that you t~ke an 
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8 extract from says, ' Although the current BCPM values 

9 more closely approximate Sprint'o current cost of 

10 switching, Sprint believes that it would be 

11 appropriate for the Commission to use the more 

12 conservative input cost until it has concluded its own 

13 

H 

15 

investigation on this issue.• 

A Yes, I aae it. 

Q And the sentence immediately before that 

16 says, 'Final l y, Sprint recognizes that there is a 

17 fundamental disagreement on the level o f switching 

18 costa, and this issue can only be revolved by 

19 Commission access to invalidation of cost data that is 

20 proprietary to awitch vendors . • Is that correct? 

21 A Yea. I would also like to -- I agree , but 

22 I would also like to call your attention to the 

23 previous page , where it aayo that responding to these 

24 concerns, Sprint has independently reaooessed the 

25 default input veluea and haa identified a number of 
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1 changes that fall, in its view, within the range of 

2 reasonableness an4 would provide a reasonable basis 

3 for a national USF fund. 

4 0 Right. But for purposes of this 

5 proceeding, you've said what Sprint says the costa 

6 are. And didn't Sprint a ay in ito response to 1:he 

7 Commission, •Although the current BCPM values more 

8 closely approximate Sprint's current cost of 

9 owil:ching, • and waan't that amount $225 per line? 

10 A I interpreted c urrent to mean what you were 

11 

12 

putting on the table right then and there, the current 

numbers you were putting out. 

13 Q Well --

14 A I will agree with you, when I was 

15 rereading this this morning, that that could bo open 

16 to some interpretation as to the language. It woo a 

17 bit unclear. So again, I will agree with you that I 

18 may have misinterpreted that . I may not have. I 

19 still think the language is unclear. 

20 However, I would go bac~ to the sentence I 

21 read on page 2 that'• aaying that Sprint believes 

22 these are reasonable, and that they're a reasonable 

23 baaia for a USF fund . And I believe they reiterated 

24 in the concluaion on page 7. where it oaid, ·t ~ ia 

25 equally critical that the commisoion adopt; a model and 
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2 c apable of producing a high quality o t service, but 

J also incorporate a realistic aaaedement of the coat of 

4 building aucb a network. The BC7M model with the 

5 input changes suggested by Sprint meet these 

6 criteria. • 

7 Q But Sprin t told the FCC that its current 

8 BCPM value of $225 per line more closely approximates 

9 Sprint's current coat of uwitching? 

10 A Again , I find the language that you are 

11 referring that to on page 3 to be very confusing. 1 

12 don't necessarily interpret it that way . l read 

13 

H 

current costa moaning tho onea you had currently put 

on the table and were proposing for the FCC to uoe. I 

15 mean, you had put out these numbers in the attachment 

16 of $150,000 fixed startup and $110 per line and bad --

17 I mean, I had to take the whole package in ito 

18 entirety. 

19 I believe the language you're referring to. 

20 iL was confusing to me. 1 may have misinterpreted it, 

21 but I think the overall gist o f it was that -- well , 

22 my reading o f this document in ito entirety, taken an 

23 a whole , was that Svrint wao putting forth these 

24 numbers aa reaaonable. 

25 Q On line 17 of that oame page - - well . 
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16 
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23 
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starting on 16 --

A Page 37 

0 On page 25 of your reJuttal teetimony, or 

etarting on 15. 

A Yes. 

0 You s~ate that Sprint's switch prices in 

this proceeding appear disingenuous at beet . Can you 

define disingenuous fo·r me? 

A Well, my definition, not exactly textbook, 

but I find it extremely unreasonable for Sprint to 

e;cpect thie Commiaoion to believe that the Sl20 tl.:>.t 

they filed with the PCC claiming it was a reasonable 

number compared to the numbero --

MR . PONS: Madam Chairman, I aoked her to 

please define the term •disingenuous,• and I don't 

think she'o defining the term •disi ngenuc~e.• She'o 

giving us a speech. 

HR . HATCH: Madam Chairman, he asked the 

question, and ehe is giving her answer. 

CHAIRMAN JOHNSON : Go ahead and finish. I 

thought she wae trying to describe what she thought 

d isingenuous meant --

TRB MITNBSS : All I WAD - · 

CHAIRMAN JOHNSON: •• in the oontext of how 

the question vas asked. Go ahead. Go ahead . 
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TBB WITBBSS: Again, : can't give you a 

textbook def inition, but I found it extremely 

disconcert ing when I •aw the $120 per line on average 

for a lS,OOO·line s witch. which s cepresentat ivo of 

Sprint's average size in Florida . 

6 When you -- the way I got to tho $120, 

1 take the $150,000 tixed and. the ;100 per line. If you 

8 apply that for~ula to a 15,000-l ne switch, it equates 

9 to $1l0 per line. 

10 If I take that number and compare it to the 

11 numbers for Sprint in my Exhibit CBP-1, they aren't 

12 

13 

close. And I just found it to be unreasonable that 

Sprint is trying to put something in this proceeding 

14 that is so much higher than what was produced at the 

15 PCC. 

16 0 (By Mr. Pons) You're not using 

17 disingenuous in its technical, de(initional dictionary 

18 term, are you? 

19 A Well, if y~u would l i ke to give me the 

20 technical dictionary term, I'll lot you know whether 

21 or not I do. 

0 Lacking candor and frankness . 

23 A I would say that the numbero proposed in 

24 this proceeding do not have u o not frankly 

25 correspond to tho numbe rs that you •ve produced 

I 
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1 elsewhere. I don't know what co say. I don't -- I 

2 mean, are you asking me could it h&ve been a mistake 

3 in your numbers? 

4 

5 

Q 

A 

No . 

I guess so. But , I mean, these numbers 

6 were out. You•ve --

7 Q The number 

8 A You went out with the FCC publicly putting 

9 these numbers on the record. I don't know how to 

10 e x p l ain why else you would have put these numbers 

11 

12 

13 

14 

Q You would agree that the number that Sprint 

said is its current cost is $~25 per line? 

A No, I'm looking at the 150 plus -- thousand 

plus 110, which is the numbers that you put on the 

15 record at the FCC as being reasonable. 

16 

17 

18 

19 

20 

21 

22 

Q 

A 

Q 

A 

0 

A 

0 

Not Sprint's costs. 

Ob, I'm sorry . 

Were those Sprint's costs? 

The $150,000 plus 110? 

Yea. 

Yea. 

Okay . 

21 A That was the Sprint letter that we were 

24 just talking about . 

25 0 At the bottom of page 25, you make 
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1 

3 

3 

reference to some tes t imony for Southwestern Bell from 

a Mr. Hugh Raley in 1996. Do you see that? 

• 
5 

6 

7 

8 

9 

A Yes, I do. 

Q And you state that be says that the 

engineered , furnished and installed, paren, SF~l. 

price was $85 per line for switching. Do you see 

t hat? 

A Yes. 

Q Have you looked at Mr. Raley's entire 

10 testimony in that proceeding? 

11 A Yes, I did quite some time ago. 

12 Q And didn't he say the engineered, rurnished 

13 and installed, EF&I, price wao $85 per line , but in 

14 addition, if you add telephone company cost plu~ tax, 

15 you arrive at a total of $109 per line; if you then 

16 add frame power and test s3ta, you have a total cout 

17 of $183 per line? 

18 A I can -- I don't remember the exact 

19 numbers, but, yes, I do. But that is not the correct 

20 comparison to the numbers ue•rc looking at here. All 

21 of the numbers in my t estimony arc talking about the 

23 investment paid or the prices paid to the vendor tor 

23 switching . Both RAI and SCPM have separate factors 

24 for adding in those other costs, so that's not 

25 re l evant to this comparison bora . 
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1 Q But in the HAI Model, the coot per line in 

2 the switch curves, does that include all of these 

3 various costa? 

4 A No. Aa in BCPM, those numbers are added 

5 through the application of additional costa and 

6 factora. I believe it's done in the expense module to 

7 inoreaae the overall level of switching to accommodate 

8 all those o t her categorise of costa aaaociated with 

9 switching, but not actual switch priceu. 

10 Q on page 26 at line 6, you say, "Mr. Raley 

11 included in his t e stimony an attachment which revealed 

12 

13 

tne f ollowing, • and then you have a chart which says 

EP•I investment per line , and then you•ve got 1 to 

14 15,000 linea, etcetera. Do you see that ? 

15 

16 

A 

Q 

Yea, I do. 

That'D not the entire chart that Mr . Raley 

17 put in the testimony in Texao. io it? 

18 A No. The rest of the chart dealt with those 

19 other numbers that were for local telephone company 

20 engineering and i nstallation that, aa I mentioned, are 

21 added subsequent in both modele. Everybody adds those 

22 numbers after you identity what this toumber should be . 

23 Q And these •• 

24 

25 

A 

Q 

You've got to get thia number right first . 

But these additional coato that be 
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identified are legitimate coots that ohould be used in 

dot er=ining the coat of switching? 

A The category of costs. 1 did not review 

the abaolute numbers as to whether or not I consider 

the numbera themselves of relevance, because the 

categoriea of costo , local telephone engineering and 

installation a~d t hoae kinds of coots are added in 

both modele . Those are leg i timate costa. 

CRAIRMAII JOHNSON: Mr. Pons, le t me aak you 

a quic k question. How much more do you have? 

MR. PONS: I think I have just one more 

question. 

CHAIRMAN JOHNSON: Okay. Let me just 

f or the witnesses that are here, we are going to break 

for lunch, and it wil l be about 45 minutes . so for 

those ot you who have a 1 : 45 , you're not going to make 

it. 

Go ahead . 

Q ( By Mr . Ponal Ma . Petringer, in your 

summary, you stated that tbe BCPM relieo upon data 

extracted from SCIS and SCM. Do you re.nember that? 

A Yea. That was my understanding baaed on 

reading the methodology for BCPM. that -· 

Q can you --

A -- SCM vao involved. I have not seen any 
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1 specific dat~ about that. 

2 Q Can you identify by name or reference a 

3 single data item o r formula within the ~CPM s witch 

4 module that was extracted from SCIS or SCM? 

5 A Oh, absolutely. Do you wan~ the speci f ic 

6 i t ems, or d o you wan t me to just g e nerally categorize 

7 them? 

8 

9 

Q 

A 

I ~ould liKe the specifics . 

I managed t o have misplaced the deta1led 

10 document, but I think I oan get through a fai rly 

11 comprehensive list. 

12 To start with, on the switch - - tbeoe are 

13 all switch inpu t s. You would have the - - all o f the 

14 price -- the BCPM default price coefficients, with the 

15 exceptio n o f the small switch price coeffi cients . And 

16 all of the companies in this proce eding did use to one 

17 degree or another the BCPM default prices. 

18 Q 

19 A 

20 0 

21 process? 

22 A 

23 Q 

Aren't t ho• e all inputs? 

Excuse me? 

Aren't t hollie all inputs to the BCPM 

Thoae are inputs, yes , that's right . 

That's not what - - I thought you had 

24 indicated that the model relieu upon data . so you're 

25 talking as an input, it relies upon the data? 
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4 input. 

5 Now, where it becomes part of the modeling 

6 is, t here io a separate group of inputs that talk 

7 about b ow you divvy up t h e owitch investment to -· 

8 wbat percent gets assigned to port, what percent geto 

9 assigned to line CCS, what percent geto asoigned to 

10 trunk ccs. 
11 The application and the ·• or the 

12 disaggregation of a total owitch investment . those 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

factoro are all a result of the SCIS, and presumably 

the SCM process . 

0 But my question wao, c an you identify 

within the BCPM switch module that was extracted from 

SCIS or SCM, but you're giving me inputs that go to 

the BCPM model. I'm asking whether there is anything 

in the BCPM switch mo~ule that has SCIS or SCM 

formulae in it. 

A Ob, no. I agree. There was no lifting of 

SCIS or SCM tormulao that I know of to be put into 

BCPM. However, what I'm saying is, my testimony said 

it relied on the data from those models, because BCPM, 

in order to run, must diaaggregate the switch 
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1 invewtment down to these buckets. 

l Q We have no disagreement on that, 

3 Ms. Petzinger. I was 

4 A Okay . 

5 Q we were interpreting you aaylng that ~here 

6 were SCIS and SCM formulae in the BCPM switch module, 

7 and I think yo:~•ve clarified that there isn't. 

8 A No. I didn't -- I was not implying that 

9 you stole anything from SCIS or SCM as far as 

10 formulas, not that I'm aware of. 

11 MR . PONS: I have no further questions. 

12 CHAIRMAN JOHNSON : Mr . Carver? 

13 

l4 

MR . CARVER: No questions. 

CROSS BXAMUIATION 

15 BY MR . MITCRBLL: 

16 0 Good morning, Mo. Petzinger . Tom Mitchell 

17 representing GTB . 

18 A Good morning. 

19 0 Let me just go briefly back to your 

20 qualifications. My understanding io that you opent 13 

21 years helping to develop the SCIS model; is that 

22 right? 

23 A Part of it was ao a subject matter expert . 

24 Part of it was -- I was promoted as director of the 

25 group . 
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1 0 A• I right, though, that you were there 

2 when the SCIS model was developed? 

3 A SCIS has been around since the mid 1970s, 

4 and t here are various enhancemetats. changes, 

5 accommodations to technology, to economic principles. 

6 I was involved in many of -- the application of those 

7 i tems that fo rmd what the SCIS model is t o day . But I 

8 was not ther6 when it was originally develo ped . 

9 0 Okay. So in a sense , you've spent some of 

! O your time trying to perfect the model through those 

11 changes and modifications? 

12 

13 

A No , I would not say -- I would not 

characterize it as perfecting it. I would juot oay 

14 that technology changes -- ISDN came about. SCIS was 

15 o riginally an average costing tool , meaning total 

16 investment divided by demand , and we incorporated more 

17 aggreosive economic costing techniques that were 

18 becoming popular and acceptable at Commiooions. 

0 You helped market the model to cuatomers; 

20 is that right? 

21 

22 

23 

24 

25 

A The last couple of years, yes. I did. 

0 You consider it to be a re.iable model, 

don•t you? 

A If you're aaking me if the math is correct, 

I would say yes . As far as saying is it a reliable 
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1 

2 

model, you can never use a mode l wi thout understanding 

wha t ito final applica t ion is going to be for . So if 

3 you've got the right inputs, if you have -- and if 

4 you•re using the model for wha t it was intended, I 

5 would have to agree , the last I looked , which was a 

6 couple of years ago, it was a re l iable model. 

7 0 Okay . 

8 

9 

A 

0 

I t did what it purported to do. 

All right. So i f you use the mod~l 

10 properly. and using your words, use the right inputs 

11 as the mode l is intended, you don' t have any doubt 

12 that the outputs coming out o f the SCIS model are 

reliable, do you? 

A Not in any of the areas that are being 

15 r eviewed in this proceeding. 

16 0 Well, l et•o not get that focused. I'm 

17 ta lking about in general , if the model is used 

18 properly, do you have any doubt that its outputs are 

19 reliable? 

20 A No. I don't really have any major problem 

21 with the way the model works. I didn't imply that 

22 anywhere. I just don't think it ia a reaaonable tool 

23 for developing universal service funding becauae it'a 

24 cloaed and proprietary. 

25 0 Now, you recommend that DCPK be rejected 
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because SCIS ia proprietaryi correct? 

A I think tbat•a a part of i t . I aleo am 

doing it because the data that went into the 

proprietary models, we're talking about thousands and 

thousand& and thousands of items that would have to be 

r eviewed . It would make the input items for BCPM or 

HAl look infinitewi mally small . 

0 Al l r ight . Let --

A I just think that's a -- you know, that was 

another reason why I think it•a unreasonable. 

0 Let me have you assume again that the model 

inputa are used and input properly, and the SCI$ model 

i s usod as it was intondod to be uaed, and it 

generated au input . Yet as I u nderstand your 

testimony , you say SCIS is proprietary, and BCPM iu 

baaed on SCIS. Do you recommend that the Commission 

reject BCPM baaed on the proper use of the SCIS mode l 

because it io proprietary? 

A Well , yes, that would -· it was not uoed 

properly in this proceeding, and even 1f it we r e, I 

would recommend against uaing, because I don't think 

p roprietar y models tor switching should ba a part of 

this ' 

0 If the Hatfield Model relied on a 

proprietary model, I take it your anawer would be no 
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• 1 di f ferent, that ia, you would recommend that the 

l Commiaaion reject the Hatfield Model for that aame 

3 reaaon? 

4 A Not neceaaarily. It depend& on whaL you're 

5 doing. 

6 Por &witching , aa I stated before, although 

1 ther e•• a big number, a lot of dollars attached to 

8 awi t ohing, it•a not a really big-tic~et item in 

9 overall univeraal aervice funding. 

10 Along with that. I believe that eapecially 

l1 in ewitching, it should be tranaparent. it ahould be 

12 viaible, it abould be open on how it's developed and 

• 13 the r esults. 

1 4 In the loop process. I'm assuming you•re 

15 as~ing me about the preproceooing that goes on in both 

16 BCPM and HAl . It ia ao critically important, trom 

17 what I have heard over the past couple of daya ~uat 

18 sitting in the room here, to get the loop modeling and 

19 the customer location do wn right that I would have to 

20 agree that, although that· a not a model a a i• thia 

21 proceas, but that preprocessing does have to be done 

22 right; otherwise -- you know, the loop costa t hat form 

23 the bulk of thio coat muot be gotten right , a a d if it 

24 takes that kind ot procesaing to do it, that·~ what 

25 needs to be done . 

• 
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1 

2 

3 

4 

5 

6 

But I'm not an expert in that a rea , and my 

understanding ia it bas been made open for review . 

so I won't -- my answer to your question 

io, no, I won't aay categorically that all clooed 

proceosing abould be eliminated !rom this proceeding. 

0 Okay. Let me pick up on tha~ just f or a 

7 few minutes. Would you agree with me that the use of 

8 a clooed model in either the switching component of 

9 this exercise and the loop component, in your opinion 

10 casts some doubt on the reliability of the costs that 

11 are generated in those two areas by the modele being 

12 used? 

A In chis particular -- in this particular ~3 

l4 instance, for BCPM, yes , I think there's some doubt 

15 about the reliability because of the closed models. 

16 0 Okay. But you wouldn't disagree with me 

17 that if a proprietary model was used in the loop 

18 portion that there would be some doubt or queotion; at 

19 least it would bs reasonable to have some doubt or 

20 question ae to the costs being generated in that part 

21 of t he network? 

22 A I think whenever you've got a cloaed 

23 process, there ' s extra work to scrutinize it and make 

24 sure that it•a correct. And we eaw an awful lot of 

25 witneaeea bare earlier about that portion ot both 
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BCPM and f!A I . 

Q okay. 

A So I would agree , that requires -- it'a 

1 

2 

3 

4 

5 

6 

7 

8 

9 

more difficult, and it•a more time consuming. but it 

does need to be scrutinized. 

10 

11 

12 

13 

0 All right. And I didn't write down your 

a nswer , but what por~ion of the network coat relatoo 

to the loop eo far as you know? 

A I don't re~ember . I remember it being a 

really big number . 

0 I think Mr. Wood said between 85 and 90 t. 

Is that about right? 

A I'm sure that•a probably correct for baaic 

14 service, yes. 

15 0 so if we ha.ve a proprietary model being 

16 uaed in the loop 

17 HR. HATCH: I'm object. He's going way 

18 beyond the scope of Mo . Petzinger•s testimony, and 

19 he's asking question• that should have been asked 

20 Mr. Wood. She's here aa a switching e xpert. I ' ve 

21 indulged him in a little bit of latitude , but we're 

22 still drifting way past her testimony . 

2 3 CHAIRMAN JO·RNSON: Response 7 

24 HR . MITCBBLL: Well, we•re talking about 

25 closed modele . She ia the one who raised the concept 
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1 of tbe loop and tbe IWitch and so fo=tb, and I' m just 

2 trying to draw a relation1hip between tbe loop and the 

3 switch module and the effect o f using closed model• . 

4 An~ I'm drawing a connection between her opinion that 

5 you reject BCPM switching becauoe it•s a clooed 

6 proprietary model to the loop . And it's just a 

7 question or tw~ more. 

8 MR. HATCH: And she has already answered 

9 thole questions. 

10 CHAIRMAN JOHNSON : To the extent that you 

11 can't answer the question that's being d1rected, then 

12 start off by saying you don't have knowledge o r you 

13 

H 

15 

can't answer it, but if you can, go ahead and answer 

the questions. 

THB WITNESS: Thank you . could you repeat 

16 your question? I don't remember it. 

17 MR . MI TCHBLL : I'll move on. 

18 0 (By Mr . Mitcbell l Ms . Pet~inger, you're 

19 aware of a concept known a• the line-trunk ratio? 

20 A Ye8 . 

21 0 Is that something that comdB into play 

22 when we•re trying to determine •witch cost•? 

23 A Absolutely. 

24 0 would you please d1acribe wha t it is? 

25 A In BCPM, tbe way they determine the number 
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of trWlks 1 

2 I don't want a description of how BCPM does 

3 it. I want to just have you tell me, what is the 

4 line-trunk ratio? 

5 A 

6 of linea . 

7 

8 

Q 

A 

The number of trunks ~ompared to the number 

And bow does it affect costa of the switch? 

Well , as I said, if it is being used, it 

9 determines how many trunks are being equipped on the 

10 switch, and the more trunks, the more coot. 

!1 Q Ia there a generally accepted l ine-to-trunx 

12 ratio that's used in coating switches? 

13 A There used to be a fairly industry-wide 

14 standard of lOt, meaning for every ten lines, you 

15 would need approximately one trunk to carry traffic 

16 out of the switch. There are some people who think 

17 that that number baa changed somewhat in recent yearo. 

18 

19 

Q 

A 

Do you think it has changed? 

I've seen -- I tend to look more at 

20 individual switch data, and from my experience, the 

21 number is going up in some swi t ches and going down in 

22 others. So I haven't done an analyeio to oee whether 

23 or not the average has changed. 

Q Okay. You refer in your ceatimony to data 

25 provided by an NBI study, don't you? 
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Yea. 

Okay. Hhat is the NBI study? 

It•a the Northern Business Information 

' report. It's a -- they are a market research firm 

5 that publishes information about the central office 

6 equipment mar~et an annual baaia . 

7 0 And do you know whether NBI recommends o 

8 line-to-trunk ratio? 

9 

1 0 

A 

Q 

I don • t ll.now. 

If I told you they recommend a ratio of six 

11 linea par trunk, would that sound about right to you? 

12 A That's a lot o f trunks. No , wait a 

13 minute. Six -- it'a juot different than what I ' ve 

l' aeon, the ten to one, which is what I've known ao the 

15 average . 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 Would you determine the coot of switching 

for a forward-looking network baaed on a line-to-trunk 

ratio of oix to one? 

A That sounds to me like a lot of trunks. 

Instead of having, you know, one trunl· for every ten 

linea, you've got one trunk for every six linea. 

That•a a lot of trunka . It•o very conservative . 

0 Do you ll.now what line-to-trunk ratio tho 

Hatfield Hodel ueaa? 

A My understanding io that in ito calculation 
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1 

2 

to determine the number of trunks. t he six to one 

ratio is used . And when you said that it comes from 

3 the ~BI report, that would make sense that they would 

4 use that, because they're usin9 switch prices from the 

5 NSI report, and they're trying to back out the trunk 

6 coots to identify them separately . 

7 Q And if the model used a higher ratio, f or 

8 insta nce, ten to one or 13 to one, that would reduce 

9 the coat of switching? 

10 A Yee, it would . But that would be ·- that's 

11 more in line with what I've seen. 

Q Would you ex·pect that if you ran the 12 

13 Hatfield Hodel for GTB that it would generate an 

14 output ahowing that t he line-to-trunk ratio is oix to 

15 one? 

16 A I don't know . You're aoking me HAl 

17 questions . 

18 Q Well, Mo. Pettinger, you' re oomewhat 

19 famil i ar with the HAl Model , aren't you? 

20 A Somewhat, but I do not remember how ·- ao I 

21 said, I d o remember they used the aix to one to back 

22 out the number of trunks, but then l think they add 

23 back in the number of trunks based on a ctua l traffic 

24 demand, number• of calla and minutes of use. but I'm 

25 not sure about that . 
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1 0 Let•• just be clear. You've testified in 

2 other proceeding• to the effect that you were the 

3 sponsor of the switching module in the Hatfield Model , 

4 haven't you? 

5 A No, I've never been a sponsor of the 

6 Hatfield Hodel. 

7 Q Of even the switching part of it? 

8 A No. 

9 Q If when the Hatfield Model wao run for CTS 

10 Plorida it generated & line-to-trunk ratio of ll to 

11 one, even though the Hatfield Model says that ia baaed 

12 

13 

14 

on a six to one ratio, do you think the model is 

working properly? 

A That'a not an unreasonable number . I think 

15 BCPM is using -- it's in the inputs, and it's a user 

16 input, but I think I remember seeing a default input 

17 of 14 to one. I'm not sure. It wao in that range. 

18 I'm not sure about the precise number. I apologize. 

19 I've lost my little cryptic sheet that consolidated 

20 all the input data. 

21 Q Okay. My colleague mentioned the awitch 

22 cost curve in tbe Hatfield Hodel, a nd ~ want to ask 

23 you some question& about it, because you do diacuso 

24 switch pricea in your teatimony in particular at 

25 Footnote 25. So let me just otart by asking you , you 
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are familiar with the Hatfield switch coot curve? 

A I am somewhat familiar, but I am not an HAl 

3 Model witness. I'm here to talk about BCPM. 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

0 I understand. I'm just going c o auk you 

some questions --

A My testimony , you know, did not mention 

anything about RAI . 

0 sure it did. Let's look at Footnote 25. 

It talks about vendor switch prices coming out of the 

Hatfield Hodel , what's in and out of those prices, 

does it not? You say on line 4 of that note, 'This 

compares to the prices used in the Hatfield ~odel 

switch curve that are also switch priceo paid to tho 

vendor. 

A All I'm aaying here is what I a tatcd 

16 earlier, is that when - - I was trying to ensure that 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Mr . Raley's numbers, as I was previously questioned 

on, does reflect tho straight comparison of basic 

switch pri ce paid to the vendo r, and that is what I 

understand the HAl switch curve to be as well. All I 

was trying to do was show the apples to apples 

comparison of switc h pric ing to vendor . 

0 And you know --

A And I was going through a very long 

explanation of the fact t hat all o f the addit ional 
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numbers get ad(~d in. 

0 Well, you know that you can make an apples 

to apples comparison, because you know how the switch 

co~t curve works; right? 

A I've aeon the switch cost curve. 

0 Okay. Do you have the Hatf ield Mode l i n 

front of you? 

A The ~atfield Model? 

0 Yea. 

A NO . 

0 Okay. You ' re familiar with the curve, 

though, and i ts data points that were used to generate 

\:he curve? 

A Not terribly . They were done before I came 

on board to AT,T. I've aeen them. I've looked at 

tbem. 

MR. MITCHELL: Okay. Por the Commission, 

it's on page 58 of the model description. 

0 (By Mr. Mitchell) You're aware that two of 

the points that were used to draw this curve come from 

NBI aourcea? 

A I know that data from NBI waa used. I 

wasn't aware that there were two data pointe. 

Q All right. Is the date that comes out ot 

the NBI forward-looking cost data? 
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1 My u~deratanding is that it would be beat 

2 characterized as current, and then they project out on 

3 a yearly basis what their estimation of future coats 

4 would be in the NBI report. 

5 0 All right. You critici:e GTE's use of the 

6 GTD-5 switch; is that right? 

7 A Yea, that's correct . 

8 0 And that's because you don't think the 

9 GTD-5 switch is forward-looking? 

10 A No, I don't think so, that's correct. 

11 0 And that ' s because, I think as you describe 

12 in your testimony for a couple of pagan. you did soma 

13 

14 

15 

research, and you didn't find any oalea pant. for 

instance, 1989 of GTD switches ; right? 

It came from actually a variety of thingo. 

16 I provided that information to j us t ify my opinion, but 

17 there were other things as well , such as the Texao 

18 Commiosion that rejected the GTO·S switch . And I know 

l9 

20 

;u 

22 

23 

24 

25 

of at least one other Commission . but I've forgotten 

it off the top of my head. 

0 Right. You were hero yes t erday when 

Mr. TUcek testified, were you no t? 

A Yea, I was. 

0 And you heard him desc ribe a press release 

that ho obtained from AGCS'a We b site of a $12 million 
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1 contract for tel~communications upgrades, did you not? 

l You beard that testimony? 

3 A Yea , I did. Upgrades not now switches. 

4 Q All right. Did you bo~her Logo to AGCS'a 

5 Web site when you were doing you- researc h about --

6 A 

7 Q 

Yea, I did. And I've done oo recently. 

Okay. Did you see ~his press release when 

8 you were doing ynur research? 

9 A I don't know if I s .,w that particular one. 

10 but I remember seeing -- I don t know if I read i t or 

11 saw the exact one that you've 90t , but I did ooe some 

12 announcement on the Web site a bout it . 

Q But you didn't mention it in your 

1.4 test imony? 

15 A I don't think it's r 1levant . As I oaid, 

16 upgrades ore not new switches. And it wasn't even in 

17 this country, much leas in Plor da . 

18 Q Well, is there somet h ing unique about t he 

1.9 network in c anada that moana th~ t contracts for the 

20 sale of any awitcboo in Canada a ren't relevant to 

21 their use in the United States? 

22 A Yea. Different countries use different 

23 manufacturara. 
I 

That doea not ma Ke it a 

24 forward-looking switch here . 

25 And again , aa I said, upgrades are n o t new 
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1 switches. They're buying -- upgrades means they're 

2 upgrading their existing embo•dded base:, . 

3 Now, t here is no denying that ACCS, at 

4 least for the time being, ia maictainjng the CTD-5 

5 switch. But lA switches, analo~ switches are still 

6 b e ing maintained as well. So that does not make them 

7 forward -looking. 

8 0 So you were looking for sales of new 

9 switches; right? 

10 A That'S right . 

11 0 And you beard Mr . Tucek describe another 

12 preaa release from the AOCS Web site announcing a $60 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

~illion sale of new switches, did you not? 

A Yea, I did . Th•t was a year or two ago, 

yea. 

0 It was atter 1989 , which ia the date you 

specified in your testimony •• the last announcement 

of a major shipment of switches, ia it not? 

A Right. switchoe •• oppoeed to upgrades ; 

right . 

0 Would you agree that $60 million is a major 

purchase of AOCS DCT-5 ewitchoa ? 

A It's not huge . And i f I remember right , 

that also included things beaidoe switching . I thin~ 

it included some intelligent network equipment, which 
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is where the bulk of --my guess would be the bulk of 

where it's going. 

3 But again, that was in Canad6, not here. 

4 And again, when I have been in diJ cussiono, CTE io 

S not purchasing new GT0-5 switches . When they go to 

6 purchase a new switch, they are buying Nortel or 

7 Lucent. So at least for OTB in Plorida, that to me 

8 is not a forward-looking -- the GTD-5 is not a 

9 forward-looking switch. 

10 0 Let•a get back to NBI. You're familiar 

11 with sort of the format ot the NBI publications which 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

I'm holding up now, one of them? 

A Yeo. 

Q And if the NBI showed that between 1994 and 

1995 there were 45 - - no, let me go back. The switch 

prices that NBI develops that were used in the 

Hatfield Model, are tbose developed from NBI's 

analysis of recent switch 3ales? 

A I'm not - - are you asking me if the 

Hatfield group 

0 No, no . I'm askin9 you if you understand 

how the switch prices that come out of NBl, aa they 

calculate sort of an average awitch price, are based 

on ealee of awitabea? 

A That waa my underetanding, yea . 
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0 Okay. And are you aware that NBI has in 

its list of switches that they track the OTD-5 awitch? 

A Yea. They track all tt.o manufacturers, I 

believe, that are sold in the Un!ted States. I think 

s they even track some lAs. 

6 0 A.nd if NBI showed on one of ita pages that 

7 between 1994 and 1995 there were 4 5 OTD-5 switches 

9 sold, would tha t cause you to believe that there are 

9 companies out there buying those switches today~ 

1~ MR. HATCH: Could we get a copy of that for 

11 record and completion purposes to make sure that what 

12 

13 

he ' a looking at gives all the information? 

MR . MITCKBLL: Well, it'o copyrighted, so 

14 tbat •s the reason I aort of have to paaa it around . I 

15 have to be aort of careful , becauoe it says right on 

16 there , don't reproduce it, prohibited by law. I can 

17 show it to the witneaa if that would sat isfy 

19 Mr . Hatch. 

19 MR. HATCH : That•a okay. I juat wan t ~o 

20 make sure we have some sort of a context . 

21 MR . MITCHBt.L: sure. Let me ohow thio to 

22 you. 

23 0 (By Mr. Mitchell) Ms . Petzinger, do you 

24 have page 22 of that NBI document I've ~anded to you? 

25 A Yea, I do . 
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Do you understand what that pag e is tryi ng 

It's identified as systems in service --

Right . 

-- by supplier. 

And between 1994 and 1995, tho OTD-5 

servlce by supplier increased 4 5 unito, did 

A 9 Well, I'm n ot going to do the math . but 

10 I'll take your word for the number. tho increase. yea. 

11 0 Okay. And 

12 A That could b e remote switches. I would 

13 like to clari fy that I do understand remote switches 

14 are being purchased. but that's because a remote must 

15 match the same vendor as ito host. You can ' t mix and 

16 match host and remote switches . so it would be 

17 reaoonable to assume that there a re some omall remotes 

18 being purchased beoau•e it has to t ie into an existing 

19 embedded GTD-5 boat. My understanding is t haL there 

20 are no host switches being purchased. 

21 0 All right. This ia my laot : inc of 

22 questions, Mo . Petringer. You have your testimony in 

23 front of you. 

24 CHAIRMAN JOHNSON: And how long do you 

25 think it will taka? 
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l 

2 

3 Q (By Mr. Mitchell) Ms. Petzinger, page 33 

4 of your teatimony. 

5 A Yea, I have it . 

6 Q Now, as I understand it, you see a problem 

7 in GTB'a switching coste because they've used 8CPM 

8 defaults for a certain number of host or remote 

9 switches, which you aay are 208, and some other types 

10 of coats for the remaining 707 

11 A Yea, that's correct. 

Q I'm aorry. 91, 91 . 12 

13 

14 

A Whatever tho number was, yea. There was a 

the vast majority used the BCPM defaults, if I 

15 remember correctly. 

16 Q Okay. Now, can you tell from what you•ve 

17 written here -- well, the way I read it ia, based on 

1 8 what you've written here, is that GTE has 208 plus 91 

19 wire centers. would that be a fair way to read your 

20 testimony? 

21 A I'm sorry. Can you stow me the 208 and the 

22 91? 

Q Wall , t•m adding up 52 s t and - alone , six 23 

24 

25 

host, and 11 remote on line 14. 

A Okay . 
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0 And then I'm adding the 21 on line 18, and 

then adding up 208 . Those are all the switches you 

found for BCPM in -- excuse me, for c·,·s in !'lorida; 

right? 

A No. On lines 18 and 19 , I'm talking about 

6 stand-alone switches only . There are a huge number of 

7 SE and OMS -- let me reread this section. If you'll 

8 

9 

give me a minute 

0 sure. Here's what I'm getting at, 

10 Ms . Petzinger. 

11 A Bxcuae me ? 

12 0 Let me just tell you where I'm going, and 

13 maybe we can clear this up, because I think you may 

14 have made a mistake. 

15 Mr. Tucek filed ~ome exhibits and may have 

16 said in his testimony that GTE haa some 90 wire 

17 centers in Florida . Okay? 

18 A Ninety? 

19 

20 

21 

22 

23 

24 

25 

0 

A 

Ninety. 

Okay. 

0 And he aurmisea that you've sort of gotten 

t he number of GTB wire centers wron~ . Reading this 

again 

A I don't have the 

0 Reading this again, becauae thia suggests 
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1 to me that GTS has got 290 wire centers or 

2 thereabouts, each switch being a wire center . 

3 A I don't -- I thought thea~ numbers were 

4 accurate. I did think that when I looked in the GTB 

5 switch modulo that there were more than 90 CLLI codes 

6 o r the designation for wire c enters. thoro wore more 

7 t han 90 rows ot switches. That --

8 0 Is it poss ible that you 

9 A That was my impression. I don't remember 

10 the exact numbers , and I did think those numbers were 

11 correct . So i t may be some discrepancy tetween what 

12 GTB includes as wire c enters versus what BCPH is 

13 including as wire cent ers . 

14 we found a diocrepancy along that line with 

15 the Sprint data. Bocauae Sprint provided SCIS runs. 

16 we knew t hey had 139 a witchea that were broken out 

17 into host, remote, and stand-alone. But when we 

18 looked in BCPH , BCPM still had the same number o f 

19 switches, but the host -- but there were far f ewer 

20 remote s in BCPM and many, many more stand-alone and 

21 host, which, of course , would have increased pricoa . • 

22 

23 

0 

A 

Okay. 

But I don•t know if t he same problem io 

24 happening hero be tween what's going o n i n DCPM 

25 comparod to what Mr . Tucek waa looking at or whether I 
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made on error. But I thought my numbe r was r ight --

0 Okay . 

A -- baaed on what was in BCPM . 

0 Let•a aaaume you made an error and GTB 

doesn't have 208 boat and remote switches for wh ich i t 

used BCPM default values. Will you accept that? Just 

assume you made •n error . 

A Well, as a hypothetical. I'll accept it as 

a hypothetical. I won't assume I made an error. 

0 Okay. Assuming it ao a hypothetical, then 

there isn't a discrepancy in the way GTB has used BCPM 

de!aulta or OTB-apecific data, is there? 

A I'm not following your queotio n. 

0 Well. I'm --

A My understanding is that GTE used two 

different input methodologies. They used BCPM default 

prices for some a witcbea , and then they entered data 

in. In BCPM , they can enter data through either the 

ALSH process, they call it, which ia SCIS, or they 

could have entered it via SCM data , which is the u.s. 

West coat model. 

There were entries for investments under 

the SCM input process within the model. I would 

Unfortunatel y, it'a in the electronic version of the 

model. I auapect it can be printed out. You didn't 
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• 1 provide any print outs, but we could print it out if 

2 you want t hat. 

3 MR. MITCHELL: Okay. Thanks . That's all 1 

4 have. 

5 CHAIRMAN JOHNSON: We 're going to break for 

6 lunch, take a 45 -minute lunch break . 

7 (P r oceedings recessed at 12:10 p . m.) 

P (Transcript continues in sequence in 

9 Volume 26.) 
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