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Re: pocket No . 960838-~1 

Dear Ms. Bayo: 

2 . 

Thank you tor your assis tance i n thi s matter. 
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UNITED TELEPHONE .COHP,)IU.ILL~ 
OF FLORIDA I ll£ COP 
CENTRAL TELEPHONE COHP~ 
OF FLORIDA 
DOCKET NO. 960838-TP 
FILED: Auqust 12 , 1996 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DIRECT TESTIMONY 

OF 

RANDY G. FARRAR 

g. Pl-•e state your name, occupation, and business address. 

~. Ky n .. e is Ran4y G. Farrar. I aa presently -ployed as 

Manager - Network costing and Pricing for Sprint/ United 

Manag .. ent C01Dpany, an affili ate ot Unite4 Telephone 

C01Dpany ot Florida and Central Telephone Company ot 

F lorida. My business address is 2330 Shawnoo Hi>'sion 

Parkvay, Westwood , Kansas, 66205. 

g. What is your educational background? 

~. I received a Bachelor or Arts 4egree from Tho Ohio State 

University, Coluabus, Ohio, in .June 1976, with a major in 

hi.story. SiJaultaneously , I completed a major program in 

eeono•i' s. Subsequently, I reeei ved a Haater ot Business 

Adaini atration degree, with an emphaais on Harke~ 

Research, in Karch 1978 , also !rom Tho Ohio state 

g. What is your work experience? 

~&flt.co 
i/ 

- {4. 

~l.JREAU OF RfCORO~ -

OOCUH(IIT hLI"IJER-OATE 

~27 AUG 12~ 
FPSC • Rt.:OROS/REFOR TING 
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Fro• 1978 to 1983 I waa ••ployed by the Public Utilities 

C~iaaion of Ohio. In 1980, I waa promoted troa 

Financial Analyat: to Senior Financial Analyat. My duties 

includ.ed the pnparation of Staff Peporta ot 

Inveatiqation concarning rata of return and coat ot 

capital. I alao deaiqned rata atructuroa , evaluated 

construction works in proqreaa, aeaaurad productivity, 

evaluated treataent of canceled plant, and performed 

f inancial analy~oia for electric, qaa, telephone, and 

water utilitiea. I pre.aente4 written and oral taatimony 

on behalf of the Coaaiaaion Staff in over twenty rate 

caaea. 

I have bean e.aployed by Sprint Corporation or one of ita 

predeceaaor companiea aince 1983. From 1983 to 1986 I 

vas Kanaqar - Rate of Return. I presented written and 

oral te.ati.Jaony before atate public utilities commiaaion.: 

in Iowa, Nebraa~a, South Carolina, and Oregon. 

Proa 1986 to 1987 I vaa Manager - LOcal Exchange Pricing. 

I inva.atiqated alternate forma ot pricing and rate 

deaiqn, inc1udinq usage aenaitive rates, extended area 

• ._-vice. alternativea, intraLATA toll pr cing, and 

lifeline ratea . 
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.... 

rroa 1987 to 1992 I was Manager - LOcal Exchange Costing. 

In 1992 I was promoted to Manager - Network Costi ng and 

Pricing. I perfora financial analyses for various 

business cases, which analyze the profitability of 

entering new aa.rlteta and expandin<,a existing markets, 

inclucUnq CU.to• callin<,a, Centrex, CLASS and Advanced 

Intelligent Netvork f-tures , CPE products, Public 

or.J.ephone and COCOT, and intraLATA toll. I am ara 

instructor for nuaet ous trai ning session• for subsidiary 

C<Jr.)anies, designed to support corporate policy on 

pricing and costing theory, and to educate and support 

the use of various costing models. I was a member of the 

United States Telephone Association's New Services and 

Tllchnoloqies Issues Subco.llllllittee from 1989 to 1992, and 

the Economic Analysis Training Work Group from 1994 to 

1995. In 1996 I presented vritten testiDony before the 

Illinois Co1111erce Comaission on the avoided costs of 

resold services. 

What is the purpose of you.r testimony? 

Th• purpose of •Y testiaony is to desctibe the 

development of costa for tandem switc.hing and transpo~ 

and the cost -•ociated with transiting a switch. From 

this information prices for these functions can be 
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A. 

developed . 

Please briefly describe the costinq •ethodoloqy used in 

this proceedinq. 

I bave u.ed a capacity- baaed coatinq a pproach i n all 

coating. The capacity coat approach is a well 

••tabliahed .. thodoloqy used to detenine t he tota l 

service long run incremental cost (TSLRIC) ot any 

service. Total dervice Long Run Incremental Coat 

('I'SLRIC) repre sents the incremental coat ot an entire 

service. (TSLRIC ia also k.nown as Lonq Run Service 

:Incr-ental coat (LRSIC) o r Total Incre11ental coat 

(TIC)) • Specitically, TSLRIC includes all fixed a.nd 

voluae sensitive costa created by otte1inq the service, 

or avoided by not otferinq the service . In other words, 

the TSLRIC of a apecitic service is equal to the 

difference between (1) the total cost ot the company 

providing all services, and (2) the t otal cost ot the 

caapany providing all services except the specific 

aervice. 

The TSLIUC ot a q r oup of ae.rvicu ia equal to the TSLRIC 

of each i.ncU.vidual service within the group, p l us those 

fixed and voluae aenaitive costa created by offeri ng that 

• 
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Q. 

9X'OUP ot servic-, but are not affected by any of the 

individual services within the group . 

TSLIUC should include only current or forward looking 

technologies . 

Typically, TSLRIC studies involve determining the 

incre•ental investment associated with a specific 

service, and app tying an appropriate annual charge 

factor. Unless space capacity is driven by specific 

services, an average utilization, rather than a 

theoretical capacity utilization, should be employed 

since it more accurately reflects the actual costs 

incurrecS by the incuabent L'&C to provide a network 

co.ponent. A theoretical capacity utilization would 

r-ult in a cost to the CL'&C which is l ower than that 

actually realize4 by the ILEC, which would uneconomically 

discourage facilities-based competition. 

Please describe your coating methodology tor unbundled 

tande• switching. 

Tandea switching in a Nortel DHS switch consists of two 

individual cost functions; a traffic sensitive coat and 

a per call set-up cost. The Bellcore Switching coat 
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g. 

a. 

Inforaation Syat .. (SCIS) modal waa uaad to dataraine the 
uncSerlyinq coata required to provide these tunctiono. 

SCIS refer• to tbJ.e coat co•ponent aa •cost Per T~nd .. 
'1'rUn)c ccs •• 

Pl-ae cS-cribe the traffic aensitive portion of the 

tan~ .. ewit ching. 

The traffic aer aitive cost !unction consists ot the 

.vitcbincJ equipaent neceeaary to complete .both the 

inc;:oail\9 an4 outqoing tand .. trunlc function. The moat 
eiqnificant awitchinq equipment involved in this tu.nction 
are aain distribution frame and protector, digital ~~nk 

controller, and the network module . 

The capacity cost ia equal to the utili%ed cost of the 

switching aquip•ant divided by the busy hour capac1ty of 
that equip•ant. Each OSl consists of 24 channels. Since 

.. ch channel has a busy hour capacity of 36 ccs, the buay 

hour capacity of each OSl is 864 ccs (36 ccs times 24 
channels). SCIS deteraines the cost par busy hour ccs. 
Thua, the total inv .. taent of busy hour traffic sensitive 

tand- switching per 051 ia equal to the SCIS buoy hour 

coat par CCS ti•as the OSI busy hour capacity of 864 ccs. 
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g. 

a . 

Please d .. cribe the pe r call sat-up portion of the tandaa 

-itchinq cost. 

Tba per call sat- up function consists of two separate 

cost COJiponants . The first is the central processor ti111e 

r equir ed to sat up the tandall call. The SCIS 11odal 

datarainas this cost as a "getting started cost par 

aillisacond.• Multiplying this cost times the nucber o f 

aillisaconds requ·\.red to set up the call results in a 

cost per tend .. ct.ll sat- up. 

To detaraina the tandea call sat-up busy hour capacity, 

the DS1 bully hour capacity of 864 ccs is converted to 

lll i nutas and divided by the average call duration. This 

nuabar of busy bour tande11 call set-ups is then 

aultipliad by the coat per tande11 call set-up to 

deta.raina total busy hour ir.vestaent. 

The second cost co111ponent involved in the tendeD call 

aet-up function is the cost of the SS7 network. The 

svitcb SSP cost per oc.tet is derived from the SCIS model. 

The STP and linlt costs per octet are derived from the 

Bellcore Comaon Channel Siqnaling Cost Inforaation Syst .. 

(CCSCIS) aodal. Kultiplyinq these cost. tiaea the nwaber 

of octets required to set up a tandem call results in a 
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... 

g. 

"· 

total SS7 cost per tandem call set-up. This is 

aultiplied times the number of busy hour call set-ups t o 

detaraine total busy hour L~vestaent. 

How are the bus y hour investments converted t o a monetary 
price? 

There are two stops. First, each cost funct ion (tratfic 

sensitive, processor set-up, and SS7 set-up) i s 

aultiplied by an .umual charge !actor to determine an 

annual revenue requir-ant. Second, the annua l amount is 

d ivided by 12 to determine a monthly amount. 

Please describe the coat of unbundled transport. 

Unbundled transport consists ot t wo separate coat 

!unctions. The first is transport termination, which 

consists ot the end office equipment necessary to 

terainate interoffice traffic at both ends of the route. 

The moat significant termination equipment involved are 

the tiber optic terminal, DSXl and DSX3 cross-connects, 

and •ile multiplexers. 

Each equipment component has the capacity of a given 

nuabar of DSla. The cost par OSl is equal to the 
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g. 

utilized engineered , fur nished and installed (EF,I) unit 
cost of each coaponent, divided by its 051 capacity. 

The second transport function i s transport milca9e, which 

consists of the installed utilized costs of the actual 

interoffi ce facilit i es . The capacity of the tiber is 

equal to the capacity of the fibe.r optic terminal 
utilizin.q the fiber • 

Invesuent is converted to cost by multiplyi ng by an 

annual charge factor and dividing by 12. Finally , this 

cost is increased by 1St to account for a roasonab) e 
allowance for joint and COllllllon coats . 

Please cSescribe the intermediary switching function. 

As I understand MFS' request, intermedliary switching 

involve• the use of a Sprint switch t o connect a MFS 
switch to another ALEC or ILEC swit ch , thereby saving MPS 

the cost of direct connections to those switches. The 

cost to Sprint is no different from interconnection t o a 
Sprint switch for any other switching f u nction. Thus, 

the cost of providing i ntermediary switching is equal to 
the cost of tancSea switching deterai nad above . 
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a. 

g. 

a. 

Have you detena.ined Sprint's tend .. switching cost and 

tranaport cost? 

Y .. , I have. These coats are reflectad i n my Exhibit No. 

RGP-1 . 

Bow did Sprint develop a coat for Interim Telephone 

Muaber Portability which ia addressed at p. 56 of H.r. 

Devine's prefiled direct testiaony? 

Reaote C&ll Forwar•ling (RCF) is the method Sprint 

recoaenda be used for purpoaea of Interim Telephone 

llnwber Portability . In developinq the cost, two 

~unction• auat be evaluated. They are RCF and the cost 

per call path. 

'nle RCP inveatllent varies depending on the switch 

technology. The inveatlle.nt for all technologies i ncl udes 

real-tiae ailliaeconda, as well as dedicated memory. A 

l ine card may or may not be included in the investment 

c1ependi.nq on the technology. Software expense has been 

inolud~ although each technology reflects diffe.rent 

.,_yaent arranq .. ents. Bellcore' s SCIS model provides the 

.. chani .. froa which to ~evelop inveataent. 

10 
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Q. 

~. 

The cost per path reflects the additional i nvestment 

needed to acco1111odate multiple simultaneous terminatinq 

calla to a ainqle nuaber . Additional •-ory, processor 

and usaqe sensitive line related investment will be 

required to acco-odate the incremental s wi tchinq 

activity associated with additional call paths . There 

vill also be added invest.me.nt associ a ted wi th 

tranaportinq call data between the ILEC switch a nd the 

CLEC switch. There are limitations to simultaneous 

forwarded calla dependinq on the technology. 

Mbat is the cost of RCF in Florida for Sprint? 

The cost is set forth in ay Exhibi t No . RGF- 2 . 

Does this conclude your testimony? 

Yu. 
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LOCAL INUBCONNECilON MIE 

DEVELOPMENT SUMMAR¥ 

SERVICE/PUNCTlON 

EDd Office Interconnection 

Al:c:cu Tllldem Interconnection (2) 
A. Tandem Switching-Per Port 
B. Transport 

DSl Tennination 
DSl Per Mile 
DS3 Termin&:ion 
DSl Per Milo 

QQ.SI 

( I) 
N/A 

$337.50 

49.54 
0.83 

365.87 
23.11 

{I) Sprint proposes thai end oflic:e local i.ntetcoMec:tion be on 1 bW and keep basis. 
(2) A port iJ 1 DSl level lnterfac:e (24 equivalent voice grade circuits). 
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SERVICE 

Residence 

Ba•tinm 

Addltioaa1 
Padli(Eac;b) 

..... ~. 
Docbo "-. NOUa.TP 
IMIJO. -., .-......,ao,.., 
..,. . ol'l 

(1) 
INTERIM NllMBER PQRTABJLlD' 

BAD DEVEU>PMENI 

TSLRIC COSTS 

6CAU. PLUS 15% LESS 55% 
FF.A1lJBE PATHS l.:rr.AL CONIRIBliTION PISCOUNI(2) 

$0.91 $0.12 $1.03 $1.18 $0.53 

0.91 1.02 1.93 2.22 1.00 

NJA NJi.. 0.69 0.79 0.36 

(1) Uling Remote Call Forwarding technology. 
(2) Dilcounted for inferior number porubiliry. 
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