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PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS. 

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

consulting firm of Snavely King Majoros O’Connor & Lee, Inc. (“Snavely 

King”). My business address is 1220 L Street, N.W., Suite 410, 

Washington, D.C. 20005. 

HAVE YOU SUBMITTED TESTIMONY PREVIOUSLY IN THIS 

PROCEEDING? 

Yes, I submitted Direct Testimony on November 13, 1997. 

DID YOUR DIRECT TESTIMONY CONTAIN A DESCRIPTION OF YOUR 

BACKGROUND, EXPERIENCE AND QUALIFICATIONS? 

Yes, it did. 

WHAT IS THE PURPOSE OF YOUR REBUlTAL TESTIMONY? 

I have been asked to compare the lives proposed by BellSouth for use in 

Unbundled Network Element (UNE) cost study calculations to the 
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projection lives I recommended in my Direct Testimony. I am also to 

comment on the propriety of BellSouth's proposed lives. 

WOULD YOU BRIEFLY SUMMARIZE THE PROJECTION LIVES THAT 

YOU RECOMMEND BE USED IN BST'S COST STUDIES? 

Yes. I recommend the projection lives underlying the FCC's 1995 

prescription of BellSouth-Florida's depreciation rates.' My Direct 

Testimony explains the projection life concept and demonstrates why 

those lives are appropriate for forward-looking cost studies. 

HAVE YOU COMPARED THE LIVES USED BY BELLSOUTH IN ITS 

COST STUDIES TO THE PROJECTION LIVES UNDERLYING THE 

FCC'S RATES? 

Yes, I have. Rebuttal Exhibit MJM-1 Page 1 of Attachment 1 compares 

the lives proposed by BellSouth (Column e) to: 

the range of projection lives prescribed by 

the FCC pursuant to its recent Prescription 

Simplification proceeding (Columns a and 

b); and 

the projection lives underlying the FCC's 

1995 prescription for BS-FL (Column c). 

22 The lives used by BellSouth (Column e) are much shorter than the 

23 projection lives underlying the FCC's 1995 prescription (Column c), 

24 

25 

consequently they are inappropriate for use in UNE calculations. 
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WHAT IS THE SOURCE OF THE LIVES PROPOSED BY BELLSOUTH 

FOR FLORIDA? 

BellSouth notes that “Regional economic lives were used in all states.”’ 

BellSouth’s witnesses stated: 

BellSouth used projected depreciation lives 

generally consistent with the depreciation lives 

we use for public reporting purposes in 

F l~r ida .~  

ARE “REGIONAL” LIVES APPROPRIATE FOR USE IN FLORIDA? 

No. The FCC lives specific to Florida are available and should be used 

for UNE calculations. 

ARE FINANCIAL BOOK LIVES APPROPRIATE FOR USE IN UNE 

CALCULATIONS? 

No. The lives used for financial accounting purposes are governed by the 

Generally Accepted Accounting Principle (“GAAP”) of “conservatism” As 

the FCC has found, GAAP is investor-focused, and may not always serve 

the interest of ratepayers. The FCC states: 

One of the primary purposes of GAAP is to 

ensure that a company does not present a 

misleading picture of its financial condition and 

operating results by, for example, overstating 

its asset values or overstating its earnings, 

which would mislead current and potential 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 UNE CALCULATIONS? 

22 A. No. BellSouth’s financial book lives assume the replacement of 

23 telecommunications plant to provide non-regulated video services. The 

24 lives appropriate for UNE calculation should be forward-looking and reflect 

25 the expected economic lives of newly placed plant. However, the plant 

IS THE CONSERVATIVE BIAS INHERENT IN FINANCIAL BOOK LIVES 

THE ONLY REASON WHY SUCH LIVES SHOULD NOT BE USED IN 

investors. GAAP is guided by the 

conservatism principle which holds, for 

example, that, when alternative expense 

amounts are acceptable, the alternative having 

the least favorable effect on net income should 

be used. Although conservatism is effective in 

protecting the interest of investors, it may not 

always serve the interest of ratepayers. 

Conservatism could be used under GAAP, for 

example, to justify additional (but, perhaps not 

“reasonable”) depreciation expense by a LEC 

to avoid its sharing obligation. Thus, GAAP 

would not effectively limit the opportunity for 

LECs to manage earnings so as to avoid the 

sharing zone as the basic factor range option. 

In this instance, GAAP does not offer adequate 

protection for ratepayers.’ 
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lives appropriate for such a calculation should not be based upon the 

assumption that efficient telecommunications facilities will be prematurely 

retired in order to provide non-regulated services. The FCC has 

specifically ruled that the costs of premature retirements will not be 

charged to ratepayers. The FCC states: 

Facilities upgrades and accelerated re- 

placement of older facilities might also be 

undertaken primarily for the benefit of 

unregulated service offerings. The principles 

adopted in the Order dictates that such costs 

be excluded from the regulated  account^.^ 

The use of plant lives based upon the assumption that the 

telecommunications network will be replaced by an integrated 

telecommunications/video network would effectively cause the costs of 

premature retirements to be charged to telephone ratepayers. 

IS THIS DISTINCTION BETWEEN TELECOMMUNICATIONS AND 

VIDEO SERVICES UNIQUE TO THE FCC? 

No. The Canadian Radio-Television and Telecommunications 

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

divides cost between the Competitive (non-regulated) and Utility 

(regulated) segments, and states: 

The Commission finds that, in general, the 

most appropriate regulatory treatment for 
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broadband initiatives is to require the 

telephone companies to assign to the 

Competitive segment all new investments and 

related expenses associated with the 

deployment of fiber, coaxial cable, 

optoelectrical equipment, asynchrocus transfer 

mode (ATM) switches, and video servers.’ 

* * *  

The Commission does not foresee any 

instances where it would be appropriate to 

have fiber or coaxial cables in the distribution 

portion of the loop assigned to the Utility 

segment.’ 

DOES BELLSOUTH PLAN TO DEPLOY SUCH A NETWORK IN 

FLORIDA? 

Apparently not. My Rebuttal Exhibit MJM-1 Attachment No. 2 contains 

the company’s responses to several AT&T Data Requests which indicate 

that the company does not, in fact, have plans to deploy the video 

network. 

HAVE ANY STATE COMMISSIONS ISSUED ORDERS WHICH 

ADOPTED FCC PRESCRIBED PROJECTION LIVES, OR SIMILAR 

STATE PRESCRIBED LIVES, FOR USE IN UNE CALCULATIONS? 
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Yes. Prescribed projection lives have already been adopted for use in 

TELRIC calculations by Massachusetts,’ New York,’ West Virginia,” 

Wyoming,” Delaware,lZ Ohio,’’ Michigan,“ and Col~rado.’~ In many other 

states, TELRIC proceedings are in progress. For example, the Hearing 

Examiner in Illinois recently proposed the use of prescribed lives.” 

This is not surprising. In its recent Price Cap decision, the FCC adopted 

the use of its prescribed lives for use in Total Factor Productivity 

calculations. The FCC noted that: 

We can think of no reason why 

incumbent LECs should be permitted to 

use different depreciation rates for 

different regulatory purposes.” 
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WHAT EFFECT WOULD THE USE OF PLANT LIVES WHICH ARE 

UNREALISTICALLY SHORT HAVE ON COMPLETION? 

The use of unrealistically short lives would cause unbundled network 

elements to be priced above TELRIC. Such pricing would be contrary to 

the FCC’s guidelines and impede the development of competition based 

upon the purchase of unbundled network elements in the local market. 

WHAT EFFECT WOULD THE USE OF PLANT LIVES WHICH ARE 

UNREALISTICALLY SHORT HAVE ON TELEPHONE RATEPAYERS? 
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Effectively, telephone ratepayers would be required inappropriately to 

provide capital contributions to the ILEC. I will demonstrate this with 

simple illustration. Assume a plant asset costs $1000 and will have a 

productive life of 20 years. Depreciation expense should be $50 per year 

for 20 years. Assume further that regulatory authorities allow the ILEC to 

depreciate this asset using a 1 0-year period at a 10 percent rate and then 

freeze prices at the resulting $100 level. There are at least two erroneous 

consequences. First, the depreciation reserve would build to an 

excessive level. The Supreme Court has ruled that excessive 

depreciation results in an unwarranted capital contribution by telephone 

ratepayers." Second, the ratepayers would pay for this asset at $100 per 

year in perpetuity even though they should be paying $50 per year for 20 

years. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. it does. 
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