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September 2, 1998

Ms. Blanca §. Bayo, Director

Division of Records and Reporting

Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, Florida 32399-0850 L

Re: Docket No. 980696-TP

L
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Dear Ms. Bayo: %
Enclosed for filing in the above docket are the original an U
fifteen (15) coples of the Direct Testimonies of Carl Etda;
L2
=
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Laemmli, Kent W. Dickerson, Brian K. Staihr and James W
Sichter on behalf of Sprint-Florida, Incorporated.

Please acknowledge receipt and filing of the above by

stamping the duplicate copy of this letter and returning the
same to this writer. =

Thank you for your assistance in this matter. v
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ORIGINAL

" BEFORE ¢ THE FLORIDA PUBLIC SERVICE COMMISSION

REBUTTAL TESTIMONY OF
__ KENT W. DICKERSON
ON BEHALF OF SPRINT-FLORIDA, INCORPORATED
© DOCKETNO.980696-TP
SEPTEMBER 1, 1998

My name is Keot W. Dickerson. My business addreas is 4220 Shawnco Mission Parkway,
Fairwey Kaasas 66205, 1 am prescatly employed as Director Crst Support for Sprint/United

- Management Company. | am testifying on bohalf of Sprint - Florida (heroafier colloctively
‘vefrred 10 88 “Sprint” or “C~mpany™).

Are you fhe same Kent Dickerson who filed Direct Testimony in this proceeding cn
August 3, 19967

Yes.

What is the purpose of your Rebuttal Testimony?

1.am responding to the Direct Testimonics of AT&T Communicaticas and MCI witnesses
Don J. Wood, and MCI witness James W. Wells, Jr. with respect to the validity of the HAI
Model Version 5,08 (“HAT Model™ or "HAI") defsult inputs to model forward looking costs;
spocifically, for Sprint’s serving tesvitories in Florida.
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1 a8 oo responding 0 the Direct Testimony of Richard T. Guepe of ATAT
Commanications of the Southern Stetes, Inc and Joseph Gillan of The Florids Competiive
Carriors Associstion with respect (o USF costs being oqual to UNE costs.

mnmmmmwmumwﬂ-m |
#h”l“m.ﬂhm-rmummﬂ!hﬁﬁf
mﬁtﬂﬂgﬁﬂmmnm-‘mmwm-ﬂnﬂh

Why are Spriat’s compaay speclfic I puts sponsored ln your direet testimony
WHHHM-“MhﬂMMI reasonable forward
looking cstimate of the cost of UNEs ia Sprint’s Florida serving ares?

Because Sprint's inputs arc based on the most objective and verifiable data svailsbie. In
many cases Sprini's inputs are based on the most recent actual material and labor cost
information available and are specific 1o Sprint’s Florida operation. The use of actual
current cost information reflocts the impacts of geography and regional labor costs witkin
the specific Florida ssrving aress.

Does the use of inputs based on Sprint’s most recent and actual experience with the
construction and maintensnce of UNEs withia Florida, constitute & use of embedded
cost and thereby violate the forward looking principle of TELRIC?

No it docs not. Economic theary docs not preclude the consideration of historic costs in 8
fiorwand looking economic cost study. Whether or not historic or current costs are & good
spproximation of forward looking costs is an empirical issue. To argue otherwise (Le., o

exclude any consideration of current costs in a forward looking study ) leads to the absurd
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Eliul.n essence reducing forward looking cost studies to pure guesswork.

..:-.lliilf!glfﬂm!iﬁa.i.rs!ls
.__ri..illliiilfiﬂ&t
forward looking costs and in most cases are based on 1997 snd 1998 information. As | will
discuss in a moment there aro clear deficioncies with the HAT inputs. However, a8 high

: ..[.iiii.iilFﬁlElEnﬁm

__t!.l-!llllltlaﬁr? (OSP) Inputs were developed based on a
timited sample of contractor and veod:. cots. Although inferior 1o Sprnt's sppronct fo
.iif:&iiﬁ!«i;lﬁﬂlﬂﬂif,ﬁ
!..Ellln!!sl If the inputs selocted are 1o have real world application, as
well s 10 allow an acoeptabe level of erification and objctivity,an spproachtht ves
cusrent actual information is the only reascnable ahcnative

If the HAT national defavlt inputs for OSP are based in part on some degree of
sampling of contractor prices, why then are they not acceptable for use in predicting
the forward looking costs of Spriat’s Florida serving sreas?

??????? wivy the HAI national default inputs are not the best available
information for predicting the cost of constructing OSP within Florida. The most obvious
reason is that the inpuls are the same national inputs promoted by the and MCI in
every state and are not specific to Florida, much less to Sprint’s serving arcas within the
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mm Mmmmmmmmu
hmﬂh”ﬂﬂﬂ““hwwm Page 1 of
JWWS3 shows 16 data poists for the cost of Bury Service Wire. Page 2 of § indicates 6 data
phnhuwm-m-ﬁ“m Page 4 of § indicates & range of 13
nzlh,ﬁiﬁm-ﬁmnmdwmw
*Hwiﬂi“nwdlml!ﬁ:pﬂshhm

lﬂﬂm cable.

. 3

-ﬁﬁ'hﬁn-ﬁﬂhﬂunm for use in all ifty statcs, the limited
; _mmwuwﬂluuuuwﬂmu.wwhmm
-'v“-lihﬁ-'h. This sssvacs a best case scenario that e~ch data point is a
_#lﬁ.ﬂqnﬂhhﬂu

The range of values for the limited data points shown in exhibit JWV. 3 suggests & high
degros of variability in the construction costs for OSP facilitics. For example, Page $ of 5 of
mmlwkmnmﬁuumhm-mmunu
$1.50 per foot. The range o costs for 36 inch plowing depth ranges from $.50 1o $2.00 in
rural areas. The same construction activity shows sven greater vani. bility for suburban arcas
with ranges from $.85 10 $3.50 for 24 inch depth and from $.90 to $4.00 for 36 inch depth.

Clearly contractors bidding on the same job can not compete with one another with bids

ranging from $.40 to $1.50 per foot. Rather the range of contractor prices likely reflect real
MEW_WMWMM.MWWM
locking trafic flows and quality of construction issues such as rench width, depth and fi
material

g
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This is why the best prodictor of the forwand looking costs within a specific goographic ares

r'l‘“ti%lﬂ Ouly Sprint’s inputs reflect these local
i.. Eo ... : .

Starting on Page 19 of his direct testimoay Mr. Wells' maintais the HAI model
nationsl defsults are ot based on the lowest default input value. Do you agree with his

No | donot. While it is mathematically correct that the HAI national defaults are not basod
on the shecluto lowest value, they contain & a d-.inite and unexplained bias towards the lowest
_ _.i..r..._.il. For example, or page 5 of 5 of exhibit IWW?, the default value for

Eiriil-ﬂriiriF;E-lESaE
lili&l}ﬂ!lguﬂ&f to 188%. The same input
fora um;iti_rl ————— of the cost estimates with the degree of

undersiatement ranging from 12.5% 10 250%. The actual cost of plowing cable in Sprint’s
Florids serving ares in 1997 v as $1.90, which is 138% greater than the HAI national default
vahue, ?mﬂiﬁ!ﬂ:ﬁiﬁn&&ﬁifﬂ:&&ri:ﬁ
nationsl default inputs. Clearly in this cxample, Sprint's verifiable and actual cost of
plowing cable withis Florida is the best available information for predicting forward looking

The HAI Inputs Portiolio contained in Exhibit DJW-3 of Mr. Wood's direct testimony
describes numerous alleged “forward looking adjustments” to the 1996 ARMIS
expense data. Do these HAI national default adjustments and assumpticas result i
reasoaable estimates for forward looking expenses?
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No they do not. May areas o the HA natiosal default assumptions and xpens inpus

result in unreasonsblc cstimates for those nocessary expenses. A simple comparison of the
HAI 5.0a results to Sprint’s 1997 actual expenses demonsirates the grossly understated .
nature of the cost estismetes resulting from HAI $,0a model and national defiult inpots.

Before describing several of the more serious arcas of grossly understated expenses, | first

want 10 clarify that Sprint is ot sdvocating that embedded book costs of operating expense ]
levels arc automatically appro, -iate forward looking cost estimates. In fact Sprint’s forward
looking cost estimates contain very materisl Leductions 1o actual booked cost. Rather, as |

_ ﬂm“hmﬂm:mumwnﬁmm:m
10 test the ressonablonees of the resul« spoasored by Mr. Wood

mmlmmwmmurmnm
soeuitiag s HAI 508 and national dofuuk inputs. For example:
l.ms.mmﬂimmwmﬂﬂmmmm
_lprh. This understatement is Lied 1o an errontous assumption which attributes
Mm-dmmu filed one cost study for Sprint-United and one for Sprint-
Central), of Motor Vehicles, Garage Work Equipment and Other Work Equipment o
corporate overheads. HAI then excludes this portion of thase assets. Motor Vehicles,
Garage Work Equipment and Other Work Equipment is almost entirely utilized for the
construction and maintenance of outsido plant facilitics. The HAI modal national default
assumption is unrealistic and dramatically understates the cost of these nocessary asscis.

2. HAI 5.0a cstimates Plant Non-Specific expenses approximately 54% less than actual

_ for combined United and Central companies. Again this reduction is based on an

erroncous national default assumption that trests all companies in all states with the same
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broad brush of alleged inofficiencics. This arbitrary and excessive reduction is not
supported by any data specific 1o Florida or 1o Sprint.

3. HAI 5,0n estimses digital switch mainionance expenses appraximately 70% less than
”nmwﬂmm The justification for this excessive
M“MIIMMWTWMMM The ATAT
_ﬂﬁ#ﬂnwhhmdﬁmﬂumﬁm:
company the size of Sprint serving predominately rural territories in Florida.

'tﬂﬂifﬂl_m“ermwM 80% less
thon actual for combined Uritcd and Ceniral companics.

' Clearly the magnitude of expense reductions for alieged forward looking assumptions within

the HAI 5.0a model and national default inputs are unrcasonable and must be rejected.

The HAI lnputs Portfolio contained in Exhibit DJW-3 of Mr, Wood's direct testimony
describes the national default assumptions for the level of structure sharing with other
companies. Do these HAI nationsl default assumptions reflect a reasonable estimate

: of the forward locking level of cost sharing within Sprint’s Florida serving area?

'No. The HAI nations! default inputs dramatically overstate Sprint's cost sharing
opportunitics associstod with poles and trenching costs for buried cable and conduit. For
example, an analysis of Spriat's pole sharing armangements within Florida indicates 31% of
the cost of poles is borne by Sprint. Bascd on this reality Sprint assumed a pole sharing
'kurm_hﬁ-mmdhﬂm This contrasts with the HAI national defaul

vk
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 assumption of 25%. This oquates 10 17% understatement of the cost of poles within the
| HALsdy

it

_hmﬂhﬂhﬂdwwmmwnﬁh
ﬂuﬂ. mmmm_mﬂmdumwm
lﬂﬁﬂuﬂhﬂdu&ﬂﬂﬂﬂﬂrm safety concorns with
wnﬁhdnﬂhwm ske significant sharing of buried and
wmm Sprint's witness, Mr. Lecmmili, discusses the real
Mhﬂm“WuMhhMm

e

e A St Aotk coble g factars soppertad by M, Wood's sad M.

wﬁIWdlMMwﬂm“ﬂT

No. mm—mmmmmmmnﬂmmmm;
networks are reflective of some cables that are completely full and other new cables that are
only partially full. At say given point in time, the un-utilized cable pairs provide the
hmmnmmwhmmmmmm
snd 1o resolve 95% of trouble reports within twenty-four hours, This service standard within
Florida is likely continus into the future, thereby requiring maintenance of the necessary
cablo pair faventory which enables Sprint 10 meet these scrvice standards for both retail and
Mﬁ_-u.

The concept of a firm requiring invensory in order 1o run its business is not unigue 10
Mﬂhilpﬁnﬁﬂahmhiﬂi Further any suggestion that it is
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i mm The local hardware store must maintain inventory (o satisfy

“Hhm A bardware store which is consistently oat of nails will socn

l, .-'.

Cr,
n'!

aﬂm&hmmﬂuﬂu“m The practice of charging

m“hhﬂdhmhnm“mu@w

al MMMMMMMWEWN

hﬂﬁnﬂmﬂmumn&ummww
mm For this reason, the une~"stically low HAI default cable fill inputs must
thMﬂhrﬁnﬂkﬂmﬂhw&mm

I his testimony, Mr. Wells uses the ILEC pole cost data gathered from the FCC to

_ thﬁlﬂﬂﬂlﬂpﬁﬂlhﬂ Do you agree?

'Ih mmuw-wumm did not reflect all of the costs related to

hﬂﬂpdtm-dwhh For instance, the FCC reported matzrial cost of

$170 was & bare material cost and did not include related material overheads for items such
as shipping, taxes, snd warchousing. The USF filed input of $255 does include those
material overboads. Additionally, the FCC installation cost of $100 as reporied was simply
incorrect, since it was estimated insicad of based on actual experience in placing poles in
Spriet’s territory in Florida. The correct USF fil=d installation cost of $294.00 was based on

#n snalysis of Sprint”s recent experience placing & total of 526 poles in the state of Florida.

The HAI Inputs Portfolio contained lo Exhibit DIW-3 of Mr. Wood's direct testimony
describes the national defauit sasumptions for Placement Fractions for both
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;lii Do these HAI national default assumptic=s reflect &
itti!ﬁlii s Florida serving area?
Fu‘g{i trying 1o fit » Nationsl square pog into a Florids specific
round hole. Sprint places buri -d or underground cabic in approximately 88% of its
%i.&lfiiil&ii&ﬂl;rﬂlmr

inexpensive 1o dig trenches and less cxpensive than seris! 1o maintain.

ﬂ-iiﬁtlﬂf pervice territory consists of 76% of fine sand and 10% of

l.r.'. iii-ﬂiuﬂi_ﬂiﬂg}ﬁlin&r

.qtnt;!ll.ill!l,ﬁ!tnﬁr 68% grester

zﬂtlﬁ:&.ﬂ-if!iigla&fi_ 3%
sesial va. H..rla-n_r:la Telephone territory than buried cable. The same cost
I«t‘l-f-l_.-‘llllfill The cost of maintaining serial cable
is 244% greater (13.7% acrisl va.4.0% underground) than underground for Central

Telephone and 291% greater (6.3% serial vs. 1.6% underground) for United Telepbone.
Greater aerial cable maintenance costs are sttributable to the severe thunderstorms and
hurricancs that plaguc the area  For cxample, in 1985 Tallshassee was hit by hurmicane
Kate causing power 10 be out for an extended period due Lo the power services reliance on

serial plant, wheress telephone service remained almost cutirely operational due to the
groaler percentage of buried and underground cable

HAL however, has an extreme bias towsrds scrial cable. For example, the density zone of :

201 - 650 (which contains the largest number of Sprint customery), the HAI input for acrial
distribution cable is 30% vs. Sprint's input of 12.4%. The HA! input for acrial copper foeder




o W = Oow A W N -

[ o T T —
R EBGE =3I & TGS = 8

25

e

s il
Ll i i3 z
1 f‘rﬁfﬂ.’r- -+ A, -

filed by Sprint. The HAI percent acrial plant input is subject 1o further overstatcment duc 1o

: ﬁﬂﬂﬂmﬁ“hwm This input claims to look at a lcast cost
wﬁﬂl“wmﬂ-& Sprint's analysis has shown that ts algorithm

hﬂﬂﬁﬂdhﬂuhﬂhu&ﬁhhﬂunﬂm
HAT will not model the overall keast cost network in hurrican prone areas such as Florida.

_;lﬂlﬂﬂﬂﬂﬁhﬂﬂqnﬂ:n{hmm“ Building codes
'-Mﬂﬁ!mwﬂﬁqﬁnpﬁnnﬁnhﬂﬁ;hmm For exmmple,
MﬂMWhﬂMﬂhﬂMhuiuﬂﬂu This

forward looking trend will further reduce the need for acrial plas.. in the future,

Wlh“ﬂhummﬂhmﬂyuhﬁm Sprint’s
mnwwumﬂmmmmwmhm
serial cable being installed in the Florida service area. As discussed in Mr. Lacmamli'
rebuttal lestimony, Sprint's BCPM plant mix inputs reflect real world engincering decisions
vesulting in the east cost network design consistent with real world issues such as terrain,
density and local building codes.

Switching Costs

Are the HAI switch cost resulis ressonable?

No. As shown in Exhibit KWD - |, the HAI switch investment results are only
approximately ono half of that of the forward looking BCPM results using Sprint - Flonda
specific inputs. It should be noted that this difference exists even though the forward looking
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 companics and G.T.E., it is not at all reflective of switching costs for an independent

lil{i&il.iluii.rﬂ Telephon Division.

iﬂl:ﬁEEimﬁ s data, combined with the input options

...__.l_ ia&&iﬂn!!ﬂﬂiﬂﬁ!ﬁ!ﬁﬁa
.ln_r-ill! Effoctive discounts received by LECs for switching equipment vary
. EE EEEEEEEEEEE purchasing
commitments. To the extent the Northern Business Information study results include switch

' purchases by RBOCs many times larger than Sprint they can not ressonably be spplied to

The BCPM, by contrast, reflects Spriat’s specific purchase arrangements. Sprint-specific

costs which are refloctive of real world contracts, transactions, traffic patterns and costs.

. On Page aine of Mr. Guepe's testimony and oa Page four of Mr. Gillan's

testimoay they state that USF modeling should parallel UNE modeling. Do you agree
with this statement?
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e -'--ﬂmmmmmmmum-mmm

“uﬂu.ﬁﬂdhﬁhmmmw-ﬂm
. UNE unbundied loop costs must reflect the cost of additional equipment necessary
am-mmmmmmuhmm
ﬁummmmmnumuwmmwm

ﬁ“m s s oquipment is un-necessary for USF as a common path
ﬂhﬂ“ﬁ:ﬂhﬁﬁﬂﬂ”hiﬁum
2. UNE costs must reflect the removal of retail costs svoided when selling UNEs at a
3 m"uﬂmm-usrmmwﬂdmm

“M ﬂmmﬁ“h“kﬂm#:ﬂh

_ Does this conclude your testimony?

Yes.

13




SPRINT-FLORIDA INCORPORATED
Expense and Investment Comparison
Exhibit KWD -1

investment Comparison
{in Thousands)

Total Cable and Wire 1725204] 1400048] e | 1000081 -aem
Dighal Ciroult Equipment | 1036 | .84%
Tolal Outside Piant TS| '1%" HT BT
Genor.| SBupport Assels 301,957 155,082 -490% 124,013 -59%
Digial Switching Treos2] sedsee| 5% 108277 | -7e%
Other Investment asgis|  s1000] 11 14106 | -09%

Nota: This s combinetion of HAI model runs. I includes one run each from Central Telephone as well as United
Telephone.
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