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September 2, 1998 

Hr3. Blanca S. Bayo 
Director, Division ot Record• and Reportino' 
rlodda Public Service Collllai,.ion 
2~40 Shu=ard Oek Boulevar d 

( 
J 

Tallahaasoe, florida 32399 
: J 

U) 
:n~ I ,., 
n .-., ( -o 

I 
(' N 

-o =;. :z 
(;) •, . f:' 

0 0 

RE: Docket No. 980696-TP 

Dear Hrs. Bayo: 
0 

Enclosed t or filino in the above referenced dockets on 
behal f ot AT'T ot the Southern States, I nc.'s IAT,T) and HCI 
Te!Pcommunicationa Corporation is lhe Rebuttal Testimony of 
Catherine Petzin;er, John Hirahleitec, Michael Majoros. Arl 
L~rm~ . And Don Wood/Bria n Pitkin. Please note that tho Rebuttal 
Exhibit C£P-l attached to Catherine Petzinoc r ' s Rebuttal 
Testimony mAy contain proprietary confidential buaineas 
information and ia beino t iled aep•rately in accordance with Rule 
2~·24.006( 5), fl orida Adainiatratlve Code. 

Coptos ot the fore;oino are bein9 served on all parties or record 
1n accordance with the attached Certi!icate o! Service. Thank 
you for your assiatence In thia aalter. 

19 5 9 q tO' -2 ~ 
; , lllG 

..u 
I 11 
~"') 

rT 
..;:_ 
ftl 
J .,, 
~ 
<I' 
0 

'-- llS - t 
N c. I 
c.. 
• .J 

¥> 
-· 0 _, 

\D 
: "' ;- <::" 
' c.. 

GS 
N 

I 

c.. 
w 
V> 

¢;1 

,_, 

., . -... 
~ 



• 

~lfteul or IDYla& 
PO(jWf tl06tl·~· 

1 KERESY CER'lllfY tha.t a true and correct copy of the :foregoing 

was furnished vie ~hand deliveryt ••Fedaral Expreaa and u.s. Hail 

to the !Q.l.}.owing parties o~ ncord on this 2°d day of Paptember, 1 998: 

WilliaJII CQK 
Flo~ida !'ub\-ic S.rv~ce 
Coallllisaion 
2540 Shuaard oak Bouleva~ 
Tallahaaaee, rL 32399-0$50 

Richard Mahon._ 
8oppinq t.v rira 
Poet Office 80~ 6526 
Tallabaalee, rL 32314 

J ack Shreve 
Office of Public CQ~ael 
c/o Tbe .florida U.Oialature 
111 Waat Kadieon St~et 
RQQIII 812 
'l'allahaaset, J'L 32399•1400 

Kimberly c-.vall• • 
G'l'E Service ~ncorpora:tec!f 
1 Tampa City Ceter 
201 N. rran~lin street 
T81ftP8, FL 33602 ' 

carolyn Kal'ek 
VP o! ReQUlato~ Atfaira 
Southeast ~eqion 
Time ••rner ~unlcations 
Naabv11le, TN 37221 

Joaepb A. McGlothlin 
Vicki Gordon Ka~n 
McWhirter, Reeve11 
-~othlin,oavidaon, Ria( ' 
'llakaa, P.A. 
117 s . Gadfden Street 
TallahJsaee, J'L 32301 

Floyd R. Self 
Hesaer, Caparello ' Salt, 
P.A. 
215 s. Monroe Street 
Sui te 701 
Tal1ahalaee, FL 32301-1876 

Brian Sulmonetti 
lforldCOII, Inc. 
1515 s. federal Hiqhway 
Suite 400 
Boca Raton, n 33432 

Nancy 8. White 
Robert G. Beatty 
c/o Nancy Sillls 
150 s. Monroe Street 
Suite 400 
Tallahaaeee, PL 32301 

Norman H. Horton, Jr. 
Keaeer, Ceparello ' Self, 
P.A. 
215 S. HOnroe Street 
Suite 701 
Tallahaeeee, rL 32301-1876 

Jaaee C. Falvey 
e.epire Comlllunicationa, 
Inc. 
133 National Busineae 
Parkway 
Suite 200 
Annapolis Junction, MD 
20701 

l 



Laura L. Galla;her 
Vice President-R~;ulatory 
MfeJ.n 
Plorida <:able 
Telec~ieations 
Asaociat:l.on 
310 N. Monroe Street, 
T&ll&ha4see, PL 3~301 

Hard..etEudy 
ALL.ttLL nollida, Inc. 
Poat Office Box 550 
Live Oak, PL 32060 

John P. £one 
J. Je.tfrey tablen 
Au&ley ' Mc:lCullen. 
227 South Calhoun Street 
Tallahassee, rL 32302 

David 8. I:J::win 
127 Riverairik Road 
Crawtordville, PL 32327 

Robert loj . PoiiL, :Jr. 
Poat Office Box 277 
Indiantown, PL 34956 

Mark !llmer, 
l'o.at Office Box 220 
502 Piftb Strlet 
Por~ st. Jo•, PL 32456 

TOll! McCak 
Poat Office &ox 189 
Quincy, FL 32353-0189 

Lynn 8. Hall 
Viata-onited 
Telecommunicationa 
Pos t Office 8ox 10180 
Lake Buena Viata, FL 32830 

Lynne G. Brtwe~ 
Northeast P,l.od<ta Telephone 
co. 
~;:+ Ot:fic:e BoX 48S 
Maflt;lenny, n 32063-o.e.s 

Kelly Gooc:IJU.;ht 
Frontier ~ca~ione 
110 s. Cl1nton Avenue 
Rocheater, NY 14646 

• 
Patrick Knight Wiggins 
Donna :. Canzano 
Wiogins ' Villacorta, P.A. 
Post Office Drawer 1657 
Tallahassee, PL 32302 

Steve Brown 
lntermedia CommunirAtions 
Inc. 
3625 Queen Palm Drive 
Tampa, FL 33619-1309 

Michael A. Gross 
Aasistant Attorney General 
Office ot the Attorney 
C..oneral 
PL-01, the capitol 
Tallabasaee, FL 32399-1050 

Chulee J. Rehwinklll 
Sprint-Florida, Inc. 
1313 Blairstone Rd. 
Ta4lebasaee, PL 32301 

Kenneth A. Hottman 
John R. IIllis 
Rutledge, scen1a, unc1orwo0c1 
Purnell ' Hottman 
Poet Off ice Box 551 
Tallahu .. a, FL 32301 

Paul t<ouroupas 
Michael McRae 
Teleport Com.unicationa 
Group, Inc. 
2 Lafayette Centra 
1133 21•• Street, till 
Suito 400 
Waahin9ton, DC 20036 

Su~anne F. Summerlin 
1311-8 Paul Ruseell Read 
Suite 201 
Tallehaaeee, FL 32301 

Peter K. Dunbar 
Barbe,• D. Auger 
Pennington, Moore, 
Wilkinaon, Bell ' 0Uob4r 
P.O. BoX 1.0095 
Tall&haaaee, PL 32302 
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DOCKET NO. 980e96-TP 

REBUTTAL TESnMONY 

MICHAEL J. MAJOROS, JR. 

ON BEHALF 

OF 

· AT&T COMMUNICATIONS OF THE SOUTH CENTRAL STATES, 
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AND 
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SEPTEMBER 2, 1t98 
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j I • ' '• r" 
I 

1 ~ PLEAS£ STATE! YOUR NAME, POSITION AND BUSINESS 

2 ~ • 
• < 

3 A. My name Is Mlehael J. Majoros, Jr. 1 am Vice President of the 

• economic consulting f1tm of Snavely King Major041 O'Connor & Lee, 

5 lne. ~King"). My butlneaa eddress It 1220 L Street. N.W., 
I 

6 Suite 410, Washington, D.C. 20005. 

7 Q. ARE i'OU THE SAME Mlf'.wd!L J. MAJOROS, JR. WHO 

8 I~ DtRECT TESnJIONY IN THIS PROCEEDING ON 
' It' 

9 AUGUIT S, 1ttl? 

"' 10 A. Y ... I ,.n. 

11 Q. DID YO\JR DIRECT TE8T1MONY CONTAJN A DESCRIPTlON OF 

12 YOUR BACKGROUND AND exPERIENCE? 

13 A. Yet, ltdld. 

14 Q. WAS TtilS TESTIMONY PREPARED BY YOU OR UNDER YOUR 

15 DIRECT SUPERVISION? 

18 A. Yet II w.a. I lhould note, however. that this teltlmony and Ita 

17 t~nalytioll ~ drawa ~VIIy upon wortt performed by myself 

18 and othelo at Snavely King on behalf of AT&T. MCI and AT&T 

19 Caned• LOS for UN In other prooeedlng-. 

20 Q. ~t 1$ TH! PUI\POSE OF YOUR TEST1MONY? 

21 A. In lhls restlmony, I respond to the p.ropoaale of BellSouth, GTE and 

22 SpMt on the tubjed of the appropriate economic IJvu and future 

23 , ~ ~ petOeOtl to be Ul8d In c:.k:ulatlng deprecllltlon 

1 



1 pursuant to the Unlver&al Service Order of the Federal 

2 ~~Commission ('fCC").' 

3 4. PLEASE SUMMARIZE YOUR fiNDINGS. 

4 A . In my dQct lllli'nony, I explained that the FCC requlrea that Total 

5 Element Long-Run lnctemental Cott ("TELRIC/ methodology be 

e UNCI 10 eet1mate me cost of un1verta1 eeM<:e.2 1 also found that the 

7 prq.ct1on ltv&• and futu:e net aalvage percents preaalbed by the 

8 FCC .,.. contlttent ~~o'ith the FCC'a Unlv'&raal S.Mc:e Order and 

9 appropriate for ute In ealeulating depteelatJon. I recommended 

10 projection~ and futllre net allvage percenta prescrlb$d In 1~5 

11 by the FCC for Bei!South-Ftorida and GTE-Fiorida. I alto 

12 reoommeoded lives and future net salvage percents for Sprint from 

13 the low end of the FCC range..• • Since several of the lives 

14 proposed bY ~. GTE and Sprint are much shorter than 

15 those preacribed by the FCC In most major accounta, 1 coocluda 

18 lhat they are too short to be uaed In universal service coat studies. 

17 The gse of unrealistically ahort IW. would overatate the cost of 

18 unlverul Jervlee and the subsidies neoeaaary for Its preaervatlon. 
•'. 

19 Q. HAVE YOU COMPARED THE LIVES AND FUTURE NET 

20 t.AL'VAGE VALUES PROPOSED BY BELLSOUTH, OTE AND 

21 SPRINT TO THOSE CON$18~fff WITH THE FCC'S RULES AS 

22 REF~CTED IN YOUR RECOMMBNDATIONS? 

23 A. v ... I have. On Attltchmel'lt MJM-7, I compare the proposala of 

2 
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1 

2 

3 

4 

5 

6 Q. 

7 

8 A. 

9 

10 

11 

1~ 

13 

14 

16 

16· 

17 

18 

19 

20 

21 Q. 

22 A. 

23 

BeiiSouth, GTE rod Sprint (Column d) to my recommendatlont. 

The life PI'Q90IIIs of BeiiSouth, GTE and Sprint (Column d) 

for dlgltal switching, dlglt.l circuit and the oublide plant accounts 

are generally much atlorier than the latest FCC pmctibed 

projection llvea (Column c). 

HOW 010 Bal.SOUTH, GTE AND SPRJNT DEVElOP THEIR 

UFE! ESTliiATES? 

~relied -y upon ~aubltltutlon ati&lyrtla.* Whlc:tt atfeiT\PII to 

foAicaat the pattern by wt.lctl new technology wUI replace Old 

1ectll~.' GTE and Sprint retied upon aubatltutlon ana~ 

perforined by Teehnologlea Futures, Inc. \TFI"), whole Industry 

ltlldJH MV6 been UUd frtquently by local exChange eafflei'J 

("LECs") . to justify shorter livft In regulatory depreciation 

~.· TFI'a atudlea are aponaorod by the 

Telecommunlc:atlons Tec:tmotogy Forecasting Group ("TTFGj, an 

Industry ShOCiatlon of BetlSouth, GTE. Sprint and other major 

- lECtin the Unl!ed Stataa and Canada. BeiiSouth also uled to rely 

on TFI and .t one point convinced this Commltalon to rely on TFI 

a well. However, that reUance has been shown to have been 

ml$prac.d. 

WHAT ABSUMPTtON8 UNOfRUE THEU STUDlE8? 

l'htle ttudl4aa are based upon the premise that LECs will replaco 

their ntrrowba~ telecoiMlunlcatlont netwOib with broadband 

3 
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2 

3 

.. 
!5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

115 

18 

17 

18 

18 

:;o 

21 

22 

23 

Q. 

A. 

Jntegmed networb capable ot piOYidlng both telec:ommunlcations 

M1V1oee and video IIIVIoet, such u c.ble televlllon. Acootdlrlg to 

these INdln, Fller-ln-The-loop ("'Fill i will bring brolldband to 

the home, displacing copper pllnt. 1'hll will result In the upgr.dlng 

of al transrnf11lon systems to Synehronou. Optlcal Netwoci< 

("SSNEr), ~ exiatlng cln:u!t equipment. TFI also prtdlcta 

tMt ~ T 'IMfer Mode ("ATMj •witchinG oqulpment will 

pnMM • broedbeud sv .u:hlng capeblty reptedng toay's 

neri'OM*Id awllch fabl1ca. 

IHOll.D T'I!UtiC COST ITUDIE8 BE BASED UPON 

AUUIP110NI SUCH AS TlfOSE UNDERLYING THESE 

E8TUIA T187 

No. TElRIC II \lued on the use of the ~~ etndent 

talecommunicatlona l!c:hnology currently avalllible and the lowMt 

cost networtc conftguration, given the existing location of the 

lncunbent LEC'a wlra centers. The TELRIC atandard requlntl a 

detelmlnetlon of the etand•lone cost of unbundled network 

elements In 1n eftlc:ient teteccmmun1cat1 ~' The plant 

ltv. ~ tor auc:t1 • calculaticn thoukf net be baled upon 

the ... umptlon th-' emclent telecommunications facflltlel wtn be 

pNI'IIIIluraly ratnd In Otd« lo provide bl'olldbend video MIVIcea. 

The FCO hM ~lly ruled ttult the coat. of premature 

1etll., _. *' ~ be charged tc ratepayer~. The FCC at.tes: 

.. 

l 
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2 

3 

.. 
5 

6 

7 

8 

9 

10 Q. 

11 

12 A. 

13 

14 

15 

18 

17 

18 

18 

20 

21 

22 

23 

Facllltfea upgf'l(jes and 8CCelenrted replacement of 

older faclliliM might also be undertaken primarlly tor 

the benefit of unregulated service olferfnga. The 

The 11M of Plaut lives ~ed upon tf?e MtUmptlon that 811 

ll)i.aratecS --~IIIIUn!«itlonWV!deo networl< wl8 ~ the 

' ptemJtule retllemenl* to be charged to telei;hone ratepayers .. 

IS THIS QitnNCTIOH l:U:TWEEN TELECOMMUNICA nONS 

AND VIDEO IERVICEI UNIQUE TO THE FCC? 

No. The C.nadl811 RedJo.Televlalon and Telecommunications 

Commlt8Ian ('CRTC-, di'IIWI the very same d.latlndlon. The CRTC 

d!Vldea ~t- .between the Com~e (norH'OQulated) and Utility 

(regulated) -.grnenbl, and state.: 

The CorrvnlsaJon finda that. In general, the most 

appropriat. regt~latory treatment fOf brotldband 

Initiatives Ia to require the telephone companies to 

aulgll to tt1e Competitive segment all new 

lnveslmenta 8lld related expenaee aaoolated with 

the ~ of fiber. coaxial cabl6, optoelectJ1cal 

ec(ulpment, .. ynchronoua transfer mode (A TM) 

awftchM. and video~.' 

5 
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3 

4 

& 

6 

7 

6 

8 

10 

11 

12 

13 

14 

15 

16 

17 

18 

•a ·-
20 

21 

22 

23 

Q. 

A. 

••• 

The Couwnlubu doet not fontMe any I~ 

wt...e It would be appropriate to h8w "* or c:oaxlal 

wlea In the dlatributlon poftlon of the loop auigr.ed 

to the Uttflty MOmtflt ... 

ARI! THII! LNU R!SULTINO PROM ntl! us.; OF 

IU8ITI1VnOH ANALYSIS NECE~Y ACCURATE? 

No. tlubdlution mod• mll'fky ptowide a CCM•.,.nlent method for 

plotliv by yeer the growth ot a new techno6ogy .. ,umlng the 

i1pu!» ID '- formula eta correct The output of a lut.tltutlon 

Malysla Ia only • 80CUtate a the Inputs aele<:ted. 

In 1he fht pleea, eubltitution analysll Is not even 1111evant 

UilleA It Ia known that a new technology will replace, no1 

aupplement en older technology. 1t appears, for~. that 

~Transfer Mode ("ATM") IWitchea will be caployed aa 

I aupplenlental wehnology to digital IWitchet, not U I 

replaoament for them. Aa auch, lubati!utlon anaJyala Is of no 

relevaf'Oit. Ttlll helP* to explain low retnment tltea for dlgltal 

awlt~ eq\llpn' .. nt. 

lnd41ed, .wn ~ a eubttibdlon ha atartad, It don r.!'t 

l*lttlrltyfolow that II wtlflnllh accolding to pattern. It appeared 

at one point, fot example, that nuc1a11 fuel would replace fOld fuel 

In lltCIIrklel ~ In thll counby. The 11M of lubdtutlon 



f . . .. 
( llff I[ I 0C 

1 fonnu'- In that oae would tww ruulted In d~Wn~tlcally lncomKt 

2 Pl*flellc-.. 

3 Ewn If a full aUbl1ltution Ia likely, the formula requns the 

.. 1..- to Pf*lal both 1M ,.. of aubstltutlon and the point lit wtllc:h 

$ .. ~ technology wtl rMC;h 50 percent <.'f t!ll Univei'M. 11 

6 In olhar wordl, the anatyat mu1t Insert n an !!!!!! the average 

7 rwmalnlr!g lh of tf • ~ technology, Iince this Ia etMntlally the 50 

8 peroent ..... of the ~ tlactO'IOiogy. Although tubltitution 

8 maChodology allowt tte p~ and pt'1IMf1tatlon of ltnpr_. .. 

10 loc*il~g chaltl and \6blet, It II merely charting the uaumpliona 

11 m8de by the anatyst. it. outputs at the hands of BeiiSouth or TFI 

12 .,. no more crecfl)le t1an their Inputs. 

13 Q. HAl SUB&nTJTIOH ANALYSIS PROVEH ACCURATE OVER 

14 THE L.OHO RUN? 

15 A. No. Allhough TFl ~have been~ to the FCC f« 

10 nMtty a decade, they have not been railed upon In the aelectlon of 

17 plant ~ion av.t. Fatlna K. Franklin, the Chief of the FCC's 

18 ~ AnaJyala Btanch, r~ntly made a pment.uon at the 

18 Annual ~.llnO of the Society of Depredation Profeaelonalt on the 

20 subject of ~· The ctwta from her pretenUitlon .,. 

~1 provided as Aitachment MJM-8. Charta 3 and 4 deal epeolflcally 

22 With Tfl'a n~r~etea. Cha.r1 3 clemonfllaleS that TFI'a 1e8i 

2S edrNtM for the relltement of circuit equipment have J)I"OYel"' 

7 
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10 

11 

12 

13 

14 

15 

18 
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18 

19 

20 

21 

22 

23 

a. 

A. 

gn>~aly inaccurate. The percent of 1987 circuit eq .. dpment 

~a of the end of 199811 nearty llvM t1ma .. grut a 

1hlt pnldic:ted by Ita etudlea. Chart 4 demonltra!IM that Ita 19i4 

Mtimates for circuit equ'.pment and analog ~toted Jprogran; :x>ntrol 

r~ swltchea are already proving Inaccurate. 

Att.chment MJM-11 pnMdea a linllw analyals af TFI'a llber 

In the Jletter .mmata. Page 1 of this ar.alylll lhoWI Ita 

pnldlc:tlone for the ~of fiber in the feeder in 1988, 1994 and 

1997, Gild ICtuall (In bold) through 1995. In 1988 TFl predleted a 

~ af 22.55 peloent by 1911b; in 111114 Ita prediction 

dropped to 11 .20 percent; and Ita lateat atudy lhowl an actual of 

0.30 ~nt. Page 2 graphically portraya this data and 

demonatr-. how n:J'a life eatimataa have lengthened aa ac:tuals 

~available. 

HAS BI!U.IOUTH'S USE OF SUBS11TVT10N ANALYSIS 

PRODUCeD UnMATES MORE ACCURATE THAN Tfl'S 

I!ST1IIIA TU? 

No. Attachment MJM-10 to this testimony reproduc::oa the ,,.eking 

reports" flied by WS9uth u part of Ita ITIOtlt recent 11198 

Depreciation Study. The FCC requires theM report~ to ahed light 

on the ecouracy of pu1 fonasta by a LEC. Actual reUIM'"'ta 

ftxlm 1993 to 1ae!S .. a petOent of retirement~ fofecMt in 19113 fot 

the Soul! c.ntral Bel Ccln1llnlea were aa folowa: 

., . 
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8 
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10 

11 

12 

·13 

1. 

15 

18 

17 

18 

11i 

20 

21 

22 

23 

Q. 

A. 

Q. 

A. 

Q. 

A. 

AeftaJ catMe tAetal 32.3" 

Undel'ground Cable Metal 11.1" 

Buried Cable Metal 23.e% 

Thla lbyatnal trKk ~'.cord may have contributed to BeiiSouth'e 

'-lfure ~request repreecrlption In 1996. 

DO YOU HAVE AN 1' FLORIDA·~IFIC IHFORIIAT10N? 

Ya AUadvnenl MJM-11 • a comparieon of the TFI Jndlctiona 

...-. whlc:h lhll Comrn!ulon set BeDSouth'e copp8f cable 

~..... met In OocMt No. 920~5-TL. The t.ble 

demoiiiiCratee that TFI wu wrong by over S900 million. The 

_remaining l!YM baled on TFI'a .fofecaet were equally •• wrong. 

ARE THE UVES PROPOSED . BY BELLSOUTH, GTE AND 

IPMO' CONSISTENT WITH THE LNES THEY USE FOR 

PUBUC REPORllHG PURPOSES? 

Y ... Appwanlly they nat least for BeDSouth and CTE. 

DOES THE FACT THAT BEU.SOUTH, GTE OR SPRINT MAY 

USE THESe UVES FOR FINANCIAL REPORTING PURPOSES 

MAKE THEM APPRQPRIA TE FOR TELRIC PROCEEDINGS? 

No. Flo!fcla,.pec:lflo FCC prescribed lives are avalleble and ahould 

be UMd in TELRIC cala.llatlonl. In a 1S18SI Petition, AT&T 8lkad 

the FCC to bMe Ita regulatofy ~tlon on b financial books 11 

The FCC flatly rtj1c:t.cl thla request, etallng: 

We conclude that AT&T hu not made a 
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IUI!Idlllt thowtng that thll Commlulon lhoutd bue 

AT&ra bool< ram on the depreciation ratH that It 

uaet for flnlnciel reporting purpoMao lnltlaDy, we 

obeefve that the present depredation procedures 

htiW ~ed well for AT&T, In tenm of anaurlng more 

rapid capital *O'Iety. OUr recent ~IY.In otdera 

hWI ellowed AT&T to r,.tUM IUbatantlally b 

deptedltlon l'tllerW, from 24.8% of plant " of 

Janully 1. 18&4 to 3~.1" u of Januaty 1, 1989. 

AT&T doet not at.lte In Ita petition In what apeclftc 

m&nl'lef thll Commlulon hat been r.mlsa In our 

· depntelatlon rata preacriptlons of recent yeara. 

Ratlw, k,.... upon the tact that 1n 1988 It took a se 
biUotl wrbdown of Ita aut value for ftnanc:llll 

reporting purposes. Thla event may Indicate that a 

new loot ~ AT&ra depf8Ciation lltuatlon II 

~. notwitlwtandin9 our r.c:.ot depreciation 

repnlleriptlon, and we are accordingly lnltlaUng herein 

an lnqully Into AT&ra need for revised c~Gprec:latlon 

mae.. Hov...wer, that UMS~~nent can be 

~ Ullng current proc:edurM rather than 

depnloiallon 1111111 melhodo6ogles tMt 90 well beyond 

thole tNt we haw ndlllondy employed. We heve 

10 
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3 

4 

5 

6 

7 

8 

8 

10 Q. 

11 

12 A. 

13 

14 

15 

16 

17 

18 

18 

20 

21 

22 

23 

tllkM . ..... of lnlllatiYoa during the put dec8de to 

ensure lhlt carrfefs are at:.le to adjust their 

dapredetkNI r1tat ptOmplly to recover capital 

1m 1 b;-.,t COita •• qulddy .. poalble under the 

r.daral lfllulatorf acheme. We do not He • need 

1'0\'1 to andon OM of theM lniUidl.,.. to adcirea 

whlit IFPIIII to be I tel'npof-.ry problem tha1 can be 

IWI4ll4*1 wilh meaurea leu diiStlc than theM 

W'OIIItldbyAT&T." 

HAl Altf ~ LEC CONCEDED THE BIAS INHERENT IN 

THe FINANCIAL BOOKS? 

V~. The ..,_ \IMd ro- ftnanciaJ acx:ounllng purposes are 

governed by the Geneflly Accepted Accounting Prinelple 

In the FCC'a Prescription 

Simpi1lcatlon PfOllUding, GTE no4lld th8t the GAAP conNfVatiam 

pr1nc:i;)le "pfffllt the undeta1atDment (veraus ovet~tatement) of net 

Income and net • 1 ata wtMn .,y potential measurement problema 

exltt."" Moll eeoount.ants would ~gree that the very nature of 

depreci8Uon maket It a chlllenge to meu.~ra. GAASJ, Independent 

audltora and the Secwfty and Exchange CommiMion, thellfoll, 

might wei pm'el\t the L£C. from undelttat!na d.-.olatlon. ainoe 

ttlll would overatata ,... r.com. and nat ....... It .. highly 

~. hotallf, IMl GMP, « eny f!Mndal auddlot, would lind 

11 



1 that a LEC (or atfo/ compeny, for that mJtlaf) Nld ovetatated b 

2 cleprtlcUition, VIce tNa would Mullin a conservettve view of net 

3 Income lnd net .... 

4 In b October 18G3 Order, the FCC egreed with GTE, 

5 ~ 

6 One ol the pftrnary put)IOMI of GAAP II to ensure 

7 that.J OOfYIPMY does riOt pttw.tC • mlllladlng picture 

8 of • flnlncial oondltlon and operetlng reaultl by, for 

9 ..,.,., ~ b asMt valuea or ove•atattng 

10 b earning•. which would rniiJNd current end 

11 polentim lnv.lota. GAAP Ia guided by the 

12 ~ pdnc:lple which hold1, fOf eumple, that, 

13 when dlmatlve ~ amounta 1r1 ICICIPtllbs., 

14 the allemltiYe havtng the 1eut favorable effect on net 

15 Income Should be UMd. Allhough CONei'VItllm II 

16 effective In prot.ctlng the lntereat of lnvHlora, It mey 

17 not always eetve the Interest of ratepayera. 

18 ConMtvatilm could be used unci« GAAP, for 

19 ~. to justify additional (but. pelt\apl not 

20 ·~; deprealatlon expenae by a LEC to avoid 

21 Ill •hating obllg.tfon. 11M, GAAP would not 

22 elfec:tlvety lmll the opportunity for LEC. to manege 

23 e.emlng• so .. to avoid the aharlng zone u the bale 

12 



. . . . 

1 fiCIOr rqo option. In thll in&lance, GAAP does not 

2 of* adequate protection for rateptyer~. •• 

3 Q. IN AN EARUER CAl! BELLSOUTH CLAIMED I'HA T IT HAS A 

4 RI!HRVE DEFICIENCY ON AN FCC BASIS. IS THIS AH 

5 ACCURATE STATEIIE.Nn 

6 A. No. BIIISouth dNna 1 reeerve deftdency calculated on the balta 

7 of Ita tlnancial book Uvea. On an FCC ballt, using FCC ~ 

8 l'lltel, 8eiJSouth 1\a I IOMMI !UI'J)IUI of S2.0 bll1loi\ U of January 

8 1, 1887 ... Bei!Soulh repolted a $450 m!'!lon surplus for Florida 

10 ... 

11 Q. BElLIOUTH COMPARES ITS PROPOSED LIVES TO THE 

12 UVEI PMICRJBEn BY THE FCC FOR AT&T IN 1tM." DO 

13 AT&T LIVES PROVIDE A.N APPROPRIATe BI!HCHMARKt. 

14 A. No. Ant compa111on to W.. preec:ribed for AT&T In 1894 II 

15 lrrolew•lt because In 1~ AT&T was an lnteruchange cenier 

16 ("IXC1. The vefY ....,. FCC Order that prescribed the lives for 

17 AT&T In 18\M alto preectl)ed rnudllonger 11ve1 for thirteen LECa. 

18 Cleatty, the FCC *'Oilnlud the dll'fecenoe between the 

19 approprtate IIYa for an IXC and aLEC. 'The FCC elq)lcllty noled 

20 1hll dlhfenoe Jn Itt PreiGrtptlon Slmpliflclltlon proc e edlng when It 

21 ~ 

22 We belleft the undertylng COI'IIlderationl that go lnlo 

23 ~ the bulo t.ctora .,. aufftolently cmtet.nt 

13 



1 for the two groups (IXC and LEC) that they should be 

2 conaldered separately." 

3 The pjant lives of IXCa are tlmply not appropriate for use In 

4 calculating TELRIC for local aervice. The expeded prodlldlve life 

5 of plent Is largely dependent upon ita specific !:!!· To use an 

6 eldreme, !xJt apt, anaJogy, the expected productive life of the 

7 CQ9J* wire lniUrlle<l In a house Is many t1me1 that of b copper 

8 wire 1nata11.s In an altomoblle. Despite turface similarity, the uaa 

9 of ~ by LEC. to provide local exchange and exchange acceu 
' 

10 MtVICe It much dlff.,ent than the use of plant Dy IXCa to provide 

11 lnterexchaoge IIOfVicet. 

12 IXC. M much leU e.plallntenttve Ulan LECa, and Ulus 

13 are nble to ~lly replace thflr plant much faster than LECs 

14 when the occalon demands. To service aD homes and 

15 bualneuea In the Natlon. an IXC need• only about 150 awitot!M 

16 and 100,000 lheath kilometers of cable.t• To gain the ume 

17 ubiquity for~ exchange service, the LECa require over 23,000 

18 ·awltctleJ and 6,000,000 sheath kllometef8 of cable.» No matter 

HI how motJvatad tho LECa may be, the theer magnitude and 

:t.O complexity of~ re-placement effort ensures that replacement Is a 

21 long, diTNI'I-OIIt process. This difference also helPI expltiln why 

22 fadlltJes..bued competttlon came quickly to the lnterexchange 

23 Industry and hal been painfully slow In the looalexeharlge Industry. 

14 
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1 

2 

3 

.. 
5 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 Q. 

18 

17 

~s 

19 A. 

20 

21 

22 Q. 

23 A. 

:1 .. =;• 

The key lnvettmenft In TELRIC proceedings are local loop! 

and end office awitchea. The IXCs have neither local loops ~ end 

office swttchea In the plant they currently depredate. If and when 

they es.tablilh end ofli<:e IWitches and local loops, it would be 

retsotlfble for the IXCs to look to FCC presaibed lives for LEC 

end o1'l'ice awitches and local t.JOp plant as benchmartca. Similarly, 

It would be rea~ for BeiiSouth to look to IXC lives tor Ita 

ln1etelichang! plant. It lt. not. however, reasonable to uae IXC lives 

for locai Jllant...or vice versa. 

WtfA,T IFPECT WOULD THE USE IN TElRIC CAI..CULA T10N.S 

OF' PtNn". UVES WHICH ARE IUNREAU8T1CALL Y SHORT 

HAVE ON UNIVERSAL SERVICE? 

Thf use Of unre8118tically thort Uvea would ov81'1tate the coat of 
' 

universal aervlce and the subsidies neoesaaty for ltll preaervatlon. 

BASED ON THE DIRECT TESTIMONY PILED BY THE ILECS IN 

THIS CASE, DO YOU BELIEViE ANY ADJUSTMENT 18 

WARRAHTEO lN THE RECOMMENDATION YOU GAVE IN 

YOUR DIRECT TESnMONY? 

No. I atill belieYe the depreciation rates I recommended In my 

direct testimony are the most approprla1e ratet to usa In this 

prccUcflng. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Y ... -d'oet. 

15 
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' Federal-State Joint Board on Unlverul SeM<:e, CC Dodcet No. 
Q6..45, Report and Ofder, FCC 97·167, releued May 8, 1997 \Unlvei'NI 
Service Orde(). 

t Mlj Ot'Ot Direct. pp . ... 

a ld., p, 11 . 

4 Sinpllllcatlon of the Depreciation Presetiptlon Process, CC 
Oocbt No. 92·2e8 \PRIICription Simplification;. 

' Dnd T.mony of G. David ~him. page 6. 

• Testimony of Allen E. Sovere~;.1, page 18, end Testimony of Kent w. Olckei'IOn, page 8 

' FCC, Implementation d the Loc:aJ ~tltlon Provlalons In the 
Telec::omrool'llcatlont Ad. of 1~. CC Docket No. e8-98, tnt Repott and 
Order, FCC 815-326, released August 8, 199e (August 8 Ordef1, Appendix 
B \Ruleaj,1J51,505 (o){2)(A). 

' Seperatlon of eotts of regulated telephone aervlee from coats of 
norwegutat.d tiCIIVItlet, CC Docket No. 86-111, Report and Order, FCC 
88-564, releiMd Febn.laty 8, 1987, ~rtph 115. 

'CRTC, Implementation of Regulatory Framewcm • Sprlttlng of the 
Rt• .~ and Relatad Issues, Teleoom Declllon CRTC 95-21, 31 
Oc1ober 1995, pp. 34-35. 

"lei., p.35. 

" The Modiftcatlou of the Commission's Depreciation Pmalptlon 
Pl'll<ltlcM as Applied to AT&T and The Preserlptlon of Revbed AT&T 
Oeprec:lallon Ra-., Petltlon of Arner1can Telephone and Telegraph, 
Februal)' 16, 188fl. 

u~ Mamonlndum Opinion and Order, FCC 89-325, adopted 
NO\lambef 22, 188a (footnote deleted). 

" PreiOriptlon Slmplileatlon, Comments of GTE Service 
Corporation lm<l Ita afllliated domettlc telephone operatlona companlet 
\GTEj, ~ 10, 1m. p. 14. 

t4 P~ S~, Report and Ordel, FCC 93-462, 
18 



releaH<I OCtober 20, 1993, para. 46. 

"AU&dlment MJM-12 to thll testimony summarizes the Statement 
C Reports flied by BeiiSouth with the FCC laat year. 

"Cunningham T .. tlmony. ~ 9. 

tf Prescription Slmpliflcatlon, Notice of Proposed Rulemaklng, FCC 
92-296, lllleiaed December 29, 1992. 

11 t~ FCC Sutlllict of Common Camera, p. 159. 
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.. 
Ar.'ACIC:t:IT IU!'I-8 

PAOI 2C~.A 1 

· LIFE SPAN OR FORECAST METHOD 

1. l.ar;elmflvfduaJ ldentfftable Unita 

2. Forec:at ot An Individual Retlr.-nent Date Or Overall Ute Span 

3. Ute Spu • Yra. ,rom Avg. Cab. Of Placln1 To Avg. Date Of Retirement 

4. Future AddJHone Ale Integral Pvt Of lnltSaJ lnstaJiadon 

ANALOG ELECTRONIC SWITCHING 
(MNV1DUAL RETIR.!MI!HT CAT!) 

Location Equipped Year Book Eat. Data ot 

"'"'' X. Una PI•Sid lnyufmtot Bttfl"tmtnt 

SPtfnvfteld 1~ 10,000 1171 15,000,000 1811 

Part. 211 10,000 1110 2.!00,000 1818 

Laxfngton RU 1.QOQ 1I.Y IQO.QOQ 1Ul 

Total or Compoelta 11,000 1179.3 18,000,000 1118.8 

DIGITAL ELECTRONIC SWITCHING 
(OV!RALL UF1! SPAH) 

Location Equipped Year Book 

N1mt una plac;td lnyntm•nt 

Jacbon IUS . u .. ooo 1W 20,000,000 

G&Jnuvtlle DWI-100 1,000 
Lexington RIS . zag 

1117 8,000,000 
11JA 3QO.OOQ 

TotaJ or Compoelte 11.200 1185.8 28,300,000 

eat. Avg. RetltMJent Year • 1111.1 + 20 v .. r Span • 20015.5 



PRODIJCT LIFE CYCLE 

)Dr 

1994 
1118 
1998 

Total 

1H7 
11tl 
1918 

Tctal 

Company A 

Buried Metallic Cable 

11M Study 1ti7 Study ~ofY .. r 
,,...,,,, !c;tye!a/Foweat lnyntllllnt 

21U 229.8 (A) 
140.! 153.5 (A) 
IU ...12.:.-W 

441.9 445.4 ~A) 

~.4 33.2 (F) 221.3 

41.0 132.8 (F) 188.1 

4U. Q .3 (F) ..AU 

129.0 221 .3 (F) 414.7 

A.,.rqe ~ Ufe (Aa of 111/tT) • ~11 221.3· O.S • 1.1 YeatS 

Company B 

Aerial Metallic Cable 

18t1 Study 199.4 Study 1197 Study 

Y.w Fomrnt EgfKIIt Act;ytlo 

1184 7,411. 
.. 5,1117 3,532 

1115 010,318 7,532 3,811 

1818 'f2J187 1,037 3.410 

Total ~.433 22,411 10,140 
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Chart 3 

Substitution Analysis 1 
OBSOLESCENCE OF CIRCUIT EQUIPMENT -AU. CA TEGORJES 

SURVIVORS REMAINING FROM 1987 INVESTMENT 

Toc;hnoiAg¥ Futuru Inc. • Percent Surviving From 
End Of Percentage ~ Ctrrfera Revt•Wid In 
Ytu Surytylng 199M 19970 

100 
90 
83 
73 
62 
53 

" 35 
80.6 

1987 
1988 
1989 
1990 
1991 
1992 
1993 
199.4 
1~93 
1~98 

27 
21 59.2 

AR1. (.U of 1·1-lt) . 5.3 y..,. 

• • TechnologJcaJ SuUtltuUon In Circuit Equipment 
For Local Telecommunk 1don8 
Copyright 1tlt, Technology Futlne, Inc. 

I tnc:Juct. Nl!'f, IHET, \IS W..t. CJn.. South & CITI.SW 

0 lnclud• SouthWMtlm S.U. ClnctnnaU BeU & UO W..t -



AT'!'A~ KJH- 8 

PAOI S Ot' S 

Chart .. 

Substitution Analysis 2 

Non.SONET Circuit Equipment SuiVIvors 

Itehnglogy Futu[M Inc.* Percent SurvMng From 

End % Of 1994 camera Revt•wed 

Of lnw8bnent 1¥ FCC Staff In 

Y•r lyrytyJng ,! till 11170 

1114 
1H5 
1tte 

100 
81 
78 

AN. (Aa of 1-1-d) • S.7 YNIW 

17.8 
13.7 

Analog SPC Survivors 

Ttcbnglogy Futvm Inc, • 

End %0f1tl4 
Of lnvutment 

Ytar SyrvMng 

18M 
1tN 
1tH 

100.0 
82.1 
88.9 

ARL (Aa of 1-1..., • U YUIS 

Percent 8urvtvfng From 
Carrftra Reviewed 

By FCC Staft In 
119M 1HZO 

IS.O 
84.1 

• DeprlciiiOft UYM torre6ec:Gtrl'nunlc:atlona 
...... ftC N¥MW & Upcta~ 
Copyflght 1 .... T~ ,UU., Inc. 

t lndud• NIET, aNIT. ua w..t, 0111-lollth & OT1I..W 

Qlnc:tudu ........_, e.a. Cincinnati a.u & us w.a 
·-

1 
I 

1 



~tt.achaant MJM-9 
Page 1 ol 2 

COMPARISON OF TFI'S FIBER FEEDER FORECASTS 
(PeRCENT OF CIRCUrTS SERVED BY FlBER CABLE) 

TFl'a TFl'a TFI'I 
1MS '* 1$87 

Endd-Vaar fmece" ~~~ FonMr" 
~. ~ "4 

1082 O.o 0.0 0.0 

111&3 0. 1 0.1 0.1 

I~ 0. 1 0.1 0.1 

1885 OA OA 0.4 

1886 0.1 o.7 r-.1 
1907 1 t 1.1 1.1 
11188 u u 1.1 
leai 2.2 2.2 2.2 

11180 3.4 2.1 3 .1 

1"1 5 .1 u 1.7 
1882 7.5 5.1 ... 
1993 11.1 6. I 1.1 
19i4 18.0 S.J 7A 
leiS 22.5 11.2 11.3 

1Hil 30J 15.0 12.4 

lii7 40.4 111.4 \4 .• 

11198 50.8 24.5 111.5 

11198 61.2 30.5 · 23.8 
~000 70.6 38.0 211.0 
2001 78.5 -45.11 34.d 

roc.2 &U 53.11 40.6 
~003 89.5 &1.6 •75 

2004 92.11 $8.5 54 6 

2005 i52 74.8 61.8 

2006 116.5 80.0 69.1 

2007 117.11 au 75.6 

2008 NO au 81 1 

20C» H . I au 85.8 

2010 84.3 811.7 

201t ae.o 82.8 
2012 87.3 a..ll 
2013 a& A 116.8 
2014 98.1 118.2 

2015 8U 882 

HeM; Bold lndlc:aleUdullllnduatty ~rc:anla atlh• llnM TFI Prot•ctJon• de'Weloped 
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C:CWAQON 0" ACTUAL~ AHD ADDmOKS 

TO THI 1110 4HQ 111~ OIJIMCIA1'10N STtiDY I'O~~T1 

....... = .... Ca.DieM.-

(1000) 
PIIIC*IC 

tHO 1113 ,._OIMi• AO"*"•''*" 
w.Mrt Slllfy ~ 1fi0.1H~ ~YS111il 
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Summary of Reaerves On FCC Baa.la 

(Dollara In Thouunda) 

BeUSoutb 

1.I1M Soc* lheoretlcal 

~ lin I l!!!!f"S f!ll I !!!! Pw2J!d AlUM f!!-=-!! 

• b c•b/a d e a d / a 

Ala.bema 4.495.~ 2.305,0110 51.3% 2,049,569 45.6% 

Rodda 11.221,015 5,913,028 52.7% 5,462,663 48.7% 

Georgia 8.,546,417 4~198 50.1% 3,951,720 46.2"lfo 

K.enlucky 2.468,479 1.253.!52 50.8% 1,1 16,112 45.2% 

louisiana 4,533,989 2,597.514 57.3% 2,307,926 50 .. 9% 

tf ·h~ 2JIII9,921 1,606,380 53.7% 1,437,854 48.1% 

Nol1bCe~ 4.788.910 2.355.183 49.2% 2,230,763 46.6% 

Soulh CatoMna 2.,818,1!82 1.497,867 5 1.3% 1,442,795 49.4% 

Ten.,..tM 4.908.301 2$33.188 U.5% 2.116.157 44.3% 

Total .; 48,871,174 24,147 ... 11.5% 22,175,557 47.3% 

Souroe: Carrier~ pursuant 10 Sectmn C-1 ol Oepreaalion Study Guide 

8124198 - SluMIIy King Majoros O'Connof & Lee, Inc. 
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