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BEFORE 1HE FLORIDA PUBLIC SERVICE COMMISSION 

In re: ) 
) 

Dctcnnlnation of the c:o:t of ) 
basic local telecommunicariollS ) Ooc:kct No. 980696-U 
service pum.IAilt to Section ) Filed: September I(, 1998 
364.025, Florida Statutes ) _______ ) 

AT&T'S Prehftring Shltement 

AT&T ColllliUIIlications of the Southern Sllltcs, Inc. (hcreiODfkr "AT&T"), 

pursuant to Rule 25-22.038, Florida Adminisuutive Code. liJld order of the Florida Public 

SeTVice Commission (.hereinafter the "Commission") hereby submits 111 P~heruing 

Sta~cment In the abovc-refcrcoced docket. 

A. 1nd B. WltDeaa ud Enlblll: 

AT&T inu:nds to sponsor the testimony oflhe following wibleSSeS: 

Witnesses: Issues: 

RichardT. Ouepe (Direct) 1, 3.5a,6 

John L Hirshleifcr {Di=t nnd Rebunal) 4{b) 

ErJubits: 

JH-1 ReSUrl)e 
JH-2 Telepbono Holdina Companies 
JH-3 SlllllllllUY of Cost of Debt for BS1' OTE and Sprint 
1H-3a SST Bood Yields (u of 1213 1/97) 
JH-3b OTB Bond Yields (as of 12131197) 
JH-3c Sprint Bond Yields (as of 12131197) 



• 4 

• ' 

JH-4 3-S~q< DCF Mod<l t.stimalco or l.:ost ot I:AIWI)' tor 
Telephoao Holdula Comporuo 

JH-5 EalimaiCd 8<1-u for the Compon~bl< Comporues (60 
Monthly ()lltc:MdlOD'- period <ndina 12131197) 

JH-6 Risk Premium Compultr fiom DCF Exp<CI<d Marlt<t R<t\llll 
JH-7 Expo<Uid Lana-Run One-Monlh Treasury Bill Yield for 

Dco<mber 1997 
JH-8 Stock Mor\:d Premium Analysis 
JH-9 Model E.tlimaks of Cost of Equity for RllOC'"- ALL TEL. 

Cincinnall Bell, O'lC and SNET 
JH-10 Copilal SlniCNr< ot T<lephoao Holdin& Companies u of 

Ycor-l!od 1997 
JH-11 Model Eolimalcs of Cost of Capital for BST, GTE and Sprint 

Rebutl!ll JH-1 Comporilon of Earnings OroWih Fo~ts for Telephone 
Holdin& Companies and Wilclcss Companies 

JHR-2 N<IWOri< Services Stralqic Overview- Dell Atlontic 

Michael J. Majoros, Jr. 
4(a) 

Exhibits: 

MJM·I 

MJM-2 

MJM-3 
MJM-4 
MJM-5 
MJM-6 
MJM-7 

MJM-8 

MJM-9 
MJM-10 

MJM-11 

MJM-12 

Witncs5c:s: 

Art Lerma 

Exhibits: 

ALR-1 

ALR-2 

ALR-3 

Appearances Before Resulatory Aacncies Relatod to 
Deprecialioo 
Particlpatioo u Neaotiator in FCC Depreciation Rat< 
Rcpn:acripdoo Confcrcn= 
Resume 
All L£Ca Plant Relaled Rates 
BST TtiCJ)hone Plant Related Rates 
Florida Projectioo Life Comparison Recommeoded Inputs 
BeUSoulb Univcnal Service Depr<eialion Parameter 

Comporiloo 
PORCISiina- Society of Deprecialion Professionals 
Anmlal Meetina, F. Fnnldln. FCC, 09122/97 
Comporilon of11'1's Fiber Fcodcr forec:asts 
Trick RDco<d. Comparison or Ac:tltal Retimn<nts 
and Additions 1.> the 1990 and 1993 Depreciation 
StudyPo.-.u 
ComporiJoo of BeUSouth 's Metallic Cable Forecast to 

Aewal Retin:mcnts 
S\IIDDIAIY of Reserves on FCC Basis 

(Rebuttal) 

SW.: of Florida- BST. GTI!.t Sprint,_____. USF Cost per LiDe ' .vyu-v 

BeiiSouth Expc:rtses ptr Line USF Filina per BCPM 
3.1 (Docwnenladoa) 
BeUSouth Adjustccl Expenses per Line 
AT .tT Projecl<ld Expenses 

Calherine E. Pctzinaer (Rebuttal) -c(o) 

Exhibits: 

CEP-1 Comparison of Veoclor Swilcll Price Per Line 
Fully Installed Swilcll Price Per Lme and • 

DonJWoocl/ 
Brian f . PitJcin 

Exhibit.: 

DJW/BFP-1 
DJW/BFP-2 

DJW/BFP-3 

DJW/BFP-4 

DJW/BFP-5 

DJW/BFP-6 
DJW/BFP-7 

DJW/BFP-8 

Per Line Prioe for Swilcll TYJ><I 

(Rebuttal) 2. l. 4c, 0, p. 
q. r. •.t, 5(b) 

BCPM SaviDa Areas I anon: Cusuxncr Loeatioo 
Aac:ssmatt Souabt on BeU R&' -.. The Aaocial<ld Press. 
~ 
FCC Public Notioe ti~ed "Common CIIT:a Uw-eao, 
Scc:b Comment on Model Platform DeveiOI'fllt11~" 

08107198 
MoJll illllllrllina thai the BCPM does not serve all 
CUSIOmen 

BCPM OUipUirqtorU tbowlnt the IDveslmenl and COlt 

a<Oenllcd l>y the BCPM usina the BCPM's "default 
awilcllina ~·and the "SCM rwilcllina method" 
HAl acocodma rucceaa ra1<S by ll&lC and density r.one 
AT&T and MCl JUM 10, 1998 E. Pane lilln& with the 
FCC titled "HAl Model 5.0a - Wily itllnglneen lhe 
Appropriate Amount ofDistribudoo Plant" 
BCPM ul~ pids vary In rlze"""'" the Unil<d Sl&lcs 

. . 



DJWIBFP-9 
DJWIBFP·10 

DJWIBF:'-11 
DJWIBFP-12 

DJWIBFP·13 

DJWIDFP-14 

DJW/BFP-15 

DJWIBFP-16 

DJWIBFP-17 
DJWIBFP-18 

DJWIBFP-19 

DJWIBFP-20 
DJWIBFP-21 

C. Bulc Porllloo 

&llcore comparison of bush v. branch design 
Oraphlcal comparison of the BCPM and HAl Model 
approaches to ~:ncr location and outside plant deSign 
fllusuation ofMST Analysis on the BCPM 
Orspb of HAl Model Copper Anlllo& Distribution Loop 
LA!:natJu 

The BCPM does not build cable to reach modeled customer 
locations 
Square lots are inefficient and result in increased developer 
costs 
Comparison oflhc ownber of serving areas and lines by 
company in the 1-W Model and the BCPM 
Comparison of route miles by company in the HAJ Model 
and !he BCPM 
Per-foot strucll:'ll costs for distribution Md feeder plnnt 
Comparison of HAl Model and BCPM estimated distances 
to minlmwn spanning t:rce d~ by win: center 
Comparison of IIAI Model and BCPM estimAted distances 
to minimwn spannioa t:rce dislanc:es, by density Zl>ne 
Letter from Metroltl1\il de1alling gcocodlng succe&'l rnte 
Comparison of annual charge f~tors in the HAl Model a...:! 
tbcBCPM 

AT&T Position: Legislltion enACted in 1998 requlrcJ the FPSC to 

determine and report to the legislature the tot.al forward- iook.i -11 cost of providing basic 

local telecommunications JerVi« in Florida. AT&T believes that the cons for BciiSouth. 

GTE, Sprint-United and Sprlnt-Centel abould be determmcd by both using lhc HAl cost 

proxy model IllS filed by AT&T, and the inputs proposed by AT&T's and MCI's 

witncsseJ.. Based on the c:omj)llbon of lbesc cons to the revenue: generated by the 

services otrc:recl by tbele n.ECs, tbete is no need for a sepatate universal service fund for 

any of these ~mpsnlcs at thiJ time. 



D. u d F. Poai:UGu oa the wua 

ISSUE 1: What is the definition of the basic loc:~ltelecommunicationll 
service referred to in Section 364 .025( 4 ){b). Florida Statutes? 

AT&T Position: Florida Stalute Section 364.02 defi!le$ basic local 

telecommunications service in the context of altc:mati~ resuJallon for local exchange 

carriers and it specifics the obliptions of incumbent local exchange carriers that choose 

o.ltemative regulation. 1n this context. basic local tclecommunicatlo!b service is defmed 

a, that minimal service which carriers selecting nltemativc regulation must make 

' 
available to consumers in the state of Florida. However, for the purposes of determining 

the size of a univcnsal service subsidy, it is llPJlropriatc to include all foiWllld-looking 

costs incurred to provide this functlonaliry (the loop llOd the: switch) to conswners. In 

other words, the full cost of the loop and switch to provide all services that can be 

furnished to consu.mc:n should be included. Thb approach provides for consistcn.y 

between revenues and com wbcn dl!tcnniJiing whethc:r a sul..:;Sy is needed. since the 

appropriate revenues to consider are all the: rc:,-c:nucs that a local tc:lecommuniCDtions 

carrier can expect to ~~ in U$0Ciation with thr provision of local exchange service. 

This is the same method to calculate the: revenue benchmark 0141 the FCC used (and tii.C' 

Federal!State Joint Bomd RlCOmmended) in determlru.ng tlte interstate beoclunark. 

ISSUE 2: For purposes of dctcnninlnj l.bc cost of bask !ocal 
telecommunications service approl)ri&te for establishing a 

s 



ISSUEl! For purposes of determining the cost of basic local 
telccommunleatlons IICI'Vicc appropriate for establishing n 
per:!IWICilt universal service mcc:ha:rlsm, what is lbc approprillk 
0011 proxy mock! to ddmniDo the toiAI forward-lookina cost 
of providing basic local tclecommunlcatlocs servioe punuant 
to Section 364.02S(4)(b), FloridA Swutes? 

AT&T Position: The HAl Model, spocsorcd by AT&T ~tnd MCI, should be 

used 10 determine the costs of basic local telecommunications service. This model 

calculates forwud loolciJJg c:os1 by deal~ a oetwott capable of providing bigh quality 

basic local telecommunications lla'Vice within !he geographic an:a being studied. 

Oenmally IICCCpl.ed design llld pllloement priDCiples are appli.cd, and the network 

Investment is based only on the most recent co.;unercially available technology ond 

equipment. The HAl Model IICCUl1llely calculales lbc: least cost, most efficient means of 

mcetina thcu objectlves in a way thai iJ highly IJ)e<:ilic to the ma being stUdied but it 

not constroi.ocd by the hiatnrit or embedded 0051.5 of the incumbent local exchange 

company. 

ISSUEl: For purposes of determining thr cost of baslc local 
telecommunlcatlocs service appropriate for esa'blis.h.ing a 
permaner..t universal service rrechanism, should the 10141 

fO!WIId-looting cost of basic local tcleeom"lunicttions suvice 
pumw1110 Soc:tion 36o4.02.S(4)(b), floridn .>tatutcl, be 
delcnniDed by a cost proxy model on~ ba5is sma!la- thon a wire 
center? If to, oo wbac basil should it be determined? 

AT&T Pot:llion: The totAl forward-looking cost of univer.sal &crvicc should 

be deletDI.lned oo a wire ~tcr baslt. However, tho process to delerrninc subsidy 

requirement! in a ptnnancnt unlvcrsAI 5CIYir.e mochani.Jm ibould UJt co;SU IIWCi&IA:d at 



!he samo level that Wlhundlod oetworlc ele:mcot ("UNE'i c.>stJ are offered. The 

geographic basis to dctennitlt ooru iJ a sepanue IUld dlstinct issue from the basU to 

detmn.ine any subsidy ncods. The oost basis of the networlc facilities used to serve the 

customer should be tho same wbc:tber it is the incumbent local exclw!ge carrier scrvmg 

the customer dlrcdly or it is the competitive local exchange carrier lcumg those same 

facillti~ (as nerworlc clemcntJ). In either instance:. the relevant su'>dard should be the 

forwasd-looldns, affi.olent cost of the facilities used to provl.dc service. Bolh networlc 

clement prices and univcnal terVice cosu should be calculated from o cost study that 

estimates the forwwd-loolrina, efficient cost of a local networlc - which b preciJcly an 

oulput of the HAl Model. ln ill dctcnninAuon of any subsidy requimnents, !he 

pcnnanent univc:rsal Jetvlce mechtni•m should UJe oom qgregatcd at lhc same. level 

that UNE costs arc calculated. The critical rt'llltlonship iJ bctwcoen !he geographic w-ea 

used to determine the ncocl for a Sllbsidy and the geographic area~~ wbich UNE costs a.n: 

averaged. TbCie must be the same. ~is no such required n:lalionship between the 

geographic basis for dctcrminlna the fol'W11l'd looking cost of servia: and the geographic 

area used to determine the ncocl for a subsidy. 

ISSUE-4: ForiJIIlPC*$ of determining the c..st of basic I(V'al 
telecommunications llaVice appropriate for n\Ublishing 
a pcrmaneut uni venal eervla: mcchanlsm. for each of 
thc foUow!ng caqoria wba1 input va.lt es to the co>~ 
proxy model idcmlfied in IJSUC 2 are D.JlF<Opriatc for each 
Florida LEC? 

(a) Ocprec.i.aUoo me. 

7 



AT&T Position: Tllen: an: IWO values for c:ach Unifonn System of Accounts 

category: a projec:don Ufe and a future 1¥1 sa.lvage value. Thr approprial.c projection 

lives are shown on Mr. Majoros' At!X.Iunmt MJM~. p.3ge I of 2, Columns c. d and e. 

The nppropriate future net salvage vllluet are shown on Mr. Majoros' AtUiclunenJ MJM-

6, page 2 of 2, Columns c, d IJld e. 

(b) Cost of money 

AT &:T Position: Thr forward-looking economic cost of capital approprial.c 

for tbc provUion of universal ICI'Vice by pro~iden of lcx:al telephone &crvice. ba.sed on 

•::odem fUlanee theory and cWTCnt empirical re~h in fmance, is 8.50% for Bell South, 

8.74% for GTE. and 8.55% for Cmu:l and UniiCd. SignifiC411tly, thls estimate u 

supponeJ by independent aoun:cs. Bcawc the provision of univenal service hu less 

risk than either the LEC busir>e&s or other risky businesses of telephone holding 

companies, it will abo have a lower cost of capital As a rule of thumb compariJon. 10. 

yCM Treasury bood n>JeS have fallen from ~.03% llll of September 1990 to 5.211". u of 

September 4, 1998. TI1is is o decline of 375 bnsls poinl.5 since the 11.25"/o rate \llll!l 

prescribed by tbc FCC. Usina thiJ decline u a ' mperiaon implies a current cost of 

capital of 7.500,~. 

(c) Tax rates 

AT&T Position: Thr values f01this input have been included in Exhibit 

OJW-3, Sections 5.5.1 IJld 5.5.3. 

8 



(d) Supporting stJ\ICt\Jlel 

AT&T Position: The values for this input have been included in Exhibit 

DJW-3, Section 2.4.1 through 2.4.4. 

(c) Structure llwina fac10n 

AT&T Position: The valiiCI for this input have been included in Exhibit 

DJW-3, Sections 2.2.3, 4.4.24, and Appendix B. 

(f) Fill factors 

AT&T Position: The valucs for this input have been included in Exhibit 

DJW.J, Sections 2.6.1, 2.8.6, 3.3.1, 3.3.2, 3.S.3, 4.1.4, and 4.1.S. 

(a) Manholes 

AT&T Position: Tbe valucs for this input have been included in Exhibit 

DJW-3, SectioM 3. 1.2, 3.6, 3.6. 1, 3.6.2. 

(b) Fiber cable com 

AT&T Position: The values forlhil b::put have been included in Exhibit 

DJW-3, Section 3.4.2. 

(i) Copper cable cosu 

AT&T Position: The values for this input have been included in Exhibit 

DJW-3. Sections 2.2.7, 2.3.2, and 3.4. 1. 

Drops (j} 

AT&T Position: The values for Ibis input h.we been Included in Exhibit 

DJW-3. Sections 2.2.1 through 2.2.7. 

9 



(lc) Netwotk interf~~GC devi~ 

AT&T Position: The values for lhls input have been included in Exhibit 

DIW-3, Section 2.1. 

\I) 

AT&T Position: 

Outside plnnt mix 

The values for this input have been included in Exhibit 

OJW-3, Sections 2.5.1, 2.5.2, 3.1.1, 3.2.1, 4.4. 15. 

(m) DiaitaJioop carrier costs 

AT&T Position: The values for thls input have been included in Exhibit 

DJW-3, SectlonJ 3.5.1 through 3.5.12. 

(n) Terminal costs 

AT&T Position: The vnlues for this Input have been included in Exhibit 

DJW-3, Sections 3.5.1 throu&h 3.5.12 

(o) Switching costs and IWOCtlltcd variabiC3 

AT&T Position: The values for this input have been included in Exhibit 

DIW-3. Sections 4.1.1 through 4.1.12 and 4.2.1 through 4.2.6. 

(p) T'rafiic data 

AT&T Position: The values for this input have br. u tncluded in Exhibit 

DJW-3, Section 4.3.1 throu&h 4.3.1 5 and DJW-6 in the Input screen mtitled Traffic 

Parameters. 

10 



( q) s iping system cosu 

AT&T Position: The values for this input bnvc been included iu Exhibit 

DJW-3, Section .t!.7.1 through 4.7.14. 

(r) 

AT&T Position: 

Transport system costs and associated variables 

The values for this input have been included in F.xhibit 

DJW-3, Section 4.4.1 throuab 4.4.24 and 4.S.I through 4.5.14. 

(s) 

AT&T Position: 

FxpenseJ 

The valut1 for this lnput have been included in Exhibit 

DJW-3, Section 5 and Appendi~ C and 0, tod DJW-6 in the input screens entitled 

Expeoses. 

(!) Other inputs 

AT & T Positioo; The input valuu for all other inputs have """n included in 

Exhibit DJW-3. 

ISSUES: (a) For JliiiPOSC$ of determining the cost of basic local 
telccommuniCIItions xrvice appropriate for CS1Ablishing a 
pe.rmaocn1 unJ-.-enaJ lerVic:c mccllanism, for which Florida local 
IIXehqc compania must the cost of basic local 
tc.lecommWlicatlons aervic:c be dctemUned wing the cost proxy 
model identified in Issue "? 

AT&T Position: Allltuge LECs. that is. Bel!.:.outh. OTE and Sprint, should 

be required 10 UJC the same Q51 proxy model. It mll) not be npproprilllc nt this time for 

small rum! LECs, those whb less than 100,000 acceas I lacs, to usc the SlUT'' cost model 

as the non-rural complll\lcJ. The FCC lw determined, for lntenlllte bigb cost fund 

pUJ""j)O$el. rural LECt will not be n:quired to UJe a forward-looldn~ cost methodology at 

II 



least Until JlfiWitY I, 2001. Section 364.024{4Xc), Florida StAtutes (1998), pttmits the 

Commission to determlne small LECs costs ba$ed dther on a cost proxy model or an 

embedded cost basis. 

(b) For each of the LECs identified in (a), what cost ~ults 
from usi.ag the input values identified in Issue S in the cost proxy 
model identified io Issue 2? 

AT&T Position: The n:sulting costs are included in Exhibit DJW-5. 

ISSUE6: (a) For purposes of detero•ining the cost of basic local 
telccommunicatloi\J service o >PfOPrillte for establish.ina a 
permanent univel'lllll service mec'W\ism, should the cost of basic 
local teleoommunications serviC( for CIICh of the LECs that serve 
fewer than l 00,000 access lines I ~ computed uslfli !he cost proxy 
p~odcl identified in Issue 2 with tl e input values identified in Issue 
4? 

AT&T Position: No. This is consistent " .th the FCC determination. for 

interstate high cost fund pt.trp0$CS, that rural LECs will not be required to usc a forw • .rd· 

looking cost methodology at I~ until January I, 20<' t . 

(b) If yes, for C~Ch of the LEC that serve fewer than I 00,000 
access lines, whAt cost ~ult.s ··rmn using the input values 
identified in Issue 4 in the cost prox ~ mvdel identified in ls$\IC 2? 

AT&T Position: Not applicable. 

L2 



(c) If POt, for eocb of the Florida LECs that serve fewer than 
I 00,000 &~XeSS lines, whal approach should be employed to 
de!mni.ne the cost of bl•sic local tclecomrnunications service nnd 
wba.IIJ the rcsul tina coS\ ! 

AT&T Position: Since thc:rc i' no local competition in these areas nnd 

universal service is POl jeope.rdizccl, h is appropriAte to defer dctcnnination of universal 

service costs nnd subsidy nec.ds until the FCC addresses this issue or n rural [LEC can 

demons1Ja1e a specific occd for support. 

G. Stipalated luua 

Tl:len: arc PO stipullllcd ISSUC3 at thb time. 

H. P~ndhla Motlou 

AT&T has PO pcndiQa motions at this time. BellSouth has a pending motion to 

compel discoYery €rom AT&T. AT&T has oot yet bad an opportunity to file its rcsponst. 

There arc PO~ of which II T &: T Is aware tliiU cannot be complied with. 

Trxy lktch 
Suite 700 
I 0 I North Monroe Slrccl 
Talt.ha.uee. Florida 3230 I 
85()(42~365 

8SOt42S-6361 (fax) 

Att.Otnl:y for AT & T 
COI.IMUNlCA TIONS OF THE 
SOlJllffiRN STATES. INC. 
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