Fil L..Gnllugh%

Vice President, Regulatory Allaws &
Regulatary Counsel

2 i
" LLG/m)
___.il

Enclosure

ces- Al Parties of H“W"l-;"t'—‘r.'w ?
Steven E. Wilkerson _—_

L] L]
[ ] -4 Fhe =
ORI IMAY
&= . . P U 4
Horida Cable Telecommunications Association
steke WjlRetsot Preswders - _
VIA HAND DELIVERY
November 2. 1998
Ms. Blanca S. Bayo, Director
Division of Records and Reporting
Flonda Public Service Commission
2540 Shumard Oak Blvd,
Tallahassee, FL 32399.0850
RE: Docket No. 9B0G96-TP
Dear Ms. Baya:
Enclosed for Hiling in the above docket are the onginal and 15 copes of the Pasthearning
Brief of the Flonda Cable Telecommunications Association.
Copes of the Posthearing Brief have been served on the parties of record pursuant to the
attached certiicates of service. Pleaso acknowledge roceipt of filing of the above by stamping
the duplicate copy of this letter and returning the same 1o m
Thank you for your assistance in process this fimg. Please contact me eath o any
e GuUEslions
; x
S —ours very truly,

]

VO North Monnwe Sereer » Fallih Py, |'||:!I':IJ.I. F2A0T o (B50) 681199 FAX (830) 65 1-9676 s ot on




CERTIEICATE OF SERVICE

| HEREBY CERTIFY that a true and correct copy of the loregoing Posthearing Bref of
the Florida Ceble Telecommunications Association has been furnished by LS. Madl delivery

this 2 day of Moveraber, 1988, 10 the following:

Moreca Barone, Esqre
Sprint

3100 Cumberland Cucle
Atlanta, GA 30339

Thomas Bond

MCI

780 Johnson Feny Rd
Suite 700

Atlanta, GA 30342

Lynne Browaer

Mortheast Flanda Telephone Company
P.0. Box 485

MacClenny, FL

Kimborly Caswell, Esguirs
GTE Flonda, Inc.

106 E. College Avenue
Tallahoa~ses, FL 32301

Kimberly Caswell, Esguire*®
GTE Flonda Incorporated
One Tampa Ciy Center
201 N, Franklin Stroet
Tampa, FL 33602

Wilhham Cox

Stall Counsel

FRSC

2540 Shumard Oak Blvd
Tallahassee, FL 32399-0850

Putor Dunbar

Harbara Augaor

Ponnington, Moore, Wilkinson, & Dunbar
P.0O. Box 10095

Tollahasses, FL 32302

Mark Ellmer

GTC Inc.

P.0O. Box 220

Part St. Joe, FL 32457

David Erwin, Esguire
Attorney at Law

127 Riversink Road
Crawlordwille, FL 32327

Harnet Eudy
ALLTEL Flonda
P.0. Box 550

Live Oak, FL 32060

James Falvey, Esqg.

a.spire Communicauons, Inc.

133 National Busines. Pkwy, Suite 200
Annapols Junction, MD 20701

Jahn Fons, Esquire
Ausley & MacMullen
227 S. Calhoun St
Tallahassee, FL 32301

Kelly Goodnight

Frontier Communications
180 5. Clinton Avenue
Rochester, NY 14646

Stan Greer

BeliSouth Telecommumications, Inc.
150 5. Monroe Street, Suite 400
Tallahassee, FL 32301-1556

Michael Gross

Asst, Attorney General

Office of the Attormey General
PL-01 The Capitol
Tallahassee, FL 32399-1050

John Guthre



Susan Masterton
418 Senate OHice Bldg
Taliahnssee, FL 32399

Lynn Hall

Vista-United Telecommunications
P.0O. Box 10180

Lake Buena Vista, FL 32830

Tracy Hatch

ATET

101 N. Monroe Street
Suite 700
Tallahassee, FL 32301

Norman Horton, Esquire
Messer, Caparelio & Sell, P.A,
P.O. Box 1876

Tallahassee, FL 32302

Caral Marek

Vice President of Regulatory Affairs

Time Warner Communications
233 Bramerton Court
Fronklin, TN 37069

Tom McCabe
TDS Telecom
P.O. Box 189
Quincy, FL 32353-0189

Joe McGlothlin

McWhirter, Reeves, McGlothlin, Davidson,

Hief & Bakas, P.A,
117 5. Gadsdan 5t.
Tallahassee, FL 32301

Richard Melson, Esquire

Hopping, Green, Sams & Smith, P.A.

P.O. Box 6526
Tallahassea, FL 32314

Charlie Murphy

Booter Imhof

428 House Office Bldg
Tallahassee, FL 32399-1300

Robert Post

ITS Telecommunications Systems, Inc.
P.O. Box 277

Indiantown, FL 34956

Charles Rehwinkel

Sprint-Flonda, Inc.

1313 Blair Stone Road, MC FLTHOO107
Tallahassee, FL 32301

Floyd Self, Esquire

Messer, Caparelio & Sell, P.A.
215 5. Monroe Street, Suite 701
Tallahassee, FL 32301-1876

Jack Shreve, Esquire

Charles Beck, Esquire

Office ot Public Counsel

c/o The Florida Legislaturo

111 W. Madison Street, Am 8§12
Tallahassee, FL 32399-1400

Brian Sulmoneth
WorldCom, Ine.

1515 S. Federal Highway
Suite 400

Boca Raton, FL 33432

Jelt Wahden, Esquire
Ausley & MoMullen
2271 5. Calhoun S1.
Tallahassee, FL 32301

Nancy White

Robert Beatty

c/o Nancy Sims

BellSouth Telecommunications, Ine.
150 5. Monroe Street, Suite 400
Tallahasses, FL 32301

Lzlujﬂ L. ﬁlaghnfg B




BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Determination of the Cost of Providing ) Docket No. 980696-TP
Basic Local Telec smmunications Service, |

Pursuant to Seciion 364.025, Florida | Filad: Movember 2, 1995
Statutes )

= )

POSTHEARING BRIEF OF THE FLORIDA CAE

Fursuant to Rule 25-22.56, Florida Administrative Code, and Order No. PSC-98.0813-
PCO-TF, issued June 19, 1998, the Flonda Cable Telecommunications Association. Inc.
(FCTA) submits its Posthearing Brief to the Florida Public Service Commission (Cammusson)
in the above-referenced proceeding.

BASIC POSITION

The Florida Legisiature requested this rtudy of the total forward-looking cost of basic
local telecommunications service so that it can evaluate the need for a permanent universal
service mechamism in Florida. At this time, the Legislature has only a ked for a determination
of the forward-looking cost of service. It has not asked the Con mission to establish a
universal service mechanism or to guantily the need tor a fund, Tr 20, Accordingly, the
Commussion should distinguish between the estimated cost of setvice sersus the need for and
size of any fund. ld. The Commission’s February 15, 1999 Report should be himited to a
determination ol the cost of service and identily additional issues that should be addressed
in future proceedings before any permanent universal service mechonism 1s established in
Flonda.

FCTA has not advocated the adoption of a partizular cost mo-del in this proceeding.

Instead, FCTAs tesumony, which was stipulated into the record without abjection, addresses




the inputs that are most hkely to influence the cost estimates submitted under the Benchmark
Cost Proxy Model, Version 3.1 ("BCPM 3.17) and the Hatfield Mode!. Version 5.0a "HM §.0a"
or “Hatheld Model™), FCTA has taken this approach because the BCPM 3.1 and HM 5.0a
maodels have evolved and will continue to evalve. FCTA recommends that the Commission
tacus on wput moditications 1o develop more reliable cost estimates. In particular, the
tallowing inputs anpear to have the most significant eflect on the model outputs: cupperhiber
crussover point, fill factors, percentage of structure shanng, purchase price for outside plant
and switching facilities, 1ill factors/percentage of structure sharing, purchase price for outside
plant and switching facilities, labor rates and installation times, capital costs and operating
expenses, Tr. 25-32, These inputs should be carefully scrutinized.

The inputs proposed by the BCPM 3.1 model sutfer from lack of documentation and
their accuracy is not readily verifiable. Tr. 32.39. The LECs appear to rely heavily on histonic
cost data and cost relationships 1o project the forward-looking expenses that an efficient
carrier would incur. Tr. 38. Over-reliance on histonc costs and cost relatansiips - withoul
careful analysis of whether such costs and relationships are forward looking and efficient -
results in compensating the LECs for sunk, embedded or inefficiently incurred costs and
neediesaly inflates the size of any universal service fund. Tr, 20. This result 15 contrary to the
Legislature’s request for a determination and report on the "total forward-looking cost™ of
providing basic local telecommunications service pursuant to s. 364.025(4)(b). Flonida
Statutes,

FCTA's testimony also addresses LEC arguments about the immediate need for a large
permanant universal service fund. Tr. 40. These arguments must be rejected at this time.
The Legisiature 1s not convinced that a permanent mechanism is necessary and, since local
compettion is virtually nan-existent, the LEC ability to maintain umversal service has not been
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eroded. Tr. 40-43; 605

When Chapter 364 was amended in 1995, the Commission was directed to establish
an intenm “mechanism” for a “transitional period” while competition emerged. s. 364.025(2),
Flonda Staiutes. The Commission was also directed to track and annually repoft “tho overall
impact of loce! excoange competition on the continued availability of universal service.” s.
364,386 (1)(a). Flonida Statutes. Exhibit 14, FPSC Order No. PSC-95.1692-FOF- 1P, Issued
December 27, 1995 (Interim Universal Service Order). These protections were put into place
in an abundance of caution because it was unclear to the Legislature in 1995 what impactk, i
any, emerging competition would have on the continued maintenance of universal service and.
therefore, the need for funding.,

When the Commission established the intenm umiversal service *mechamism,” no costly
fund was established or demonstrated to be necessary, Interim Universal Service Order, 95
FPSC 12:397; Tr. 604. Instead, any LEC expeniencing an erosion of s ability to mantain
universal service as a result of competition is able 1o petition the Commission and demonsirata
the need for funding. The petitioner is able to ruceive any necessary tunding in an expedited
manner. In the almost three years since the intenm mechanism was established, no LEC has
filed a petiion for universal service suppon. Tr. 604-605.

Despite broad LEC assertions about the need for a fund in this proceeding, the impact
of competition on the maintenance of universal service has yet 1o be demonstrated. Tr, 42,
The record reveals that little to no local exchange competition has emerged since competition
was authorized January 1, 1996, As FCTA witness Barta points out;

The total number of business access lines served by all entrants combined is

42,303 and the total number of residential access lines s 13,857, By way ol

companson, the three large LECs (BeliSouth, GTE Flarida, and Sprimt-Floridal

have approximately 2.9 million business access lines and 7.8 millon residential

access hnes, which account for approximately 98.5% of the total access lines

in the State (the remaining 1.5% of the total access lines belong to the
remaining seven incumbent LECs). Based on information received as of




September 199/, the competitors account lor 0.5% overall ol the total access

lines served, 1.4% of the business access lines, and 0.2% of the residential
accesd ines.,

Tr. 42-43. auoting Competition in Telecommunications Markets in Flarida, FPSC Division of
Communicatiuns at page 8. Florida Competitive Carriers Association (FCCA) witness Gillan

adds:

History has shown that ILEC claims concerning the “threat of

competition” have been... unfounded. Despite numerous cnos

during the 1995 proceeding that widespread local competition

was “imminent®, the competitive landscape 15 a Iittle different

now than then. There is still no widespread local competition in

Florida and ILEC earnings continue to grow.
Tr. 604-605. BellSouth witness Martin concedes that BellSouth's basic residential service
marketshare is over 99%. Tr. 1156. The LECs have faled demonstrate that a universal

service fund is needed due to competitive pressures.

Amendments to Chapter 364 during the 1998 session only highlight the Legislative
uncertainty over the need for a permanent fund. This proceeding is being conducted according
1o 5. 364.025(b), Flonida Statutes, to assist the Legislature n ultimately estabhshing a
permanent "mecharism.” The word "mechanism” used in 5. 364.025(b) i1s the same term used
in refernng to the intenm universal service *mechanism® in 5. 364.025(1)1-2}, Flonda Statutes,
As the with the interim universal service mechanism, the term “permanent mechanism”™ makes
no assumptions concerming the need for an immediate costly fund. For example, it may be
appropriate for the Legislature to simply adopt the interniin mechanism as the permanant
universal service mechanism rather than establish a costly fund.

Given this context, the Commission should focus on IS5UING A natraw report 1o the
Legislature that: 1) determines the cost of providing basic local telecommunications service
and 2) identifies what additional issues should be evaluated in future proceedings before a

permangnt mechanism 15 established. These additional icsues should include, at minimum:




¥ any rate rebalancing permitted and the impact on 1he need for a universal

service fund:
2. the appropriate revenue benchmark and other policy considerations:
d. the averall profitability of serving residential subscnbers: and
4. the degree of local competition in Flonda.

Barta, rebuttal at 23. This approach is consistent with that of other states where cost of
service 1ssues were handled separately.  See, i.e. Commonwealth of Kentucky Admimistrative
Case No. 360, North Carolina Utilities Commission - Docket No. P-100, SUB 133b, Lowsiana
Public Service Commission - Order Nos. -0-22022/22093-A, UZ0BB3-A, Stipulated Exhitnt 14,
and Tennessee Docket No. 97-00888 Phase |I.
ISSUE ONE:
What is the definition of the basic local telecommunications service referred to 1n Section
364.025(4)(b), Flonda Statutes?
*The definition contained in sectior. 364.02(3), Florida Statutes, should he
utilized for this proceeding. However, the support for universal service should
not include support for any business line service and should be limited to the
first residential line,*
DISCUSSION: Secuon 364.025(4)(b), Florida Statutes, provides that the Commission shall
determine and report to the Legislature the total forward-looking cost of providing “basic local
telecommunications service,” |ssue one is directed at determiming the meaning of the phrase
“basic local telecommunications service.” The phrase is defined in Section 364.02(2) which
stiles:
Basic local telecommunications service” means voice-grade, flat-
rate residential, and flat-rate single-line business local exchange
services which provide dial tone, local usage necessary 1o place

unlimited calls within a local exchange area, dual tone
multifrequency dialing, and access 1o the following: emergency




services such as “911.° all locally available interexchange

companes, directory assistance, operator services, relay

services, and an alphabetical directory listing. For a local

exchange telecommunications company, such term shall include

ny extended area service routes, and extended calling service in

existerce or ordered by the commission or or before July 1,

150E.
Consistent with principles of statutory construction, the delmnition contamed in section
364.02(3), Florida Statues, should be utilized in this proceeding. The appropriate definition
o "universal service” is a separate issue nol specifically addressed in this moceeding, The

support for universal service should not inclu'e support for any business line service and

should be limited only to the first residential line,

ISSUE TWO;
For purposes of determining the cost of basic local telecommunications service appropriate for
establishing a permanant universal service mechanism, what is the approphate cost proxy
model to determine the total forward-looking cost of providing basic local telecommunications
service pursuant 1o Section 364.025(4)(b}, Florida Statutes?

*The appropriate cost proxy model is one that is consistent with forward

looking economic costing principles and not a reflection of a blend of costing

li.e. embedded and TSLRIC) approaches.*
DISCUSSION: As a general matter, the appropriate cost proxy model i1s one that 15 consistent
with forward-looking economic eosting principles and not a reflection of a blend of costing (1.a,
embedded and TSLRIC) approaches. Tr. 17. The model should not incorporate less ofliciant
technology than is currently available, work processes that are more labor intensive than
existing automated procedures, or any types of past inefficiencies. Capital costs and oparaling
expenses utilized by such a madel must be reasonable on a forward- looking basis. [d.

FCTA has not recommended the adoption a specific model in this proceeding. Hecause




BCPM 3.1 and HM 5.0a the cost madels are continuing 1o evolve, FCTA recommends that the
Commussion should focus on selecting the appropriate model inputs. The miajor input drivers
that the Commussion should address are: copper/fiber crossover point, hill actors, structure
sharing. cable and outside plaint costs, labor rates and installation tmes, cost of capital, and
operaling expenses, These nputs are discussed in more detail undear lssue Four,

The Commission shou'd also carefully scrutinize LEC-proposed company- spacilic iInputs.
To at least some extent, the model adopted by the Commission should accommodate the
individual circumstances of individual LECs. However, as more and more company-specific
inputs are selected, the model ceases to be 8 model which produces the torward-looking cost
of providing basic service in a certain geographical area and instead becomes a model designed
to recover the costs lor a specific LEC. This result is inconsistent with s. 364 .025{4)(b),
Florida Statutes, and FCC requirements that cost models utilize the least-cost, most-eificient,
and reasonable technology for providing the supported service “that s currently being
deployed.” Federal-State Board on Universal Service, CC Docket No. 96-45, Report and Order,
FCC 87-157. 7CR (P&F) 109 ot Par, 250 (*Federal Universal Service Order”), |Released: May

B. 1997, Exhibit 14.

ISSUE THREE;
For purposes of deterrmining the cost of basic local telecommunications service appropriate for
estabbshing o permanent universal service mechanism, should the total torward-looking cost
of basic local telecommunications service pursuant to Section 364.025(4)(b), Flonda Statutes,
be determined by a cost proxy model on a basis smallar than a wire center? If so, an what
basis should it be determined?

*Costs may be modeled at the wire center or lower levels for purposes of

developing an estimate of cost; but costs should be aggregated no lower than




the wire center level for universal service support purposes.*®

DISCUSSION: For purposes of developing an estimate of (he costs to provide basic local
telecommunications service, it is appropriate 1o examine costs modeled at the wire center as
well as lower levels of geop aphic disaggregation. However, for universal service support
purppses, costs should be agaregated no lower than the wire conter level. Extubit 6, FCTA's
Response 1o Staff’s First Set of Interrogatories.

The Commission’s decision concerning the aggregation of costs will be an important
determinant in the ultimate size of the Florida universal service fund. Each cost proxy model
can disaggregate the costs 1o provide universal service at a very discrete level, In devaloping
cost estimates, data is disaggregated at the wire center level, Census Block Groups (*CBGs”)
Census Blocks (*Cbs”), and even at the grid and micrognd level, Tr, 24.

Althaugh each successive level of disaggregation can be helpful in locating customers
and configuning a network to serve those customers, the geographic area that is ultimately
defined for univer2al service support consideration is espacially important in determining the
magnitude of the support. As the geographic serving areas being modeled become increasingly
granular, it should be recognized that the alleged precision of the cost estimates does not fully
take into account the economies of scale and scope engineered into the incumbent LEC's
netwark, Taking the level of granularity 1o its extreme, the costs necessary 1o provision
umiversal service for one customer may result in high cost support, but the facilities to serve
an adjacent subscriber may be below the cast threshold.

The wire center appears to be the most suitable leve! at which 1o aggregate the costs
1o calculate uriversal service support requirements. Indeed, BellSouth witness Peter Martin
agrees by recommending in his prefiled direct testimony that:

Initially, the forward-looking cost of basic telecommunications

should be calculated at the wire center level, Current
telecommunications providers capture data at thiz level of




aggregation on a siandardized basis. Therefore, a wire center
basis for cost calculation would be less burdensome nitially than
going to 2@ more targeted area of measure ke a census block
qrotp (CBG),

Tr. 1144-1145,

ISSUE FOUR;
For purposes of determiming the cost of basic local telecommunications service appropnate for
establishing a permanent universal service mechanism, for each of the following categaries

what input values to the cost proxy model identified in Iss @ 2 are appropriate for each Florida

LEC?
lal Depreciation rates

*FCC prescribed economic lines and net salvage values should be adopted for

BellSouth and GTE. The default rate of HAI 5.0a provides a suitable proxy for

Sprimt.*

DISCUSSION (al: The Federal Communications Commission (FCC) requires that the
madel adopted by state Commissions utiize economic lives and future net salvage percentages
used in calculating depreciation expense within the FCC-autharized range and currently
authorized depreciation hvus. Sge Federal Universal Service Order at $250, no. (6], The
Comrmussion should reject any proposals to apply economic lives outside the prescribed range
and should substitute, in ther place, economic lives and net salvage percentages within the
FCC-authonzed range.

The Hatfisld Model adopts the average projection lives adjusted for net salvage value
as determined in the three-way meetings held between the FCC, state regulatory authoriy and
the utibty for 76 LEC study areas. As explained in the Hatfield Model 5.0a documentation on
page 67

[Tihe model assumes straight-line depreciation and calculates




return on investment, tax gross-up and depreciation expenses
annually on the mid-year value of the investment. Because
capital carrying costs are levelized, substitution of nonlinear or
accelerated depreciation schedules for straight-line depreciation
would have almost no net effect on calculated annual capital
carryi g costs (aside from faverable tax effects).

The LECs =dopt a different approach. BellSouth presents rates developed by its
Depreciation Organization. GTE asserts that ats 1996 financial reporting rates are
representative of forward-looking conditions. Spnnt relies on an outside study conducted by
Technology Futures, Inc,

The Commission should reject the LEC approaches by adopting the FCC economic lives
and net salvage values prescribed for the Florida Operations of BeliSouth and GTE. The FCC
estimates ate grounded in a comprehensive examination and offer an objective assessment of

capital recovery rates. The FCC has not prescribed rates for the Sprnt operating comuanies.

In lieu of FCC specific rates, the default rates of the HM 5.0a serve as a suitable proxy. Tr.

31.
] Cost of money

*The rate of return estimated by the HAI 5.0a sponsors appears morg

representative of the LECs” forward looking cost of capital.®

DISCUSSION (b): The FCC requires that the cost model adopted by the Commission
utilize a rate of return at “either the authorized federal rate of return on interstate services.
currently 11.25 percent, or the state’s prescribed rate of return for intrastate services.” See
Federal Universal Service Order at 250, no. (4). Capital costs appeat 1o boa a majer dover in
the model results. Sprint and BellSouth believe that the FCC authonzed rate of return of
11.25% should be used in the cost proxy model, A 12.63% overall cost of capital is projected

by GTE. Tr. 26,

The Commussion should adopt a capital structure and cost of capital for use in the
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universal service cost proxy model that recognizes the LECs' network economies of seale and
scope and the fact that there is no meaningful competition for basic local exchange service
from lacilives-based provide s at this time. On a forward-looking basis, the weighted average
cost of capital s hkely to e closer to that endorsed in the Hatlield Madel rather than the
assumptions made in the BLPM 3.1, The HM 5.0 cost of capital more appropriately recognizes
the lower business nisk atinibuted to the inherent efficiencies derived from the LECs’ network
economics ol scale and scope as well as the fact that no meaningful local competition exists
for basic local service at this time. Tr. 27,
[[4] Tax rates

*No position.*
idi Supporting structures

*No position,*
el Structure shanng factors

*Model inputs for structure sharing should reflect a realistic sharing arrangement. *

DISCUSSION: Structure sharing refers to the practice of shaning investments in poles,
trenches, and conduits with other utilities and/or cartiers. Tr. 28. The model inputs for
stfucture shanng should reflect a realistic sharing arrangement.  The structure sharing
percentage should recogrize that, over ime, there will be more carriers secking the ecanomic
benefits of structure sharing, but the opportunities for such sharing may be constrained for a
number of reasons, including engineering limitations. Tr. 30.

The level of sharing of support structures projected in the Hathield Maodel is significantly
greater than in the BCPM 3.1, In both models, the amount of structure shanng depends upon
the type of structure and the density zona,

The Hathield Model sponsors believe that the increased level ol shanng of suppart

structures on a forward-looking basis is attnbuted to the strong economic and financial
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ncentives that will prevail on a forward-looking basis:
tirst, because utilities are now more likely to either face
compatition of to be regulated on the basis of their prices [e.g.
price caps) rather than their costs le.g. ratebase), a LEC's own
scoaomic incentive is 1o share use of Its mvestment 0 outside
plart structure. Such arrangements permit the LEC to save
substantially on its outside plamt costs by spreading these costs
across other utlities or users. Second, many localities now
strongly encourage joint pole usage or trenching operations fnr
conduit and buried facilities as a means of minimizing the
unsigitliness and/or nght-of-way congestion occasioned by
multiple poles, or disruptions assaciated with multiple trenching
activities,
Because of these economic and legal incentives, not only has
structure sharing recently become more common, but s
incidence is likely to accelerate in the future-especially given the
Telecommunications Act's requirements for nondiscriminatory
acocess 10 structure at economic prices

Hatheld Model Version 5.0a, Inputs Portfolio, Appendix B, page 151.

The sponscrs of the BCPM 3.1 rely upon past and current experience with the shanng
of structures within the state. The BCPM model documentation contemplates sharing of poles
based on “BeliSouth Florida-specific structure sharing percentages to rellect wvalues
representative of BellSouth's costs in Flonda® BCPM 3.1 documentation, Section 4, Proposed
BCPM 3.1 Inputs. The proponents of BCPM 3.1 in other jurisdictions have concluded that,
currently, the sharing of trenches and conduit among utilities and other users is negligible and
is nat practicable a1 any significant level, Tr, 29-30,

Clearly, the model sponsors have differing views on the level of structure sharning that
's likely to occur on a forward-looking basis. The issues raised by the Hatfield Model SPONSors
have ment, The percentage of structure sharing among utilities and othaer users should
increase in the future as more parties require space on a hmited number of nghis-of-way. But

115 unclear whether the degree of structure sharing will materialize.  On the other hand, the

BCPM 3.1 sponsors” absolute reliance on current practice 1s not rellective of a forward-looking
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and cihicieni cost analysis. As a result, the Commission should revise madel inputs for
structure shanng, by density zone, to reflect a more realistic sharning arrangement. The sharing
percentage chould ‘ecognize that there will be more carners seeking the economic benefits of
structure sharing Hut such opportunities may be constrained for a number of reasons, including
engineering imitations. Tr. 30,

it Fill tactors

*The appropriate fill factor should bala ‘ce current and expected demand levels

for basic local telecommunications services as well as accommodate the

requirements for administrative and modular related spare capacity over the

economic life of the feeder and distribution facilities.*

DISCUSSION: A fill factor represents the percentage of the aetwork facility that is
being used. Tr. 27. Neither regulated or nonreguiated firms anticipate or desire 1o be at full
or *00 percent utilization of capacity. Thus, network facilites are engineered with an
dppropriate amount ol spare capacily. The spare capacity can take the form of administrative
spare (necessary for network testing and management functions), spare capacity attnbuted
to modulanty (resulting from the indivisibility of certain types ol equipment], and demand
related spare (necessary to serve future customers). |d.

The fill factors used in the models alfect the level ol investmeant required 1o provide
services to customers. Lower than necessary utihzation rates increase total loop investment
because the increase in capacity associated with lower fill factors increases the amount of
loop plant used to deliver telecommunications services, Optimistically robust Bl factors may
jeopardize the quality of service.

The appropriate fill factor used by the Commission in the cost proxy maodel should
balance cufrent and expected demand levels Tor the supported services as well as

accommodate the requirements for administrative and modular related spare capacity over the
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economic life of the feeder and distribution facilities. Tr, 28.
{ql Manholes

*No position. *
thi Fiber cable costs

*The Commission should require additional support for the BCPM 3.1 input values to

ensure the values are supported by actual vendor information.*
i) Copper cable costs

*The Cummission should require additional support for the BCPM 3.1 input values 1o

ensure the values are supported by actual vendor information. *

DISCUSSION for (h) and (i): The FPSC should require additional support for the BCPM
3.1 input values to ensure the values are supported by actual vendor information. The FPSC
should also determine whether the BCPM 3.1 inputs inoppropnately refiect historical
expenence (1.e, embedded costs) or are more appropnately indicative of the forward-looking
operatitns that an efficient carrier would be likely 1o incur in a competitive market.

The Hatfield Model sponsors admit that tne propriety claims of switching manufaciurers
and vendors of outside plant facilities increase the difficulty of estimating the acqusition costs
for such net'work facilities as central office switches, and copper and fiber optic cable, HM
5.0a documentation, Inputs Portfolio, page 10. The BCPM 3.1 sponsors draw upon the
opinions of engineers to compliment the use ol state-specific data regarding the costs 1o
engineer, furnish, and nstall network factlities. The vendor prices for the facilities are deemed
proprietary by the BCPM 3.1 sponsors. The BCPM sponsors are critical of the network
facilities prices utilized in HM 5.0a.

In this context, the Commission cannot be assured that the prices for switching and
autside plant network facilities used in the models reflect forward looking conditions unless

additional support for the BCPM 3.1 input values is required, More reliable data should be
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obtaned {from the BCPM 3.1 sponsors - under proprietary protection - in order 1o determine
whether the values input i the inodel are supported by actual vendor information. Tr. 35,
The supparting documentation may include vendor invoices that can be veritied with individual
construction work order summaries that capture vendor matenal costs, contractor labor costs,
and company labor costs. ig.
iy Drops

*MNo position.*
(k) Network interface devices

*No position.*
{1 Outside plant mix

*No position.*
im)  Digital logp carrier costs

* The Commission should require additional support for the BCPM 3.1 input values to

ensure the values are supported by actual vendor information.*
inl Tarminal costs

* The Commission should require additional support for the BCPM 3.1 input values to

ensure the values are supported by octual vendor information. *

DISCUSSION of (m) and (n): The FPSC should require additional support for the BCPM
3.1 input values to ensure the values are supported by actual vendor information. The FRPSC
should also determine whether the BCPM 3.1 inpuls mappropnately reflect histoncal
expenence e, embedded costs) or are more approphiately indicative of the forward-looking
cperations that an efficient camer would be likely 1o incur i a competitive market.
(o) Svatching costs and associated variables

*The Commission should require additional support for the BCPM 3.1 input values to

ensure the velues ore supported by actual vendor information, *
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DISCUSSION: The FPSC should require additional documentation tor the BCPM 1.1
npul values 1o ensure the values are supported by actual vendor information. The FPSC
shouid also determine whether BCPM 3.1 inputs inappropniately reflect historical expenence
{i.e. embedded costs) or are more appropriately indicative of the forward-looking operations
that an efficient carnier would be likely to incur in a competitive market.

The Hatfield Model sponsors admit that the proprigtay claims of switching
manufacturers and vendors of outside plant facilities increases the ditficulty of estmating the
acquisiion costs for such network facilities as central office switches and copper and 1iber
optic cable. The BCPM sponsors draw upon the opimions of engineers 1o compliment the use
of state specific data regarding the costs to engineer, furnish, and instali network tacilities.
The vendor prices for the facilities are deemed proprietary by th.e BCPM SPONSOrs,

Since the BCPM sponsors are critical of the prices for network facilities used in the
Hathield Model, it seems reasonable for the Commission Lo require additional support lar the
BCPM input values. The Commission should seek more rehiable data from the BCPM SPONSOIS:
under proprietary protection-in order 1o determine whether the values input into the model are
supported by actual vendor information. Tr. 35, The supporting documentation may include
vendor invoices that can be verified with individual construrtion work order summanes that
capture vendor material costs, contractor labor costs, and company labor costs. In the end,

however, this data must be analyzed for consistency with forward looking and elticient cost

requireaments, Tr, 36,
pl Traffic data
*No position, *
iql Signaling system costs
*The Commission should require additional support for the BCPM 3.1 input values to

ensure the values are supported by actual vendor information. *

16




{r] Transport system costs and associated variables

*The Cominission should require additional support for the BCPM 3.1 input values to

ensure the value:s are supported by actual vendor information, *

DISCUSSIGI: of (q) and (r): The FPSC should require additional support for the BCPM
3.1 input values 10 ensure the values are supported by actual vendor information. The FPSC
should also determine whether the BCPM 3.1 inputs inappropriately reflect historical
experience (e, embedded costs) or are more appropriately indicative of the forward looking
operations that an etficient carrier would be hikely ta incur in @ competitive market,

(5] Expenses

*The estimates developed by the BCPM 3.1 and HAI 5.0a models lack adequate

support and do not provide reasonable assurance that the levels are

representative of an efficient carrier operating in a competitive environment. *

DISCUSSION: The estimate of operating expenses developed by the BCPM 3.1 model
lacks adequate support and does not provide reasonable assurance that the levels are
representative of an efficient carrier operating in a competitive market. The FPSC should
require BellSouth, Sprint and GTE 1o provide detailed documentation supportimg either the
adjustments they have made to recast embedded cost activity as lor ward-looking expenses
of. in the case ot BellSeuth, provide the detail that (s relied upon from other cost studies
prepared by the company. Tr. 39,

The level of operating expenses greatly affect the cost estimates devoloped by the
models 10 provide universal service. In past versions of the BCPM, 1 was estimated that an
average ol up 10 40% 1o 50% of the cost of universal service was attributable to the operabing
expenses of the company. Tr. 36.

in the BCPM 3.1, operating expenses are inpul as expenses per line of as a parcent ogo

of investment. BellSouth used the same plant-specific expense tactors developed for its
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TSLRIC cost stucies submitted July 31, 1998 in Docket No. 9B0000A-SP. Tr. 36. The
operating expenses for Sprint were derived from the actual operating expenses incurred in
Florida inr 1997 |d, GTE also uses 1997 actual operating expenses as the basis for its BCPM
3.1 input vilues.  GTE, however, makes a series of adjusiments f(i.e out-ol-penad
normahizavons, going forward adjustments, and yellow page revenues adustinents) in order
1o recast the actual 1997 expenses as forward-looking. |d.
The Hatfield Model sponsors acknowledge the difficulty in developing forward-looking

tost estimates for the operations ol the inc_mbent local exchange providers:

Estimating LEC operating costs is more difficult than estimating

capital costs. Few publicly available forward-looking cost studies

are available from the ILECs. Consequently, many of the

operating cost estimates developed here must rely on

relationships to and within historical ILEC cost information as a

point of departure for estimating forward-looking operating costs.

While certain of these costs are closely linked 1o the number of

lines provided by the ILEC, other categones of operating

expenses are related more closely to the levels of ther related

investments. For th's reason, the Expense Module develops

factors for numerous expense categories and applies these

factors both against investmen, levels and demand quantities (as

appropriate) generated by previously modules.
Hatfield Model Version 5.0a documentation, page 68.

The estimates of operating expenses developed by both models lack adequate support
and do not provide the Commission reasonable assurance that the levels are representative of
an efhcient carrier operating in a competitive market. For instance, the Forward-Looking
Network Operations Factor input of the Hatfield Model assumes that the incumbent LEC will
reduce this type ol expense by 50% from the current level reported in ARMIS. The
assumption 15 supported by the statement that "ARMIS-based network operations expenses
are - by definition a function of telephone company embedded costs., As reported, these costs
are artificially high because they reflect antiquated systoms and practices that are more costly

than the modern equipment and practices that the HA Model assumes will be installed on a
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forward-looking basis® HM 5.0A documentation, Inputs Portolio, page 120. The relevancy and
accuracy of the documentation used 10 support operating expense inputs to the model s also
questionable, Tr. 38.

The gocumentation supporting the BCPM sponsors’ view of forward-looking operating
expenses 15 Hawed in a different sense. The BCPM sponsors assert that the opetating
expenses generated by 1he model are forward-looking as a result of adjustments made 10 the
expenses.  Although the adjustments may appropriately exclude specific expelises on a
forward-looking basis, the Commission simply does not have sufficient infarmation to judge
the appropnateness of the adjustments without more detailed filings. It 1s not at all clear
whether the BCPM estimate of operating expense . allegedly required to support basic local
service include categones of expenses that are incurred mamly to prowvide competitive and lor
discretionary services. Tr, 39,

In this context, the Commission should require the LECs to provide more detaled
documentation supporting either the adjustments they have made to recast embedded cost
actvity as forward-looking expenses or, in the case of BellSauth, provide the detail that is
relied upon from other cost studies prepared by the company. [,
it Other inputs

*The Commission must determine, based upon sound engineering practices, the

appropriate economic cross-over point (i.e. a threshold where fiber facilities are

used in lieu of copper) to be utilized in the cost proxy models, *

DISCUSSION: The copper/liber crossover point refers to the threshold where fiber
tacilities are used in heu of copper faciities. Tr. 32. The BCPM is designed to limit copner
loop lengths 12,000 fees. BCPM 3.1 Model Methodology documentation, Appendix C, page
125, The Hatheld Model specifies a default that no total copper loop length, including feeder

and distribution, exceeds a user adjustable parameter of 18,000 fest. HM 5.0a
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documentation, Model Description, page 20.

The Commission should determine, based upon sound engineenng practices, the

appropriale sconomic Jrossover point to be used in the cost proxy modeals, Tr. 33,

ISSUE FIVE:

(a)

For purposes o. deteimining the cost of basic local telecommumcations service
appropriate for establishing a permanent universal service mechamsm, for which Florida
local exchange companies must the cost of basic local telecommunications service be
determined using the cost praxy model ider. ihed in lssus 27

*The cost of basic local telecommunications service should be determined for

BellSouth, GTE and Sprint.*

(i) For each of the LECs dentified in {a), what cost resulls fram using the input values
identitied in Issue 5 in the cost proxy model identified in lssue 27
*No position.*

ISSUE SIX:

[a)

For purposes of determining the cost of basic local telecommunications service
appropriate for establishing a permanent universal service mechamsm, should the cost
of basic local 1elecommunications service for each of the LECs that serve fewer than
100,000 access lines be computed using the cost proxy model identihied in lssue 2
with the inpul values identified in Issue 47

*No position.*

I yes, for each of the LECs that serve fewer than 100,000 access lines, what cost

results from using the input values identified in Issue 4 in the cost proxy model

ilentified in Issue 27
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*No position.*

(c) if not, for each of the Florida LECs that serve fewer than 100,000 access lines, what
appinach should be employed to determine the cost of basic local telecommunicalions
service and what is the resulting cost?

*No position *
CONCLUSION
The Commission should issue a narrow report to the Legislature that: 1) determines the
total torward-looking cost of basic local teleco.nmunications service: and 2) recommends
additional issues to be resolved by the Commussion, smilar 10 the way other state

Commissions have done, before any permanent mechanism is established. These issues

inchide, at minimums:

1. any rate rebalancing permitted and the impact on the need for a universal

service fund;

2, the appropriate revenue benchmark and othor palicy considerations:
3. the overall profitability of serving residential subscribers: and
4. the depree of local competition in Florida.

Respectiully submitted this M_ day ol November, 1998,

-

Laura L. Gallaghe

Vice President-Requlatory Aflaws

Florida Cable Telecommunications Association
310 N. Monroe Street

Tallahassee, FL 32301

Tel: B50/681-1890

Fax: B50/681-9676

Attorney for FCTA
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