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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A.  My name is David C. Blessing, and I am a partner in the telecommunications consulting 2 

firm of Parrish, Blessing & Associates, Inc. My business address is 3975 University 3 

Drive, Suite 215, Fairfax, Virginia, 22030. 4 

 5 

Q.  PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND. 6 

A.  I have over twenty-four years of experience in the area of telecommunications regulation 7 

and economic analysis beginning with various managerial positions at Rochester 8 

Telephone Company in Rochester, New York. For the last nineteen years I have been a 9 

principal in my current firm. During this period I have represented small and midsize 10 

telephone companies in a number of regulatory proceedings before the Federal 11 

Communications Commission (“FCC”) and State regulatory commissions in Alaska, 12 

Arkansas, Georgia, Florida, Kansas, Kentucky, Missouri, Nebraska, New York, Ohio, 13 

Pennsylvania, Texas, U.S. Virgin Islands, Wisconsin, and Puerto Rico. I have presented 14 

and defended analyses and testimony before regulatory commissions and government 15 

officials in the United States and abroad. I have represented clients before regulatory 16 

bodies and assisted in the development of strategic direction as the telephone industry has 17 

transitioned from a monopoly structure to a competitive market. My professional 18 

background also includes an appointment to the faculty of Nazareth College of 19 

Rochester, where I taught courses in economics and finance. I hold a Bachelor of Arts 20 

degree from Kalamazoo College and a Master of Arts degree in Economics from 21 

Fordham University. In addition, I have successfully completed all required course work 22 
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and comprehensive exams for my doctorate in economics.  A detailed summary of my 1 

background is included as Shawnee Exhibit 3.08. 2 

 3 

Q. PLEASE DESCRIBE YOUR EXPERIENCE WITH THE DEVELOPMENT AND 4 

ANALYSIS OF FORWARD-LOOKING MODELS FOR 5 

TELECOMMUNICATIONS NETWORKS. 6 

A. I have been developing and analyzing forward-looking models of telecommunications 7 

networks since the early 1990’s.  I worked with the Long Run Incremental Cost models 8 

used by the New York Public Service Commission in the early 1990’s to develop service 9 

cost estimates.  After the passage of the 1996 Act I analyzed and developed forward-10 

looking models for use in Interconnection Arbitrations across the country and in state and 11 

federal universal service proceedings.  I was one of the principal developers of the 12 

Forward-Looking Model (FLM), versions of which have been used for establishing UNE 13 

prices in Puerto Rico for the last fifteen years.  I also developed a forward-looking 14 

broadband cost model for Alaska Communications Systems (ACS) that was filed with the 15 

FCC in February 2012 as part of the Commission’s Connect American Fund proceeding.1  16 

Over this period, I have testified in several states and territories with regard to forward-17 

looking cost as it relates to pricing and universal service.  18 

 19 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 20 

A. The purpose of my testimony is to respond to the testimony of IITA witness Robert 21 

Schoonmaker regarding the forward-looking cost eligibility requirement for the Illinois 22 

                                                           
1 Connect America Fund et al., Report and Order (“CAF Order”) and Further Notice of Proposed Rulemaking 
(“FNPRM”) in WC Docket Nos. 10-90 et al., FCC 11-161 (rel. Nov. 18, 2011) 
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State Universal Service Fund (“Fund”).  In his testimony, Mr. Schoonmaker presents 1 

forward-looking economic costs for individual small local exchange carriers (LECs) in 2 

Illinois based on estimates derived from the HAI 5.0a cost proxy model.  Using these 3 

estimates, Mr. Schoonmaker demonstrates that, as a group, the small LECs meet the 4 

economic cost test of Section 13-301(1)(d) of the Public Utilities Act.   To meet that test, 5 

the HAI estimated economic costs of the small LEC group must exceed an affordable rate 6 

plus federal universal service receipts.  However, Mr. Schoonmaker’s results, filed as 7 

Exhibit 1.07 to his direct testimony, imply that seven of the small companies, including 8 

Shawnee Telephone Company (Shawnee), would not pass the test if evaluated on an 9 

individual company basis.  While no witness in this proceeding has yet to indicate that 10 

meeting the forward-looking cost eligibility requirement for the Fund should be 11 

contingent upon passing the test on an individual company basis, certain questions 12 

relating to this issue have been raised in discovery and Shawnee has asked me to review 13 

the IITA analysis. Upon review of the analysis I must agree with both Mr. Schoonmaker 14 

and the Commission’s 2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) that 15 

the economic cost test should be run across the group of small LECs and not on an 16 

individual basis.2  The reasons for this conclusion stem from underlying characteristics of 17 

the model itself. The HAI model has been shown by the Rural Task Force to be 18 

unreliable in estimating forward-looking costs for individual small LECs.3  Further, the 19 

fact that the inputs for demand and material prices in the model have not been updated in 20 

over 13 years makes it unlikely that the results are truly forward-looking today.  In the 21 

                                                           
2 See Schoonmaker Direct Testimony at 29 and 2nd Interim Order in Docket Nos. 00-0233 & 00-0335 (Cons.) at 17.  
3 Rural Task Force Recommendation to the Federal-State Joint Board on Universal Service, CC Docket No. 96-45, 
Released September 29, 2000, at page 18. 
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testimony that follows I will demonstrate that by updating demand and the major material 1 

cost inputs of the HAI, not only does Shawnee meet the economic cost test as a member 2 

of the small company group, but will also pass on an individual basis. In presenting this 3 

analysis I make no claims about the true forward-looking cost of an individual rural 4 

telephone company.  As discussed elsewhere in this testimony, it has never been accepted 5 

that the HAI model accurately estimates the forward-looking cost of an individual small, 6 

rural telephone company and the ability of the model to do so is further compromised 7 

because the model isn’t designed to cost out a modern network and because many of the 8 

cost inputs are well over a decade old.  Rather the purpose of my analysis is to 9 

demonstrate that by updating a few of the HAI model’s stale inputs from the values relied 10 

on by Mr. Schoonmaker’s, Shawnee would meet the economic cost test even on an 11 

individual company basis when using the framework established by the Commission ten 12 

years ago and endorsed by most parties in the current consolidated proceedings. 13 

  14 

  Q. BASED ON YOUR ANALYSIS, ARE YOU RECOMMENDING ANY CHANGE 15 

IN THE SIZE OF THE IUSF FUND? 16 

A. No.  As discussed below, the economic cost test is required by statute for the purpose of 17 

identifying the need for a fund.  The actual fund size is determined based on a rate of 18 

return analysis. 19 

 20 

Q. PLEASE DESCRIBE THE STATUTORY AND REGULATORY 21 

REQUIREMENTS FOR THE FUND AS THEY RELATE TO FORWARD-22 

LOOKING COST. 23 

A. Section 13-301(1)(d) of the Public Utilities Act requires that in order to receive funding 24 

from the state universal service fund local exchange carriers must show that the economic 25 
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cost of providing supported services exceeds an affordable rate set by the Commission 1 

plus any federal universal support received by the company.  The Commission has 2 

interpreted “economic costs” to mean “forward-looking economic costs” (FLEC).4  When 3 

the fund was first established, the ICC determined that the economic cost requirement 4 

would be satisfied for small LECs if the estimated average economic cost, as a group, 5 

exceeded the sum of the affordable rate plus federal universal service support.5  Based on 6 

my reading of the direct testimony in this case, it appears that the IITA and Staff are in 7 

agreement that it is appropriate to continue evaluating the economic cost test across the 8 

group of small companies.6 9 

 10 

However, while the economic cost test is used as a necessary qualification for receiving 11 

state funding, it is not used to determine either the overall fund size or the amount an 12 

individual company may draw from the fund. 7  Once the small company group qualifies 13 

for funding, the amount an individual company draws and the overall fund size is based 14 

on individual company rate of return analyses.8 The rate of return analysis determines the 15 

level of state funding necessary to achieve a targeted return on investment using 16 

embedded costs and revenues.9  In its direct testimony, Staff proposes that the rate of 17 

return analysis be used to determine USF draws that include any additional support 18 

necessary to offset the reduction in revenue that would result from mirroring interstate 19 

                                                           
4 2nd Interim Order in Docket No.s 00-0233 and 00-0335 (Consolidated) at 14. 
5 Id. at 17.  
FN In the Second Interim Order on Rehearing, the Commission established the affordable rate at $20.39 per month. 
6 Schoonmaker at IITA Ex 1.0 at 29-33 and Zolnierek at ICC Staff Exhibit 3.0 at 14. 
7 Schoonmaker at IITA Ex 1.0 at 35. 
8 Id. 
9 Id. 
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access rates in the intrastate jurisdiction.  The FCC’s CAF Order on Federal USF and 1 

Intercarrier Compensation released on November 18th 2011 takes the reduction in state 2 

access rates several steps further.10  In the CAF Order, the FCC lays out a schedule for 3 

stepping down terminating switched access rates, first down to interstate levels, and 4 

eventually to bill and keep with a corresponding mechanism established to allow 5 

recovery of less than 100% of the reduction.11  6 

 7 

Q. DO YOU AGREE WITH THE IITA AND STAFF THAT THE ECONOMIC COST 8 

TEST SHOULD NOT BE USED TO DETERMINE THE OVERALL SIZE OF, 9 

AND THE INDIVIDUAL COMPANY DRAW FROM, THE FUND? 10 

A. Yes.  The ability of a forward-looking proxy model to estimate cost for individual 11 

companies has long been suspect.  As will be discussed in more detail below, this 12 

problem is even more pronounced when dealing with small rural companies. In fact, a 13 

proxy model such as the HAI is intended to be a national one-size-fits-all model that may 14 

be used to generate estimates for LECs all across the country.  By definition, this means 15 

that the inputs in the model are national averages that do not represent the actual forward-16 

looking costs faced by an individual company.  This is one reason that the FCC has been 17 

reluctant to apply the results of its forward-looking High Cost Proxy Model (“HCPM”) 18 

model to produce point estimates of individual company forward-looking cost.12  Instead, 19 

the high cost loop funding  mechanism employed by the FCC relies on the comparison of 20 

                                                           
10  Connect America Fund et al., Report and Order (“CAF Order”) and Further Notice of Proposed Rulemaking 
(“FNPRM”) in WC Docket Nos. 10-90 et al., FCC 11-161 (rel. Nov. 18, 2011) 
11 CAF Order at 801and 851. 
12 The HCPM model currently used by the FCC to determine USF draws for non-rural LECs is a synthesis of the 
HAI and BCPM models.  It is important to note that the majority of the inputs used in the HCPM are the same as 
those used in the HAI proposed here.  
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HCPM estimates from individual states to an estimated national average.   For the 1 

methodology to function properly, the states must be relatively homogeneous so that any 2 

estimation error is reasonably systematic across states.  This assumption allows for the 3 

results to be reasonable because any error will be systematic, i.e., will be similar or 4 

proportional across states and will be cancelled out in the comparison.  By using the 5 

estimates at the state level, the variation or differences across individual companies are 6 

averaged out making it more likely that the homogeneity assumption will hold.  7 

 8 

In other words, if the model understates one LEC’s forward-looking cost and overstates 9 

another’s, averaging the results across a group of companies will yield a much more 10 

accurate result than the result for either company individually.  The vast majority of the 11 

inputs used within the HCPM are based upon nation-wide averages.  In fact, the HCPM 12 

uses national average values for the major network inputs such as copper and fiber cable 13 

material and placement cost, digital loop carriers (“DLC”), switching, and engineering, 14 

furnishing and installation cost.   The same is true for the expense factors used to 15 

transform forward-looking investment to forward-looking expense. The development of 16 

the national average inputs is laid out in the Commission’s Tenth Report and Order (FCC 17 

99-304) on universal service.  Further detail is provided in the HM5.0a Appendix B and 18 

the Inputs Portfolio documents provided with Mr. Schoomaker’s direct testimony. 13  19 

 20 

Given the one-size-fits-all nature of the model, the application of proxy model estimates 21 

to individual small rural companies is quite problematic.  Over the years, the inability of 22 

                                                           
13 Schoonmaker IITA Exhibit 1.13 
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proxy models to estimate forward-looking costs of individual small companies has been 1 

well documented.  This inability to capture a small company’s costs arises from the 2 

network configuration algorithms and default inputs contained in the model which were 3 

developed and tested based on large LEC data.  Most large LECs are hundreds or even 4 

thousands of magnitudes larger than small LECs and have service territories 5 

encompassing entire states.  In comparison, a small company may only serve the area 6 

around a single small town.  Given the disparities between large and small LECs, it is not 7 

surprising that the cost estimates from models based on large LEC data are not “good 8 

fits” when applied to small companies.  Clearly, the homogeneity assumption will not 9 

hold when small companies are considered. This is the primary reason the FCC has never 10 

applied results of forward-looking proxy models to the determination of small rural LEC 11 

federal universal service draws.  Indeed, when the FCC issued its long-awaited USF and 12 

Access Charge Reform order, universal service for small rural LECs is still to be based 13 

on embedded costs with caps on the level of capital and corporate operations 14 

expenditures.14 The reasons behind the FCC’s decision have not changed from the 15 

conclusions reached by the Rural Task Force in 2000.  After analyzing the HCPM’s 16 

ability to accurately estimate forward-looking costs for rural carriers the Rural Task 17 

Force stated in its recommendation to the Joint Board: 18 

“The aggregate results of this study suggest that, when viewed on an individual 19 

rural wire center or individual Rural Carrier basis, the costs generated by the 20 

Synthesis Model are likely to vary widely from reasonable estimates of forward-21 

looking costs.  As a result, it is the opinion of the Task Force that the current 22 

                                                           
14 CAF Order at 194 -196. 
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model is not an appropriate tool for determining the forward-looking cost of Rural 1 

Carriers.” 15 2 

As discussed above, in the present case the variation in the estimation errors across 3 

companies will be mitigated, to some degree, by averaging across the group of 4 

companies.  Averaging across companies, however, will not lead to the accurate 5 

estimation of the forward-looking cost of individual companies and, therefore, will not 6 

provide reliable estimates of the support needs for individual companies.  For these 7 

reasons I believe it is appropriate that the determination of actual support amounts 8 

provided to individual companies be based on a rate of return analysis as proposed by 9 

IITA and Staff. 10 

 11 

Q. WOULD THERE BE OTHER POTENTIAL PROBLEMS SHOULD INDIVIDUAL 12 

COMPANY’S FORWARD-LOOKING COST ESTIMATES BE USED AS THE 13 

BASIS FOR QUALIFYING FOR STATE UNIVERSAL SERVICE SUPPORT?   14 

A. Yes.  It is possible that a specific LEC may not qualify based on its individual HAI result 15 

even though the rate of return analysis indicates that state USF support is warranted.  In 16 

the case of Shawnee, the results provided by Mr. Schoonmaker show that the HAI 17 

estimate for the company is less than the affordable rate plus Shawnee’s Federal USF 18 

draw.  At the same time, however, revised Shawnee Exhibit 1.01 presented by Mr. Guffy 19 

shows a funding requirement of $1,998,177 for Shawnee.  20 

 21 

Q. CAN YOU EXPLAIN WHY A SMALL RURAL LEC WOULD NOT MEET THE 22 

ECONOMIC COST TEST ON AN INDIVIDUAL BASIS BUT STILL WOULD 23 

                                                           
15 Rural Task Force Recommendation to the Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Released 
September 29, 2000, at page 18. 
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REQUIRE STATE USF SUPPORT TO MEET A TARGETED RATE OF 1 

RETURN? 2 

A. Yes.  There are two possible scenarios under which a company would fail the economic 3 

cost test administered on an individual company level but have the rate of return analysis 4 

indicate that support is required.  The first is a case where the forward-looking cost 5 

estimates are reasonably accurate but the embedded costs used in the rate of return 6 

analysis are inflated.  The second is where the rate of return analysis is accurate while the 7 

forward-looking estimate is understated relative to the actual forward-looking cost level.  8 

In my opinion, the latter scenario is by far the most likely in this case for several reasons.  9 

First, the data and methodologies used in the rate of return analysis have been vetted 10 

and/or audited by state regulators, NECA, the Universal Service Administrative 11 

Company (USAC), and other stakeholders in whose interest it is that a company’s costs 12 

not be inflated.  Second, as discussed above, the very nature of the proxy models calls 13 

into question their accuracy when applied to small LECs.  The proxy models were 14 

designed under an assumption of homogeneity which has been shown not to hold when 15 

the models are applied at a level of granularity below the state level.  The inputs used 16 

contained in the HAI model were developed based primarily on large LEC data.  Finally, 17 

the HAI 5.0a model used in this proceeding contains material and equipment input prices 18 

that are at least a decade out of date.  The use of stale input data is never a good idea but 19 

in the case of a model intended to produce forward-looking estimates it is even more 20 

problematic.  As a result, it is far more likely the contradictory result, where the Rate of 21 

Return analysis identifies a need of almost $2 million in state USF for Shawnee, but the 22 
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company does not meet the economic cost test, would be due to problems with the HAI 1 

results rather than the Rate of Return Analysis. 2 

 3 

Q. DO YOU BELIEVE THAT THE PROBLEMS ASSOCIATED WITH THE 4 

ESTIMATION OF FORWARD-LOOKING COSTS FOR SMALL LECS USING 5 

PROXY MODELS SHOULD CAUSE THE ICC TO ABANDON THE USE OF 6 

THE HAI 5.0a? 7 

A. For the purpose of this proceeding, no I do not believe it is necessary to abandon the use 8 

of the HAI. I agree with the testimony of the IITA and Staff that it is more appropriate to 9 

use the HAI results estimated across the group of small companies to meet the 10 

requirements of the statute concerning the need for a fund.  Further, I am in full 11 

agreement that it is also appropriate, after eligibility has been meet with the economic 12 

cost test, that the actual Company draws from the Fund be based on an earnings-based 13 

revenue sufficiency test using the rate of return analysis.   Basing the economic cost test 14 

on the result across the group of companies and the use of the Rate of Return analysis to 15 

determine actual draws from the Fund allows for the statutory requirements to be met 16 

while mitigating the likelihood of an error in an individual company’s forward-looking 17 

cost estimate significantly overstating or understating Fund draws.   18 

Q.  IS IT POSSIBLE TO IMPROVE THE EXPECTED ACCURACY OF THE HAI 19 

5.0a RESULTS FOR INDIVIDUAL RURAL COMPANIES?  20 

A. Yes.  At the very least I would expect that the accuracy would be improved greatly by 21 

updating certain inputs to the model.  As mentioned above, the default inputs used in the 22 

model are over a decade old.  For some inputs, such as terrain, rock hardness, etc, the 23 

passage of time may not affect the validity of the inputs, but for others, most notably 24 
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materials and equipment prices, updated inputs are required to ensure the cost estimates 1 

are as forward-looking as possible.  By definition, the more current the input values, the 2 

more forward-looking the estimated results.16  In addition, replacing the nation-wide 3 

average data with company specific data would also make the forward-looking estimates 4 

for a specific company more robust.17 With this in mind, we have updated the materials 5 

and equipment price inputs in the HAI 5.0a for Shawnee. 6 

 7 

Q.  PLEASE DESCRIBE THE INPUT PRICES YOU HAVE UPDATED FOR 8 

SHAWNEE. 9 

A. As part of my analysis to determine whether Shawnee would meet the economic cost test 10 

on an individual company basis, I updated the access line demand and material price 11 

inputs for copper and fiber cables, cable placement and excavation, end office switching 12 

and transmission, digital loop carriers, and expense factors.  While the specific updated 13 

inputs by no means encompass the entire set of inputs into the HAI 5.0a model, they 14 

represent those that are most likely to be time-sensitive.  In addition, the updated inputs 15 

were selected because they have a significant impact on the estimated forward-looking 16 

cost and can be updated with readily available data.  17 

  18 

                                                           
16

Federal-State Joint Board on Universal Service, Report and Order, CC Docket No. 96-45, 12 FCC Rcd 8776 
(1997) (Universal Service Order), 12 FCC Rcd at 8913, para. 250 (criterion three) and In the Matter of Petition of 
WorldCom, Inc. Pursuant to Section 252(e)(5) of the Communications Act 
for Preemption of the Jurisdiction of the Virginia State Corporation Commission Regarding 
Interconnection Disputes with Verizon Virginia Inc., and for Expedited Arbitration ; In the Matter of 
Petition of AT&T Communications of Virginia Inc., Pursuant to Section 252(e)(5) of the 
Communications Act for Preemption of the Jurisdiction of the Virginia Corporation Commission 
Regarding Interconnection Disputes With Verizon Virginia Inc. (CC Docket Nos. 00-218, 00-25), 
Memorandum Opinion and Order (rel. August 28, 2003) (“Verizon Virginia”), ¶ 444.  
17 See Federal-State Joint Board on Universal Service, CC Docket 
No. 96-45, Tenth Report and Order, 14 FCC Rcd 20156 (1999) (Inputs Order), 14 FCC Rcd at 20172, para. 31-32. 
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Q. DO YOU BELIEVE THERE IS ANY PROBLEM UPDATING SOME BUT NOT 1 

ALL OF THE MODEL’S INPUTS? 2 

A. Not in this case.  As explained above, some inputs into the model will not be time 3 

sensitive.  For example, the rock hardness in Shawnee Illinois has probably not changed 4 

to any notable degree between the mid 1990’s and the present.  Further, as the FCC has 5 

made clear, the proxy models already contain a mix of many vintages of default input 6 

data.18   Notwithstanding the diversity of vintages, updating some input values is 7 

beneficial even if others cannot be updated.19  8 

 9 

Q. DO ALL THE INPUT PRICE CHANGES YOU MADE TO THE MODEL 10 

INCREASE FORWARD-LOOKING COST?    11 

A. No.  The copper cable, cable placement and excavation and expense factor updates result 12 

in increases to the estimated cost while the fiber cable and switching input price updates 13 

put downward pressure on costs.  These results are not unexpected.  Copper cable prices 14 

have risen exponentially over the past fifteen years as the commodity price of copper has 15 

continued to increase.  Copper prices have increased from 1998 levels of $1,730/ton, the 16 

release date of the HAI 5.0a Input Portfolio, to $7,680/ton in 2009 (last date available 17 

from the US Geological Survey).20   18 

 19 

Q. HOW HAS THE INCREASE IN COPPER COMMODITY PRICES IMPACTED 20 

THE COST OF COPPER CABLE FOR SHAWNEE? 21 

                                                           
18 Verizon Virginia at 190. 
19 Id. 
20 See Shawnee Exhibit 3.02 Copper Commodity Prices. 



Shawnee Telephone Company 

Shawnee Telephone Company Exhibit 3.01 

Docket No. 11-0211 Cons. 

 

 

15 

 

A. The current prices Shawnee pays for copper cable (including freight and company labor 1 

but not placement or structure) are between 104% and 274% of the corresponding 1990’s 2 

vintage input prices contained within the HAI 5.0a.21
 3 

  4 

  5 

  6 

 7 

 8 

 9 

 10 

 11 

 12 

It is clear that the significant increase in copper prices has led to an increase in copper 13 

cable prices.  This increase in copper cable prices has a major impact on the cost 14 

estimates produced by the model.  As a result of this change, updated buried distribution 15 

cable investment increased from $3,548,001 to $5,053,685.23  16 

Q. PLEASE DESCRIBE THE CHANGES IN THE OTHER MATERIAL PRICE 17 

INPUTS YOU UPDATED. 18 

A. The table below shows the reduction in the cost of fiber cable and conduit from the HAI 19 

input prices to that currently available to Shawnee.   As the table indicates, the current 20 

cost to Shawnee of fiber cables is almost 64% less than the values found in the HAI 21 

                                                           
21 See Shawnee Exhibit 3.03 Input Development and IITA Exhibit 1.14 page 21-22. 
22 Shawnee copper prices include labor. 
23 See Shawnee Exhibit 3.04 IITA Ex 1.07 Scenario, Tab “Investment Input”, cell X21 and Shawnee Exhibit 3.05 - 
Updated HAI 5.0a run for SHAWNEE, Tab “Investment Input”, cell X21.  

Cable 
Size 

Material 
Cost 

per Ft 

Company 

Labor 

Factor
22

 

Material 

Cost w/ 

Company 

labor 

HAI 

Industry 

Average 

Inputs (B 

10) 

Percent 

Difference 

12 x 22 $0.79  0% $0.79  $0.76  104% 

25 x 22 $1.37  0% $1.37  $1.19  115% 

50 x 22 $2.41  0% $2.41  $1.63  148% 

100 x 22 $4.49  0% $4.49  $2.50  180% 

200 x 22 $8.65  0% $8.65  $4.25  204% 

400 x 22 $16.46  0% $16.46  $6.00  274% 
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model.24  This results in a reduction in buried fiber cable investment of 85% from 1 

$3,409,315 to $505,340.25 2 

Fiber 

Cable 

Size 

HAI Material 

Cost w/EFI 

HAI Conduit 

Material 

Cost 

HAI Total 

Material 

Cost 

Shawnee Fiber 

Material Cost 

Shawnee 

Conduit 

Material 

Cost 

Shawnee  

Total 

Material 

Cost 

Percent 

Difference 

144 $9.50 $0.60  $10.10   $              1.038  $0.90  $1.94  -80.81% 

48 $4.70  $0.60  $5.30   $              0.513  $0.90  $1.41  -73.34% 

 3 

On the other hand, excavation and placement costs represent another input price that has 4 

increased significantly since the HAI 5.0a inputs were developed.  Again, this should 5 

come as no surprise since these expenditures are primarily driven by labor costs which 6 

have risen over the fifteen years since the HAI 5.0a model values for this input were 7 

developed.  Also impacting the results is the fact that, in my experience over the years, 8 

the excavation input costs in the HAI are substantially understating when compared to the 9 

actual costs faced by mid-sized carriers.  The same problem exists with small, rural 10 

companies operating in low density areas. As a result, total cable placement costs to 11 

increase from $5,534,209 in Mr. Schoonmaker’s Exhibit 1.07 run to $18,654,348 when 12 

the inputs are updated to current values.26  13 

The forward-looking switching investment estimate was also updated to reflect current 14 

technology and prices for new generation soft switches.  During the past year Shawnee 15 

replaced its existing circuit-based switch with a soft switch.  Using the installed cost of 16 

                                                           
24 See Shawnee Exhibit 3.03 Investment Input and IITA Exhibit 1.14 page 60. 
25 See Shawnee Exhibit 3.04 IITA Ex 1.07 Scenario, Tab “Investment Input”, cell N21 and Shawnee Exhibit 3.05 -
Updated HAI 5.0a run for SHAWNEE, Tab “Investment Input”, cell N21. 
26 Shawnee Exhibit 3.04 IITA Ex 1.07 Scenario, Tab “Investment Input”, cells AB21 + U21 and Shawnee Exhibit 
3.05 - Updated HAI 5.0a run for SHAWNEE, Tab “Investment Input”, cells AB21 + U21. 
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the soft switch as the basis for forward-looking switching investment, the updated HAI 1 

shows a reduction in end office switch investment of 77% from $2,583,047 in the HAI 2 

model run underlying the individual Shawnee forward-looking cost estimate to 3 

$711,067.27 4 

 5 

As part of the upgrade of Shawnee’s switching assets the Company also updated its 6 

transmission equipment to IP-based technology.  This change also has been included into 7 

the model.  This changed resulted in a reduction of the transmission termination 8 

investment from $650,691 to $522,333.28  9 

 10 

The HAI model, in line with most other forward-looking cost models, develops annual 11 

costs by multiplying expense factors by estimated forward-looking investment.29  The 12 

expense factors are generally developed using Part 32 account level data derived from 13 

1996 ARMIS 43-03 reports.  ARMIS 43-03 reports are currently only filed by the largest 14 

LECs.  And, there is considerable doubt that the expense factors derived from the largest 15 

LECs would be appropriate for use by the smallest.  As a result, I have updated the 16 

expense factors by calculating them based on 2010 Shawnee account data as reported on 17 

the Company’s annual report filed with the ICC. The use of the company-specific 18 

                                                           
27 Please see Shawnee Exhibit 3.06 Soft Switch Investment  and Shawnee Exhibit 3.09 Transmission Replacement. 
See also Shawnee Exhibit 3.04 IITA Ex 1.07 Scenario, Tab “Investment Input”, cells AO21 – AR21 and Shawnee 
Exhibit 3.05 - Updated HAI 5.0a run for SHAWNEE, Tab “Investment Input”, cell AO21 – AR21. 
28

 Shawnee Exhibit 3.04 IITA Ex 1.07 Scenario, Tab “Investment Input”, cells BE21 + BL21 + BS21 and Shawnee 
Exhibit 3.05 - Updated HAI 5.0a run for SHAWNEE, Tab “Investment Input”, cells BE21 + BL21 + BS21. 
29 IITA Exhibit 1.14, Appendix C. 
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account data results in the aggregate expense factor, including capital costs, to increase 1 

from 28% to 33%.    2 

The final adjustment made to the HAI 5.0a run presented by IITA was to update the 3 

demand used in the model.  The run made by Mr. Schoonmaker was based on a total line 4 

count of 4,846 lines.  By the end of 2009 Shawnee’s total line count had been reduced to 5 

3,820 total lines.  In the updated model, I included 3,820 lines although at present the line 6 

loss has continued and Shawnee is currently reporting is considerably fewer lines served. 7 

The attached Shawnee Exhibit 3.07 “Updated HAI 5.0a Model Inputs Changes” includes 8 

a comprehensive list of the HAI 5.0a model and input changes which have been reflected 9 

in the Shawnee Scenario.  In summary, the changes made to the HAI 5.0a IITA Exhibit 10 

1.07 scenario described in the exhibit may be broken into four distinct categories:  11 

Schoonmaker Input Changes, PB&A Material Input Changes, PB&A Demand Changes, 12 

and PB&A Annual Cost Factor Changes.  A brief description of each set of changes made 13 

to the Shawnee scenario is as follows: 14 

1) The Schoonmaker input changes include updating the default inputs to include 15 

changes to distribution, feeder, switching, and expense inputs summarized in 16 

Shawnee Exhibit 3.07 where appropriate.   17 

2) The PB&A input changes include updating the default inputs to include updates for 18 

fiber and copper costs, and excavation changes by updating the distribution, feeder, 19 

and excavation and restoration inputs summarized in Shawnee Exhibit 3.07.   20 
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3) The PB&A demand changes include updating the current demand for the Shawnee 1 

Scenario to include the demand reflected in Schoonmaker Exhibit 1.07 by modifying 2 

the HM50.mdb Access Database for the HAI 5.0a model.  In the HM50.mdb Access 3 

Database both the Cluster and CBG tables are updated to reflect the current Shawnee 4 

demand in the HAI 5.0a model.   5 

4) The PB&A factor changes include updating the default expense, investment, and 6 

revenue balances in the Shawnee Scenario to include the 2010 account balances from 7 

Shawnee’s Annual Report.  The factor development has also been modified to include 8 

these new updated balances in the development of the updated factors.  Additionally, 9 

the corresponding element sheets have been updated to include the new factor values 10 

in the development of the investment inputs.  The investment changes include 11 

updating the investment input for End Office Switching and Transmission 12 

Termination.  These investment amounts have been updated to include the cost of 13 

upgrading to a soft switch and IP-based transmission equipment. 14 

 15 

Q. PLEASE DESCRIBE THE RESULTS OF THE UPDATED HAI 5.0a SCENARIO 16 

FOR SHAWNEE. 17 

A. IITA Exhibit 1.07 reported a HAI USF monthly cost of $105.48.30  The sum of this cost 18 

estimate minus the affordable rate of $20.39 and estimated federal USF revenue of 19 

$5,527,643 is equal to -$1,626,984, thereby not meeting the criteria on an individual 20 

company basis. Re-running the HAI model with the input price changes described above 21 

                                                           
30 Shawnee Exhibit 3.04 IITA Ex 1.07 Scenario, Tab “USF”, cell M38. 
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yields a corresponding USF monthly cost of $233.95.31  Inserting this value into the 1 

support calculation shown on IITA Exhibit 1.07 results reverses the outcome.  The sum 2 

of the updated Shawnee forward-looking cost minus the affordable rate and the estimated 3 

federal USF revenue is equal to $4,261,947 implying that, based on estimated forward-4 

looking cost, Shawnee requires over $4 million in Illinois universal service support.  5 

Based on this result, Shawnee easily meets the economic cost test even on an individual 6 

company basis.  7 

 8 

Q. WHAT CONCLUSIONS DO YOU DRAW FROM THIS RESULT? 9 

A. There are several conclusions that may be drawn from this result.  First, by using updated 10 

input price data it is clear that Shawnee does, in fact, meet the economic cost test on an 11 

individual company basis.  The results of the updated HAI analysis highlight the fact that 12 

forward-looking costs are best estimated using the most current data available.  Second, 13 

the Commission was correct when it determined that the economic cost test for very 14 

small LECs should be evaluated on the basis of forward-looking results estimated across 15 

a group of companies and not on an individual company basis.  Proxy models such as the 16 

HAI were designed and constructed to estimate the costs of large homogeneous LECs.  17 

Including the smallest LECs violates this assumption. Third, the problems inherent in 18 

using a proxy model to estimate the forward-looking cost of a small company are 19 

exacerbated when the inputs included in the model are clearly outdated.  As demonstrated 20 

above, updating the demand and material input prices to current levels dramatically 21 

changes the resulting cost estimate.  Finally, the fact that the updated scenario reverses 22 

                                                           
31 Shawnee Exhibit 3.05 - Updated HAI 5.0a run for SHAWNEE, Tab “USF”, cell M38.  
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the result corroborates the need for the actual fund draws to be determined based on the 1 

more reliable rate of return analysis – the second step in the two step methodology 2 

adopted by Commission.  As discussed above, under the two step approach, the economic 3 

cost test functions more as a high level qualification requirement.  The actual amount of 4 

support provided should be based on the Rate of Return analysis performed as part of the 5 

second step. 6 

  In Shawnee’s case the Rate of Return analysis identifies a $1.99 million deficiency while 7 

the IITA sponsored HAI scenario implies that not only does Shawnee not need any 8 

support from the Fund, but that it currently receives $1.6 million in excess revenue.  9 

Obviously the HAI model results are distorted in relation to Shawnee. The updated HAI 10 

analysis presented here corrects any concerns the Commission may have concerning 11 

forward-looking costs evaluated on an individual company basis.   12 

 13 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 14 

A. Yes. 15 


