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REPORT AND ORDER

SUMMARY

This Report and Order makes specific findings about the factors used by Southwestern Bell Telephone Company to prepare its cost studies used to determine the prices that it will charge Competitive Local Exchange Companies for the use of unbundled network elements.  The order directs Southwestern Bell Telephone Company to rerun its cost studies, incorporating the changes ordered by the Commission, and to prepare revised prices for the Commission’s consideration.

FINDINGS OF FACT

The Missouri Public Service Commission, having considered all of the competent and substantial evidence upon the whole record, makes the following findings of fact.  The Commission in making this decision has considered the positions and arguments of all of the parties.  Failure to specifically address a piece of evidence, position or argument of any party does not indicate that the Commission has failed to consider relevant evidence, but indicates rather that the omitted material was not dispositive of this decision.

Procedural History

This case has its origins in Case Number TO-99-227, which was the case established by the Commission to consider Southwestern Bell Telephone Company’s (SWBT) application for authority to provide in-region interLATA toll service pursuant to Section 271 of the federal Telecommunications Act of 1996,
 that is, SWBT was seeking authority to compete in the long distance telephone market.  As part of its decision in TO-99-227, the Commission determined that SWBT should offer competitive local exchange carriers (CLECs) a standardized interconnection agreement that would comply with all of the Telecommunications Act’s requirements for permitting SWBT to offer in-region interLATA toll service.  SWBT has done so, and the resulting standard agreement is known as the Missouri 271 Agreement, usually referred to as the M2A.  

The M2A sets out the prices that SWBT will charge connecting carriers for the use of unbundled network elements (UNEs).  UNEs are discrete portions of SWBT’s existing telecommunications network that, under the Telecommunications Act of 1996, must be offered for lease to competing CLECs for their use in provisioning services to the CLECs’ customers.  SWBT is permitted to charge its competitors a reasonable fee for the use of its UNEs.  

The Commission has the authority to determine the rates that SWBT may charge its competitors for the use of UNEs under guidelines established by the Telecommunications Act of 1996, and implementing regulations and standards established by the Federal Communications Commission (FCC).  

The Commission previously established final rates for certain UNEs in the first AT&T/SWBT arbitration, Case No. TO-97-40.  Final rates for those UNEs were incorporated into the M2A.  In a second arbitration case, TO-98-115,
 the Commission established interim rates for certain other UNEs.  Finally, in TO-99-227, the Commission identified other UNEs for which no rate, permanent or interim, had been established.  

Rather than delay making a recommendation to the FCC regarding SWBT’s 271 application, the Commission, on February 15, 2001, issued an order that established this case to “determine the recurring and nonrecurring rates for the unbundled network elements (UNEs) including dedicated local transport, identified by the Staff of the Missouri Public Service Commission in TO-99-227 that have not been reviewed by the Commission for conformance with the FCC’s pricing standards.”
  In its February 15th order, the Commission allowed its Staff ten days in which to file a list of recurring and nonrecurring rates that should be considered in this case.  On February 23, Staff complied with the Commission’s order by filing a list of 210 UNEs.

The Commission’s order creating this case made SWBT a party and directed that any party wishing to intervene should file an application to intervene no later than March 7, 2001.  Timely applications to intervene were received from Z-Tel Communications, Inc.; MCImetro Access Transmission Services, LLC; Brooks Fiber Communications of Missouri, Inc.; MCI WorldCom Communications, Inc.; Mpower Communications Central Corporation;

 NuVox Communications of Missouri, Inc., f/k/a Gabriel Communications of Missouri, Inc.; Sprint Missouri, Inc.; Sprint Communications Company L.P.; Fidelity Communication Services III, Inc.; Allegiance Telecom of Missouri, Inc.; McLeodUSA Telecommunications Services, Inc.; IP Communications Corporation; AT&T Communications of the Southwest, Inc.; and Birch Telecom of Missouri, Inc.  The Commission issued an order granting those applications for intervention on March 12.  Subsequently, on March 21, the Commission issued an order granting the late-filed application to intervene of AccuTel of Texas, Inc.  

Following a prehearing conference held on March 19, 2001, the parties submitted competing proposed procedural schedules.  SWBT proposed a procedural schedule that would lead to a hearing beginning on July 23, 2001.  All other parties proposed a procedural schedule leading to a hearing beginning on November 26, 2001.  On April 10, the Commission issued an Order Establishing Procedural Schedule that set this case for hearing beginning on December 3, 2001.

During the course of the procedural schedule, the Commission granted XO Missouri, Inc. permission to intervene out of time.  In addition, AccuTel of Texas, Inc. was granted leave to withdraw as a party.  

On September 28, 2001, the Staff filed a motion asking that the Commission amend the procedural schedule in this case to provide for a hearing beginning on January 14, 2002.  AT&T strongly supported Staff’s motion because it asserted that it required more time to review SWBT’s cost studies before preparing its own testimony.  SWBT was equally as strong in its opposition to any continuance.  On October 9, the Commission issued an order denying Staff’s motion to amend the procedural schedule.

On October 29, 2001, the Commission granted Sprint Communications Company’s request to withdraw as a party.  The remaining parties filed proposed lists of issues on November 19.  SWBT, Staff, and Public Counsel proposed a list of twenty, broad issues.  A group of CLECs, comprised of AT&T, the WorldCom Companies (MCImetro Access Transmission Services, LLC; Brooks Fiber Communications of Missouri, Inc.; and MCI WorldCom Communications, Inc.); Birch Telecom of Missouri, Inc.; XO Missouri, Inc.; NuVox Communications of Missouri, Inc.; McLeodUSA Telecommunications, Inc.; TCG of Kansas City, Inc.; and TCG of St. Louis, Inc.,
 collectively referring to themselves as the Joint Sponsors, filed a proposed list of issues that identified 356 issues.  The Commission issued an order on November 20, accepting the list of issues proposed by the Joint Sponsors and directing all parties to respond to those issues.  The Joint Sponsors, SWBT, and Staff filed position statements on November 28.  

An evidentiary hearing was held beginning on December 3 and continuing through December 6, 2001.  The Joint Sponsors, Staff, and SWBT filed initial briefs on January 25, 2002.  The Joint Sponsors and SWBT filed reply briefs on February 19.  The Joint Sponsors, SWBT, and Staff also filed proposed findings of fact and conclusions of law on February 19.         

The Issues

The Joint Sponsors proposed, and the Commission accepted, a list of 356 issues regarding the various cost studies prepared by SWBT to support the prices that it proposes to charge CLECs for the use of the UNEs that are at issue.  Some of the same issues arose regarding more than one cost study and, as a result, those issues appear more than once on the list of issues.  So that its decision can be as understandable as possible, the Commission will address each issue in order.  Where an issue is repeated, the Commission will refer back to the decision reached when the issue was first addressed. 

1.
Should the cross-connect rate elements priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modifications in Case No. TO-2001-438? 

In the order establishing this case, the Commission indicated that it intended to determine the appropriate recurring and nonrecurring rates for those UNEs that have not yet been reviewed by the Commission for conformance with the FCC’s pricing standards.  In addition, the Commission stated that it would address the recurring and nonrecurring rates found in the Commission’s Report and Order in TO-98-115 that have been set as interim in TO-99-227.  So that it might determine precisely which UNEs it would consider, the Commission directed its Staff to file a list of all recurring and nonrecurring rates that the Commission should consider in this case.  On February 23, 2001, Staff filed a list of 210 UNEs for which Staff believed the Commission needed to establish permanent recurring or nonrecurring rates.  The Commission did not wish to reconsider the rates that it had previously established as permanent in TO-97-40.  

No party challenged the principle that rates established as permanent in TO-97-40 are not to be reviewed in this case.  However, the Joint Sponsors contend that SWBT has, in effect, proposed new rates for UNEs for which permanent rates were established in TO-97-40.  Joint Sponsors argue that several UNEs for which new rates have been proposed

 are functionally equivalent to UNEs for which permanent rates have already been established.  They urge the Commission to refuse to reconsider the rates for those UNEs.  

SWBT agrees that the Commission should not re-price UNEs that have permanent rates in place but contends that the UNEs for which it is proposing rates are different because they require multiplexing or terminate at a different point than the UNEs for which permanent rates have been established.  SWBT also points out that the UNEs in question were identified by Staff as being at issue in its list of UNEs filed at the beginning of this case.  

This issue can best be resolved through strict adherence to the UNEs-at-issue list filed by Staff at the beginning of this case.  There is nothing magical, or infallible, about Staff’s listing of UNEs.  It is certainly possible that Staff may have erroneously included, or excluded, some UNEs.  However, that list was the basis for the cost studies and direct testimony prepared and presented by SWBT, as well as the rebuttal testimony submitted by all parties except the Joint Sponsors.  No challenge to the UNEs included on the list was made until the Joint Sponsors filed the rebuttal testimony of Steven E. Turner on October 26, 2001.
  To now alter Staff’s UNEs-at-issue list would be fundamentally unfair to the parties and would introduce an additional level of confusion into an already complex case.  

Therefore, the Commission holds that, unless otherwise agreed by the parties, it will address all of those UNEs listed by Staff in its list filed on February 23, 2001.  The

Commission will not address any UNEs not listed by Staff in its list filed on February 23, 2001.     

2.  
Should the STP Port rate elements (STP Port, STP Port Termination, Signaling Point Code, and Global Title Translation) priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modifications in Case No. TO-2001-438?

All parties agree that the Commission established permanent rates for these UNEs in TO-97-40 and that those rates should continue to be used.  Therefore, the Commission finds that the appropriate rates for these elements are the permanent prices that the Commission established in its Final Arbitration Order in TO-97-40.

3.  
Should the SS7 Transport rate element priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modifications in Case No. TO-2001-438?

All parties agree that the Commission established permanent rates for these UNEs in TO-97-40 and that those rates should continue to be used.  Therefore, the Commission finds that the appropriate rates for these elements are the permanent prices that the Commission established in its Final Arbitration Order in TO-97-40.
4.  
Should the LIDB Validation Query rate element priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modification in Case No. TO-2001-438?

The Joint Sponsors contend that the Commission set a permanent rate for this UNE in TO-97-40.  Therefore, they argue that the Commission should not address that UNE in this case.  SWBT agrees that a permanent rate was set for this element in TO-97-40, but it contends that the Commission needs to revisit this rate because the original rate does not include costs for the use of SWBT’s Service Management System (SMS) and its fraud detection system known as SLEUTH.  SWBT points out that Staff included this element among its list of elements to be reviewed in this case.  The Joint Sponsors respond that SWBT should not be permitted to correct mistakes in selected previously established rates unless the Commission wants to conduct a general review of all such rates.  

In fact, the Commission has now established Case No. TO-2002-397 to conduct a general review of all the TO-97-40 rates.  As a result, the Joint Sponsors will not be harmed if the Commission chooses to review this rate in this case.  

As indicated in issue 1, the Commission will review all rates included by Staff in its UNEs-at-issue list.  This UNE is in Staff’s list and, therefore, the Commission finds that it should be reviewed in this case. 

5.  Should the CNAM Service Query rate element priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modification in Case No. TO-2001-438?

The dispute in this issue is similar to that presented in issue 4.  The Commission set a rate for this rate element in TO-97-40.  However, SWBT contends that the price set in TO-97-40 did not include forward-looking costs for the use of SWBT’s Service Management System (SMS) functionality.  Again, the Joint Sponsors argue that the Commission should not review any of the prices established in TO-97-40 unless it will review all of those prices.  

This rate element was included in Staff’s UNEs-at-issue list.  As indicated in issue 1, the Commission will review all rates included by Staff in its UNEs-at-issue list.  This UNE is in Staff’s list and, therefore, the Commission finds that it should be reviewed in this case. 

6.  
Should the LIDB Service Order Charge rate element priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modification in Case No. TO-2001-438?

All parties agree that the Commission established permanent rates for these UNEs in TO-97-40, and that those rates should continue to be used.  Therefore, the Commission finds that the appropriate rates for these elements are the permanent prices that the Commission established in its Final Arbitration Order in TO-97-40.

7. 
Did Southwestern Bell fail to provide a Standard Features Centrex Like Offering cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

8.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study.

The Joint Sponsors contend that SWBT failed to provide a specific cost study to support a rate for the Standard Features Centrex Like Offering.  For that reason, the Joint Sponsors argue that the Commission should adopt the rates for those services that were proposed by Staff in TO-98-115.  

SWBT replies that these costs were set out in SWBT’s Missouri Cost Study for Simple and Complex UNE Features (2001-2003), which was appended as Schedule 6 to the Direct Testimony of Thomas Makarewicz.
  SWBT’s witness, David J. Barch, testified that “the cost for feature activation rates associated with Complex Centrex features on an ISDN BRI port is the same as the cost for Complex Centrex feature activation for an analog port.
  Staff concurs with SWBT’s position on this issue. 

The Commission finds that the testimony of SWBT’s witness is credible.  SWBT has produced a cost study sufficient to support the price it has proposed for its Standard Features Centrex Like Offering.  Because it has found that SWBT has produced an appropriate cost study, the Commission need not address issue 8.

9.  
Did SWBT fail to provide a Dark Fiber Records Research cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

10.  If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

The Joint Sponsors argue that this rate element was listed in the Staff Costing and Pricing Report from TO-98-115 and that, therefore, a rate should be set for that element.  The Joint Sponsors suggest that the Commission adopt the rates proposed by Staff in TO-98-115.  SWBT contends that Dark Fiber Records Research is not an issue in this case because the M2A did not contain interim pricing for this element and it was not included in Staff’s list of elements that needed to be addressed in this case.  Staff confirms that it did not include this element as an issue to be resolved in this case because it was not included as an interim price in the M2A.   

SWBT did not provide a cost study for Dark Fiber Records Research because Dark Fiber Records Research was not included as an issue in Staff’s UNEs-at-issue list, which established the rate elements that would be examined in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements at issue.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for Dark Fiber Records Research because no such cost study is required.  

Because it has found that SWBT was not required to produce a cost study for Dark Fiber Records Research, the Commission need not address issue 10.

11.  
Did SWBT fail to provide a Branding cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

12.  If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

The Joint Sponsors contend that no permanent rate has been set for this rate element and suggest that the Commission use the rates proposed by SWBT in TO-98-115. SWBT argues that the Commission approved a permanent, market-based rate for this element when it approved the M2A in TO-99-227.  This element was not included in Staff’s list of elements that needed to be addressed in this case.  Staff confirms that it did not include this element as an issue to be resolved in this case because it was not included as an interim price in the M2A.   

SWBT did not provide a cost study for Branding because Branding was not included as an issue in Staff’s UNEs-at-issue list that established the rate elements that would be examined in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements at issue.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for Branding because no such cost study is required.  

This finding resolves the issue presented, and the Commission need not address the question of whether the Commission approved a permanent rate for this element by approving the M2A.

Because it has found that SWBT was not required to produce a cost study for Branding, the Commission need not address issue 12.

13.  
Did SWBT fail to provide a Rating cost study to establish permanent prices for the elements that had earlier been studied in Case. No TO-98-115?

14.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study? 

The Joint Sponsors contend that no permanent rate has been set for this rate element and suggest that the Commission use the rates established in the Texas counterpart to the M2A, the T2A.  SWBT argues that the Commission approved a permanent, market-based rate for this element when it approved the M2A in TO-99-227.  This element was not included in Staff’s list of elements that needed to be addressed in this case.  Staff confirms that it did not include this element as an issue to be resolved in this case because it was not included as an interim price in the M2A.   

SWBT did not provide a cost study for Rating because Rating was not included as an issue in Staff’s UNEs-at-issue list that established the rate elements that would be examined in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for Rating because no such cost study is required.  

This finding resolves the issue presented, and the Commission need not address the question of whether the Commission approved a permanent rate for this element by approving the M2A.

Because it has found that SWBT was not required to produce a cost study for Rating, the Commission need not address issue 14.

15.  
Did SWBT fail to provide a White Pages cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

16.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

The Joint Sponsors contend that no permanent rate has been set for White Pages delivery and suggest that the Commission used the rates proposed by SWBT in TO-98-115.  SWBT argues that the rate it charges CLECs for distribution of its White Pages directories is not a UNE and is appropriately treated as a market-based price.  SWBT contends that the Commission approved a permanent, market-based rate for this element when it approved the M2A in TO-99-227.  SWBT, however, concedes that this rate was erroneously listed as interim in the M2A.

This element was not included in Staff’s list of elements that needed to be addressed in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements at issue.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for White Pages because no such cost study is required.  

This finding resolves the issue presented, and the Commission need not address the question of whether the Commission approved a permanent rate for this element by approving the M2A.

Because it has found that SWBT was not required to produce a cost study for White Pages, the Commission need not address issue 16.

17.  
Did SWBT fail to provide a Directory Assistance Listing cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

18.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

The Joint Sponsors contend that no permanent rate has been set for this rate element and suggest that the Commission use the rates proposed by SWBT in TO-98-115. SWBT argues that the Commission approved a permanent rate for this element when it approved the M2A in TO-99-227.  This element was not included in Staff’s list of elements that needed to be addressed in this case.  Staff confirms that it did not include this element as an issue to be resolved in this case because it was not included as an interim price in the M2A.   

SWBT did not provide a cost study for Directory Assistance Listings because Directory Assistance Listings was not included as an issue in Staff’s UNEs-at-issue list that established the rate elements that would be examined in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements at issue.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for Directory Assistance Listings because no such cost study is required.  

This finding resolves the issue presented, and the Commission need not address the question of whether the Commission approved a permanent rate for this element by approving the M2A.

Because it has found that SWBT was not required to produce a cost study for Directory Assistance Listings, the Commission need not address issue 18.

19.  
Did SWBT fail to provide an LSP Emergency Contact for Non-Published Service cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

20.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

The Joint Sponsors contend that no permanent rate has been set for this rate element and suggest that the Commission use the rates proposed by SWBT in TO-98-115. SWBT argues that the Commission approved a permanent rate for this element when it approved the M2A in TO-99-227.  This element was not included in Staff’s list of elements that needed to be addressed in this case.  Staff confirms that it did not include this element as an issue to be resolved in this case because it was not included as an interim price in the M2A.   

SWBT did not provide a cost study for LSP Emergency Contact for Non-Published Service because LSP Emergency Contact for Non-Published Service was not included as an issue in Staff’s UNEs-at-issue list that established the rate elements that would be examined in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements at issue.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for LSP Emergency Contact for Non-Published Service because no such cost study is required.  

This finding resolves the issue presented, and the Commission need not address the question of whether the Commission approved a permanent rate for this element by approving the M2A.

Because it has found that SWBT was not required to produce a cost study for LSP Emergency Contact for Non-Published Service, the Commission need not address issue 20.

21.  
Did SWBT fail to provide an LSP Complex Service Conversion – Resale cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

22.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

SWBT concedes that it failed to produce the necessary cost study and agrees that the price proposed by the Joint Sponsors in their rebuttal testimony is appropriate.  Therefore, the Commission finds that the appropriate permanent rate for Complex Resale Conversion Orders is $54.29.    

23.  
Did SWBT fail to provide an LSP Simple Service Conversion – Resale cost study to establish permanent prices for the elements that had earlier been studied in Case No. TO-98-115?

24.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

SWBT concedes that it failed to produce the necessary cost study and agrees that the price proposed by the Joint Sponsors in their rebuttal testimony is appropriate.  Therefore, the Commission finds that the appropriate permanent rate for Simple Resale Conversion Orders is $5.00.    

25.  
Did SWBT fail to provide an Access to Directory Assistance Database cost study to establish permanent prices for the elements that had earlier been studied in Case. No. TO-98-115?

26.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study?

The Commission approved Individual Case Basis pricing in the M2A for this element.  Those prices were not listed as interim in the M2A and Staff did not include this element in its UNEs-at-issue list that established the rate elements that would be examined in this case.  The Joint Sponsors concede that this element may be priced on an Individual Case Basis. 

SWBT did not provide a cost study for Access to Directory Assistance Database because Access to Directory Assistance Database was not included as an issue in Staff’s UNEs-at-issue list that established the rate elements that would be examined in this case.  As the Commission indicated in issue 1, it would be fundamentally unfair to alter the established list of elements at issue.  Therefore, the Commission finds that SWBT has not failed to provide a cost study for Access to Directory Assistance Database because no such cost study is required.  

Because it has found that SWBT was not required to produce a cost study for Access to Directory Assistance Database, the Commission need not address issue 26.

27.  
Should SWBT be permitted to use a 2-Wire Analog Trunk Port (DID) cost study as the basis for DID Number Block Assignment (10-Numbers or 100-Numbers) on Analog DID Trunk Ports?

28.  
If the answer above is negative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study for DID number assignment?

SWBT offered a cost study relating to provisioning of a 2-Wire Analog Trunk Port (DID) as the basis for its proposed rates for Direct Inward Dial (DID) number block assignments.  Under this element, blocks of numbers can be established and assigned to a trunk port in groups of 10 numbers or 100 numbers.  This work is necessary to activate the telephone numbers a CLEC needs in order to provision telephone service to its customers.  

Steven E. Turner, expert cost witness for the Joint Sponsors, testified that there is “absolutely no relationship from a cost standpoint between the cost of provisioning a 2-Wire Analog Trunk Port and then assigning DID Numbers (10 or 100) to the trunk ports.”
   Turner asserts that SWBT simply made a mistake in attempting to use an inappropriate cost study to support its proposed rates.  The expert witness testifying on behalf of Staff, Dr. Ben Johnson, agreed that the trunk port cost study offered by SWBT did not support the rates for assigning numbers to those trunk ports.
  

The only testimony offered by SWBT to support the use to which it put the Trunk Port cost study was offered by Deborah D. Fuentes.  In response to a question from counsel for the Joint Sponsors, Ms. Fuentes stated that she did not question the use of the costs of provisioning the trunk port for establishing the rate for assigning numbers to that trunk port because “you can’t get number assignments without having the trunk. You can’t have a trunk without having number assignments.”
   It must be noted that Ms. Fuentes was not offered as a cost expert.  She testified that her role was to take costs developed by other persons and apply shared and common cost factors to derive the rates to charge CLECs for the use of UNEs.

In its initial brief, SWBT further explained that the non-recurring costs that its cost study identified consist primarily of labor expenses incurred by SWBT employees to perform translations to establish these trunk ports.  SWBT offered its trunk port cost study to estimate the cost of establishing blocks of DID numbers for DID trunk ports because the labor costs of performing these activities are similar.
  

SWBT’s explanation may be reasonable, but SWBT’s brief is not evidence.  SWBT has failed to provide any explanation in the record that would justify the use of a DID trunk port cost study for the purpose of establishing rates for assigning numbers to that DID trunk port.  Credible expert witnesses for the Joint Sponsors and for Staff testified that such a use of the DID trunk port cost study was not appropriate.  Based on the testimony of those witnesses, the Commission concludes that SWBT has failed to produce an appropriate cost study to support the rates it proposed for DID Number Block Assignments.  
Having made that determination, the Commission must decide what would be an appropriate rate for SWBT to charge for DID Number Block Assignments.  The interim rate established in the M2A for that UNE is $0.00.  While SWBT has not been able to establish what the rate for that element should be, it is fair to assume that it should not be $0.00.  The Joint Sponsors recommend that the Commission adopt the rates that were used in the T2A.  Joint Sponsors reason that those rates were thoroughly examined by the Public Utility Commission of Texas and found to be TELRIC compliant.  Joint Sponsor’s witness, Mr. Turner, indicated that there are not significant cost differences between Texas and Missouri for this rate element.
 

In the absence of any other evidence, the Joint Sponsor’s recommendation that the Commission adopt the rate approved in Texas is reasonable.  Therefore, the Commission finds that the permanent rate for DID Number Block Assignment (10-Numbers or 100-Numbers) on Analog DID Trunk Ports shall be the rate established in the T2A.
29.  
Should the 2-Wire Analog Trunk Port (DID) rate element priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modification in Case No. TO-2001-438?

The parties agree that a final rate was established for this rate element in TO-97-40. They also agree that SWBT is not proposing to modify that rate.  Therefore, this issue need not be addressed. 

30.  
Should SWBT be permitted to use a Digital DS1 Trunk Port (DID) cost study as the basis for DID Number Block Assignment (10-Numbers or 100-Numbers) on Digital DS1 DID Trunk Ports?

31.  
If the answer above is negative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study for DID number assignment?
This is the same issue as that addressed by the Commission in issues 27 and 28 except that this issue applies to number assignments on digital trunk ports rather than analog trunk ports.  For the reasons offered in its consideration of those issues, the Commission will order that  the permanent rate for DID Number Block Assignment (10-Numbers or 100-Numbers) on Digital DS1 DID Trunk Ports shall be the rate established in the T2A.
32.  
Should the Digital DS1 Trunk Port (DID) rate element priced in Case No. TO-97-40 be used in lieu of SWBT’s proposed modification in Case No. TO-2001-438?

The parties agree that a final rate was established for this rate element in TO-97-40. They also agree that SWBT is not proposing to modify that rate.  Therefore, this issue need not be addressed. 

33.  
Should SWBT be required to offer 1-Number DID Number Block assignments?

34.  
If the answer to the above is affirmative, what rates should the Commission order in lieu of SWBT’s failure to produce a cost study for 1-Number DID Number Block assignments?

The Joint Sponsor’s witness, Steven E. Turner, argued in his rebuttal testimony that SWBT should be required to offer a rate for the provision of a 1-Number DID number block.  He indicates that when an end user customer makes a decision to move to DID trunks as opposed to regular business lines, the customer will often have a number that the customer wishes to retain.  In those situations, SWBT should permit the CLEC that wishes to provide service to that customer to obtain that single number as a 1-number DID number block.  He asks the Commission to order SWBT to provide that element in Missouri at the same rate that SWBT uses in Texas.

SWBT indicates in its brief that it is willing to provide 1-number DID number blocks but that no CLEC in Missouri has ever requested such a service.  If a CLEC does ask for such an element, SWBT argues that the rate for that element would be determined on an individual case basis pursuant to the Bona Fide Request process.  SWBT also points out that a rate for a 1-number DID number block was never included in the UNEs-at-issue list filed by Staff at the beginning of this case.  

The Commission agrees.  Since SWBT did not have notice that this element would be addressed in this case, it would be unfair to expect SWBT to have produced a cost study to support a proposed rate for this element.   As the Commission indicated in its discussion of issue 1, it will strictly adhere to the UNEs-at-issue list prepared by Staff.  As 1-number DID number block assignments was not included in the UNEs-at-issue list, the Commission will not establish a rate for that UNE.

35.  
Should SWBT be required to offer an OLNS rate element?

An Originating Line Number Screening (OLNS) query identifies the screening profile of an originating line by querying the Service Control Point (SCP) to determine what restrictions are on the originating line.  An example of where OLNS might be used is a line inside a prison that is permitted to place collect calls only.  SWBT’s original testimony did not include a rate for OLNS because it was not included in Staff’s UNEs-at-issue list.  When the Joint Sponsors raised this issue, SWBT included a specific rate for OLNS in its surrebuttal testimony.  Joint Sponsors concede that this specific issue is now moot.  The Commission agrees that this issue is moot and does not require resolution by the Commission. 

36.  
What labor rates should be adopted for use in this case?

In this issue, continuing through issue 44, the Commission will be considering the labor rates that SWBT has applied to its cost studies.  SWBT determines the cost of individual functions by applying loaded labor rates to the length of time it takes a worker, or group of workers, to perform that function.  The expression “loaded labor rate” means that the labor rate includes more than just the straight wage or salary paid to the worker.  A loaded labor rate will also include all direct expenses for retaining and employing workers. Testimony presented by SWBT indicated that additional costs loaded into labor rates include the following categories:  Break time; Paid Absence; Special Payment; Wage Increase; Social Security and Pensions; Benefits; Other Expenses; Support Assets; Clerical Support; and Supervision.
  The question of what additional costs may appropriately be loaded in to the labor rates is the basis for the identified labor rates issues.

The Joint Sponsors and Staff point out several problems with the assumptions that SWBT has used to calculate its labor rates.  They do not propose specific revised labor rates but instead ask the Commission to make findings about certain matters related to labor rates and then order SWBT to recalculate its labor rates using the assumptions established by the Commission.  SWBT contends that the labor rates that it has used are appropriate and should not be changed.

The Commission will address the specific questions raised regarding SWBT’s labor rates in subsequent issues.  It will not attempt to establish specific labor rates but will instead require SWBT to redevelop and resubmit its labor rates incorporating the revisions ordered by the Commission in its ruling on subsequent issues 37-44.

37.  
Should SWBT’s loaded labor rates include amounts for termination or severance pay or other force reduction expenses?

The loaded labor rates that SWBT used to determine its labor costs include amounts for termination or severance pay benefits that may be paid to its employees if they are terminated from employment with SWBT.  SWBT contends that these amounts are appropriately included in the labor rates because they are a direct cost of providing labor.  If labor costs were removed, these expenses would disappear.  

The Joint Sponsors contend that severance pay and similar expenses are, by definition, used for labor resources that are not performing any current or future activities that will benefit a CLEC that is purchasing a UNE from SWBT.  Therefore, the Joint Sponsors assert that such costs are not a forward-looking cost that should be included in SWBT’s rates under TELRIC standards.  However, aside from a bare assertion by the Joint Sponsor’s witness that these costs are “obviously” not forward-looking,
 Joint Sponsors have not provided any testimony or other evidence to support their position.

The Commission agrees with SWBT that the costs associated with potentially terminating an employee are costs that must be incurred by any employer when engaging the services of that employee.  As such, those costs are appropriately apportioned over all productive hours of that worker and are appropriately included in rates.  The Commission finds in favor of SWBT.   

38.  
Should SWBT’s labor rates include amounts for electric power?

SWBT contends that certain labor activities result in the use of above background amounts of electricity.  In such situations, SWBT includes the cost of the extra electricity used in its rates for that labor activity.  As an example, SWBT refers to employees working

in a computer group, whose computers are housed in a special environmentally protected and separately identifiable room.  Those employees would have additional power requirements over and above those of the general building.  SWBT asserts that these additional electricity costs are appropriately included in labor rates because the power costs would go away if employees in the computer group were eliminated and the work was not performed.
  

The Joint Sponsors contend that the electric power use is not appropriately included in labor rates.  The Joint Sponsors further allege that these power expenses are also counted in SWBT’s support asset factors.  By including them in labor rates, the Joint Sponsors argue that SWBT is double counting those expenses.

 The Commission agrees with the Joint Sponsors.  SWBT has not presented sufficient evidence to justify incorporating electric power costs into its labor rates.  SWBT’s argument that these electricity costs are labor costs because they would be eliminated if the labor was eliminated is unsound.  If SWBT eliminated all of its employees, it would also eliminate many, if not all of the costs of operating its business.  That does not turn all of the hypothetically eliminated costs into labor costs.  Furthermore, the Joint Sponsors’ concern that including electric power costs in labor rates could result in double counting of those costs is well founded, as electric power costs are also a component in SWBT’s support asset factor.  The Commission finds that SWBT must not include electric power costs in its labor rates.  

39.  
Should SWBT’s labor rates include amounts for purchases from affiliates?

SWBT includes the cost of engineering and other services obtained from its affiliates in some of its labor rates.  SWBT contends that these costs are a legitimate part of its cost of doing business and should be included in labor rates for SWBT employees who worked in the same area, for example, engineering, when the cost was incurred.  The Joint Sponsors contend that such costs are not directly related to labor costs and, further, that such costs may be double counted in other cost studies. 

The Commission agrees with the Joint Sponsors.  SWBT has not presented sufficient evidence to justify incorporating purchase of services from affiliates into its labor rates.  Furthermore, the Joint Sponsors’ concern that including purchase of services from affiliates in labor rates could result in double counting of those costs is well founded, as SWBT has failed to demonstrate that purchase of services from an affiliate is not also a component in SWBT’s maintenance, support asset, or common cost factors.  The Commission finds that SWBT must not include the cost of purchasing services from affiliates in its labor rates.  

40.  
Should SWBT’s labor rates include amounts for collection agent commissions?

SWBT includes amounts for collection agent commissions in its labor rates.  SWBT defends this practice by arguing that such commissions are costs that all firms must incur to pursue uncollectibles in the ordinary course of business.  The Joint Sponsors reply that including costs for collection agent commissions in TELRIC rates inappropriately includes SWBT’s retail costs in rates to be used for sale of UNEs at wholesale.

The Commission agrees with the Joint Sponsors. These costs appear to be retail costs that should not be part of the cost of providing a UNE on a wholesale basis.  Furthermore, SWBT has not demonstrated that these costs are, in fact, related in any way to labor costs.    The Commission finds that SWBT must not include the cost of collection agent commissions in its labor rates.  

41.  
Should SWBT’s labor rates include amounts for consultant fees?

SWBT treats consultant fees incurred for hiring consultants to assist SWBT’s employees to perform various tasks as a cost of business and includes those costs in its labor rates.  The Joint Sponsors argue that such costs are not directly related to labor costs and, further, that such costs may be double counted in other cost studies.

The Commission agrees with the Joint Sponsors.  SWBT has not presented sufficient evidence to justify incorporating the cost of hiring consultants into its labor rates. Furthermore, the Joint Sponsors’ concern that including the cost of hiring consultants in labor rates could result in double counting of those costs is well founded, as SWBT has failed to demonstrate that the cost of hiring consultants is not also a component in SWBT’s maintenance, support asset, or common cost factors.  The Commission finds that SWBT must not include the cost of hiring consultants in its labor rates.  

42.  Should SWBT include annualized costs of contracts with Bell Communications Research and/or other vendors in the development of labor rates and then also base the labor rate development on less than a full year’s worth of productive hours?

SWBT includes the costs of contracts with Bell Communications Research and other vendors in its labor rates as a cost that SWBT incurs in maintaining various systems used to provide UNEs and its other services.  The Joint Sponsors argue that such costs are not directly related to labor costs and, further, that such costs may be double counted in other cost studies.

The Commission agrees with the Joint Sponsors.  SWBT has not presented sufficient evidence to justify incorporating the cost of contracts with Bell Communications Research and other vendors into its labor rates.  Furthermore, the Joint Sponsors’ concern that including the cost of contracts with Bell Communications Research and other vendors in labor rates could result in double counting of those costs is well founded, as SWBT has failed to demonstrate that such costs are not also a component in SWBT’s maintenance, support asset, or common cost factors.  The Commission finds that SWBT must not include the cost of contracts with Bell Communications Research and other vendors in its labor rates.  

43.  
Should any changes in Support Asset factors be incorporated into the development of loaded labor rates?

The Joint Sponsors presented evidence that SWBT made input errors in calculating the Support Asset factor incorporated in loaded labor rates.  SWBT admitted the errors but claimed that they are only minor errors and that their correction would not have a significant impact on any cost study.

The Commission finds that SWBT must make the correction to its Support Asset  factor.  While the correction of the error may not have a significant impact on the Support Asset factor itself, the accumulation of minor errors may be magnified as that factor is applied throughout various cost studies.  In any event, SWBT will already be required to recalculate its labor rates as a result of the previous decisions of the Commission.  Therefore, SWBT will not be unduly burdened by correcting what it acknowledges to be a mistake.     

44. 
Has SWBT used the correct Support Assets factors in operator services labor rate development?

The Joint Sponsors’ expert witness, Daniel P. Rhinehart, testified that SWBT used incorrect support assets factors for operator services personnel.  Rhinehart testified that based on his prior experience with SWBT’s labor rate development, he believed that wages reported as operator wages in the development of support asset factors include the wages of not only operators but also their supervisors and support clerical personnel.  Therefore, the operator services support assets factor should be applied to all wage titles in the operator services organization.  SWBT’s failure to do so will result in excessive non-operator labor rates and cost recovery for SWBT wherever operator services organization personnel are used in the delivery of service to CLECs.
  

SWBT denied Rhinehart’s allegation and claimed that operator service labor rates are not at issue in this proceeding.
  But the Joint Sponsors point out that related - non-operator - operator services personnel costs are at issue in this case as part of the development of certain recurring and non-recurring costs.  As these labor costs are dependent upon the operator service support asset factor, that support asset factor is at issue.  In their reply brief, the Joint Sponsors specifically indicate that failure to properly apply the operator services support assets factor will inflate the labor rates used in the calculation of NXX migration non-recurring charges, which are at issue in this case.
   

The Commission finds that the Joint Sponsors are correct; proper application of the operator services support assets factor is an issue in this case.  The Commission further finds that the explanation of the proper application of that support assets factor offered by the Joint Sponsor’s witness is credible.  Consistent with the methods used to develop the support asset factors, the operator services support asset factor should be applied to all operator services personnel, regardless of function.

Capital Cost Factors.

45.
Should CAPS (SWBT’s Capital Cost Program) be run with a longer planning period?

SWBT develops its capital cost factors using an application called the Capital Cost System (CAPCS).  CAPCS calculates the depreciation, cost of money, and income taxes required to reimburse SWBT for its investment in the placement of the assets required to provide products and services.
  The planning period that SWBT utilized for the CAPCS program was 40 years for all accounts except 2111 Land, which used a one-year planning period.  

The Joint Sponsors contend that SWBT should have used the 99-year planning period that was used in the cost studies submitted in previous cases before this Commission.  The Joint Sponsors acknowledge that the shorter planning period will have a minimal effect on final results, but contend that for assets with long lives, such as buildings, poles, conduit, and numerous cable accounts, there are measurable differences.
  

SWBT defended these planning periods by asserting that they are reasonable and that they were used without objection in the cost studies prepared for use in TO-2001-455, the most recent arbitration between SWBT and AT&T.  In reply, the Joint Sponsors pointed out that the Commission declined to rely on SWBT’s cost studies in that arbitration.  

The Commission finds that the expert testimony of the Joint Sponsors’ witness is persuasive.  SWBT shall use a 99-year planning period when running its CAPCS program.

46.  
Should SWBT use the latest FCC-approved asset lives?

47.


Should SWBT use the latest FCC-approved depreciation parameters?

48.


Should SWBT use the latest FCC-approved future net salvage values?

These three issues concern SWBT’s depreciation expenses.  Depreciation expense represents the annual charge to recover a telephone company’s capital investment in plant, equipment, and other facilities required to create an integrated telephone network over the life of those capital items.
  Generally, a longer service life will result in lower depreciation rates and will yield a lower annual depreciation expense.  In other words, the longer an asset’s service life, the smaller amount of depreciation expenses that is recognized each year, all other things being equal.  Lower depreciation rates equal lower rates charged to CLECs for the purchase of UNEs.
 

SWBT utilizes depreciation figures that allow it to recover its forward-looking cost of providing services.  SWBT indicates that the economic lives it uses for depreciating its assets are not static.  They must change to recognize the changes in technology and competition that can render a piece of equipment obsolete and worthless long before it will ever physically wear out.
  

The Joint Sponsors assert that SWBT should be required to utilize the asset lives, depreciation parameters, and future net salvage values established by the FCC for purposes of establishing interstate rates.  SWBT replies that the values it has used are reasonable and that they correctly capture forward-looking costs for TELRIC UNE studies. It further cautions that the FCC-approved values are not necessarily reliable because they are based on assumptions that predate the advent of competition in 1996.  SWBT also points out that the FCC has not mandated the use of FCC-approved depreciation values in establishing UNE rates.  

The Commission agrees with the expert testimony offered by the Joint Sponsors’ witness, Daniel P. Rhinehart.  For the reasons explained by Mr. Rhinehart on pages 6-10 of his rebuttal testimony, the Commission concludes that the depreciation lives and parameters prescribed by the FCC represent a fair and reasonable basis for developing UNE rates.  Although the FCC’s depreciation lives and parameters may be based on older assumptions, the FCC has continued to use those lives and parameters for its own purposes.  It may, therefore, be assumed that the FCC considers those depreciation lives and parameters to be reasonable.  Furthermore, SWBT continues to use FCC-prescribed depreciation curve, gross salvage, and cost of removal parameters in its cost studies.
   Adoption of the Joint Sponsors’ position will simply require SWBT to consistently use all aspects of the FCC-approved depreciation lives and parameters.  Finally, the reliability of the depreciation assumptions used by SWBT is called into question by the fact that SWBT does not use those assumptions for financial reporting purposes.
   

For the foregoing reasons, SWBT shall use FCC-approved asset lives and depreciation parameters in its CAPCS runs.     

Support Asset Factors.

49.
What Support Asset Factors should be adopted?

Support assets are those assets that are required to permit employees to perform the specific work functions being analyzed in TELRIC cost studies.
  SWBT’s witness, Thomas G. Ries, illustrates the nature of support assets with the following example: 

When technicians install or repair a service, they consume a number of support assets.  A portion of the motor vehicle they drive, their PC, land and building, and office equipment are all investments and expenses required to enable technicians to provision UNEs or services.  If the installation or repair were not needed, the technician, his motor vehicle, and his computer would not be needed.  Additionally, building space, land, furniture, and office equipment would no longer be needed at the garage.  These are all costs that are avoided as the labor resource is avoided.
  

SWBT recovers the cost of these support assets in its cost studies by developing a Support Asset Ratio, based on salaries and wages for those activities that contribute toward the consumption of the supporting assets.  

The Joint Sponsors do not take issue with the principles underlying SWBT’s Support Asset factor development but do recommend changes in certain inputs specifically listed in subsequent issues.  Staff’s expert witness, Dr. Ben Johnson, argues that SWBT includes 100 percent of the cost of its administrative and network support buildings in support assets costs.  To the extent that these buildings are used to provide retail services, Johnson argues that they should not be included in the calculations used for UNE pricing purposes.  Johnson suggests that assets that support the activities involved in providing SWBT’s retail services should be completely excluded from SWBT’s cost studies.
  

The Commission will address the specific issues raised by the Joint Sponsors in subsequent issues.  The Commission will have more difficulty in dealing with the issue raised by Staff.  The Commission agrees that CLECs looking to purchase UNEs should not be required to pay for that portion of SWBT’s assets that are used to support SWBT’s retail services.  Unfortunately, Staff does not provide any indication of how that goal can be accomplished.  Therefore, the Commission is unable to order SWBT to make any particular adjustment to its costs studies in response to Staff’s concern.  

50.
Did SWBT make errors in its inputs for Accounts 2111 and 2116 in the Support Asset factor development?

The Joint Sponsors’ expert witness, Daniel Rhinehart, testified that he had identified two input errors in SWBT’s development of support assets factors.  He indicated that the input for total land investment, account 2111, was overstated by $100 million, and there was a $100 thousand input error in the “Small Value Items” column of Other Work Equipment, account 2116.
  SWBT admits the errors but contends that their impact on rates is insignificant and should not require correction.  

The Commission finds that SWBT must make the correction to its Support Asset  factor.  While the correction of the error may not have a significant impact on the Support Asset factor itself, the accumulation of minor errors may be magnified as that factor is applied throughout various cost studies.  In any event, SWBT will already be required to recalculate its factors because of the previous decisions of the Commission.  Therefore, SWBT will not be unduly burdened by correcting what it acknowledges to be a mistake.     

51.
Did SWBT use incorrect current cost to book cost ratios for buildings investment in its Support Assets factor development?

The current cost to book cost ratio (CC/BC ratio) is used to convert the gross book cost of all existing investments to the value that would be invested if all assets in that account were to be replaced at current costs for provision of service in the future.  Since buildings are investments that are periodically replaced or expanded, SWBT contends that the book cost of network buildings should be adjusted by applying the CC/BC ratio.
  

The Joint Sponsors and Staff contend that SWBT’s use of the CC/BC ratio regarding building investments overstates the replacement cost of buildings because it ignores the additional efficiencies and space reductions that could be achieved if SWBT designed new buildings of the optimal size.
  The Joint Sponsors and Staff would preclude SWBT from using the CC/BC ratio to adjust its building investment while permitting its use

in other investment accounts.  This would mean that for its building investment SWBT would be allowed to recover only the embedded cost of the existing buildings.  The Joint Sponsors and Staff point out that the Commission took this course in TO-97-40.  

The Commission concludes that the Joint Sponsors and Staff are correct.  Many of the buildings used to house SWBT’s telephone network were originally designed and built many years ago when the technology required to operate the network was much different than the technology in use today, and in the future.  To simply assume that those buildings would be replaced brick for brick in a forward-looking network is not reasonable.  

Ideally, the building requirements of a forward-looking network could be ascertained by determining the exact amount of space required for each piece of equipment and then determining the minimum cost of housing that equipment.  Unfortunately, but not surprisingly given the limited time and resource available to the parties, no such study is in evidence.   The Commission will, therefore, use the same approach that it used in TO-97-40, and direct that SWBT not apply the CC/BC ratio to its buildings investment.  SWBT may apply the CC/BC ratio to all other investments.   

52.
Did SWBT incorrectly distribute “TBO” expense reductions in its Support Assets factor development?

The Joint Sponsors and Staff contend that SWBT incorrectly distributed Transitional Benefit Obligation - “TBO” - expense reductions in its Support Asset factor development.
 

SWBT admits the error but contends that its impact on rates is insignificant and should not require correction.
  

The Commission finds that SWBT must make the correction to its Support Asset  factor.  While the correction of the error may not have a significant impact on the Support Asset factor itself, the accumulation of minor errors may be magnified as that factor is applied throughout various cost studies.  In any event, SWBT will already be required to recalculate its factors because of the previous decisions of the Commission.  Therefore, SWBT will not be unduly burdened by correcting what it acknowledges to be a mistake.     

53.
Has SWBT double counted certain computer assets in its Support Asset factors and certain cost studies?

SWBT acknowledged this error and corrected for it in its surrebuttal testimony.  The correct results are reflected in the revised list of prices that SWBT presented at the hearing.  There is no need for the Commission to further address this issue.

Maintenance Factors Issues.

54.
What Maintenance and Other Expense Factors should be adopted?

Maintenance factors represent the direct costs associated with repairing and maintaining telephone plant.  Maintenance factors are calculated by dividing recently booked direct repair and maintenance expenses by replacement costs of the equipment maintained.
  The ratio determines the relationship between expenses and investment and is used as an indicator of the future level of expenses to be applied to forward-looking investments.  By applying the ratio to its forward-looking investments, SWBT indicates that it will identify the forward-looking cost of operating that investment.
  

The Joint Sponsors and Staff recommend specific modifications to the maintenance factors in subsequent issues.  The Commission will address the proposed modifications in those issues. 

55.
Do SWBT’s Missouri maintenance factors incorrectly include costs attributable to other SWBT states?

The Joint Sponsors allege that the inputs SWBT applies to its maintenance factors include expenses for Missouri that exceed the expenses that SWBT has reported to the FCC as Missouri expenses.  The Joint Sponsors’ witness indicated that his review of SWBT’s work papers indicated that the cause of the discrepancy was SWBT’s failure to recognize that some maintenance costs were originally incurred and booked in Missouri but later transferred to other SWBT states.  The witness indicated that this error tended to cause an overstatement in Missouri-based maintenance factors.
  

SWBT’s witness denied that SWBT has transferred any maintenance costs to other states and contends that its inputs are correct.  In support of its contention, SWBT’s witness cited to supporting documentation that is not in evidence.
  

The gist of this issue is that the Joint Sponsors allege that something is wrong with the expenses used by SWBT in calculating its maintenance factors because the expenses used by SWBT do not match the expenses that it reports to the FCC.  The Joint Sponsors

offered a possible explanation for that mismatch and SWBT denied that the Joint Sponsors’ explanation was correct.  SWBT did not, however, offer any other explanation for the mismatch, except to cite to a document that was not placed in evidence.  SWBT has not met its burden of proof.  The Commission finds that the inputs for Missouri expenses used to determine the maintenance factor used in setting UNE rates should be modified to reflect the amount of expenses for Missouri that SWBT reports to the FCC.  

56.
Are Account 6534 wages overstated in the maintenance factor computations?

The Joint Sponsors contend that SWBT improperly failed to exclude supervision costs found in account 6534, Plant Operations Administration, from its maintenance factor computations.
  In his surrebuttal testimony, SWBT’s witness, Thomas Ries, testified that he had rerun his calculations and that there was no error.
   However, in cross-examination at the hearing, Mr. Ries testified that the error identified by the Joint Sponsors was, in fact, present in SWBT’s study.  He did, however, contend that the error would have the effect of slightly understating, rather than overstating SWBT’s costs.
  

Given the admission of SWBT’s witness during cross-examination, the Commission concludes that the error identified by Joint Sponsors does exist.  It is not clear whether that error results in an overstatement or understatement of SWBT’s costs.  Whether costs are overstated or understated, the error must be corrected when SWBT reruns its cost studies.

57.
Should various computational errors identified by AT&T in SWBT’s maintenance factor development be corrected?

In testifying about SWBT maintenance factor computations, the Joint Sponsors’ witness, Daniel P. Rhinehart, testified that:

I found a number of other computational errors in various places in SWBT’s spreadsheet and noted the corrections in the spreadsheet.  For example, facilities testing expense was not correctly apportioned among accounts and a distribution formula for building maintenance expense was incorrect.

SWBT conceded only one error in the study; the Support Assets portion of the maintenance factor neglected to remove the portion of support assets that are recovered through the non-recurring charges.  SWBT indicated that the impact of this error was a slight overstatement of maintenance costs.
  SWBT denied any other errors.  

The Joint Sponsors’ witness testified that he had found other computational errors in SWBT’s spreadsheet and indicates that he noted those corrections in the spreadsheet.  Unfortunately, the witness’ corrections to SWBT’s spreadsheet are not in evidence.  Therefore, the Commission has no way of judging whether SWBT has made the alleged errors.  SWBT generally has the burden of proving the appropriateness of its proposed rates.  But in this situation, the Joint Sponsors have failed to present any evidence by which the Commission can find in their favor.  With no evidence to guide its decision, the Commission finds that SWBT must correct the error that it concedes, but need not correct the other errors that the Joint Sponsors have failed to identify for the Commission.
58.
Should the buildings maintenance factor be modified to reflect the use of book costs of network buildings in the development of the buildings investment factor?

The Commission previously addressed this issue in issue 51.  In that issue, the Commission found that it was inappropriate to apply the CC/BC ratio to the buildings factor, in effect using the book cost of network buildings in the development of the buildings investment factor.  The buildings maintenance factor should also be modified to reflect that decision. 

Building Factors Issues.

59.
Should the network investment factor be based on booked investment as previously required in Case No. TO-97-40?

The Commission previously addressed this issue in issue 51.  In that issue, the Commission found that it was inappropriate to apply the CC/BC ratio to the buildings factor, in effect using the book cost of network buildings in the development of the buildings investment factor.  The network investment factor should also be modified to reflect that decision. 

Transitional Benefit Obligation Issues.

60.
Is the so-called “Transitional Benefit Obligation” (TBO) a forward-looking cost?

The Transitional Benefit Obligation, referred to as the TBO, is a catch-up accounting cost that reflects SWBT’s previously unaccrued liability for post-retirement benefits other than pensions.  SWBT was required to recognize that unaccrued liability for accounting purposes by Financial Accounting Standard (FAS) 106.  Before adopting FAS 106 in 1993, SWBT, like all other utilities, booked the cost of post-retirement benefits on a pay-as-you-go basis.  For example, when a SWBT retiree visited a doctor, SWBT paid the bill and recorded the expense on its books at the time it made the payment.  

FAS 106 changed that procedure by requiring all companies to report their post-retirement liability on an accrual basis.  Under FAS 106, SWBT records the current present value of the cost of post-retirement benefits at the time the employee accrues the benefit, based on actuarial projections of the cost of those benefits.
  In other words, SWBT is recording a cost today for an obligation that it will not pay until a current employee retires in the future.  In effect, SWBT in 2002 may record as a cost the current present value of a retired employee’s visit to a doctor in 2020.  

When FAS 106 was adopted, SWBT was obligated to restate its books as if it had been using accrual accounting all along.  In restating its books, SWBT was obligated to recognize a large amount of costs for anticipated future benefits already earned by its current employees and retirees.  That amount of costs is the TBO.  Rather than requiring SWBT to recognize the entire TBO at one time, the FCC permitted SWBT, and other utilities, to amortize the TBO expense over the remaining service life of employees.  For SWBT that was a period of 16 years.
    

SWBT contends that it should be permitted to recover the TBO by including it as a factor in its cost studies.  SWBT argues that the TBO is a current cost of business, representing SWBT’s obligation to pay future benefits to retirees.  SWBT’s payments toward the TBO will continue in the future, so SWBT claims that it should be able to recover those forward-looking costs.  

The Joint Sponsors and Staff contend that the TBO is the amortization of a backward-looking cost associated with past work activities rather than forward-looking activities.  As a backward-looking, embedded cost, TBO should not be recovered under TELRIC principles.
  The Joint Sponsors also point out that although SWBT was permitted to amortize the TBO on its regulatory books, it wrote off these costs from its financial books years ago.  

The Commission finds that the positions espoused by the Joint Sponsors and Staff are correct.  The Joint Sponsors’ witness, Daniel P. Rhinehart, is correct in his assessment that “the TBO represents the amortization of an historic, but unrecovered, embedded cost and by definition is not a forward looking long run incremental cost.”
  SWBT has, in fact, already written off these embedded costs on its financial books and its shareholders absorbed those costs at the time SWBT adopted FAS 106.
  The fact that SWBT continues to amortize that cost on its regulatory books is merely a means by which it recovers an embedded cost.  It is not a forward-looking expense for purposes of TELRIC. 

61.
Should TBO expenses be removed from Southwestern Bell’s TELRIC studies?

Having found in issue 60 that TBO expenses are not a forward-looking cost for purposes of TELRIC, the Commission concludes that those expenses must be removed from SWBT’s TELRIC studies. 

62.
Should capitalized TBO amounts be removed from SWBT’s TELRIC studies?

In their briefs, both the Joint Sponsors and SWBT treat this issue as being essentially identical to issues 60 and 61.  Both assume that a finding that TBO expenses should, or should not be removed from SWBT’s TELRIC studies requires an identical finding regarding capitalized TBO amounts from SWBT’s TELRIC studies.  However, the Joint Sponsor’s witness, Daniel P. Rhinehart, testified that while he would like to find a way to accurately eliminate capitalized TBO amounts from SWBT’s studies, he concluded that “the complexity and lack of adequate data suggest that no further changes can reasonably be made.”
  Since the Joint Sponsors’ witness concludes that SWBT cannot reasonably be expected to remove capitalized TBO expenses from its costs studies, the Commission will not order SWBT to do the unreasonable.  SWBT will not be required to remove capitalized TBO expenses from its TELRIC studies.       

63.
Do SWBT’s cost studies reflect productivity improvements to be expected in the study period?

64.
Should SWBT’s studies include inflation adjustments?


Issues 63 and 64 are linked together and will be considered together.  SWBT explicitly adjusts its cost studies to account for anticipated inflation.  The Joint Sponsors

and Staff do not object to SWBT’s consideration of inflation when preparing cost studies, but they contend that SWBT’s cost studies are not balanced because they do not explicitly reflect expected productivity improvements.  As Staff’s witness, Dr. Ben Johnson, indicates: 

any such consideration [of the impact of inflation] should be accomplished in a balanced manner, to ensure that the final cost results are not biased or skewed upward.  In developing forward-looking costs, the treatment of inflation should be consistent with the treatment of technological improvements, productivity enhancements, increasing economies of scale and other factors which tend to offset inflation and drive costs downward.
  

Joint Sponsors and Staff argue that expected productivity improvements will likely balance expected future inflation.  Since the cost studies do not reflect expected productivity improvements, they contend that SWBT should not be permitted to include expected future-inflation factors in its cost studies.
  

SWBT counters that its cost studies do implicitly incorporate expected productivity improvements.  SWBT’s witness, Thomas G. Ries, cites four specific ways in which SWBT’s cost studies take productivity gains into account: 

(1)  through the use of forward-looking efficient technology, (2) through the application of CC/BC [current cost to book cost] ratios in the development of the cost factors, (3) through the application of TPI [Telephone Plant Index]-based ‘inflation’ factors that reflect price decreases in equipment – particularly digital switching equipment – and (4) through use of forward-looking time estimates for non-recurring activities that incorporate known and planned process improvements.

SWBT argues that because its studies consider improved productivity, it should be able to incorporate specific inflation factors into its cost studies.  

The Commission concludes that the Joint Sponsors and Staff are correct.  SWBT’s  cost studies do not sufficiently account for productivity gains.  SWBT’s argument that productivity is included in its cost studies in four ways is successfully refuted by the Joint Sponsors.  First, SWBT claims that use of forward-looking efficient technology will include productivity gains.  But the Commission agrees with the Joint Sponsors witness, Daniel P. Rhinehart, who testified that some times technological substitution increases, rather than decreases the costs included in a cost study.
  Therefore, technology substitution is not always going to reflect productivity gains or cost savings.
  

Second, SWBT claims that its use of CC/BC ratios captures productivity gains.  The Joint Sponsors also successfully refuted that claim.  The CC/BC ratio simply converts the gross book cost of all existing investments to the value that would be invested if all assets in that account were to be replaced today, for providing service tomorrow.
  This means that the CC/BC ratio reveals only what it would cost today to replace the same equipment that SWBT had purchased previously.  That does not reflect any productivity gain.
  

SWBT’s third rationale, that it considers TPI inflation factors in its cost studies and that sometimes the TPI reflects the falling cost of technology, suffers the same fate as its second rationale.  The TPI and the CC/BC ratios do not reflect the increased functionality that leads to increased productivity.  Instead, those ratios merely measure how much it would cost today to buy existing equipment.  They do not measure productivity gains.
    

SWBT’s fourth rationale, the claim that it used some forward-looking time estimates for non-recurring activities, is also insufficient to support its position.  While SWBT’s cost studies may recognize selected productivity gains, it is not apparent that all process improvements are captured in those cost studies. 

Finally, SWBT’s forward-looking cost studies are based on technology being deployed today, and cost factors are based on current cost experience.  Therefore, unless there are overt prospective productivity adjustments to SWBT’s cost factors, the level of productivity inherent in SWBT’s cost studies is fixed as of the date of the study.
  On the other hand, SWBT does include overt inflation factors in its cost studies so that inflation will not be fixed at the time of the study.  As a result, SWBT’s cost studies will tend to overstate actual costs. 

This problem could be solved by requiring SWBT to incorporate overt prospective productivity adjustments into its cost studies but no party has proposed a formula that would permit the easy development of such adjustments.  However, the expert witnesses for both Staff and the Joint Sponsors indicate that productivity factors would roughly balance out the inflation factors and that if productivity factors are not used, then inflation factors should also be excluded.  For that reason, the Commission will order SWBT to exclude overt inflation factors from its cost studies.       

65.
Has SWBT correctly “levelized” inflation measures where it has used them?

The Commission would need to address this issue only if it had decided that SWBT would be permitted to use overt inflation factors in its cost studies.  The Commission has decided in issues 63 and 64 that SWBT will not be permitted to use those inflation factors. Therefore, this issue is moot and need not be further addressed.  
Shared and Common Cost Issues.

66.
What Common Cost factor should be adopted in this case?

SWBT uses the shared and common cost factor to assign costs it incurs to provide UNEs that cannot be directly attributed to an individual UNE.
  The factor represents the ratio of shared and common costs to direct costs.  In other words, for every dollar of direct cost, an amount representing shared and common cost will be added.  That amount will be determined by a percentage factor.  The factor is determined by the following equation: Shared and Common Factor = Shared and Common Costs / TELRIC Direct Costs.  The shared and common factor is then applied in the following manner:  Shared and Common Cost = TELRIC x (1 + Shared and Common Factor).
  

SWBT, the Joint Sponsors, and Staff, each propose a different shared and common cost factor.  The exact factors proposed by the parties are highly confidential numbers, so they will not be repeated in this order.  However, the Commission notes that the factor proposed by SWBT is substantially larger than the factors proposed by Staff and the Joint Sponsors. The final factor that the Commission will direct SWBT to use when it reruns its cost studies will be determined based on the decisions reached regarding subsequent issues. 

67.  
Should the Common Cost factor computation be determined using revenues in the development of the denominator?

As indicated in the discussion in issue 66, the shared and common cost factor is the ratio of shared and common costs to total direct costs.  Shared and Common Costs are thus in the denominator of the equation.   Instead of using shared and common costs as the denominator, the Joint Sponsors recommend that the Commission use SWBT’s total revenue less common costs.
  In support of this variation of the equation, the Joint Sponsors argue that total TELRIC costs for SWBT plus common costs are nearly identical to SWBT’s reported revenues.
  The Joint Sponsors also point out that this variation on the equation was accepted in Texas.
  

SWBT replies that revenues are not a surrogate for total TELRIC direct costs because they include investor-required return (i.e. cost of capital) and contribution to the firm’s common costs and economic profit.  Using revenues in the denominator would inappropriately increase the denominator by adding contribution and economic profit to total TELRIC costs, thus underestimating the shared and common cost factor and decreasing TELRIC prices.
  SWBT argues that use of the formula proposed by the Joint Sponsors would have the effect of requiring SWBT to share any actual profits it earns with the CLECs through operation of the common cost factor.

The Commission finds that SWBT is correct.  The formula proposed by the Joint Sponsors would not comply with TELRIC principles in that it would inappropriately add contribution and economic profit to total TELRIC costs.  Furthermore, the Joint Sponsors were unable to establish any basis for a conclusion that the use of SWBT’s revenue in the denominator of the common cost factor calculation would improve the accuracy of that calculation.  Instead, the formula proposed by the Joint Sponsors simply adds a layer of

confusion on top of an already complicated calculation.  SWBT will not be required to use revenues in the development of the denominator for the common cost factor calculation. 

68.
Should TBO be excluded from Common Costs?

The Commission previously addressed this issue in issues 60-62.  The Commission concluded that TBOs should be excluded from common costs.  There is no need to further discuss this issue.

69.
Has SWBT correctly used Support Asset factors in its Common Cost factor development?

The Joint Sponsors’ witness, Daniel P. Rhinehart, testified that the common cost factor proposed by SWBT is fundamentally flawed because it “inappropriately applies wage-based support asset factors to assets to identify supposed support asset costs.”
  The Joint Sponsors indicate that the support asset factors should be applied only to wages and salary dollars.  SWBT’s witness, Thomas G. Ries, when cross-examined at the hearing, seemed to agree when he indicated that “[t]he support asset factor should only be applied to salary dollars.”
  

In its brief, SWBT asserts that it has correctly applied support asset factors in developing its common cost factor and then explains why support asset costs are a legitimate component of the common cost factor.  However, SWBT never addresses the issue raised by the Joint Sponsors.  SWBT does not indicate whether it applies wage-based support asset factors to assets to identify supposed support asset costs.  It does not deny that the support asset factor should be applied only to wages and salary dollars.  

The Commission concludes that the expert opinion offered by the Joint Sponsors’ witness is correct.   SWBT will not be permitted to apply wage-based support asset factors to assets to identify supposed support asset costs.

70.
Has SWBT correctly reflected corrections to ARMIS data reported to the FCC for accounts 6612 and 6722?

In preparing its common cost computations, SWBT used ARMIS data reported to the FCC.  The data SWBT used was correct at the time it performed its study but updated data decreased the account balance for account 6722, External Relations.  SWBT argues that using the updated balance in account 6722 would decrease the factor by only .02 percent and that, therefore, it is not necessary to make the adjustment.  The Joint Sponsors argue that SWBT should make the correction no matter how small.

 The Commission finds that SWBT must make the correction to use the most current data available.  While the correction may not have a significant impact on the common cost computations, the accumulation of minor errors may be magnified as that factor is applied throughout various cost studies.  In any event, SWBT will already be required to recalculate its factors because of the previous decisions of the Commission.  Therefore, SWBT will not be unduly burdened by rerunning its studies using the more current data.     

71.
Has SWBT correctly applied the Commission Assessment factor in its Common Cost development?

The Joint Sponsors’ witness, Daniel P. Rhinehart, testified that SWBT incorrectly applied the Commission assessment factor in developing its common cost factor.
  SWBT agrees that the Commission Assessment factor used in the study filed with its direct testimony was understated.
  It indicates that the correct factor was applied in the replacement study filed with its supplemental direct testimony.
  The Joint Sponsors do not present any evidence or argument that the assessment factor used by SWBT in its supplemental direct testimony is incorrect.  However, they argue that the Commission cannot be sure that SWBT is using the correct assessment factor because SWBT has not placed its cost studies, or other supporting evidence into the record.  Joint Sponsors suggest that SWBT be directed to demonstrate in its compliance filing that it has used the correct Commission Assessment factor.  

The Commission has no evidence before it but has only SWBT’s assertion that it is using the correct assessment factor, and the Joint Sponsors’ intimations that perhaps SWBT is in error.  The Commission makes no finding about the appropriateness of the assessment factor used by SWBT but directs SWBT to demonstrate in its compliance filing that it has used the correct Commission Assessment factor. 

72. 
Is it appropriate for SWBT to base the Common Cost factor on year 2000 data when its cost studies are based on 1999 data?

SWBT utilized 2000 data in developing its shared and common cost factor.  The rest of its cost studies were based on 1999 data.  SWBT indicates that it simply used the most current data available and that the use of 2000 data is appropriate.
  The Joint Sponsors disagree.  Their witness stated that 1999 data should be used.  He explained that 1999 data is more appropriate because between 1999 and 2000 SWBT transferred ownership of major computer assets to an SBC subsidiary and began leasing them back.  That change creates the possibility of double counting of related expenses in different cost studies.
  

In most situations, the most current available data should be used.  However, the Commission agrees with the Joint Sponsors that the transfer of ownership of major computer assets between 1999 and 2000 does create the possibility that certain costs could appear in one area in 1999 and in a different area in 2000.  That possibility might result in a CLEC being double charged for that cost.  SWBT is directed to use 1999 data in preparing its common cost factor. 

73.
Is it appropriate to include inflation in Southwestern Bell’s computation of Common Costs?

The Commission previously addressed this issue in issues 63-64.  The Commission concluded that SWBT would not be permitted to utilize overt inflation factors in computing its common costs.  There is no need to further discuss this issue.

74.
If inflation is determined to be appropriately included in the determination of Common Costs, is SWBT’s use of non-levelized inflation factors correct?

The Commission would need to address this issue only if it had decided that SWBT would be permitted to use overt inflation factors in its cost studies.  The Commission has decided in issues 63 and 64 that SWBT will not be permitted to use those inflation factors.  Therefore, this issue is moot and need not be further addressed.  
75.
What amount of Executive and Planning and General and Administrative costs should be considered avoided in determining the Common Cost Factor?

Executive and Planning, and General and Administrative costs are overhead or common costs.  SWBT argues that these costs are attributable to its entire operation and cannot be avoided so long as the company is in business.  It does not believe that any adjustment to remove retail related costs from those costs would be appropriate.
  Staff and Joint Sponsors argue that a portion of those costs must be attributed to SWBT’s retail operations.  If they are related to retail operations, then those costs can be avoided when a UNE is provided wholesale to a CLEC.  A CLEC should not be required to pay for such avoided costs.  

Staff would remove 35 percent of those costs as a “reasonable estimate” of the percentage of costs that would be avoided in the wholesale market.  That percentage is based on calculations performed by Staff’s witness, Dr. Ben Johnson.
  The Joint Sponsors agree that a portion of these costs would be avoided for wholesale UNE sales.  The Joint Sponsors would exclude 15.67 percent of those costs, with certain exceptions, using the Indirect Factor established by the Commission in TO-97-40.
 

The Commission finds that SWBT’s position is not reasonable.  It is apparent that some percentage of these costs is related solely to retail services and should be excluded from wholesale costs.  However, the testimony presented to the Commission on this issue is very sparse.  SWBT’s brief does not point to any testimony or other evidence on this issue and the testimony offered by the witnesses for the Joint Sponsors and for Staff is more conclusory than enlightening.  In the absence of better information, the Commission finds that the position espoused by the Joint Sponsors is most reasonable in that it is based on the findings previously made by this Commission in TO-97-40 and the expert opinion of the Joint Sponsors’ witness. 

76.
What amount of Network Operations – General Supervision costs should be considered avoided in determining the Common Costs Factor?

   SWBT indicates in its brief that its shared and common cost study classifies Network Operations – General Supervision expenses (account 6534) as direct costs.  It denies that any of these costs should be treated as avoided direct expenses.
  However, SWBT’s witness, Thomas G. Ries, when cross-examined at the hearing, testified that he had made a mistake in the cost study and that these costs should have been included in the Common Costs factor.
  The omission of the costs results in a slight understatement of SWBT’s costs.  The Joint Sponsors argue that, nevertheless, the proper adjustment should be made, including an avoided cost adjustment of 15.67 percent, the Indirect Factor it proposed in issue 75.  

The Commission agrees with the Joint Sponsors.  SWBT will be required to correct what its witness acknowledged to be an error.

77.
What amount of uncollectibles expense should be considered avoided in determining the Common Cost Factor?

   SWBT claims in its brief that it only included uncollectible expenses relating to wholesale services in its Common Cost Factor.  All retail uncollectible expenses were excluded from the cost study so there is no need for any further adjustment.  However, SWBT does not cite any evidence to support that assertion.
  

In their brief, the Joint Sponsors urge the Commission to again use the Indirect Factor of 15.67 percent to reduce these uncollectible expenses.  However, the Joint Sponsors also fail to cite any evidence to support their position that these expenses need to be adjusted.
  

The Commission is faced with a complete lack of evidence upon which to resolve this issue.  If SWBT’s assertion is correct, then there would be no need to adjust SWBT’s uncollectible expenses.  If SWBT has not already excluded retail uncollectibles from its cost study, then it would be appropriate to use the indirect factor that the Commission approved in issue 75 to reduce that cost.  SWBT has the burden of proving that its cost studies are reasonable but the Commission is not willing to order SWBT to adjust its cost study without some evidence in the record to support such an adjustment.  Faced with this complete lack of evidence the Commission has no choice but to make no finding on this issue.  This will have the effect of leaving this aspect of SWBT’s cost study unchanged. 

78.
What amount of marketing costs should be considered avoided in determining the Common Cost Factor?

The Commission concludes that 10 percent of marketing costs are attributable to wholesale services.  Therefore, 90 percent of marketing costs are to be considered avoided.  The basis for the Commission’s conclusion is explained in the Commission’s Conclusions of Law, later in this Report and Order.

79.
What amount of Customer Operations (call completion and number services) costs should be considered avoided in determining the Common Cost Factor?

The Joint Sponsors and SWBT agree that these costs are 100 percent direct costs that are included in other cost studies.  Therefore, they should be excluded entirely from the common cost factor.  Given the agreement of the parties, the Commission need not further address this issue.

80.
What amount of Customer Services costs should be considered avoided in determining the Common Cost Factor?

The Joint Sponsors and SWBT agree that these costs are 100 percent direct costs that are included in other cost studies.  Therefore, they should be excluded entirely from the common cost factor.  Given the agreement of the parties, the Commission need not further address this issue.

81.
Should the Common Cost Factor be applied to non-recurring rates?

The Joint Sponsors contend that non-recurring costs should be excluded from the common cost factor and that therefore the common cost factor should not apply to non-recurring rates.  SWBT replies that common costs apply equally to non-recurring costs and that the common cost factor should be applied to those rates.  SWBT also points out that not applying common costs to non-recurring costs would result in higher recurring costs, as a greater percentage of the common costs would need to be recovered from the recurring costs.
  

SWBT’s position on this issue is sensible.  Not applying common costs to non-recurring costs would only shift more costs onto the recurring costs.  The Joint Sponsors have not established a reason to shift those costs.  The Commission concludes that common costs should be applied to non-recurring rates.   

Cost of Capital Issues.

The original cost of capital issues, 82-102, 109, 138, 152, 180, 188, 208, 215, 228, 236, 243, 261, 265, 273, 280, 292, 301, 307, and 312, have been reduced to the following four questions:

82.
What is the weighted average cost of capital that should be used in this case?

In order to determine SWBT’s forward-looking economic costs to provide UNEs in Missouri, the Commission must estimate SWBT’s weighted average cost of capital for the business of providing UNEs.  The weighted average cost of capital is derived from the

following formula:  (forward-looking cost of debt multiplied by the percentage of debt in capital structure) plus (forward-looking cost of equity multiplied by the percentage of equity in capital structure) equals the weighted average cost of capital.
  In order to solve this equation, three inputs must be determined:  the cost of equity, the cost of debt and the target capital structure.

The parties propose that the Commission utilize the following weighted average cost of capital:

SWBT: 


12.19%

Joint Sponsors:
9.38%

Staff:


9.8%

These percentages are derived, mechanically, from the inputs into the formula previously described.  Therefore, those inputs must be determined before a weighted average cost of capital can be established.  The next three issues determine those inputs.


For reasons explained in the discussion of issues 83, 84 and 85, the Commission determines that the cost of equity is 13 percent, the cost of debt is 7.18 percent, and the target capital structure is 46 percent debt and 54 percent equity.  When those amounts are inserted into the weighted average cost of capital formula, the result is a weighted average cost of capital of 10.32 percent.

83.
What is the cost of equity?

The return on common equity serves to compensate shareholders for the use of their capital to finance the plant and equipment necessary to provide services.  Shareholders are willing to invest their money in the stock of a company only if they believe that they can earn a rate of return commensurate with the rate of return they can earn from an alternative investment having comparable risks.  In order to induce an investor to purchase equity in a company that is perceived to be more risky, that company must offer a higher rate of return.  

All three parties offered the opinions of expert witnesses to support their estimates of the cost of equity.  Dr. William E. Avera testified on behalf of SWBT.  To estimate the cost of equity for SWBT, Dr. Avera employed a five-year, constant growth, discounted cash flow (DCF) analysis, separately using growth projections published by Value Line Investment Services and by Institutional Brokers Estimate Systems (I/B/E/S).  Dr. Avera also employed two different applications of the risk expectational cost of equity:  the realized rate of return approach, and the expectational cost of equity approach.  Through his calculations, Dr. Avera arrived at an estimated cost of equity of 13 percent.

Dr. Ben Johnson testified on behalf of Staff.  For his calculations, he used 12 percent as the estimated cost of equity.  However, Dr. Johnson admitted that the 12 percent figure was based only on what he believed to be a reasonable judgment and was not supported by any specific calculations.

John I. Hirshleifer testified on behalf of the Joint Sponsors that 10.27 percent is an appropriate cost of equity.  In arriving at his estimate of the cost of equity, Hirshliefer employed many of the same formulas as did SWBT’s expert witness.  However, a significant difference arose from Hirshleifer’s use of a three-stage DCF model instead of the simplified constant growth DCF model employed by Dr. Avera.  Hirshleifer contends that the constant growth model is too simple and naïve and that a variable, multi-stage growth model is more accurate.  

Essentially, the three-stage DCF model used by Hirshleifer has the effect of reducing the expected future long-term growth rate of the evaluated company to what Hirshleifer contends is a more realistic, sustainable growth rate.  Dr. Avera replies that the constant growth rate that he employs has the advantage of actually being used by most investors.  He also argues that real investors base their investment decisions on short- term growth rates.  Dr. Johnson agreed that if he had performed calculations to determine an appropriate cost of equity, he would also use the constant growth discounted cash flow method employed by Dr. Avera.
 

The Commission finds that Dr. Avera’s constant growth discounted case flow model most closely matches the actual expectations of potential investors.  Dr. Avera’s testimony clearly explained the application of that model and was quite credible.  Dr. Hirshleifer’s three-stage DCF model, while promising greater accuracy, is actually based on a great deal of speculation about the future.  The Commission rejected the use of that model in

TO-97-40 and will do so again.  The Commission will accept the 13 percent cost of equity proposed by SWBT.    

84.
What is the cost of debt?

The next element in the weighted cost of capital is the cost of debt.  The cost of debt is a measurement of what it would cost to raise new debt funds in the marketplace.  Dr. Avera, SWBT’s witness, testified that the appropriate cost of debt is 7.18 percent.  He arrived at that figure by averaging Moody’s reported 7.11 percent yield on Aa bonds with the 7.26 percent yield on A bonds.
  Dr. Johnson, Staff’s expert witness, also used a 7.18 percent cost of debt in his calculation of the overall cost of capital.
  Mr. Hirshleifer, the witness for the Joint Sponsors, proposed a slightly higher cost of debt, 7.70 percent, based

on the weighted average cost of the outstanding debt issues of SBC and its subsidiaries.
  
The cost of debt proposed by SWBT’s witness appears to be reasonable.  The Commission will accept 7.18 percent as the cost of debt.   

85.
What target capital structure should be used for the UNE leasing business?

The final element in the weighted cost of capital is the target capital structure.  SWBT, like most businesses, is financed by a combination of equity (common stock) and debt (including bonds and bank loans).  The fraction of debt and equity used to finance a business is referred to as its capital structure.  A company’s capital structure will vary

depending upon the nature of the company’s business and the perception of investors regarding the risks associated with that business.  

There are two sources of risk for a company, operating risk and financial risk.  Operating risk results from the operation of the business.  It is affected by factors such as competition, technological change, customer acceptance of a company’s products, and variation in the costs of producing the company’s products.
  Financial risk is determined by the amount of debt in a company’s capital structure.  A company heavily financed with debt is perceived by lenders to be more financially risky than a company financed with equity.  Debt must be serviced on a prescribed schedule; whereas, a company has much more flexibility in determining the amount of dividends that it will pay to its equity holders.  Taking on more debt increases the risk that a company will not be able to meet its fixed obligation to service its debts; thus increasing the financial risk of the company.

In deciding whether to invest in either the debt or equity of a company, investors will consider the total risk – both operating and financial – associated with the company.  Therefore, a company with low operating risk may be able to take on greater financial risk and still have a favorable total risk, attractive to investors.  That means that a company operating in a relatively stable business environment will be able to finance more of its costs through cheap, but higher risk debt.  A company subject to greater business risks must finance a greater percentage of its costs through higher priced, but safer equity.  The question then becomes what is the appropriate ratio of debt to equity to be ascribed to SWBT when it sells wholesale UNEs to the CLECs.

Dr. Avera, testifying on behalf of SWBT, indicated that at the time he did his study, SBC had an actual capital structure of approximately 88 percent equity, 11 percent debt, and 1 percent other sources.
  However, it is not appropriate to simply use the actual capital structure of SBC.  Determining the appropriate capital structure is more difficult because under TELRIC standards, the CLECs that purchase UNEs should not be required to pay for risks associated with other aspects of SWBT’s business.  The Commission is therefore required to determine the cost of capital for a hypothetical company that is only in the business of selling UNEs to CLECs at wholesale.  

Obviously, no such company exists so the parties have attempted to determine what such a company would look like.  SWBT models its theoretical company on other telephone holding companies that own existing LECs.  This comparison group has an average capital structure of 86 percent equity and 14 percent debt.
  SWBT contends that the risks associated with leasing UNEs to CLECs is comparable to the overall risk of a LEC so that it is appropriate to use the actual capital structure of the LEC holding companies for the hypothetical capital structure of the hypothetical UNE wholesaler.  

The Joint Sponsors and Staff contend that leasing UNEs in the wholesale market is much less risky than some other business ventures of the LECs and that therefore a capital structure using greater amounts of relatively cheap debt should be utilized for the hypothetical UNE wholesaler.  Mr. Hirshleifer explained that while other SBC business units that provide local telephone service are faced with new competitors, increasing the level of operating risk, the unit involved in leasing the network by providing UNEs to CLECs has no competition, because it owns the only available network.  Therefore, it faces lower operating risk than do other SBC business operating units.
  As a result, the hypothetical UNE wholesaler should be able to incorporate more low cost debt into its capital structure.  

Staff’s witness, Dr. Ben Johnson, testified that an appropriate capital structure for the hypothetical UNE wholesale provider could best be determined by using book value rather than market value for SBC’s equity.  This has the advantage of measuring the value of the equity that has actually been invested in SBC’s telephone network rather than more recent market fluctuations.
  The use of a book value capital structure permits the approximation of a capital structure that more closely reflects the monopolistic wholesale provisioning of UNEs rather than the riskier business undertaken by telephone holding companies in the modern competitive environment.
  Using this method, Johnson arrived at a 46 percent debt to 54 percent equity ratio.  

The Commission concludes that the use of the 46 percent debt to 54 percent equity ratio advocated by Staff is appropriate.  As indicated, any target capital structure that the Commission chooses to adopt will be hypothetical.   There is no way to know exactly what a company providing only wholesale UNEs to CLECs would look like.  However, it is reasonable to believe that such a company, operating in a heavily regulated, virtually monopolistic environment, would look a lot like SWBT would have looked before the coming of retail competition and the recent run-up of stock prices.  The hypothetical target capital structure advocated by Staff most closely approximates the capital structure of that hypothetical company and will be adopted.

86-102.  

These issues related to cost of capital and were eliminated when the parties consolidated them into issues 82-85.

UNE sub-loop cross-connects TELRIC study recurring, 2001-2003, March 

2001.   

103.
Should the recurring cost contain an in-place factor for optical jumpers? 

Joint Sponsors and SWBT agree that an in-place factor, representing the installation costs, for an optical jumper should not be included in the recurring costs for a cross-connect if the installation cost is already recovered in the non-recurring charge for that or another cross-connect.  They also agree that the in-place factor should be removed from the recurring cost studies for the dark fiber sub-loop cross-connect, and the OC3 and OC12 Unbundled Dedicated Transport Cross-connects because the cost identified by this factor are captured in the non-recurring dark fiber sub-loop cost study.  SWBT indicates that it has already made those corrections in its surrebuttal testimony.  The Staff has not taken a position on this issue.   

Given the agreement of the parties, the Commission will order that the in-place factor be removed from the recurring cost studies for the dark fiber sub-loop cross-connect, and the OC3 and OC12 Unbundled Dedicated Transport Cross-connects, because the cost identified by this factor are captured in the non-recurring dark fiber sub-loop cost study.  If SWBT has already made this modification to its cost studies, it need not take any further action.

104.
Cost Factors.

Cost factors are specifically addressed under issues 45-81 and need not be addressed again.

Sub-loop cross-connects (TELRIC) cost study, 2001-2003, June 2001.

105.
Are all of the charges for sub-loop cross-connects already contained in the sub-loop charge?

SWBT contends that the costs of placing sub-loop cross-connects in the field are recovered in the sub-loop non-recurring charge, but that the cost of placing cross-connects within the central office are not recovered in the non-recurring charge.  SWBT is proposing the same new prices for central office loop and sub-loop cross-connects.  SWBT contends that the Commission needs to establish a permanent rate for a sub-loop cross-connect, but that the permanent rate should be the same as the permanent rate for an in-office loop cross-connect that was established in TO-97-40.  

The Joint Sponsors do not oppose the application of the loop cross-connect recurring charges to the sub-loop cross-connects, but they do oppose the application of any non-recurring charge to sub-loop cross-connects because they contend that those charges are already recovered in the non-recurring charge for the sub-loop itself.  They contend that SWBT has never responded on this point.  

Unfortunately, this issue, as presented by the Joint Sponsors, is completely incomprehensible to the Commission.  The only evidence that the Joint Sponsors cite regarding this issue is a statement by the Joint Sponsors’ witness, Steven Turner, indicating that he was modifying SWBT’s sub-loop cross-connects non-recurring cost study to show that the probability of the functions occurring is 0.00 percent given that the activities are recovered in the sub-loop nonrecurring charge.
  But the testimony also indicates that Turner is proposing a modification to a cost study that SWBT has withdrawn as being unnecessary because permanent nonrecurring rates were established in TO-97-40.
  The Joint Sponsors are proposing modifications to a cost study that is no longer at issue in this case.  There is, therefore, no reason to order SWBT to take any action with regard to this issue.  

UNE Dark Fiber Cross-connects to Collocation Cage Non-recurring (TELRIC) Case Study; 2001-2003, June 2001. 

106.
Should full disconnect cost be paid at the time the connection is made?

The nonrecurring charges proposed by SWBT would charge a CLEC the full cost of disconnecting a UNE at the time it orders the connection.  SWBT contends that this is necessary because collecting the cost of disconnect upfront is a common practice on the retail side of the telephone industry.
  By collecting the cost of disconnect at the time of connection, SWBT avoids the risk that it will not be paid at the time of disconnect.  SWBT is particularly concerned about collecting disconnect charges when a CLEC goes out of business.
  

The Joint Sponsors and Staff contend that SWBT’s collection of the costs of disconnect at the time of connection will result in over-recovery.  The Joint Sponsors would permit SWBT to collect disconnect charges at the time of connection, but would reduce SWBT’s upfront recovery to its present value in order to recognize the time-value of money.  The Joint Sponsors would discount the disconnect charges by the weighted average cost of capital for 5 years.
   

Staff would go further than the Joint Sponsors and require SWBT to recover the cost of disconnection only at the time of disconnection.  Dr. Johnson, testifying for Staff, convincingly explained that while the practice of collecting the cost of disconnect was common on the retail side of the telephone industry, it was not necessary or appropriate in the wholesale UNE market.
  

It is apparent that by charging a CLEC for disconnect charges at the time of connection, SWBT is over collecting its costs.  That practice does not recognize the time-value of money.  In effect, SWBT would be collecting an interest-free loan from its CLEC wholesale customers, lasting as long as the UNE connection remains in service.  This situation would be partially corrected if the disconnect charges were discounted by the time-value of money as proposed by the Joint Sponsors.  In effect, that solution would require SWBT to pay interest on the loan.

However, that solution carries its own set of problems.  The Commission would still need to speculate about the average amount of time that would pass between connection and disconnection.  In addition, under this solution, CLECs that have a stable customer base and seldom need to have UNEs disconnected would be required to subsidize those CLECs that frequently require disconnection services.
 

In a wholesale situation, it is more appropriate to require SWBT to wait to collect the cost of disconnection at the time a disconnect is ordered.  This solution will not deprive SWBT of the ability to collect its costs because of the difference between the retail and wholesale markets.  A retail customer might object to the idea of paying a separate fee to have a service disconnected.  Furthermore, retail customers may move away, making it hard for the phone company to track them down to collect a disconnect charge.  But in the wholesale market, SWBT will be dealing with sophisticated CLECs that understand the need to pay for the costs of disconnection when they seek to disconnect a UNE.  Furthermore, while in some circumstances a UNE purchased by a CLEC may be disconnected because the CLEC is going out of business, in most cases the CLEC will be disconnecting the UNE because its customer no longer needs the connection.  In that circumstance the CLEC will continue to need a business relationship with SWBT, and SWBT is unlikely to encounter difficulty in collecting the disconnect charges. 

The Commission concludes that Staff is correct; SWBT should not be permitted to charge a CLEC for the cost of disconnection until a disconnection is ordered.  

107.
What is the appropriate installation time for Fiber optic Cross-connects?

SWBT’s cost studies assume an average installation time of seven and a half minutes for running fiber optic cross-connects.  That assumption includes 15 minutes for the first cross-connect and 5 minutes for each subsequent cross-connect with an average of four cross-connects per order.  The Joint Sponsors’ witness, Mr. Turner, contends that SWBT should be allowed only one minute per cross-connect.  Turner testified that fiber optic cross-connects can be completed quickly because they utilize pre-connectorized quick connect jumpers.  Those quick connect jumpers allow a technician to complete the connection by simply inserting the fiber optic cable into a connectorized plug in either end of the fiber distribution frame, and then placing the fiber into the raceway around the fiber distribution frame.
  Turner also challenges SWBT’s assumptions about the time required to make the fiber optic cross-connect by pointing out that other SWBT cost studies assume that a 2-wire copper cross-connect takes five minutes, while the fiber cross-connect takes seven and a half minutes.  Turner contends that a copper cross-connect must take longer because it is not pre-connectorized.
  Turner concedes that his estimate of one-minute completion time is based on his personal experience and not on any one else’s expertise.
  

In response to Mr. Turner’s criticisms, SWBT presented the testimony of Mark Schilling.  Mr. Schilling described in detail the work functions that must be performed when a technician runs a fiber jumper.
  Schilling concluded that the work times contained in SWBT’s cost studies were probably understated. 

The Commission concludes that SWBT’s time estimates are somewhat inflated but not to the extent asserted by the Joint Sponsors’ witness.  The Commission will reduce the time for installing fiber optic jumpers to match the time allotted for installing a 2-wire copper cross-connect.  SWBT’s cost studies shall assume an average installation time of five minutes for running fiber optic cross-connects.    

108. 
Inflation Factor. 

Inflation factors are specifically addressed under issues 63-65 and need not be addressed again.

109.
Cost of Capital. 

Cost of Capital is addressed at issues 82-102 and need not be addressed again.

110.
Labor Rates.

Labor rates are addressed at issues 36-44 and need not be addressed again.

UNE Loop Cross-connects TELRIC Study Recurring, 2001-2003, March 2001.

111.
Should multiplexing equipment be included in the recurring cost for the cross-connects in this study?

The Joint Sponsors’ witness, Steven Turner, testified that SWBT included unnecessary multiplexing in its costs for certain cross-connects.  Specifically, Turner contended that SWBT had already included this multiplexing investment in the cost for the DS0 ports in its DCS cost studies.
  SWBT’s witness, Chris Cass, testified that SWBT’s cost study was correct because the signal at issue must be multiplexed twice in order to be usable.  Therefore, he contended that it was appropriate to include the multiplexing equipment in both the recurring cost study for the DS0 loop cross-connects and the recurring cost study for the DCS DS0 Port.
  Mr. Cass was extensively cross-examined on this issue,
 as was Mr. Turner.

Mr. Turner testified that the multiple multiplexing proposed by SWBT for these cross-connects was an engineering impossibility.  Under cross-examination, he drew a diagram showing the impossibility of the proposed multiplexing.
  Mr. Cass was equally adamant that the multiplexing was necessary and should be included in the cost of providing the cross-connect.  

The Commission finds that Mr. Turner’s testimony was more credible and convincing.  Multiple multiplexing in the situation described by the witnesses is not reasonable.  Therefore, SWBT should be able to recover the cost of multiplexing equipment only once.   The Commission finds that multiplexing equipment costs should not be included in the recurring costs for loop to DCS cross-connects.

112.
Should IDF equipment be included?

A Main Distribution Frame (MDF) is a sort of rack used to hold the wires used to make interconnections.  Intermediate Distribution Frames (IDFs) are an adjunct to the MDF.  When an MDF starts to become overcrowded, SWBT may set up an IDF back-to-back with the MDF to relieve some of the stress and utilization on the MDF.
  According to SWBT’s witness, proper frame design employs IDFs to better utilize the valuable MDF space.
  

The Joint Sponsors’ witness, Steven Turner, argued that the use of IDFs introduces unnecessary back-to-back manual cross-connects, additional points of failure in a circuit, and additional costs that serve no effective purpose.
  The Joint Sponsors argue that TELRIC principles require that SWBT properly size their MDFs to avoid the need for IDFs.  
The Commission finds that IDFs are an appropriate, forward-looking technology used to extend the life of an MDF.  It is certainly more efficient to utilize an IDF to extend an MDF than to tear out an existing MDF with thousands of jumpers already in place in order to resize the MDF.
  The testimony of SWBT’s witness is more persuasive in this matter.  The Commission concludes that the use of an IDF is a forward-looking design and that it is appropriate for SWBT to include costs for the use of IDFs in its cost study.

113.
Should DSX equipment be included in the DS3 cross-connect?

SWBT and the Joint Sponsors agree that this issue has been withdrawn because a final rate for this element was set in TO-97-40.  Specifically, the rates established for the Unbundled Dedicated Transport (UDT) DS3 cross-connect should also apply to the DS3 cross-connect element.  The Commission need not further address this issue.

114.
Cost Factors.

Cost Factors are addressed at issues 45-81 and need not be addressed again.

UNE Loop Cross-connects Non-recurring (TELRIC) Cost Study, 2001-2003, June 2001.

115.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.

116.
Probability of disconnect occurrence from loop to switch port.

SWBT’s cost study assumes that every time a customer discontinues service, the cross-connect serving that customer will be disconnected.  The Joint Sponsors argue that in most cases the discontinuation of service will not result in the cross-connect being disconnected.  If the customer is merely switching service providers, then the cross-connect would remain in place to serve that customer.  Even if the customer is vacating the premises, someone else is likely to quickly move in, want phone service, and utilize the same cross-connect.  Therefore, SWBT would be most efficient by leaving the cross-connect in place 95 percent of the time.  For that reason, the CLECs should only have to pay for 5 percent of the cost of a disconnection.
  

SWBT’s witness testified that SWBT actually disconnects the cross-connect in 95 percent of the cases.  SWBT contends that Main Distribution Frames operate at 97 percent capacity and that they simply cannot leave available switch ports occupied but unused.  SWBT contends that freeing switch port capacity is forward-looking and complies with TELRIC standards.
 

To an extent, this issue is no longer relevant because the Commission has held, in issue 106, that SWBT would not be permitted to charge a CLEC for the cost of disconnection until disconnection is actually requested.  But this issue is not entirely resolved because the fact that a disconnection order is placed does not mean that SWBT will actually perform the disconnection work.  SWBT’s witness testified that SWBT only disconnects the cross-connect 95 percent of the time.  The other five percent of the time, SWBT would be paid for disconnection work that it does not actually perform.     

The Joint Sponsors’ witness argued that if SWBT were truly operating on a forward-looking, efficient basis, it would only disconnect a cross-connect five percent of the time.  That assertion is supported only by speculation, and not by any facts.  While many lines may ultimately be reconnected by a subsequent customer, it is not reasonable to believe that SWBT could leave that many unused cross-connects in place while waiting to see if a line is going to be reused.  To do so would not be an efficient use of resources.

The Commission accepts SWBT’s assertion that it will actually disconnect a cross-connect 95 percent of the time.  That means that five percent of the time that SWBT receives a disconnect order from a CLEC it will not actually perform the work of disconnection.  Therefore, SWBT’s charges to the CLECs for that disconnection work must be reduced by five percent.  

117.
Dispatch time to unmanned central offices, and order completion.

SWBT’s cost studies assume that dispatch time for non-recurring rates for cross-connects at unmanned central offices should be 30 minutes and that one cross-connect would be performed on each dispatch.
  The Joint Sponsors’ witness contended that, based on his experience and conversations with people who have managed field personnel, 20 minutes is the appropriate average time for dispatch.  Furthermore, he contended that it should be assumed that the dispatched technician would perform four cross-connections per dispatch.
  

SWBT responded that 30 minutes per trip is very conservative, the actual times would likely be much longer.
  SWBT’s witness also indicated that technicians assigned to complete a cross-connect for a CLEC would most likely perform only one cross-connect per visit because SWBT wants to provision the service for the CLEC as quickly as possible.  Therefore, SWBT would dispatch a technician immediately rather than wait for additional CLEC orders to accumulate.
  

The Commission finds that the 20 minutes of travel time estimated by the Joint Sponsors’ witness is not reasonable.  That would allow a technician only 10 minutes of travel time in each direction to travel to an unmanned central office.  It is unlikely that a technician would be able to navigate through traffic to make a trip anywhere in just 10 minutes.  

The Commission does, however, does find that a technician dispatched to an unmanned central office is likely to perform more than one task per visit. There may be more than one CLEC order to be handled at the same time.  Or, as SWBT’s witness testified, if something else were to “pop up” while they are at the unmanned central office, the technician is told to go ahead and complete that work.
  In those circumstances, the Joint Sponsors’ assertion that four cross-connections will be performed per dispatch is reasonable.

The Commission finds that the average dispatch time is 30 minutes and that four cross-connects will be performed per dispatch.    

118. 
Procurement activities time.

SWBT’s cost studies for certain cross-connects include costs related to ordering, storage, shipping, etc. of plug-in units used in the multiplexer.  The Joint Sponsors’ expert witness agreed that SWBT should recover for those costs but contended that it should not include the costs in this cost study for three reasons: 

(1) all plug-in nonrecurring cost has been captured in the multiplexing or DCS cost studies; 

(2) plug-in administration does not occur with each request for a circuit because the plug-in can handle multiple circuits for DS1 and above bandwidths; and 

(3) the recurring cost for the multiplexer or DCS is already included in the installation cost for the plug-ins through a plug-in in-place factor. 

As a result, the Joint Sponsors contend that SWBT recovers the plug-in costs in other cost studies and that to allow them to recover again in this cost study would result in a double recovery.
  

SWBT did not effectively respond to the Joint Sponsor’s argument in its surrebuttal testimony.
  However, during cross-examination, SWBT’s witness explained that two kinds of plug-ins are involved, common cards and drop cards.  Common cards allow the multiplexer to function, are installed at the time the multiplexer is constructed, and are included in those cost studies.  Drop cards are installed only when an order is received.

SWBT’s witness contends that the cost of procuring drop cards is not included in any other cost study and is appropriately recovered in this cost study.
  

The Joint Sponsors were not able to present any testimony to counter SWBT’s explanation but claim that SWBT failed to support its cost study in that it did not offer its explanation until the hearing.  That means that the Joint Sponsors’ expert witness did not have an opportunity to examine the cost studies, which are not in evidence, to verify the explanation offered by SWBT.

The two expert witnesses present the Commission with conflicting explanations. However, SWBT’s witness did not present his explanation until he was being cross-examined at the hearing.  At that time, the other parties no longer had an effective opportunity to test his explanation by having their own experts examine the supporting cost studies.  Therefore, the Commission finds the explanation offered by the Joint Sponsors’ witness to be more credible. SWBT’s cost study should include no time associated with procurement activities for loop to DCS and loop to multiplexer cross-connect non-recurring charges. 

119.
Login and Completeness Check Times.

SWBT’s cost study assumes that the “Log-in and Completeness Check” activity requires a greater amount of time for DS1 and DS3 cross-connects than for DS0 cross-connects.  The Joint Sponsors contend that the tasks that SWBT has identified for this activity – administrative time, developing work schedules, filing by work activity data, time to review order for completeness – do not vary with the capacity of the cross-connect being performed.  The Joint Sponsors propose that the times required for these activities relating to DS1 and DS3 cross-connects be set at the same length of time that SWBT reports for a DS0 level cross-connect.
  SWBT replies that there are differences in the way that such cross-connects are provisioned and cites the physical differences in the way the cross-connects are made.
 

 SWBT misses the point raised by the Joint Sponsors.  The point is not that there are physical differences in the way that the various cross-connects are provisioned.  Rather, the Joint Sponsor’s point is that the specific tasks included in this activity are administrative tasks that should not vary with the capacity of the circuit.  The Joint Sponsors’ position is reasonable and has not been effectively addressed by SWBT.  The Commission concludes that the time assumed for the “Log-in and Completeness Check” activity for establishing DS1 and DS3 cross-connects should be the same as the time assumed for the “Log-in and Completeness Check” activity for establishing a DS0 cross-connect.  

120. 
Establish Circuit Cross-Connect Times.

This issue concerns a disagreement about the length of time required to install various cross-connects.  There are several sub-issues within this issue.  First, the Joint Sponsors point out that SWBT’s cost study assumes that a first 4-wire cross-connect requires five minutes to complete, and that completion of each additional 4-wire cross-connect also takes five minutes.  However, SWBT assumes that the first 2-wire cross-connect takes five minutes while each additional 2-wire cross-connect takes three minutes. 

The Joint Sponsors argue that a 2-wire cross-connect should take less time than a 4-wire cross connect and would cut the time for an initial 2-wire cross-connect to three minutes, to match the time allowed for subsequent cross-connects.
  SWBT replies that establishing the first connection can take more time because of the effort required to locate the correct termination points.  Additional cross-connects may require less time to establish because many CLEC DS0 termination blocks are located sequentially and may be located more easily.
  

SWBT does not explain why the first 4-wire cross-connect does not take longer than subsequent 4-wire cross-connects, and it does not explain why the 2-wire cross-connect should not take less time to complete than a 4-wire cross-connect.  The Commission finds that the Joint Sponsors’ position is more reasonable.  SWBT’s cost study shall assume that an initial 2-wire cross-connect will take three minutes to complete and that additional 2-wire cross-connects also will be completed in three minutes. 

In the second sub-issue, the Joint Sponsors point out that SWBT has assumed longer times to implement digital 2-wire and 4-wire cross-connects as compared to analog 2-wire and 4-wire cross-connects.  The Joint Sponsors argue that there is no difference in the work required to install an analog or a digital cross-connect and would apply the lower analog rate to digital cross-connects.
  SWBT did not provide an explanation for the use of different installation times for analog and digital cross-connects.

The Joint Sponsors’ position is reasonable and is supported by the testimony of Mr. Turner.  The Commission finds that SWBT’s cost study shall assume that the time required to install a digital cross-connect is the same as the time utilized in the study for the installation of an analog cross-connect. 

In the third sub-issue, the Joint Sponsors point out that SWBT assumes longer times to install DS1 and DS3 cross-connects than it assumes for installing copper jumpers for DS0 connections.  The Joint Sponsors argue that DS1 and DS3 cross-connects are made using quick-connect jumpers that use simple jacks that clip onto ports rather than using twisted copper wire.  Thus, the time for this activity should be less than the time required to install copper jumpers.
  A 2-wire DS0 cross-connect takes three minutes to complete, the Joint Sponsors would reduce that time to two minutes for DS1 and DS3 cross-connects.

SWBT’s witness testified that, contrary to the assertion made by the Joint Sponsors’ witness, DS1 cross-connects use twisted copper pair cable rather than quick-connect jumpers.
  SWBT’s witness does not indicate the type of cable used to make a DS3 cross-connect.

SWBT’s witness is more persuasive on this sub-issue.  The Joint Sponsors presume that SWBT’s silence about DS3 connections is an admission that DS3 connections do use quick-connect jumpers.  Since, they claim it would not make sense for DS1 and DS3 connections onto a DSX frame to use different jumpers, the Joint Sponsors would assume that both DS1 and DS3 connections utilize quick-connect jumpers.  Of course, that argument can easily be turned around to establish that DS3 connections must also use twisted copper pair cable.  Furthermore, the Joint Sponsors do not provide any basis for their claim that the appropriate time is two minutes, aside from their assertion that the time should be less than three minutes.  SWBT’s position is reasonable and is not called into question by the evidence presented by the Joint Sponsors.  SWBT will not be required to modify the installation times it assumes for DS1 and DS3 connections. 

121.
Plug-in activities times.

This is essentially the same issue as that addressed by the Commission in issue 118 except that this issue concerns installation tasks associated with plug-ins rather than the procurement activities addressed in issue 118.  The arguments of the parties are the same in both issues.  Having decided in issue 118 that SWBT’s cost study should include no time associated with procurement activities for loop to DCS and loop to multiplexer cross-connect non-recurring charges, the Commission concludes that SWBT’s cost study also should not include installation tasks associated with plug-ins. 

122.
Cross Office Testing Times.

The Joint Sponsors contend that there are two problems with SWBT’s testing times.  First, the Joint Sponsors argue that SWBT is recovering for special services center (SSC) and local operation center (LOC) testing both for the cross-connect and in charges for the loop, thus resulting in double recovery.  Second, the Joint Sponsors contend that the testing times used by SWBT are excessive because they assume the use of more extensive testing than the simple test that is required to test only the cross-connect.
 

SWBT responded with testimony indicating that that it does not recover its costs for SSC and LOC in charges for the loop.  Instead, it recovers the cost of those testing activities in the cross-connect elements.  SWBT’s witness explained that it is more appropriate to recover these costs through the cross-connect rather than through the loop element because the test procedure required will vary, depending upon what is being connected.  For example, a 2-wire analog loop will have a different testing procedure if it is cross-connected to a switch port than it will if it is cross-connected to a CLEC collocation area.  Including the testing cost in the cross-connect rate element helps ensure that the rates charged reflect the actual testing procedures for each type of circuit.
  Another SWBT witness, Mr. Schilling, confirmed that inclusion of the testing cost in the cross-connect rate element is a sound approach from a network and costing perspective.

SWBT’s explanation of why it recovers these testing costs through charges for the cross-connect is reasonable.  There is no evidence that SWBT is double recovering for those costs.  Since SWBT is recovering all of these testing costs through its charges for the cross-connect, the Joint Sponsors’ argument that the time allowed for testing is excessive is also refuted.  SWBT is performing, and charging the CLECs for,  only one test.  It is not separately testing only the cross-connect, as alleged by the Joint Sponsors.  Therefore, there is nothing to indicate that the time allowed for that testing is excessive.  

The Commission finds in favor of SWBT on this issue.  

123. 
Circuit Completion and Order Closeout Additional Times.

SWBT’s cost study assumes that there is first and additional time required for the Circuit Completion and Order Close-Out function.  The Joint Sponsors contend that the “additional” time for this task should be set to zero because this task relates to an “order” and not the number of cross-connects on the order.  In other words, the task consists of administrative functions that will be done only once no matter how many cross-connects are ordered.
  

SWBT did not specifically respond to the Joint Sponsors’ argument in testimony, although in its brief it asserts that additional cross-connects would increase the time required for the “order closeout” activity because more information must be included in the report if multiple elements are provisioned.
  SWBT does not cite any evidence to support that statement.

The Joint Sponsors’ position is reasonable and is not effectively challenged by SWBT.  The Commission finds that the “additional” time for the Circuit Completion and Order Close-Out function should be set to zero because this task relates to an order and not the number of cross-connects on the order.  

124.
Circuit Order and Administrative Time for Disconnect Additional Time.

In his rebuttal testimony, Joint Sponsor’s witness, Steven Turner, indicated that for the Digital Loop to DCS 2-Wire Cross-Connect, SWBT incorrectly linked back to the DS1 time for “Circuit Order and Administration” rather than the 2-wire digital DS0 time.
   SWBT acknowledged the error and corrected it in its surrebuttal testimony.
  

There is no remaining dispute.

125.
Remove Plug-in.

This issue was addressed at issue 121 and need not be addressed again.

126.
Disconnect Cross-Wire Times.

Joint Sponsors contend that the appropriate time for disconnection of the cross-connect should be no more than the time for installation of that cross-connect.
  In its brief SWBT argues that disconnect times might exceed installation times because of the extreme care the technician must take to ensure that the correct cross-connect is disconnected.
 

SWBT makes this argument for the first time in its brief and does not cite to any testimony to support its position.  The cites to evidence contained in SWBT’s brief only make general reference to the complexity of making a cross-connect.  They do not explain why it would take longer to disconnect a cross-connect than it would take to establish that cross-connect.  There is very little evidence for either position on this issue.  However, intuitively, it appears that it should not take more time to disconnect a cross-connect than it would to establish that cross-connect.  The amount of time required to locate the ends of cross-connect should be the same for either task.  The only difference would seem to be the additional care required to lay the wires into the proper channels while establishing the cross-connect.  That would mean that establishing the cross-connect should take more, not less, time than disconnecting the cross-connect.  The Commission finds that the appropriate times for disconnection of a cross-connect should be no greater than the installation times for that cross-connect.

127.
MLT Testing Times, All Activities.

SWBT has included time for mechanized loop testing (MLT) in its non-recurring costs for 2-wire and 4-wire loop to switch port cross-connects.  The Joint Sponsors contend that these tests are not done for the cross-connect alone and that the cost of such testing would be recovered in the switch port nonrecurring cost.  To allow SWBT to recover them again would result in double recovery.
  SWBT denies that there is any double recovery and contends that the most consistent and accurate method of recovering the costs of circuit testing activities is to recover them in the cross-connect rate elements.
  

This issue is closely related to the issue that the Commission resolved in favor of SWBT in issue 122.  In its discussion of that issue, the Commission found that circuit testing costs are properly included in the cross-connect elements.  The same finding applies to the MLT testing costs at issue here.  Given SWBT’s adherence to the principle that circuit testing costs are to be recovered as part of the cross-connect element, its assertion that there is no double recovery of MLT testing costs gains credibility.  On the other hand, the Joint Sponsors assertion that circuit-testing costs are recovered in the switch port nonrecurring cost are really just speculation about how testing costs might be recovered.  The Commission rejected that assertion and found in favor of SWBT on issue 122.  For the same reason, the Commission finds in favor of SWBT on this issue. 

128.
Capacity (HC) Circuit Log-in and Completeness Check Times. 

This issue was addressed at issue 119 and need not be addressed again.

129.
HC Install Times for HC Cross-connects.

This issue was addressed at issue 120 and need not be addressed again.

130.
HC Plug-in Times.

This issue was addressed at issue 121 and need not be addressed again.

131.
HC Cross-office Testing Times.

This issue was addressed at issue 122 and need not be addressed again.

132. HC Circuit Completion and Order Closeout Additional Times.

This issue was addressed at issue 123 and need not be addressed again.

133.
HC Remove Plug-in Times.

This issue was addressed at issue 121 and need not be addressed again.

134.
HC Disconnect Cross Wire Times.

This issue was addressed at issue 126 and need not be addressed again.

135.
Local Operations Center (LOC) Activities Times.

This issue was addressed at issue 127 and need not be addressed again.

136. 
Special Services Center (SSC) Testing.

SWBT’s cost study includes costs for the Special Services Center (SSC) to conduct circuit testing for many cross-connects.  The Joint Sponsors contend that the cost of this testing is recovered in the cost of the loop being connected and that to recover it in the cross-connect rate is double recovery.
  SWBT contends that the cost of testing is not recovered in the loop elements and should be recovered in the cross-connect rate.  

These are the same arguments that were presented to the Commission in issues 122 and 127.  For the reasons explained in its discussion of those issues, the Commission finds in favor of SWBT. 

137.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again. 

138.
Cost of Capital. 

This issue was addressed at issues 82-85 and need not be addressed again.

139.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.

140.
Fiber Fill Factor.

SWBT’s cost studies use a fill factor of 40 percent, for fiber investment to be used in interoffice facilities.  The fill factor is simply a measurement of the extra capacity available in SWBT’s fiber plant.
  A 40 percent fill factor means that 60 percent of the fiber is presumed to be unused.  The Joint Sponsors propose a fill factor of 90 percent.
  The higher fill factor would result in lower per line costs for CLECs seeking to lease the lines.  

SWBT claims that 40 percent is an appropriate fill factor because that factor has been accepted for distribution facilities by Texas, Massachusetts and the FCC.
  SWBT’s witness also claimed that this Commission had established a 40 percent fill factor in TO-97-40.  However, under cross-examination, Mr. Schilling conceded that the 40 percent fill factor that this Commission established in TO-97-40 was for distribution facility, not for interoffice transport.
  In fact, this Commission, in TO-97-40, established a 90 percent fill factor for interoffice transport.
  
SWBT does not indicate any technical reason why interoffice transport fiber could not have a 100 percent fill factor.  Rather, SWBT points out that there is currently an oversupply of available fiber and that it would be unrealistic to believe that SWBT would ever be able to utilize (or lease) anything like 90 percent of the available fiber.
  SWBT may be correct in describing an oversupply of available fiber for interoffice transport.  However, that does not mean that a 40 percent fill factor is appropriate.  Under TELRIC principles, an efficiently operated telecommunications provider would not overbuild its fiber supply for interoffice transport by 60 percent.  

The Commission rejected SWBT’s position in TO-97-40 and will do so again.  For purposes of its cost studies, SWBT shall utilize a fill factor for interoffice transport fiber of 90 percent.   

LSP to SS7 Links Cross-connects and Interoffice Facilities for Voice Grade DS0 and DS1 Links Recurring 2001-2003, March 2001.

141.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.

LSP to SS7 Links Cross-connects and Interoffice Facilities for Voice Grade DS0 and DS1 Non-recurring (TELRIC) Cost Study, 2001-2003, June 2001.

142.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.

143 .
Dispatch to STP Central Offices.

This issue concerns the percentage of times that a technician would need to be dispatched to an unmanned central office to complete an STP connection.  The Joint Sponsors sought to set this percentage at zero because SWBT admitted in discovery that it has no STPs in unmanned central offices.
  In its surrebuttal testimony, SWBT explained that even though STPs are not located in unmanned central offices, technicians might still need to be dispatched to an unmanned central office to establish SS7 link continuity between a central office switch and an STP.
  The Joint Sponsors never challenged SWBT’s explanation at the hearing and they ignored this issue in their briefs.

SWBT’s explanation about the need for dispatching a technician to an unmanned central office to complete an STP connection is reasonable, and is not challenged by any other party.  The Commission finds in favor of SWBT on this issue.

144.
Provision IDST A Link.

An A Link is an SS-7 signaling link established between and End Office Switch and a Signal Transfer Point (STP).  Signaling allows communication between the originating

end office and the SS-7 network via the STP.
  SWBT’s cost study indicates that it takes two hours to provision an initial and an additional IDST A link.  The Joint Sponsors’ witness claims that SWBT did not provide documentation in its cost study to support that time.  He indicates that he has performed this task along with SWBT technicians and that in his experience it took one hour to complete the task.  He then proposes to allow 25 minutes for the first link and 10 minutes for the second, with no explanation of why he does not allow for a full hour.
  SWBT responded by criticizing Mr. Turner’s assumptions but did not provide any further explanation or documentation for its use of two hours for provisioning the IDST A links.

The parties have not provided the Commission with much evidence by which to decide this issue.  Southwestern Bell has the burden of supporting the reasonableness of its cost studies.  By not providing documentation to establish how its time estimate was derived, SWBT has failed to support its cost study on this issue.  However, the Joint Sponsors’ testimony is perplexing.  While Mr. Turner indicates that, in his experience, the task of provisioning two links would take one hour, he would allow only 35 minutes - 25 minutes for the initial and 10 for the additional – for the provisioning of those links.  The Commission concludes that the proper time required for provisioning two IDST A links is one hour.  SWBT’s cost studies shall utilize that length of time for that task.

145. 
Fallout percentage for orders. 

For some processes, the percentage of orders that can be completed electronically is less than 100 percent because a certain number of orders will fall out and require human intervention.  Human intervention increases costs and, therefore, a higher fallout percentage results in higher costs, and increased charges to a CLEC purchasing a UNE.  

Fallout percentages are established in some of SWBT’s cost studies.  But, according to the Joint Sponsors, SWBT has failed to provide support for those fallout percentages.
  Because SWBT has failed to properly support its fallout percentages, the Joint Sponsors propose that the fallout rate for all processes be set at five percent, which is the best fallout rate found in any of SWBT’s studies.  SWBT did not present any additional evidence to support its fallout percentages in response to the Joint Sponsors’ criticism.  SWBT’s only response was to point out that the fallout percentages proposed by the Joint Sponsors were also unsupported.
 

SWBT has the burden of supporting the reasonableness of its cost studies.  SWBT could have filed back-up documentation with its surrebuttal testimony, or its surrebuttal testimony could have included an explanation for why fallout percentages were set where they were.  SWBT did not do so.  Therefore, the Commission concludes that SWBT has failed to support the reasonableness of its fallout percentages.  

In order to run its cost studies, SWBT must utilize a fallout percentage.  The five percent fallout rate proposed by the Joint Sponsors, while not ideal, is logically based on the best fallout rate achieved by SWBT for these order activities.  If SWBT can currently achieve a five percent fallout rate on one order activity, it is reasonable to assume that a forward-looking, well-run utility will be able to achieve that fallout rate on its other order activities as well.  SWBT shall use a five percent fallout rate for order activities when running its cost studies.  

146.
Establish Circuit Cross-Connect Times.

This issue was addressed at issue 120 and need not be addressed again.
147.
Cross-Office Testing Time.

This issue was addressed at issue 122 and need not be addressed again.
148.
Circuit Completion and Order Closeout Additional Times.

This issue was addressed at issue 123 and need not be addressed again.
149.
Coordinate/Conduct Preservice Tests.

SWBT’s cost studies indicate that it takes a certain amount of time – the exact time is considered confidential – to perform these tests.  The Joint Sponsors’ witness, Steven Turner, claims that these tests can be performed in ten minutes because the testing is not done sequentially.  The technician can start the test and then move on to other things while the test continues to run.
  SWBT did not specifically respond to the Joint Sponsors’ claim, except to assert that the times in its studies were developed by knowledgeable subject matter experts who have performed the functions in question. 

As the Commission has stated several times, SWBT has the burden of supporting the reasonableness of its cost studies.  SWBT’s time estimates are obtained from subject matter experts who are involved in the performance of these activities.
  While those time estimates are certainly not conclusive, the Commission will accord them some respect unless there is a reason to doubt their reliability.  

For this issue, the Joint Sponsors’ have not established any lack of documentation or other shortcoming in SWBT’s cost study.  Instead, they simply assert that the testing time should be only ten minutes.  In the absence of some evidence casting doubt on the reliability of SWBT’s time estimates, the Commission will accept those time estimates.  The Commission finds in favor of SWBT on this issue.

150.
Coordinate/Conduct CKL Tests – Times. 

This is the same issue as in issue 149, applied to a different test.  Again, the Joint Sponsors would substantially reduce the amount of time that SWBT indicates is required to perform these test.  For the reasons explained in issue 149, the Commission finds in favor of SWBT.

151.

Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
152.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
153.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Unbundled Dedicated Transport Cross-connects, Digital Cross-connect System (DCS) and Multiplexing TELRIC Study Recurring 2001-2003, March 2001.

154.
DS-1 Port Pro-rata Share on DS0 Port.

In his rebuttal testimony, the Joint Sponsors’ witness pointed out that SWBT forgot to include the pro-rata share of the cost of the DS1 Port on the DCS.
  In its surrebuttal testimony, SWBT agreed that it had forgotten to include this cost and adjusted its cost accordingly.  This had the effect of slightly increasing SWBT’s cost.
  

The Commission need not further address this issue.

155.
DS-1 to Voice Grade Circuit Equipment Utilization Factor.

SWBT proposes a fill factor of somewhat less than 100 percent – the exact percentage is considered confidential – for plug-ins used for DS1 to Voice Grade Multiplexing and DS3-DS1 Multiplexing.  The Joint Sponsors insist that the fill factor should be 100 percent because when a CLEC purchases DS1 to DS0, or DS3-DS1 multiplexing it is purchasing the entire capacity of the higher-level signal.  For example, one DS1 signal can be stepped down to 24 DS0 signals.  So one incoming DS1 signal effectively occupies all DS0 signals leaving that unit of the multiplexer, even if the CLEC actually only needs three DS0 signals.  Because the CLEC is already purchasing all 24 available DS0 signals, there are no unsold DS1 signals and therefore the fill factor should be 100 percent.  The Joint Sponsors claim that SWBT agreed to this position in Texas.
  

SWBT replies that the Joint Sponsors have missed the point.  The fill factor is not concerned with unused DS0 signals, rather it relates to SWBT’s inventory of unused, but available for use, plug-in units.  SWBT says that it must have an inventory of such units

and that the fill factor is appropriate for that inventory.  If SWBT does not keep any extra

plug-in units on hand, it would have to place an order to the manufacturer each time a service or element requires a plug-in unit.
  SWBT denies that it agreed to the Joint Sponsors’ position in Texas.
 

The Commission agrees with SWBT.  TELRIC principles permit SWBT to account for the costs of maintaining extra capacity and inventory in its network through a fill factor.  Contrary to the Joint Sponsors’ assertion, the extra capacity and inventory for which SWBT is utilizing a fill factor relates to unused plug-in units, not unused DS0 signals.  As a result, the Joint Sponsors arguments against the fill factor miss the point.  The Commission finds in favor of SWBT on this issue.

156.
DS-3 to DS1 Circuit Equipment Utilization Factor.

This issue was addressed at issue 155 and need not be addressed again.
157.
Should DSX equipment be included in the DS3 Cross-connect?

This issue was addressed at issue 113 and need not be addressed again.
158.
Should Multiplexing equipment be included in the recurring cost for the cross-connects in this study?

This issue was addressed at issue 111 and need not be addressed again.
159.
Should Intermediate Distribution Frame (IDF) equipment be included?

This issue was addressed at issue 112 and need not be addressed again.
160.
Should the recurring cost contain an in-place factor for optical jumpers?

This issue was addressed at issue 103 and need not be addressed again.
161.
Cost Factors.

This issue was addressed at issues 45-62 and need not be addressed again.
Unbundled Dedicated Transport Cross-connects, Digital Cross-connect System (DCS), and Multiplexing Non-recurring (TELRIC) Cost Study, 2001-2003, June 2001.

162.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
163.
Dispatch Time to Unmanned Central Offices, and Order Completion.

This issue was addressed at issue 117 and need not be addressed again.
164.
Special Services Center (SSC) Testing. 

This issue was addressed at issue 136 and need not be addressed again.
165.
Network Operations Center (NOC) Software Mapping.

The Joint Sponsors would not allow any time for this activity in this cost study for the cross-connect because they allege that the activity is done for the dedicated transport circuit and should be included in the cost study for that element.  To include it in this cost study would result in a double recovery.
  SWBT denies that the activity is included in the dedicated transport circuit cost study and claims that recovery should be allowed in this cost study.
  

This issue is very similar to the issues that the Commission addressed in issues 127 and 122.  As the Commission indicated in its discussion of those issues, SWBT has consistently taken the position that testing costs that affect both the cross-connect and the loop should be recovered as a cost for the cross-connect.  The Joint Sponsors hold the opposite view.  But so long as SWBT recovers these costs as part of the cost for the cross-connect or for the loop, but not both, there is no double recovery and SWBT will receive a fair price for its UNE.  The Joint Sponsors contend that SWBT should recover these testing costs in another manner but they do not present any basis for believing that SWBT is making a double recovery.  SWBT’s testimony and position is more persuasive.  The Commission finds in favor of SWBT on this issue. 

166.
Acceptance Testing Times.

 This is the same issue as in 165.  For the reasons set forth in its discussion of that issue, the Commission finds in favor of SWBT. 

167.
Cross-office testing times.

This issue was addressed at issue 122 and need not be addressed again.
168.
Coordinate with Customer Time.

SWBT’s cost study would allow a certain number of hours – the exact number is considered confidential – for coordination with the customer for the establishment of an initial DCS arrangement.  The Joint Sponsors do not quarrel with the time allowed for an initial DCS arrangement.  However, they do dispute the inclusion of the same number of hours for each additional DCS arrangement.  The Joint Sponsors contend that consultation time would be required for the overall project, but would not need to be repeated for each additional DCS service requested by the customer.
  SWBT did not respond to this

argument with any testimony or other evidence, but does argue in its brief that separate consultations are required because different DCS application orders may require the use of different network architecture.
  

The arguments in SWBT’s briefs are not, of course, evidence.  SWBT has failed to provide any evidence that would rebut the evidence presented by the Joint Sponsors.  The testimony of Steven Turner is reasonable and will be accepted by the Commission.  The Commission finds in favor of the position advocated by the Joint Sponsors.  The coordinate with customer time for additional DCS arrangements shall be set at zero.

169.
Coordinate with Network Time.

SWBT has included time in its cost study for a design consultant to coordinate with the network, and separate time for the consultant to coordinate with the customer.  The precise times for both meetings are considered confidential.  The Joint Sponsors argue that it would be much more efficient for the consultant to coordinate with the network and the customer at the same time.  The Joint Sponsors would eliminate the shorter time, and allow the longer time, for a single meeting between consultant, network, and the customer.
  SWBT makes no specific response to the Joint Sponsors’ argument other than to defend the general accuracy of its time estimates.     

The Commission finds that the position advocated by the Joint Sponsors is reasonable and will be adopted.

170.
Coordinate with Market Time.

SWBT included a specific amount of time – the exact time is considered confidential – for SWBT personnel to “coordinate with marketing” in establishing DCS functionality for the CLEC.  The Joint Sponsors argue that because the purchase of a UNE by a CLEC is a wholesale activity, not retail, there should be no need for the CLEC to pay for any coordination with marketing.
  SWBT does not respond to the allegation that this is a wholesale activity for which there is no need to coordinate with marketing. 

The position advocated by the Joint Sponsors is reasonable.  Given the lack of response by SWBT to refute the allegations of the Joint Sponsors, the Commission can only conclude that the time allowed in SWBT’s cost studies for coordination with marketing should not be included in the costs allotted to the wholesale activity of providing a UNE to a CLEC.  The Commission finds in favor of the Joint Sponsors.

171. 
Administration Log-in Order Completion.

SWBT included a function called “Administration login order completion” in its cost study.  The Joint Sponsors allege that SWBT failed to provide any support for this task, contrary to the way in which it normally supports such functions in its cost studies.  Because of the lack of support, the Joint Sponsors ask the Commission to remove this activity from the cost study.
  SWBT did not provide any evidence to rebut the Joint Sponsors’ evidence.  In its brief, SWBT indicated that everyone knows that orders need to be completed and that SWBT should be allowed to recover for those costs.  SWBT does not attempt to explain why there was no documentation in the cost study for that function.  Instead, SWBT states that “[t]he fact that they did not see the back-up documentation has no bearing on whether the cost of this activity should be included in the cost study”.

Despite its view that back-up documentation does not matter, SWBT does have the burden of proving that its cost studies are reasonable.  A complete lack of back-up documentation means that SWBT is asking the CLECs and the Commission to simply assume that the costs it has claimed are reasonable.  The Commission is not willing to make that assumption.  The Commission finds for the Joint Sponsors.  SWBT shall remove all costs associated with “Administration login order completion” from its cost study.

172. 
Dispatch for Multiplexing.

SWBT includes dispatch cost in both the multiplexing nonrecurring cost and in the dedicated transport to multiplexing cross-connect nonrecurring cost.  The Joint Sponsors argue that a technician will not need to be dispatched twice to perform two activities that will always be ordered together.
  According to the Joint Sponsors, a CLEC would never order multiplexing and the cross-connect to the multiplexer separately.  Therefore, to include dispatch costs in both cost studies would result in double-recovery.  SWBT did not present any evidence on this issue but in its brief argued that these are separate UNEs that can be ordered on separate service orders.  There is no guarantee that a CLEC will order both UNEs on the same service order.  For that reason, SWBT contends that it should be allowed to recover the cost of dispatch in both cost studies.

The Commission finds the Joint Sponsors’ argument to be more persuasive.  Even though they are separate UNEs, the Commission cannot conceive of an occasion when a CLEC would order multiplexing and a cross-connect to the multiplexer separately.  One UNE is of no use without the other.  Therefore, a technician would never need to be dispatched twice to provision these UNEs.  To permit SWBT to recover the cost of dispatching for both UNEs would result in double recovery.  The Commission finds that the probability of having a dispatch for the multiplexing nonrecurring costs should be set to zero.  

173.
Cross-connects in Multiplexing Costs.

 The Joint Sponsors again allege double-recovery by SWBT.  Joint Sponsors allege that SWBT has duplicated the cross-connect costs in both the cross-connect rate element for dedicated transport and in the multiplexing rate element.  Joint Sponsors would end the double recovery by removing the cross-connect cost for the multiplexing rate element.
  At the hearing, SWBT’s witness explained that this cross-connect cost is related to the cost of connecting the multiplexer to the CLEC’s collocation cage.  The recurring charge for that connection is included in the charge to the CLEC for operating the collocation cage.  However, SWBT indicated that the non-recurring charge for establishing the connection – the cost of placing the jump wire from the multiplexer to the connection spot on the frame that takes the cable back to the CLEC collocation area is not captured in the collocation agreement, and should be recovered in the manner proposed by SWBT.
  

The explanation offered by SWBT’s witness is reasonable and effectively refutes the conclusions reached by the Joint Sponsor’s witness in his testimony.  The Commission finds in favor of SWBT.

174.
Plug-in Activities Times.

This issue was addressed at issue 121 and need not be addressed again.
175.
Log-in and Completeness Check Times.

This issue was addressed at issue 119 and need not be addressed again.
176.
Establish Circuit Cross-Connect Times.

This issue was addressed at issue 120 and need not be addressed again.
177.
Circuit Completion and Order Closeout Additional Times.

This issue was addressed at issue 123 and need not be addressed again.
178. 
DCS Training Times.

The Joint Sponsors’ witness identified two areas of concern regarding this issue.  First, SWBT includes a specified length of time – the exact time is considered confidential – of training for the CLEC with each initial DCS establishment, and an identical time for training for the CLEC with each additional DCS ordered.  The Joint Sponsors allege that initial training is all that is required and that the cost of training for each additional DCS should be eliminated.
  SWBT did not present any evidence to specifically respond to this argument.  But in its brief, SWBT pointed out that additional training may be needed each time a CLEC orders a DCS if the CLEC does not use the same personnel to make adjustments to each of the DCS systems purchased as a UNE.  Furthermore, additional training may be required if the DCS is used in an additional location, or if a different provisioning procedure is established.

As the Commission has stated several times, SWBT has the burden of supporting the reasonableness of its cost studies.  SWBT’s time estimates are obtained from subject matter experts who are involved in the performance of these activities.
  While those time estimates are certainly not conclusive, the Commission will accord them some respect unless there is a reason to doubt their reliability.  

For this issue, the Joint Sponsors have not established any lack of documentation or other shortcoming in SWBT’s cost study.  Instead, they simply assert that additional training is not required.  In the absence of some evidence casting doubt on the reliability of SWBT’s time estimates, the Commission will accept those time estimates.  The Commission finds in favor of SWBT on this issue.

The Joint Sponsors’ second area of concern regards SWBT’s use of loaded labor rates that already account for paid absence time such that less than 100 percent of a work- day is available for work.  From that, Joint Sponsors argue that SWBT should not be permitted to charge the loaded labor rate for 100 percent of the training time when the loaded labor rate assumes that less than 100 percent of the workday is used.  The Joint Sponsors would apply the loaded labor rate, but for less than 100 percent of the workday. 

The Joint Sponsors argument is inconsistent with the concept of a loaded labor rate and would deny SWBT an opportunity to recover its legitimate costs.  The Commission finds in favor of SWBT on this issue.  


179.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
180.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
181.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Unbundled Dedicated Transport Interoffice Facilities for DS0, OC3, and OC12 Recurring 2001-2003, March 2001.

182.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
183.
Fiber Fill Factor.

This issue was addressed at issue 140 and need not be addressed again.
184.
Is SWBT’s sample size for Interoffice Facilities Circuits reasonable?

The Joint Sponsors argue that SWBT improperly excluded most, if not all high capacity circuits, such as OC3 and OC12 circuits from its cost study regarding interoffice circuits.  According to the Joint Sponsors witness, if SWBT’s study had considered all its circuits, the resulting costs might have been lower.
  Joint Sponsors are not able to identify which circuits were improperly excluded.  

SWBT’s witness testified that the cost study included all interoffice circuits, except private line circuits.  SWBT contends that private line circuits are a relatively small component and their inclusion would not have altered the study.
  Specifically, SWBT’s witness testified that nearly all 56 Kbps Special Service Circuits are included in the study sample, and that the only such circuits excluded are private line circuits.  However, the inclusion or exclusion of private line circuits is not the problem identified by the Joint Sponsors.  The Joint Sponsors contend that 56 Kbps circuits are a voice grade circuit and that, therefore, SWBT has not responded to its argument that high capacity interoffice circuits have been improperly excluded from SWBT’s study.
  

SWBT’s testimony does not clearly indicate whether it has included all high capacity interoffice circuits in its cost study sample.  Failure to include those high capacity circuits may make SWBT’s cost study sample unreliable.  If it has not included high capacity interoffice circuits in its cost study sample, SWBT shall do so.  
185.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
186.
Fallout percentage for Orders.

This issue was addressed at issue 145 and need not be addressed again.
187.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
188.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
189. 
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Unbundled Dedicated Transport Entrance Facilities DS3, OC3, and OC12 TELRIC Recurring Study, 2001-2003, April 2001.

190.
Fiber Fill Factor.

This issue was addressed at issue 140 and need not be addressed again.
191.
Cost Factor.

This issue was addressed at issues 45-81 and need not be addressed again.
Unbundled Dedicated Transport Entrance Facilities DS3, OC3, and OC12 TELRIC Recurring Study, 2001-2003, April 2001.

192.
Fiber Fill Factor.

This issue was addressed at issue 140 and need not be addressed again.
193.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
Unbundled Dedication Transport Entrance Facilities DS1, DS3, OC3 and OC12 Nonrecurring (TELRIC) Cost Study, 2001-2003, June 2001.

194.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
195.
Should SSC Testing be included in the Entrance Facilities Study?

SWBT has placed the cost of SSC testing partially in the cross-connect and partially in the entrance facility element.  If, as the Joint Sponsors want, the Commission were to determine that SSC Testing should be excluded from the cross-connect costs, then these costs would have to be attributed solely to the entrance facility element.  However, as the Joint Sponsors indicate, a decision on this issue is necessary only if the Commission found in favor of the Joint Sponsors on issue 136.  The Commission found in favor of SWBT on issue 136 and did not exclude SSC testing from the cross-connect.  Therefore, this issue is moot and need not be further addressed.  

196.
Time for Log, Sort, Match, Distribute Ordering Tasks.

The Joint Sponsors’ witness argues that this task is largely administrative and would not vary with the number of entrance facilities being ordered.  Therefore, Joint Sponsors would set the order time for “additional” entrance facilities at zero.  In addition, Joint Sponsors witness indicates that the initial time should also be set at zero because these orders are handled electronically and are actually performed under another element, order analysis.
  SWBT did not provide any evidence in response to the first part of the argument regarding “additional” entrance facilities.  SWBT also failed to offer any evidence to rebut the second half of the argument, but argues in its brief that, although the orders are sent to work groups electronically, the task at issue relates to the time required to sort and distribute the work within the work group.  SWBT claims that task is not performed electronically.

The argument presented in the testimony of the Joint Sponsors’ witness is reasonable.  SWBT failed to provide any evidence to rebut that argument.  While the argument contained in SWBT’s brief is plausible, it is, of course, not evidence.  The Commission finds in favor of the Joint Sponsors.  The times for both the initial and the additional Log, Sort, Match, Distribute Ordering Tasks are set at zero.

197.
Order Analysis Times.

 The Joint Sponsors argue that the time required for analysis of “additional” facilities within an order is largely accounted for in the initial element ordered and would limit the time allowed for analysis of “additional” element to 0.5 minutes.  The Joint Sponsors’ witness indicates that this length of time is sufficient because most of the required decision-making relates to the order, not the additional elements.
  SWBT did not present any evidence in response to the Joint Sponsors’ argument.  However, in its brief, SWBT

argues that a SWBT technician would have to review each requested element for necessary termination points and that, as a result, additional time would be required for each additional element.

  The argument presented in the testimony of the Joint Sponsors’ witness is reasonable, and SWBT failed to provide any evidence to rebut that argument.  While the argument contained in SWBT’s brief is plausible, it is, of course, not evidence.  The Commission finds in favor of the Joint Sponsors.  The time for additional Order Analysis is set at 0.5 minutes per each additional entrance facility.  

198.
Dispatch time to Unmanned Central Offices, and Order completion.

The Joint Sponsors point out that the time SWBT allots for dispatching a technician to a customer’s premises to provision an entrance facility in this cost study is longer than the time allotted for the same task in SWBT’s sub-loop cross-connect nonrecurring cost study.  The Joint Sponsors would allow the lesser time for both tasks.
  SWBT did not present any evidence about this issue.  Instead, SWBT stated that this issue was withdrawn by the Joint Sponsors and did not further address it in its briefs.
  

In their reply brief, the Joint Sponsors indicate that this issue was shown as withdrawn in its initial position matrix filed on November 28, 2001, but state that the

position matrix was corrected before the hearing.  The record indicates that the Joint Sponsors filed a letter on December 3, 2001, the first day of hearing, in which they explained that they were not withdrawing this issue.  SWBT filed its surrebuttal testimony on November 15, 2001, before the Joint Sponsors’ position matrix was filed, or corrected.  Therefore, SWBT could not have relied on the Joint Sponsors’ mistake in preparing its surrebuttal testimony.  The Commission concludes that this issue has not been withdrawn.

 The argument presented in the testimony of the Joint Sponsors’ witness is reasonable, and SWBT failed to provide any evidence to rebut that argument.  The Commission finds in favor of the Joint Sponsors.  The time that SWBT allots in this cost study for dispatching a technician to a customer’s premises to provision an entrance facility, is reduced to match the time allotted for the same task in SWBT’s sub-loop cross-connect nonrecurring cost study.  

199.
Plug-in Activities Times.

This issue was addressed at issue 121 and need not be addressed again.
200.
Log-in and Completeness Check Times.

SWBT and the Joint Sponsors agree that this issue has been withdrawn.  Therefore, it need not be further addressed by the Commission.

201.
Establish Circuit Cross-connect Times.

This issue was addressed at issue 120 and need not be addressed again.
202.
Circuit Order completion and order closeout additional times.

This issue was addressed at issue 123 and need not be addressed again.
203.
Disconnect cross wire times.

This issue was addressed at issue 126 and need not be addressed again.
204.
Coordinate/Conduct Preservices Tests Low Speed.

SWBT’s cost studies indicate that it takes a certain amount of time – the exact time is considered confidential – to perform these tests.  The Joint Sponsors’ witness, Steven Turner, claims that these tests can be performed in ten minutes because the testing is not done sequentially.  The technician can start the test and then move on to other things while the test continues to run.
  SWBT did not specifically respond to the Joint Sponsors’ claim, except to assert that the times in its studies were developed by knowledgeable subject matter experts who have performed the functions in question. 

As the Commission has stated several times, SWBT has the burden of supporting the reasonableness of its cost studies.  SWBT’s time estimates are obtained from subject matter experts who are involved in the performance of these activities.
  While those time estimates are certainly not conclusive, the Commission will accord them some respect unless there is a reason to doubt their reliability.  

For this issue, the Joint Sponsors have not established any lack of documentation or other shortcoming in SWBT’s cost study.  Instead, they simply assert that the testing time should be only ten minutes.  In the absence of some evidence casting doubt on the reliability of SWBT’s time estimates, the Commission will accept those time estimates.  The Commission finds in favor of SWBT on this issue.

205.
Coordinate/Conduct Preservice Tests High Speed.

SWBT’s cost studies indicate that it takes a certain amount of time – the exact time is considered confidential – to perform these tests.  The Joint Sponsors’ witness, Steven Turner, claims that these tests can be performed in five minutes because the testing is not done sequentially.  The technician can start the test and then move on to other things while the test continues to run.
  SWBT did not specifically respond to the Joint Sponsors’ claim, except to assert that the times in its studies were developed by knowledgeable subject matter experts who have performed the functions in question. 

As the Commission has stated several times, SWBT has the burden of supporting the reasonableness of its cost studies.  SWBT’s time estimates are obtained from subject matter experts who are involved in the performance of these activities.
  While those time estimates are certainly not conclusive, the Commission will accord them some respect unless there is a reason to doubt their reliability.  

For this issue, the Joint Sponsors have not established any lack of documentation or other shortcoming in SWBT’s cost study.  Instead, they simply assert that the testing time should be only ten minutes.  In the absence of some evidence casting doubt on the reliability of SWBT’s time estimates, the Commission will accept those time estimates.  The Commission finds in favor of SWBT on this issue.

206.
Fallout percentage for probabilities <100%.

This issue was addressed at issue 145 and need not be addressed again.
207.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
208.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
209.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.

Unbundled 2-Wire Analog Trunk Port Non-recurring TELRIC Cost Study, April 2001.

210.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
211.
Prepare the Route Index for Record Keeping Regarding the Trunk Group.

This issue relates to a cost study used by SWBT to set rates for a DID number block assignment.  In its discussion of issues 27-28, the Commission found that SWBT could not use a DID Trunk Port cost study to set rates for a DID number block assignment.  Instead, the Commission ordered SWBT to use the rates established in the T2A.  Because the Commission has decided that SWBT may not use this cost study, the Commission need not further address this issue.

212.
Load the Trunk Group Information Into the Mechanized Translations System.

SWBT and the Joint Sponsors agree that this issue is simply a duplication of issue 211.  The Commission need not further address this issue.

213.
Implementation Time for First Trunk Group.

This issue relates to a cost study used by SWBT to set rates for a DID number block assignment.  In its discussion of issues 27-28, the Commission found that SWBT could not use a DID Trunk Port cost study to set rates for a DID number block assignment.  Instead, the Commission ordered SWBT to use the rates established in the T2A.  Because the Commission has decided that SWBT may not use this cost study, the Commission need not further address this issue.

214.
Implementation Time for Additional Trunk Groups.

This issue relates to a cost study used by SWBT to set rates for a DID number block assignment.  In its discussion of issues 27-28, the Commission found that SWBT could not use a DID Trunk Port cost study to set rates for a DID number block assignment.  Instead, the Commission ordered SWBT to use the rates established in the T2A.  Because the Commission has decided that SWBT may not use this cost study, the Commission need not further address this issue.

215.
Should the cost structure for this rate element be for an individual trunk?

This issue relates to a cost study used by SWBT to set rates for a DID number block assignment.  In its discussion of issues 27-28, the Commission found that SWBT could not use a DID Trunk Port cost study to set rates for a DID number block assignment.  Instead, the Commission ordered SWBT to use the rates established in the T2A.  Because the Commission has decided that SWBT may not use this cost study, the Commission need not further address this issue.

216.
Should the preparations and implementation times for DMS100 translations be the same as for 5ESS?

SWBT’s cost study has allowed different times for the translations or programming times of the DMS100 and 5ESS switches for various UNEs and services.  Joint Sponsors’ witness claims, based on his experience, that the programming time for the two switches should be the same and suggests that if the programming times were not similar, the switch requiring the longer programming time would not be in use.  The Joint Sponsors argue that the Commission should set the programming time for both switches at the shorter of the two times offered by SWBT.
  SWBT replies that there are, in fact, differences in the programming time for the switches and that such differences are normal and are to be expected.
  

The Commission finds that SWBT’s explanation of the different programming times for the two types of switches is persuasive.  It is reasonable to believe that two different technologies, both appropriately forward-looking, would require different programming times.  Contrary to the assertion by the Joint Sponsors’ witness, the fact that one of the switches may require more programming time would not drive it out of the market.  Programming time is only one small factor in a company’s decision about what switch should be purchased.
  The Commission finds in favor of SWBT.     

217.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
218.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
219. 
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Unbundled Digital DS1 Trunk Port Non-recurring TELRIC Cost Study, April 2001.

220.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.

221.
Prepare the route index for record keeping regarding the trunk group.

This issue was addressed at issue 211 and need not be addressed again.
222.
Load the trunk group information into the Mechanized Translations System.

This issue is a duplicate of 221.  It was addressed at issue 211 and need not be addressed again.

223.
Implementation Time for first trunk group.

This issue was addressed at issue 213 and need not be addressed again.
224.
Implementation Time for additional trunk groups.

This issue was addressed at issue 214 and need not be addressed again.
225.
Should the cost structure for this rate element be for an individual trunk?

This issue was addressed at issue 215 and need not be addressed again.
226.
Should the preparation and implementation times for DMS100 translations be the same as for 5ESS?

This issue was addressed at issue 216 and need not be addressed again.
227.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
228.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
229.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
230.
STP Link Utilization.

For reasons explained in its Conclusions of Law, the Commission finds that the fill factor for STP links should be set at 40 percent, or 80 percent for a mated pair.   

231.
STP Utilization.

This issue is closely related to issue 230.  Steven Turner, witness for the Joint Sponsors, explains that the investment and cost established in issue 230 are investments during the busy hour, which lead to costs during the busy hour.  SWBT will, however, bill for those investments and related costs whenever the OLNS Query (or other related signaling element) occurs.  Therefore, the investment and cost must be converted to annualized expected queries.  One of the inputs that SWBT uses to make this conversion calculation is the STP utilization.  Turner indicates that for purposes of this calculation, the STP utilization rate should be 80 percent of the 40 percent Engineered Capacity of the STP, in other words, 32 percent.
  

SWBT did not specifically respond to Turner’s variation of the STP utilization rate except to again argue that STP utilization factors should be based on actual usage trended forward for likely usage in the future.
  The Commission rejected that argument in issue 230, and for the same reason rejects it here.  The Commission finds that SWBT’s calculations should be based on 32 percent STP utilization during the busy hour in a forward-looking TELRIC cost study.

232.
Expenses for NETPILOT and ACCESS7 Software, is it double counted?

The NETPILOT and ACCESS7 software is used by SWBT to manage the signaling network.  The Joint Sponsors contend that the annual expenses for those software systems are already recovered in the cost factors that are applied to investments.  To include it again in this cost study would result in double recovery.
  SWBT’s witness, David Barch, testified that the costs in question are direct costs of the elements being studied and are not captured in other cost factors.  He denied that there is any double recovery.
  

SWBT’s explanation of how these costs are recovered is reasonable and persuasive.  There is no indication that these costs are double recovered.  The Commission finds in favor of SWBT. 

233.
CCSCIS Equipment Vendor Discount.

This issue concerns the discount off list price that SWBT receives when it purchases switching equipment.  The Joint Sponsors allege that SWBT has not included any discount and has instead included list prices when running its calculations.  The Joint Sponsors assert that Texas ordered SWBT to utilize a 40 percent discount and urge Missouri to impose the same discount percentage.
  Staff’s witness agreed that substantial discounts are available to SWBT but he did not quantify an appropriate discount.  He explained that manufacturers may offer varying discounts to purchasers depending upon what equipment is being purchased.  The exact discounts offered by a manufacturer are usually kept secret, presumably to prevent customers from comparing prices.
  

SWBT replied, in its brief, that the prices it utilized are not list prices but instead are the actual prices it pays for equipment and thus would already incorporate the discounts that it actually receives.
  SWBT does not, however, cite to any evidence to support that argument.

The argument presented in the testimony of Mr. Turner and Mr. Johnson is reasonable, and SWBT failed to provide any evidence to rebut that argument.  While the argument contained in SWBT’s brief is plausible, it is, of course, not evidence.  The Commission finds that the 40 percent discount from list price established in Texas is reasonable and is adopted.   

234.
What is the correct Marginal CCS per channel in order to size material investment?

The marginal CCS per channel is the number of seconds that are available for use during a busy hour.  36 CCS would be equal 3600 seconds, or 60 minutes times 60 seconds.  This would represent full use of every available second during the hour.  SWBT’s cost study incorporated a CCS of slightly less than 36 – the exact number is considered confidential.  The Joint Sponsors’ witness testified that in his experience, in most cost studies, the CCS is set at 36.  He asserted that use of a lower value simply adds another layer of fill to the calculations that is not consistent with efficient engineering practice.
  

SWBT’s witness replied that SWBT properly used a lower CCS value to take into account the fact that even in the busy hour, not all 36 CCS are readily available for use.  He indicates that the value used by SWBT is supported by the user guide published by the creator of the CCSCIS program.
  

The testimony of SWBT’s witness is more persuasive.  It is reasonable to believe that not every second of any hour will be available for use.  The testimony of the Joint Sponsors’ witness, by contrast, appears to be based on little more than speculation about what is done in “most” cost studies that he has seen.  That is not a solid enough basis for the Commission to decide in favor of the Joint Sponsors’ argument.  The Commission finds in favor of SWBT.

235.
Cost Factor.

This issue was addressed at issues 45-81 and need not be addressed again.
236.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
SS7 Transport TELRIC Cost Study, April 2001.

237.
STP Link Utilization.

This issue was addressed at issue 230 and need not be addressed again.
238.
STP Utilization.

This issue was addressed at issue 231 and need not be addressed again.
239.
Expenses for NETPILOT and ACCESS7 Software, it is double counted?

This issue was addressed at issue 232 and need not be addressed again.
240.
CCSCIS Equipment Vendor Discount.

This issue was addressed at issue 233 and need not be addressed again.
241.
What is the correct Marginal CCS per Channel in order to size material investment?

This issue was addressed at issue 234 and need not be addressed again.
242.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
243.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
SS7 LIDB Validation Query TELRIC Cost Study, April 2001.

244.
STP Link Utilization.

This issue was addressed at issue 230 and need not be addressed again.
245.
STP Utilization.

This issue was addressed at issue 231 and need not be addressed again.
246.
Expenses for NETPILOT and ACCESS7 Software, is it double counted?

This issue was addressed at issue 232 and need not be addressed again.
247.
CCSCIS Equipment Vendor Discount.

This issue was addressed at issue 233 and need not be addressed again.
248.
Average Number of SS1 Clerks.

The Joint Sponsors offer two arguments regarding this issue.  First, the Joint Sponsors point out that SWBT’s cost studies indicate that it has a specific number of SS1 clerks in Missouri that work on SLEUTH queries.  The exact number of clerks is confidential.  SWBT also has a specific number of SS1 clerks in Missouri that work on SMS queries.  That exact number is also confidential.  The Joint Sponsors indicate that the total of SS1 clerks in Missouri that work on SLEUTH queries, plus the total of SS1 clerks in Missouri that work on SMS queries, adds up to more than the total number of SS1 clerks in Missouri, as established in SWBT’s labor rate documentation.
  The Joint Sponsors presume that this means that there is some overlap in the work assignments of the SS1 clerks.  The Joint Sponsors would address this overlap by leaving in place the SS1 clerks that are assigned to SMS queries, while reducing the number of clerks assigned to SLEUTH queries, so that the total number of SS1 clerks assigned to SMS queries and SLEUTH queries would match the total number of SS1 clerks.    

This aspect of the Joint Sponsors’ argument is reasonable and persuasive.  It is not rebutted by SWBT in either testimony or argument.  The Commission finds in favor of the Joint Sponsors on this portion of their argument.

The Joint Sponsors also have a second argument regarding this issue.  They point out that SWBT’s cost study assumes that the number of SLEUTH queries is declining over the 2001-2003 period.  This has the effect of increasing the cost per query.  The Joint Sponsors propose that if the number of queries is declining, then the number of SS1 clerks required to handle those queries should also decline by a like percentage.
  SWBT did not present any testimony or other evidence to specifically refute this argument but does respond in its brief by pointing out that its estimates for the number of SS1 clerks are forward looking and not based on embedded, existing costs.  SWBT also asserts that the number of staff handling these claims does not vary with the number of claims processed.
 
Although SWBT has not effectively refuted the Joint Sponsors’ second argument, the Commission does not find that argument to be reasonable.  That argument does not address the question of whether SS1 clerks no longer needed for reduced numbers of SLEUTH queries would simply be reassigned to work on SMS queries, for which, according to Mr. Turner, the number of queries is increasing.
  In the first part of this issue, the Joint Sponsors assumed that there would be an overlap in the work assignments of SS1 clerks.  The Commission agreed with that assumption at that time, and it is still a reasonable assumption to make for this half of the issue.  Because SS1 clerk positions assigned to SLEUTH queries are likely to be reassigned to SMS queries rather than eliminated, the Commission finds that the number of such positions should not be further reduced with the reduction in number of SLEUTH queries.  The Commission finds in favor of SWBT on this portion of this issue. 

249.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
250.
X.25 Links (Transport) Investment.

SWBT’s cost study assumes that X.25 Links require an investment of a specific amount of dollars per pair of links.  The specific amount is confidential.  In another cost study SWBT indicated that a DS0 Dedicated Transport Link required an investment of a specific amount of dollars per pair.  Again, the specific amount is confidential.  Although the exact amounts are confidential, the reported investment in the X.25 Links is 57 times greater than the reported investment in a DS0 Dedicated Transport Line.  The difference in reported investment amounts to many thousands of dollars.  

The Joint Sponsors’ witness argues that an X.25 Link is effectively a DS0 Dedicated Transport Link, and that there is no reasonable basis for the vast difference in the reported investment in the two, similar links.  The Joint Sponsors would, therefore, reduce the level of investment in the X.25 Links to match that of the DS0 Dedicated Transport Link.

SWBT’s response to the Joint Sponsors argument, in its entirety is that “X.25 links have a unique protocol, thus differing from DS0 links.  Therefore, the two are not considered proxies for one another in the development of this cost.”
  SWBT does not explain why the investment required for an X.25 Link is 57 times, and many thousand dollars, greater than the investment required for a DS0 Dedicated Transport Link.

There may be some differences between an X.25 Link and a DS0 Dedicated Transport Link such that they are not considered proxies for one another.  However, the investment cost that SWBT has assumed for a pair of X.25 Links is so outrageously high, when compared to the investment cost of a pair of DS0 Dedicated Transport Links, that it must be rejected.  Under the circumstances, the Joint Sponsors’ suggestion that the Commission use the investment cost of a pair of DS0 Dedicated Transport Links as a stand-in is reasonable.  The Commission finds that the investment cost for a pair of X.25 Links shall be assumed to be equal to the investment cost for a pair of DS0 Dedicated Transport Links.  

251.
SLEUTH System Vendor Maintenance Expense.

The Joint Sponsors’ witness testified that these expenses are already recovered via support asset factors and should not be directly recovered through this cost study.
  SWBT acknowledged that the Joint Sponsors’ position was correct, corrected the cost study, and presented the results in its surrebuttal testimony.
  The Commission need not further address this issue.

252.
Number Sun Workstations to Upgrade.

This issue is tied to issue 248.  SWBT proposes to upgrade a number of Sun Workstations for use by its SS1 clerks.  The exact number is confidential.  The Joint Sponsors argue that, with the reduction of SS1 clerks resulting from the Commission’s decision on issue 248, there should be a similar reduction in the number of workstations that would otherwise be provided for those clerks.
  SWBT did not specifically respond to the Joint Sponsors’ testimony, except to state that there is no reason to reduce the number of SS1 clerks assigned to operate the SLEUTH system.

The parties have provided the Commission with very little basis for making a decision on this issue.  No one has explained what a Sun Workstation is, and whether the number of workstations to be upgraded is, in any way, linked to the number of SS1 clerks assigned to the SLEUTH system.  The Commission notes that Mr. Turner’s testimony indicates that SWBT intended to upgrade more workstations than it had clerks, indicating that perhaps there is no such linkage.  On that basis, the Commission finds in favor of SWBT.  

253.
Should expenses to upgrade the Sun Workstation be expenses every year?

SWBT capitalized the cost of upgrading the Sun Workstations, but it expensed the installation cost of the system upgrade each year.  The Joint Sponsors argue that SWBT should also be required to capitalize the one-time cost of installing the system upgrade rather than expense it every year.  According to the Joint Sponsors’ witness, SWBT’s method of handling these installation costs would require the CLECs to bear the cost of this one-time expense year after year, prorated across the SLEUTH queries.
  SWBT’s reply indicates only that it has “expressed these costs in a consistent manner with how it expects to incur them.”
  

The Commission finds that the expert testimony of the Joint Sponsors’ witness is persuasive on this issue.  The CLECs should not be required to bear the one-time installation costs year after year.  The Commission finds in favor of the position advocated by the Joint Sponsors. The installation expenses relating to the Sun Workstations must be capitalized.

254.
Should loaded labor rates be used within this cost study?

The title that the parties chose for this issue is misleading.  The question raised by the Joint Sponsors is not whether loaded labor rates should be used, rather the question is to how many hours should those rates be applied?  The Joint Sponsors allege that SWBT misapplied its loaded labor rates by applying them to all hours in the year, effectively assuming that an employee works every minute of every day of the year.  In order to correct this problem, the Joint Sponsors’ witness stated that the number of hours should be adjusted to capture only working hours.
  SWBT replies that its loaded labor rates are applied only to actual activity times and do not include breaks or holiday time.
  

The Joint Sponsors’ argument states a requirement to which SWBT readily agrees; loaded labor rates should be applied only to actual hours worked.  SWBT complies with that requirement by instructing its subject matter experts, who determine work-times used in the cost studies, not to include break or waiting times in their determination of how long it takes to perform a particular task.
  

The Commission agrees with the Joint Sponsors and SWBT that loaded labor rates should be applied only to actual hours worked.  The Joint Sponsors allege that SWBT has misapplied loaded labor rates but they do not offer any specifics to support that allegation. As a result, the Commission is unable to direct SWBT to make any specific corrections to its cost studies.   The Commission finds in favor of SWBT.

255.
Area Manager’s Allocation to the SLEUTH Function.

SWBT’s LIDB cost study includes the cost of an Area Manager in the costs of the SLEUTH function.  The Joint Sponsors argue that SWBT’s cost studies indicate that this area manager directly supervises only one-half of a manager.  The Joint Sponsors assume that this area manager must have other duties and would allow only 12.5 percent of the area manager’s time and cost to be allocated to the SLEUTH function.
  SWBT’s witness replied that SWBT’s management structure is as it is, and that Joint Sponsors have presented no evidence to show that SWBT’s management structure is not forward-looking and efficient.
  In its brief, SWBT adds that SWBT’s area managers may also directly supervise several General Clerks and states that the number of general clerks supervised by this area manager is revealed in the back-up binders, which were not offered into evidence.
  

The Joint Sponsors have raised a serious concern about SWBT’s cost study.  It is unlikely that SWBT’s organizational chart would contain an area manager that supervised only one half of a manager.  The Joint Sponsors assumption that the area manager must have other duties, aside from responsibility for SLEUTH is reasonable.  That assumption has not been refuted by any testimony or other evidence offered by SWBT.  The  description of its management structure that SWBT offered in its brief is interesting.  But SWBT’s brief is not evidence and cannot be the basis for the Commission’s decision.  The

Commission finds in favor of the Joint Sponsors.  The area manager’s allocation to the SLEUTH function will be 12.5 percent of the Area Manager’s time and cost. 

256.
Number of Managers for SLEUTH and SMS.

SWBT assumes that a specific number of managers are needed to manage SLEUTH and SMS.  The exact number of managers is confidential.  Joint Sponsors point out that SWBT’s labor rate support documentation indicates that SWBT had one fewer manager in 1999.  Joint Sponsors argue that given decreasing numbers of queries to SLEUTH and SMS, there is no need to assume that an additional manager will be needed in the future.  Therefore, the Joint Sponsors would allow for only the lower number of managers in the cost study.
  SWBT replies that its staffing rates are based on forward-looking estimates, not embedded labor patterns.  It contends that those staffing rates are appropriate.
  

The Joint Sponsors have raised a serious concern about SWBT’s cost study.  Given SWBT’s own evidence that SLEUTH and SMS queries are decreasing rather than increasing, there is little reason to believe that an additional manager will be required in the future.  SWBT presented no evidence that would refute that view.  The Commission finds the testimony of the Joint Sponsors’ witness to be credible.  The Commission finds in favor of the position advocated by the Joint Sponsors.  The number of managers in the job function codes associated with SLEUTH and SMS shall be limited to the number proposed by the Joint Sponsors. 

257.
Number SS7 Clerks.

This issue is the same as that in issue 256, except that this time the Joint Sponsors’ argument is applied to SS7 clerks.
  The Joint Sponsors would reduce the number of SS7 clerks to match the number supported by SWBT’s labor rate support documentation.  The exact number is confidential.  

For the reasons described in issue 256, the Commission finds in favor of the Joint Sponsors.  The number of SS7 clerks shall be reduced to the number supported by SWBT’s labor rate support documentation and set out in the Joint Sponsors’ testimony. 

258.
Software License and Support Inflation Factor.

SWBT’s cost study includes a substantial inflation factor relating to its purchase of software licenses and software support.  The exact amount of the inflation factor is confidential.  Joint Sponsors argue that the proposed inflation factor was improperly derived from a factor approved in Ohio and has no application to Missouri.  They further argue that there is no need for inclusion of any inflation factor for software because the cost of software is generally declining rather than increasing.
  SWBT responded by denying that the inflation factor was derived from the Ohio factor, but did not respond to the argument that no inflation factor is appropriate in an area where costs are declining.
 

The Joint Sponsors have raised a serious concern about the validity of SWBT’s cost report.  SWBT has failed to rebut that concern and has failed to establish the need for its cost report to assume an inflation factor for software licenses and software support.  In

addition, in issues 63-64, the Commission found in general that SWBT’s cost studies should not include inflation factors.  The Commission finds in favor of the Joint Sponsors.  SWBT’s cost report shall not include an inflation factor for software licenses and software support. 

259.
Was the present value calculation within the study done correctly?

The Joint Sponsors’ witness testified that SWBT had incorrectly performed present value calculations in its cost study.
  SWBT agreed that the calculations were initially done incorrectly and corrected them in its surrebuttal testimony.
  The Commission need not further address this issue. 

260.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
261. 
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
262.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Signal Transfer Points (STP) Port TELRIC Cost Study, April 2001.

263.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
264.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
265.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
266.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
SS7 CNAM Query TELRIC Cost Study, April 2001.

267.
STP Link Utilization.

This issue was addressed at issue 230 and need not be addressed again.
268.
STP Utilization.

This issue was addressed at issue 230 and need not be addressed again.
269.
Expenses for NETPILOT and ACCESS Software, is it double counted?

This issue was addressed at issue 232 and need not be addressed again.
270.
CCSCIS Equipment Vendor Discount.

This issue was addressed at issue 233 and need not be addressed again.
271.
What is the correct Marginal CCS per channel in order to size material investment?

This issue was addressed at issue 234 and need not be addressed again.
272.
Cost Factor.

This issue was addressed at issues 45-81 and need not be addressed again.
273.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
Customized Routing – Resale TELRIC Cost Study, April 2001.

The Joint Sponsors propose that the Commission adopt the rates for customized routing that SWBT volunteered in Texas because SWBT uses a region-wide platform for customized routing and the costs should be the same in Missouri as in Texas.
  The Joint Sponsors repeat this argument in their briefs.
  

The Joint Sponsors point out that SWBT has never responded to this argument.  But, as the Joint Sponsors’ proposal was never listed as an issue, it is understandable that SWBT did not respond to it.  The Commission is not willing to address issues not included in the list of issues that it accepted on November 20, 2001.  For that reason the Commission will not address the Joint Sponsors’ proposal to adopt the rates for customized routing utilized in Texas.

274.
STP Link Utilization.


This issue was addressed at issue 230 and need not be addressed again.
275.
STP Utilization.

This issue was addressed at issue 231 and need not be addressed again.
276.
Expenses for NETPILOT and ACCESS7 software, is it double counted?

This issue was addressed at issue 232 and need not be addressed again.
277.
CCSCIS Equipment Vendor Discount.

This issue was addressed at issue 233 and need not be addressed again.
278.
What is the correct Marginal CCS per Channel in order to size material investment?

This issue was addressed at issue 234 and need not be addressed again.
279. 
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
280.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
281.
Link Utilization with Study Tabs.

This issue was addressed at issue 231 and need not be addressed again.
282.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
283.
Should the Preparation and Implementation times for DMS100 translations be the same as for 5ESS?

This issue was addressed at issue 216 and need not be addressed again.
284.
Inflation Factor.

This issue was addressed at issues 36-44 and need not be addressed again.
285.
Should customized routing-resale be charged per query or per line?

SWBT charges for customized routing – resale on a per query basis.  The Joint Sponsors argue that rather than charging on a per query basis, SWBT should resell this service by charging a monthly, per line fee.  The Joint Sponsors indicate that SWBT resells this service on that basis in Texas and that it should be able to offer the same deal in Missouri, because SWBT uses the same customized routing platform in Missouri that it does in Texas.
  In its brief, SWBT replies that per line charges would require infrequent users to subsidize the queries of frequent users.  SWBT argues that each user should be responsible for bearing the cost of its own usage. 

The Commission agrees with the argument presented by SWBT.  Each user should be responsible for bearing the cost of its own usage.  The fact that SWBT has used a different method of charging for these services in Texas does not require it to offer the same deal in Missouri.  The Commission finds in favor of SWBT.

286.
STP Link Utilization.

This issue was addressed at issue 230 and need not be addressed again.
287.
STP Utilization.

This issue was addressed at issue 231 and need not be addressed again.
288.
Expenses for NETPILOT and ACCESS7 Software, is it double counted?

This issue was addressed at issue 232 and need not be addressed again.
289.
CCSCIS Equipment Vendor Discount.

This issue was addressed at issue 233 and need not be addressed again.
290.
What is the correct marginal CCS per channel in order to size material investment?

This issue was addressed at issue 234 and need not be addressed again.
291.
Cost Factors.

This issue was addressed at issues 45-81 and need not be addressed again.
292.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
293.
Link Utilization with Study Tabs.

This issue was addressed at issue 231 and need not be addressed again.
294.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
295.
Should the preparation and implementation of DMS100 translations be the same as for 5ESS?

This issue was addressed at issue 216 and need not be addressed again.
296.
Inflation Factor.

This issue was addressed at issues 36-44 and need not be addressed again.
297.
Should customized routing-UNE be charged per query or per line?

This issue was addressed at issue 285 and need not be addressed again.
298.
Input and Translations of Line Class Codes for Connect and Disconnect?

The Joint Sponsors took a position on this issue in their position statement and state that there is support for the position within their cost studies.  However, the Joint Sponsors recognize that their costs studies, like SWBT’s cost studies, were never entered into evidence.  Unless the Commission considers those cost studies, which are not in the record, Joint Sponsors admit that they have failed to support their position on this issue and agree that the issue may be withdrawn.

The Commission is not able to consider evidence that is not in the record.  Therefore, this issue is unsupported by any evidence in the record and the Commission considers it to have been withdrawn. 

299.
Should the preparation and implementation times for DMS100 translations be the same as for 5ESS?

This issue was addressed at issue 216 and need not be addressed again.

300.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.

301.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
302.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
303.
Expenses for NETPILOT and ACCESS7 Software, is it double counted?

This issue was addressed at issue 232 and need not be addressed again.
Unbundled Call Trace TELRIC Cost Study, April 2001.

304.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
305.
Fallout Rate for Automated Systems.

Flow through is the percentage of orders that an incumbent LEC processes electronically through its gateway and accepts into its back office systems without manual intervention.  Fallout is the opposite of flow through and is the percentage of orders that require human intervention to be processed.  A higher fallout rate means that more orders require human intervention, thus increasing labor costs.  

The Joint Sponsors would limit all of SWBT’s fallout rates for “simple” electronic orders to two percent.  The Joint Sponsors argue that such a limit is appropriate because SWBT’s most efficient ordering system, the Easy Access Sales Environment (EASE) system, has a fallout rate of only one percent.  If SWBT is able to create and operate the EASE system at that fallout rate, the Joint Sponsors argue that it should, in the long run, be able to develop similar systems for simple CLEC orders.  For those processes that should be highly automated, such as feature activations in the local switch, service order processing, and similar processes, the Joint Sponsors would apply a fallout rate of two percent.
  

SWBT replies that the EASE system is used only for relatively simple retail customer orders and is not used, and never will be used for more complex CLEC UNE orders.  Different electronic systems are used for handling CLEC orders and the fallout rates for those systems are higher.  SWBT also points out that its fallout rates for handling CLEC orders are comparable to the fallout rates SWBT experiences when it processes its own orders.
 

The Commission finds the testimony of the Joint Sponsors’ expert witness to be more persuasive.  There is no question that some CLEC orders are more complex and will have a higher fallout rate.  The Commission will discuss those more complex orders in issue 328.  However, the Joint Sponsors are proposing a two percent fallout rate only for more simple CLEC orders.  Similarly, the Joint Sponsors recognize that the EASE system is not used for CLEC orders, and they are not advocating its use for those orders.  Their argument is rather, that in the long run, SWBT should be able to operate an electronic ordering system for simple CLEC orders at a fallout rate approaching that attained by the EASE system.  The Commission agrees.  For that reason, TELRIC principles require the Commission to assume the existence of such a system when determining SWBT’s cost in providing such a system for resale to the CLECs.  The Commission finds in favor of the position advocated by the Joint Sponsors.  For those processes that should be highly automated, such as feature activations in the local switch, service order processing, and similar processes, SWBT shall utilize a fallout rate of two percent.

306. 
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
307.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
308.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Centrex System TELRIC Cost Study.

309.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
310.
Should the preparation and implementation times for DMS100 translations be the same as for 5ESS?

This issue was addressed at issue 216 and need not be addressed again.
311.
Inflation Factors.

This issue was addressed at issues 63-65 and need not be addressed again.
312.
Cost of Capital.

This issue was addressed at issues 82-85 and need not be addressed again.
313.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Simple and Complex UNE Feature Non-recurring Cost 2001-2003, May 2001.

314.
Should rounding be used in translating time from hours to minutes?

The Joint Sponsors argue that SWBT should not be permitted, in this cost study, to round time estimates that were made in minutes to two digits after converting them to hours.  By eliminating rounding, the Joint Sponsors indicate that they produced a lower rate than resulted using rounding.  The Joint Sponsors’ witness gives this example:  If a task takes 1 minute to complete, SWBT would convert that to hours by dividing it into 60 minutes.  One divided by 60 equals 0.01666666666666667 on an Excel spreadsheet.  SWBT would then round that number to 0.02, which would, in effect, increase the time allotted for that task by 20 percent.  The Joint Sponsors argue that given the sensitivity of these nonrecurring costs to small variations in time, it is important that the time estimates not be rounded.
  SWBT responds by stating that rounding is simply a commonly used convention that should have no overall effect, in either direction, on the lengths of time reported.

While rounding is certainly a common convention, the Joint Sponsors have demonstrated that for purposes of this cost study, the use of that convention is inappropriate.  The Commission finds in favor of the position advocated by the Joint Sponsors.  For the purposes of this cost study, SWBT may not use rounding.

315.
Inflation Factors.

This issue was addressed at issues 63-65 and need not be addressed again.
316.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
317.
Probability of Occurrences for Verifying a Feature. 

The arguments presented by the parties are the same as those presented in issue 305, which dealt with fallout rates.  The Commission’s decision in that issue also applies to this issue. 

318.
Probability of Occurrence for Verifying a Feature.

This is a duplication of issue 317 and need not be addressed

319.
Should supplements be charged per feature?

This issue is not well described by its title.  SWBT’s cost study assumes that for every order it receives it will have to handle a supplemental order a specified percentage of the time.  The exact percentage is confidential.  The Joint Sponsors express bewilderment at why SWBT would build a supplement factor into its nonrecurring charge for simple and complex orders.  The Joint Sponsors suggest that if an order is supplemented it should simply be treated as a new order.  Therefore, the Joint Sponsors would set this factor at zero.
  

SWBT explains that a supplemental order is a second, corrected, order, sent by a CLEC, after SWBT has rejected an initial order for some reason.  SWBT contends that such supplemental orders are frequently received and they should be compensated for processing them.
 

The parties talk about this cost as a means by which SWBT can be compensated for supplemental orders.  But the cost that SWBT is recovering is really the cost associated with initial orders that are rejected.  A certain percentage of CLEC orders are deficient and must be rejected.  SWBT is not compensated for those rejected orders and thus has no way of collecting the cost of evaluating, and rejecting, the initial order.  This factor is a means by which SWBT can be compensated for the cost of evaluating and rejecting the initial order.  The Joint Sponsors’ proposed solution of simply treating the supplemental order as a new order would not permit SWBT to recover its costs for evaluating, and rejecting the initial order.  The Commission finds in favor of SWBT.

320.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
321.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
322.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
323.
Should the preparation and implementation times for DMS100 translations be the same as for 5ESS?

This issue was addressed at issue 216 and need not be addressed again.
324.
Preparation and Implementation Time for Inputting Backup D Channel Trunk Group into MTS.

Joint Sponsors argue that this work activity would be done when a PRI (Primary Rate Interface) is provisioned.  SWBT would recover the cost of the work activity at that time.  The work would not be repeated when a Backup D Channel is established.  Therefore, Joint Sponsors would remove this cost from the cost study to prevent double recovery by SWBT.
  In its brief, SWBT claims that the activities it includes in the development of a backup D channel UNE are not included in the initial provisioning of a PRI port.
  SWBT does not, however, cite any evidence to support that assertion.

The Joint Sponsors have raised a reasonable concern about whether SWBT’s cost study would result in a double recovery of SWBT’s costs.  SWBT has not presented any evidence to rebut that concern.  SWBT’s brief is, of course, not evidence.  The Commission finds in favor of the Joint Sponsors.  SWBT must remove this cost from its cost study.
  

325.
Should full disconnect cost be paid at the time the connection is made?

This issue was addressed at issue 106 and need not be addressed again.
326.
Inflation Factors.

This issue was addressed at issues 63-65 and need not be addressed again.
327.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Electronic UNE Service Order Cost, 2001-2003, May 2001.

328.
Fallout for Complex Orders.

This issue is similar to that which the Commission addressed in issue 305.  However, this issue concerns the fallout rate for complex orders.  SWBT’s testimony indicates that complex orders are those for UNEs such as “Digital Loops, Cross Connects, Local Switching with Centrex-Like Application, Centrex and Complex Features, Dedicated Transport, SONET, Dark Fiber, Subloop, Digital Cross Connect Service and DS1 Facility. SWBT’s definition also indicates that “[c]oordination between the LSC and other departments … is required to provide these Network Elements.”
  SWBT indicates that the service order design on a complex service request requires “manual input of individual elements, including unique Field Identifiers (“FIDs”) and Universal Service Order Codes (“USOCs”) for the complex service(s) being provisioned.”
  According to the Joint Sponsors’ witness, SWBT’s cost study assumes that a substantial percentage of complex orders will fall out of the electronic system and require human intervention.  The exact percentage is considered confidential.

Joint Sponsors’ witness testified that the fallout rate set by SWBT for complex orders was too high and proposed reducing that fallout rate by 80 percent.
  Staff’s witness also testified that SWBT’s fallout rate was too high.  He proposed a fallout rate that was half of that proposed by the Joint Sponsors.
  Neither witness provided any basis for their numbers.  

This issue is clouded by SWBT’s contention, in its brief, that it employed a 100 percent fallout percentage in its cost studies.
  In other words, all such orders are processed manually because they are so complex that they cannot be processed without human intervention.  The contention that SWBT uses a 100 percent fallout rate for complex orders is not supported by any cited testimony by SWBT’s witnesses, and is inconsistent with the testimony of the Joint Sponsors’ witness.  The actual cost studies that would verify the fallout percentages used are not in evidence.  The issue is further

clouded by the testimony of Staff’s witness, who indicates that for some cost studies SWBT uses a fallout rate less than 100 percent, while for others it uses a 100 percent fallout rate.  Staff’s witness does not, however, indicate which studies use which fallout rate.
  In the absence of any better evidence, the Commission will assume that the fallout rate for this particular cost study is the fallout rate identified by the Joint Sponsors’ witness. 

SWBT has established that complex orders should be treated differently than simple orders.  No electronic system capable of handling all complex orders currently exists.  The very low fallout rates proposed by the Joint Sponsors witness, and by Staff’s witness are arbitrary numbers pulled out of the air, not supported by any reasoned testimony.  The fallout rates proposed by SWBT are based on SWBT’s experience in handling orders for UNEs.  That experience must be accorded some respect in the absence of any evidence to the contrary.  The Commission finds in favor of SWBT.  The fallout rates for complex orders that SWBT utilized in its cost studies need not be altered.  

329. 
Should rounding be used in translating time from hours to minutes?

This issue was addressed at issue 314 and need not be addressed again.
330.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
331.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
Manual UNE Service Order Cost, 2001-2003.

332.
Should rounding be used in translating time from hours to minutes?

This issue was addressed at issue 314 and need not be addressed again.
333.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
334.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
335.
Workflow Manager Fallout Time for all Simple Order Types.

The Joint Sponsors’ witness testified that SWBT has unreasonably assumed that the Work Flow Manager Fallout time will be the same for both complex and simple orders.  He assumes that it will certainly take longer to evaluate a complex order to determine why it has fallen out, and therefore reduces the time for handling a simple order that has fallen out to two minutes.  He does not provide a basis for that time.
  In response, SWBT’s witness testified that for this particular function there is no difference between handling a complex order and handling a simple order.  He explained that Work Flow Manager is an electronic system that replaces manual work activity commonly associated with retrieval, log, and distribution.  These activities are the same whether an order is simple or complex. SWBT indicates that there is no basis for changing the times in its study.
  

The Joint Sponsors’ argument is based upon an assumption about SWBT’s Work Flow Manager program.  SWBT’s testimony demonstrated that the Joint Sponsors’ assumption is incorrect.  There is no reason to believe that for this system the fallout rate for simple orders is any different than the fallout rate for complex orders.  The Commission finds in favor of SWBT.  

Electronic UNE Service Order Type Study Non-recurring Cost Study 2001-2003.

336.
Should rounding be used in translating time from hours to minutes?

This issue was addressed at issue 314 and need not be addressed again.
337.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
338.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
339.
LSR Processing by Service Representatives on all Simple Order Types Except Expedite.

The Joint Sponsors’ witness testified that when he compared two similar cost studies, he found that SWBT had used longer times for certain activities in one study than it had used for what he believed to be similar activities in the other study.  The Joint Sponsors argue that the longer time in one study should be reduced to match the shorter time in the other study.  Furthermore, the Joint Sponsors’ witness argued that the times for certain other tasks should be further reduced because he believed that they could be performed more quickly than other tasks for which SWBT’s cost studies had assumed the same length of time.
 

SWBT did not specifically respond to the Joint Sponsors’ testimony except to explain in its brief that the activities in the two studies have different times because they are different activities that require different amounts of time to complete.  

SWBT’s failure to present evidence in direct response to the Joint Sponsors’ testimony does not automatically mean that the Commission must find in favor of the Joint

Sponsors.  SWBT’s time estimates were developed by subject matter experts experienced in performing the activities they evaluated.
  The time estimates offered by the Joint Sponsors’ witness were based on nothing more than his speculation about the relative times required to perform certain activities.  The time estimates contained in SWBT’s cost studies are more credible than the speculations of the Joint Sponsors’ witness.  The Commission finds in favor of SWBT.   

340.
Should processing time for complex suspend and restore activities be the same for simple activities in this study? 

The Joint Sponsors’ witness argues that the processing time for complex and simple suspend and restore activities are the same and would reduce the complex time to match the simple time.
  In its brief, SWBT offers an explanation of why the complex suspend and restore activity will take five minutes and the simple only three minutes.  But SWBT does not cite any testimony or other evidence to support that argument, or otherwise refute the Joint Sponsors’ argument.

The Joint Sponsors have raised a reasonable concern about the accuracy of SWBT’s cost study.  SWBT has not refuted the Joint Sponsors’ testimony with any evidence.  The argument in SWBT’s brief is interesting, but it is not evidence.  The Commission finds in favor of the Joint Sponsors.

341.
Should rounding be used in translating time from hours to minutes?

This issue was addressed at issue 314 and need not be addressed again.

342.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
343.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
344.
LSR Processing by Service Representatives on all Simple Order Types Except Expedite.

This issue was addressed at issue 339 and need not be addressed again.
345.
Should processing time for complex suspend and restore activities be the same as for simple activities in this study?

This issue was addressed at issue 340 and need not be addressed again.
UNE-P Migration Service Order and Provisioning Cost Non-recurring Cost Study 2001-2003.

346.
Should rounding be used in translating time from hours to minutes?

This issue was addressed at issue 314 and need not be addressed again.
347.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
348.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
349.
RC MAC Fallout Percentage.

This issue was addressed at issue 305 and need not be addressed again.
NXX Migration TELRIC Cost Study, April 2001.

350.
Inflation Factor.

This issue was addressed at issues 63-65 and need not be addressed again.
351.
Labor Rates.

This issue was addressed at issues 36-44 and need not be addressed again.
352.
Coordinating with Marketing Times.

SWBT’s cost study includes a specific length of time for coordination of the NXX migration with the marketing account manager.  The exact time is confidential.  Joint Sponsors argue that there is no need for a marketing account manager in a wholesale environment and that therefore the cost study should not include any time for coordination with marketing.
  In its brief, SWBT replies that the coordination time at issue is not for the purpose of marketing but rather is required for code administration.
  

In support of that argument, SWBT cites the testimony of its witness, David Barch.  When asked whether he agreed with Mr. Turner’s proposal to disallow the time for coordination with the marketing account manager, Mr. Barch testified as follows:

No.  The cost study appropriately does not include any time for the marketing account manager.  However, it does identify coordination time with such a position that the network operations center incurs per migration.  The network operations center is required for code administration.  Cost causation is the guiding principle for inclusion.

This testimony does not support SWBT’s argument.  Mr. Barch explains that the network operations center is required for code administration, but he says nothing about why the network operations center must coordination with the marketing manager.

The Joint Sponsors have raised a reasonable concern about SWBT’s cost study.  SWBT has not refuted that concern and has not offered any reasonable explanation for why time for coordination with the marketing account manager is required.  The Commission finds in favor of the position advocated by the Joint Sponsors.  The time estimate for this activity shall be set at zero.   

353.
White Pages Activities.

SWBT’s cost study includes a specific number of hours – the exact number is confidential – for meetings with Directory White Pages personnel.  The Joint Sponsors argue that there should be no need for the involvement of Directory White Pages personnel in an NXX migration because the whole point of an NXX migration is that the customers’ numbers do not change.
  SWBT replies that, even though a customer’s number does not change, White Pages personnel are responsible for performing activities related to the NXX migration.
  

The Commission finds the testimony of the Joint Sponsors’ witness to be more persuasive.  SWBT has failed to demonstrate that the time for coordination with White Pages personnel is necessary for provision of this UNE service to a CLEC.  The Commission finds in favor of the position advocated by the Joint Sponsors. 

354.
Redundant Activities for LVAS.

SWBT’s cost study assumes that it will take two people, a Senior Technical Architect and a Technical Architect, to perform the database unload and database load on LVAS.  Joint Sponsors argue that it is unreasonable to believe that two people will perform the same function on the same database, and would eliminate the cost of the Technical Architect.
  SWBT replies that there is no reason to exclude the cost of a function simply because it is performed by two persons.  If the Commission were to exclude a cost simply on that basis, it could also exclude thousands of operators who perform the same, or functionally similar, tasks.
  

The Commission finds the testimony of the Joint Sponsors’ witness to be more persuasive.  SWBT has failed to demonstrate that both a senior technical architect and a technical architect are necessary for provision of this UNE service to a CLEC.  The Commission finds in favor of the position advocated by the Joint Sponsors. 

355.
Communications Consultant and Service Representative Coordination Activities. 

For reasons explained in its Conclusions of Law, the Commission finds that all trunking related costs associated with NXX migration should be apportioned between SWBT and the requesting CLEC according to the provisions of their interconnection agreement for sharing of interconnection expenses.

356.
Coordination Meetings Times.

The Joint Sponsors indicate that SWBT has included a specific length of time – the exact time is confidential – for two managers to sit in on overall coordination meetings for the NXX migration.  Elsewhere, SWBT has included a substantially longer length of time – again the exact time is confidential – for a manager to function as overall coordinator for the NXX migration.  Joint Sponsors argue that the two times are redundant and would eliminate the shorter time.
  SWBT replies that its cost studies use the appropriate times and denies that the hours in question are redundant.
  

The Commission finds the testimony of the Joint Sponsors’ witness to be more persuasive.  SWBT has failed to demonstrate that the additional coordination time is needed.  The Commission finds in favor of the position advocated by the Joint Sponsors. 

CONCLUSIONS OF LAW

The Missouri Public Service Commission has reached the following conclusions of law.

1.
The Commission has jurisdiction over this matter pursuant to Section 252 of the federal Telecommunications Act of 1996,
 which authorizes states to set rates for unbundled network elements that must be provided by certain incumbent local exchange companies including Southwestern Bell Telephone Company.

2.
SWBT, as a provider of local exchange and intraLATA long-distance telecommunications service, is a “telecommunications company,” as defined by Section 386.020(51), RSMo 2000, and a “public utility”, as defined by Section 386.020(42), RSMo

2000.  SWBT is therefore subject to the jurisdiction of the Commission under Section 386.250(2), RSMo 2000.  In the terms of the Telecommunications Act of 1996, SWBT is a Bell operating company (BOC)
 and an incumbent local exchange carrier (ILEC).

3.
Each of the other telecommunications carriers that are parties to this proceeding is also a “public utility” and a “telecommunications company” as defined by Sections 386.020, (42) and (51), RSMo 2000, and is subject to the jurisdiction of this Commission under Section 386.250(2), RSMo 2000.

4.
The pricing standard for the rates at issue in this case is established by the FCC in 47 C.F.R. Section 51.505.
  That regulation requires that rates for unbundled network elements be based upon forward-looking economic costs.  The FCC’s rules prescribe a forward-looking cost methodology known as “total element long-run incremental costs” (“TELRIC”).  “TELRIC” is defined in that regulation as:

(b)
Total element long-run incremental cost.  The total element long-run incremental cost of an element is the forward-looking cost over the long run of the total quantity of the facilities and functions that are directly attributable to, or reasonably identifiable as incremental to, such element, calculated taking as a given the incumbent LEC’s provision of other elements.


(1)
Efficient network configuration.  The total element long-run incremental cost of an element should be measured based on the use of the most efficient telecommunications technology currently available and the lowest cost network configuration, given the existing location of the incumbent LEC’s wire centers.


(2)
Forward-looking cost of capital.  The forward-looking cost of capital shall be used in calculating the total element long-run incremental cost of an element. 


(3)
Depreciation rates.  The depreciation rates used in calculating forward-looking economic costs of elements shall be economic depreciation rates.  

5.
47 C.F.R. Section 51.505(c) defines a “reasonable allocation of forward-looking common costs” as:

(1) Forward-looking common costs.  Forward-looking common costs are economic costs efficiently incurred in providing a group of elements or services (which may include all elements or services provided by the incumbent LEC) that cannot be attributed directly to individual elements or services. 

(2) Reasonable allocation.  (i) The sum of a reasonable allocation of forward-looking common costs and the total element long-run incremental cost of an element shall not exceed the stand-alone costs associated with the element. In this context, stand-alone costs are the total forward-looking costs, including corporate costs, that would be incurred to produce a given element if that element were provided by an efficient firm that produced nothing but the given element.  

(ii) The sum of the allocation of forward-looking common costs for all elements and services shall equal the total forward-looking common costs, exclusive of retail costs, attributable to operating the incumbent LEC’s total network, so as to provide all the elements and services offered.

6. 47 C.F.R. Section 51.505(d) sets out the factors that may not be considered

in a calculation of the forward-looking economic cost of an element:

(1) Embedded costs.  Embedded costs are the costs that the incumbent LEC incurred in the past and that are recorded in the incumbent LEC’s books of accounts;

(2) Retail costs.  Retail costs include the costs of marketing, billing, collection, and other costs associated with offering retail telecommunications services to subscribers who are not telecommunications carriers, described in §51.609;

(3) Opportunity costs.  Opportunity costs include the revenues that the incumbent LEC would have received for the sale of telecommunications services, in the absence of competition from telecommunications carriers that purchase elements; and

(4) Revenues to subsidize other services.  Revenues to subsidize other services include revenues associated with elements or telecommunications service offerings other than the element for which a rate is being established.

7.
47 C.F.R. §51.505(e) provides that:

An incumbent LEC must prove to the State Commission that the rates for each element it offers do not exceed the forward-looking economic cost per unit of providing the element, using a cost study that complies with the methodology set forth in this section and §51.511. 

This regulation means that SWBT, as the incumbent LEC, has both the burden of production and the burden of persuasion on the issue of whether its proposed rates comply with the forward-looking TELRIC methodology prescribed by the FCC.  The regulation further requires that SWBT meet its burden through the use of a cost study.

SWBT performed cost studies, as required by the regulation, but it did not offer the actual cost studies and supporting work papers into evidence.  Instead, SWBT offered summarized results of the cost studies into evidence in prefiled testimony.  The actual cost studies and supporting work papers were provided to all other parties and were available to them in preparing their own testimony and in cross-examining SWBT’s witnesses at the hearing.
    

At the beginning of the hearing, the Joint Sponsors moved the admission of all of SWBT’s and AT&T’s cost studies and supporting work papers into evidence.
  SWBT opposed the admission of these documents because they are extremely voluminous – many thousands of pages – and because to admit them at the hearing would permit the Joint Sponsors to improperly supplement their prefiled rebuttal testimony.
  The Commission deferred making a ruling on the Joint Sponsor’s motion and asked the parties to submit a memorandum on the question later in the hearing.
  Only SWBT submitted such a memorandum and the Joint Sponsors subsequently withdrew their motion.
  As a result, the Commission never ruled on the motion to admit the cost studies and supporting documents into evidence.

In its brief, Staff points out that 47 CFR Section 51.505(e)(2) requires that “[t]he record of any state proceeding in which a state commission considers a cost study for purposes of establishing rates under this section shall include any such cost study.”  Staff argues that SWBT’s failure to place its cost studies and supporting documentation into evidence leaves the Commission with an incomplete record by which to evaluate the rates that SWBT proposes.
     

The Commission believes that it does have an adequate record upon which to base its decision.  Dumping many thousands of pages of highly technical data into the record at the hearing would not have helped the Commission in reaching this decision.  In any event, SWBT has the burden of production and the burden of proof.  It is up to SWBT to produce the evidence required to support the rates it proposes.  To the extent that SWBT has failed to produce adequate documentation to support its rates, the Commission will reject those rates. 

8.
Any decision of the Public Service Commission must be both lawful and reasonable.
  The lawfulness of a decision is determined from the statutory authority of

the Commission.
  For a decision of the Commission to be reasonable, it must be supported by competent and substantial evidence on the whole record.
 

The Issues:

Most of the 356 individual issues raised by the parties are factually based, and can be resolved without separate conclusions of law.  Those issues that do require separate conclusions of law are addressed as follows:

78.
What amount of marketing costs should be considered avoided in determining the Common Cost Factor?

The Joint Sponsors and SWBT agree that 10 percent of marketing costs are attributable to wholesale services.  Therefore, they agree that 90 percent of marketing costs are to be considered avoided.  The basis for their agreement is the FCC’s First Report and Order.  Paragraph 928 of that order indicates that “ten percent of costs in accounts 6611 [product management], 6612 [sales], 6613 [product advertising], and 6623 [customer services] are not avoided by selling services at wholesale.”
  The Joint Sponsors and SWBT take that statement to mean that 10 percent of the costs in those accounts are attributable to wholesale services and may be included in SWBT’s cost studies.      

Staff’s witness interprets the FCC’s order differently.  Dr. Ben Johnson testified that, in his opinion, the FCC order found that 90 percent of marketing costs are related to just

retail and the other 10 percent are related to both wholesale and retail.  Therefore, he argues that the 10 percent related to both wholesale and retail should be reduced by another 35 percent to remove the portion related to retail.

The Commission finds that the interpretation of the FCC’s order offered by the Joint Sponsors and SWBT is more reasonable.  When the FCC’s statement is read in the context of the entire paragraph, it is apparent that the FCC was attempting to resolve differences among the various state public utility commissions about how much of an incumbent’s marketing costs are related to wholesale.  The FCC chose the 10 percent wholesale figure in order to resolve that question.  The interpretation offered by Staff would not finally resolve the disagreements between the states because they could still disagree about how best to divide up the 10 percent of costs that would be related to both retail and wholesale.  The Commission concludes that that 10 percent of marketing costs are appropriately attributable to wholesale services.  

230.
STP Link Utilization.

STPs are used in the SS7 Signaling network.  STPs are always deployed as linked pairs so that they can provide backup service to each other.  The engineering maximum for loading a single STP is 40 percent of the expected demand so that if one STP fails, the other can take up its load and still have 20 percent of its capacity available to handle any surge in demand.
  If 40 percent of the capacity of each of the paired STPs is used, a fill factor of 80 percent for the pair results.  

SWBT has utilized fill factors for use of STPs based on actual usage of the STP.  The exact numbers are considered confidential, but they are much less than 40 percent.
 Staff and the Joint Sponsors argue that SWBT’s fill factors are too low and urge the use of a fill factor of 80 percent for the pair.  Staff and Joint Sponsors argue that this fill factor would be utilized in an efficient, forward-looking network.
  Joint Sponsors also point out that Texas utilized an 80 percent fill factor for STPs in its UNE cost proceeding.
   

SWBT argues that STP fill factors should be based on actual usage trended forward for likely usage in the future.  SWBT contends that it is highly unlikely that actual usage of the STPs will ever approach the engineering maximum of 40 percent, (80 percent for the mated pair).
 

This issue can only be resolved through reference to TELRIC principles.  47 C.F.R. §51.505(b)(1) requires that “[t]he total element long-run incremental cost of an element should be measured based on the use of the most efficient telecommunications technology currently available and the lowest cost network configuration, given the existing location of the incumbent LEC’s wire centers.”  That means that the costs of providing a UNE are to be based on an efficient telecommunications network, not on a network that is currently overbuilt. 

The Commission believes that in the long-run planning horizon mandated by those TELRIC principles, SWBT can do a better job of matching capacity to its actual needs and thereby achieve a greater STP fill factor.  Therefore, the Commission finds that the fill factor for STP links should be set at 40 percent, or 80 percent for a mated pair.   

355.
Communications Consultant and Service Representative Coordination Activities. 

SWBT’s cost study includes a specific number of hours – the exact number is confidential – for Communications Consultants and Service Representatives to handle trunking issues that arise from the NXX migration.  The Joint Sponsors argue that this activity relates to trunking issues.  Trunking issues are interconnection issues, and as interconnection issues, their cost should be shared between SWBT and the requesting CLEC according to the terms of their interconnection agreement.
  The Joint Sponsors cite an FCC decision for the proposition that the interconnecting CLEC and ILEC are required to share the cost of trunking.
  SWBT replies that these trunking costs result from the CLEC’s request for NXX migration.  As the cost causer, the CLEC should be responsible for paying the cost.
  

The Commission agrees with the Joint Sponsors.  The FCC has clearly indicated that trunking costs are to be shared between the interconnecting parties.  There is no need for an exception when the trunking costs originate with a request for NXX migration.  As the Joint Sponsors explain, by the logic of SWBT’s cost causing argument, any CLEC requesting interconnection with SWBT would be the cost causer and would be responsible for all costs of interconnection.  Such a result would be contrary to the FCC’s requirements and will not be adopted by this Commission.  The Commission finds in favor of the position advocated by the Joint Sponsors.  All trunking related costs associated with NXX migration should be apportioned between SWBT and the requesting CLEC according to the provisions of their interconnection agreement for sharing of interconnection expenses.

Decision

After applying the facts as it has found them to its conclusions of law, the Commission has reached the following decisions:

The Commission has reached many decisions about the individual elements that comprise cost studies supporting the UNE rates proposed by SWBT.  Those specific decisions are described in the Commission’s findings of fact and conclusions of law.  Some of those decisions have supported SWBT’s cost studies, and others have determined that SWBT must make changes to those cost studies.  Because changes to the cost studies will be required, it is impossible for the Commission to determine, at this time, the rates at which SWBT must offer individual UNEs for sale.  Therefore, SWBT will be ordered to rerun its cost studies in compliance with the decisions set forth by the Commission in this report and order.  Once SWBT has filed the results of its revised cost studies and the UNE prices that result from those revised studies, the other parties will be given an opportunity to respond so that they may indicate whether SWBT’s revised cost studies and resulting prices comply with this order. 

 IT IS THEREFORE ORDERED:

1. That Southwestern Bell Telephone Company shall rerun its cost studies in compliance with the decisions set forth by the Commission in this report and order.

2. That no later than September 20, 2002, Southwestern Bell Telephone Company shall file the results of its revised cost studies and the UNE prices that result from those revised studies. 

3. That any party that wishes to file a response to Southwestern Bell Telephone Company’s filing pursuant the previous paragraph shall do so not later than November 4, 2002.  

4. That any pending motions that the Commission has not specifically ruled upon are hereby denied.

5.
That this report and order shall become effective on August 16, 2002.







BY THE COMMISSION







Dale Hardy Roberts







Secretary/Chief Regulatory Law Judge
( S E A L )

Simmons, Ch., Murray, Lumpe, Gaw and Forbis, CC., 

concur and certify compliance with the provisions of 

Section 536.080, RSMo 2000.





Dated at Jefferson City, Missouri,

on this 6th day of August, 2002.
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