Before the Public Service Commission

Of the State of Missouri

	In the Matter of an Investigation of the Actual Costs Incurred in Providing Exchange Access Service and the Access Rates to be Charged by Competitive Local Exchange Telecommunications Companies in the State of Missouri.
	))))))
	Case No. TR-2001-65


 STAFF’S POSITION STATEMENT

COMES NOW the Staff of the Missouri Public Service Commission and states:

The Commission’s March 14, 2002 Order Adopting Procedural Schedule, Clarifying the Scope of this Proceeding, and Concerning Motion to Waive Service Requirement and Motion to Compel Discovery, directed the parties to file their position statements no later than September 2, 2002.  The Staff takes the following positions: 

1. What is the appropriate cost methodology (i.e. TSLRIC, LRIC, embedded, stand alone, etc.) to be used in determining the cost of switched access?

Forward-looking costs should be used. More specifically, Stand-alone Cost establishes a maximum level for potentially reasonable rates, Total Service Long Run Incremental Cost (TSLRIC) establishes a minimum level for potentially reasonable rates, and Fully Allocated (average total) Cost can be useful in evaluating the relative reasonableness of existing or proposed rates above the floor and below the ceiling.
2. Should the cost methodology (i.e. TSLRIC, LRIC, embedded, stand alone, etc) for determining switched access costs be uniform and consistent for all Missouri LECs?
Yes. The same methodology should be used in analyzing all of the state’s LECs, and this methodology should be applied on a uniform and consistent basis, using consistent inputs and assumptions to the greatest extent feasible, while also taking into account significant differences in the circumstances facing each LEC.

3. Should loop costs be included in the determination of the cost of switched access, and if so, at what level?
Yes. Essentially all of the loop costs are included in Stand Alone Cost. A pro-rata (or greater) share of loop costs are included in Fully Allocated (average total) Cost. Essentially no loop costs are included in TSLRIC because loop costs generally cannot be avoided by adding or deleting any one of the multiple services that require use of the loop.
4. What are the appropriate assumptions and/or the appropriate values for the following inputs:
a. Cost of capital

Alltel, CenturyTel, Sprint, SWBT, and Verizon: a weighted cost of capital of 10% based upon a 7.5% cost of debt given 45% weight and a 12% cost of equity given 55% weight. 

Smaller LECs: weighted cost of capital of 10.75 based upon an 8.0% cost of debt weighted 45% and a 13% cost of equity weighted 55%.

b. Switch discounts

Actual vendor discounts should be used, based upon the life cycle cost of the switch, taking into account both the initial switch purchase and purchases of equipment to accommodate growth.

c. Depreciation

The FCC default inputs should be used except for switching (12 years) and copper cable (17 years).
d. Maintenance factors

The FCC default inputs should be used.

e. Common and shared costs

Each study should include an allowance for common costs equal to 5% of current switched access revenues plus 20% of the estimated costs (prior to adding common costs).

f. Fill factors

Fill factors should be selected to provide conceptual uniformity across the various studies, and should reflect an efficient level of spare capacity, consistent with a long run planning horizon. Fill factors consistent with this approach are used in the Staff cost studies, including 62% for fiber cable and 45% for the fixed and 97% for the variable portion of fiber electronics.

g. Other major assumptions and/or inputs.

The FCC model should be used for calculating loop costs using the INDETEC road surrogate data set, with the distribution routing input reduced to .85.

The appropriate plant mix is set forth in Tables 1-3 in Dr. Johnson’s direct testimony. These inputs reflect forward-looking Missouri conditions, consistent with actual cable sheath feet data reported in ARMIS. The appropriate structure sharing inputs are set forth in Table 4 in Dr. Johnson’s direct testimony. The appropriate values of all other assumptions and/or inputs are set forth in the Staff cost studies.

5. Is the current capping mechanism for intrastate CLEC access rates appropriate and in the public interest?
The Commission determined in its clarification orders that the purpose of this case is to investigate costs.  This question is beyond the scope of this phase of the case.

6. Are there circumstances where a CLEC should not be bound by the cap on switched access rates?
This issue is not thoroughly addressed by the pre-filed testimony since the current phase of this investigation is concentrated on determining the cost of switched access and not on the appropriate rates given what is learned about those costs. The evidence indicates that it is difficult and costly to develop carrier-specific cost data for each individual CLEC in the state. To the extent an individual CLEC provides cost studies, based upon the methodology adopted by the Commission, which demonstrate that its costs exceed those of the ILEC, it should be allowed to propose rates which exceed the cap.

7. What, if any, course of action can or should the Commission take with respect to switched access as a result of this case?
This issue is not thoroughly addressed by the pre-filed testimony since the investigation is currently concentrated on determining the cost of switched access and not on the appropriate response to those costs. To the extent the Commission concludes at the end of this phase that current intrastate switched access rates are too high or too low, the Commission should open a new phase of this investigation or initiate appropriate rate proceedings. The parties should be given an opportunity to file additional comments concerning the appropriate course of action once the Commission has issued its Order concluding this phase of the investigation.
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