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Staff's Report on

Southwestern Bell Telephone Company's

Compliance Filing 


Comes Now the Staff of the Public Service Commission of the State of Missouri and for its report on the compliance with the Commission’s Report and Order issued August 6, 2002 in this case, the cost studies that Southwestern Bell Telephone, LP d/b/a Southwestern Bell Telephone Company (a Texas limited partnership) used to generate the revised unbundled network element costs and rates that Southwestern Bell filed on September 20, 2002, states:

1.
On August 6, 2002 the Commission issued a Report and Order in this case directing Southwestern Bell to rerun the cost studies upon which it based its proposed unbundled network element rates with changes the Commission directed in that report and order.

2.
On September 20, 2002 Southwestern Bell filed its revised unbundled network element costs and rates based on the results of its cost studies revised as ordered by the Commission.  Subsequently, it provided to the Staff and other parties, for their review, the cost studies that it used to develop those costs and rates.

3.
In reviewing the cost studies the Staff has determined the following areas of noncompliance or deficiency: 

a)
Cost of Capital – Resolution of many of the issues in this case requires the use of an appropriate cost of capital.  In its Report and Order the Commission concluded that in order to determine Southwestern Bell’s forward-looking economic costs to provide unbundled network elements (UNEs) in Missouri, it was necessary to estimate Southwestern Bell’s weighted average cost of capital for the business of providing UNEs.  The Commission found that Southwestern Bell’s cost of equity is 13 percent, its cost of debt is 7.18 percent and that the appropriate capital structure to use for purposes of setting UNE rates for Southwestern Bell is 46 percent debt and 54 percent equity.  When these amounts are inserted into the weighted average cost of capital formula, the result is a weighted average cost of capital of 10.32 percent.


Southwestern Bell applied a 10.32 percent cost of capital to its Missouri-specific data, but applied the 12.19 percent cost of capital that it proposed to its data from the other four states within Southwestern Bell’s five-state operating region.  Since the Commission determined that, for the purpose of calculating Missouri rates, it was necessary to estimate Southwestern Bell’s weighted average cost of capital for “the business of providing UNEs,” not for the “Missouri-specific business of providing UNEs,” the Staff believes that Southwestern Bell should have applied a weighted average cost of capital of 10.32 percent to its data from all of the states within its five-state operating region, not just its Missouri-specific data.  This change in the cost of capital to 10.32 percent throughout Southwestern Bell’s five-state region would result in adjustments to all rate elements in Southwestern Bell’s September 20, 2002 filing except those elements noted as TO-97-40 rates, T2A rates, ICB pricing or none (decision point list issues 82-85, 109, 138, 152, 180, 188, 208, 218, 228, 236, 243, 261, 265, 273, 280, 292, 301, 307 and 312).

b)
There are instances where the Commission ordered the corresponding Texas 271 Agreement (T2A) rate as the appropriate rate for use in the Missouri 271 Agreement (M2A).  The Staff believes that Southwestern Bell’s reference to “T2A” is insufficient.  The Staff believes that the appropriate rate to be reflected in the M2A in such instances is the rate that was in effect in the Texas 271 Agreement at the time the Missouri Public Service Commission issued its order.  By referencing T2A instead of inserting the specific rate, the cost studies and resulting rates give the appearance of allowing the rate to change if and when the T2A rate changes, without further review by this Commission.  These T2A references are found in Southwestern Bell’s September 20, 2002 rates filing at: #143 – DID #s – Initial 10 #s or Initial 100#s and  #145 – DID #s – Initial 10#s or Initial 100#s; and in the decision point list (DPL) as Issues 27, 28, 30 and 31.
c)
There are instances where the Commission ordered the corresponding rate from its Report and Order in Case No. TO-97-40 as the appropriate rate for use in the M2A.  The Staff believes that Southwestern Bell’s reference to “TO-97-40” is insufficient.  The Staff believes that the appropriate rate to be reflected in the M2A in such instances is the rate that the Commission approved in its Case No. TO-97-40.  These TO-97-40 references are found in Southwestern Bell’s September 20, 2002 filing at:  #14 – Digital Loop to DCS 4W – Install, #15 – Digital Loop to DCS 4W – Disconnect, #22 – DS3 Loop Crossconnect – Install, #351 – Monthly STP Port Cost, per port, #352 – STP Port Termination, Cost per Port, #353 – Signaling Point Code, Cost per STP Pair, #354 – Global Title Translation, Cost per STP Pair, #357 – SS& Transport, Cost per Octet and #374 Service Order Charge; and in the DPL as Issues 2, 3, 4, 5, 6, 29, 32, 59, 113 and 237.
d)
In its Report and Order the Commission states, “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.”  The Staff is unable to locate this rate in Southwestern Bell’s September 20, 2002 filing.  This Commission determination was made in addressing Issues 21 and 22 of the DPL.

e)
In its Report and Order the Commission states, “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.”  The Staff is unable to locate this rate in Southwestern Bell’s September 20, 2002 filing.  This Commission determination was made in addressing Issues 23 and 24 of the DPL.

f)
In its Report and Order the Commission concluded that Southwestern Bell’s cost of purchasing services from its affiliates should not be included in its labor rates.  Staff was not able to verify that this amount was not included in Southwestern Bell’s labor rates.  When the Staff requested further clarification from Southwestern Bell, Southwestern Bell responded that the rate was not included “where applicable.”  At this time the Staff is unclear as to why Southwestern Bell has qualified its response to the Staff and is unable to report to the Commission whether Southwestern Bell has complied with the Commission’s decision on this issue, Issue 39 of the DPL.

g)
In its Report and Order the Commission found that the time Southwestern Bell allotted for dispatching a technician to a customer’s premises to provision an entrance facility in its Unbundled Dedication Transport Entrance Facilities DS1, DS3, OC3 and OC12 Nonrecurring (TELRIC) Cost Study should be reduced to match the time Southwestern Bell allotted for the same task in its sub-loop cross-connect nonrecurring cost study.  Southwestern Bell claims that it was in compliance with this directive in the cost studies it used to support the rates it originally proposed and, therefore, no changes to the study were necessary.  The Staff does not understand Southwestern Bell’s response and, therefore, is unable to report as to whether Southwestern Bell is in compliance with the Commission’s determination on this issue, Issue 198 of the DPL.

4.
The areas of noncompliance or deficiency noted above are based on Staff’s initial review of Southwestern Bell’s cost studies.  After reviewing the compliance report submitted by the Joint Sponsors and any additional information that Southwestern Bell may provide, the Staff may make an additional or supplemental report.

WHEREFORE, the Staff reports that Southwestern Bell’ September 20, 2002 compliance filing and the cost studies upon which Southwestern Bell Telephone, LP relied to develop the costs and rates in its September 20, 2002 filing do not comply with the Commission’s August 6, 2002 Report and Order in the foregoing respects and, therefore, numerous costs and rates set forth in its September 20, 2002 compliance filing do not comply with the Commission’s August 6, 2002 Report and Order.  The Staff recommends that the Commission order Southwestern Bell to further modify its cost studies to address the issues raised by the Staff above, submit the revised cost studies to the parties for review, and file new costs and rates with the Commission to bring Southwestern Bell’s costs and rates into compliance with the Commission’s August 6, 2002 Report and Order.
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