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I.  Overview

Q.
PLEASE STATE YOUR NAME.

A.
My name is David J. Barch. 
Q.
ARE YOU THE SAME DAVID J. BARCH WHO FILED DIRECT AND REBUTTAL TESTIMONY IN THIS PROCEEDING? 

A.
Yes.  I am filing surrebuttal testimony on behalf of Southwestern Bell Telephone, L.P. d/b/a Southwestern Bell Telephone Company (“SWBT”).
Q.
WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

A.
My surrebuttal testimony addresses selected rebuttal testimony pertaining to Long Run Incremental Cost (“LRIC”)/Total Service Long Run Incremental Cost (“TSLRIC”) standards, treatment of loop cost, and cost modeling. Specifically, I will respond to certain aspects of the rebuttal testimony of the following: Dr. Johnson filed on behalf of the Staff (“Staff”) of the Missouri Public Service Commission (“Commission”), Mr. Larsen filed on behalf of the MITG companies, Mr. Dunkel filed on behalf of the Office of Public Counsel (“OPC”), Ms. Meisenheimer filed on behalf of OPC, Mr. Schoonmaker filed on behalf of the STCG companies, and Mr. Warriner filed on behalf of Holway Telephone Company, Iamo Telephone Company, and Green Hills Telephone Corporation.  For purposes of this proceeding I limit my surrebuttal to points of clarification and necessary emphasis.  This approach avoids simply reproducing SWBT’s comprehensive position on topics that has already been adequately supported in SWBT’s direct and rebuttal testimony.

II.  LRIC/TSLRIC

Q.
DR. JOHNSON STATES THAT HE DID NOT ERR BY EXCLUDING IN HIS TSLRIC CALCULATION CERTAIN COSTS FOR CENTRAL OFFICE PROCESSORS, BASELOAD SWITCHING SOFTWARE, FIBER CABLE FACILITIES, AND A PORTION OF FIBER OPTIC TERMINALS [JOHNSON REBUTTAL AT P. 11].  IS SUCH A STATEMENT A CORRECT INTERPRETATION AND APPLICATION OF SWITCHED ACCESS TSLRIC?

A.
No.  By selectively excluding some Switched Access costs in his TSLRIC calculation, Dr. Johnson’s TSLRIC resembles something more akin to a marginal cost rather than an actual total long run incremental cost.  Although it appears that Dr. Johnson and I do not disagree about the explicit definition of TSLRIC,
 in practice we differ in the applied composition of TSLRIC.  Since the inclusion of components into LRIC/TSLRIC is dependent on whether or not a cost is “brought into existence,”
 the question becomes to what extent does the service (the “S” in TSLRIC, or Switched Access in this proceeding) directly cause costs to come into being.  Apparently, how to pragmatically answer this question becomes the point of departure between Dr. Johnson and myself.  While it may be true that a portion of certain “lumpy” equipment (e.g., an entire central office processor) may not disappear if SWBT’s Switched Access suddenly vaporized as Dr. Johnson contends, the operative question is how much cost goes away.  “Cost” is not necessarily the entire lump of equipment.  Cost is more precisely the cost-causing increment, which increment perhaps can be expressed on a per call or per minute basis for a piece of equipment.  That is to say, a Switched Access minute does not cause, in and of itself, the entire central processor, cable, or other piece of equipment to come into existence.  But, a Switched Access minute or call does cause a minute’s worth, a call’s worth, or perhaps some mileage amount of cost on those facilities and pieces of equipment.  Likewise, service X, service Y, and service Z could concurrently cause, in and of themselves, similar incremental costs.  When a piece of equipment is completely or effectively exhausted, the next call and/or minute would cause a new piece of equipment to be brought into existence.  However, this next call and/or minute cannot be exclusively assigned this cost since, in the overall view, it is as much the reason for causing the new piece of equipment as each of the many minutes or calls that preceded it.  

 Q.
MR. LARSEN STATES THAT “THE PROBLEM WITH EFFORTS TO IDENTIFY THE COST OF A SPECIFIC TELECOMMUNICATIONS SERVICE IS THAT THE MAJORITY OF THE COSTS OF ANY TELECOMMUNICATIONS NETWORK ARE COMPRISED OF SHARED, COMMON, OR JOINT COSTS” [LARSEN REBUTTAL AT P. 5].  IS THIS AN ACCURATE STATEMENT?

A.
No.  Mr. Larsen’s misdiagnosis of service costing is problematic due to his inaccurate perceptions of shared costs.  While it is true that much of SWBT’s network and switching equipment can be and are used to provide multiple retail and wholesale services or network elements, it is not true that those costs, or a majority of those costs, are therefore “shared, common, or joint” in the manner in which cost is largely defined in economics.  Indeed, many of these costs are direct costs and not shared, common or joint.  Examples of this evidence are shared and common (“S&C”) cost factors (identified in Commission Total Element Long Run Incremental Cost (“TELRIC”) proceedings) and other related measures of these types of costs that do not approach a “majority” insofar as a “majority” is defined as at least 50 percent of direct costs.  I am not aware of any regulatory bodies which have determined that shared and common costs form the majority of the cost of any service under a TSLRIC analysis. 

Q.
MR. LARSEN STATES THAT SWBT IS SUBTLY ADVOCATING LRIC AS THE STANDARD THAT WOULD APPLY TO OTHER TELECOMMUNICATIONS CARRIERS EVEN THOUGH SWBT CLAIMS NO CARRIER SHOULD BE FORCED TO PRICE AT LRIC [LARSEN REBUTTAL AT P. 17].  PLEASE COMMENT.

A.
There is a clear distinction between an appropriate costing standard and an appropriate price for a service, and it is important to consider these matters separately.   The use of LRIC is the most accurate method of identifying service costs, including the cost of Switched Access service.  Pricing, rate determination or rate designs, on the other hand, are altogether different matters.  Costing and pricing terms must not be used interchangeably, which Mr. Larsen appears to have done when he offers the phrase “price at LRIC” [Larsen Rebuttal at p. 17].  Nowhere in testimony has SWBT stated or implied, either subtly or overtly, that it or other carriers should be forced to price at LRIC/TSLRIC.  Generally, SWBT believes it is appropriate to price above LRIC, as I explained previously in my direct testimony.

Q.
MR. LARSEN STATES THAT SWBT APPEARS TO USE THE TERM “SWITCHED ACCESS” AS A SYNONYM FOR “TRAFFIC SENSITIVE” COSTS [LARSEN REBUTTAL AT P. 13].  DOES SWBT CONSIDER THESE TERMS SYNONYMOUS?

A.
No.  A more accurate description of what Mr. Larsen may have been attempting to characterize is that SWBT’s Switched Access costs, as identified in its LRIC study on a per MOU basis, are traffic sensitive.  However, SWBT also has many services that are also appropriately considered and costed as traffic sensitive (e.g., directory assistance calls, toll calls) as opposed to a non-traffic sensitive cost, such as a loop which causes monthly or annual cost.  To state that “Switched Access” and “traffic sensitive” are synonymous is incorrect.  Rather, Switched Access is but one traffic sensitive cost under the large umbrella of all traffic sensitive costs.

Q. 
MR. LARSEN DEDICATES A SIGNIFICANT PORTION OF HIS REBUTTAL TESTIMONY TO PRESENT HIS CONCERNS ABOUT LRIC BEING CONSIDERED AN ACCEPTABLE COST METHODOLOGY IN THIS PROCEEDING [LARSEN REBUTTAL AT PP. 9-17].  IS LRIC AN ACCEPTABLE METHOD TO IDENTIFY THE ACTUAL COSTS OF SWITCHED ACCESS?

A.
Yes.  A LRIC/TSLRIC study measures the difference between costs incurred by the firm when the product or service in question is offered and the total cost that would be incurred if the product or service were not offered at all.  That is, LRIC/TSLRIC is the relevant measure to quantify change in total cost resulting from the change in quantity from zero to the total level of demand. LRIC/TSLRIC identifies SWBT-Missouri’s cost of providing switched access based on  the following general equation:

Total Incremental Cost of SWBT-Missouri services

minus

Total Incremental Cost of SWBT-Missouri services less Switched Access
equals

Total Incremental Cost of Switched Access

In Case No. 18,309, the Commission established a “practical framework” for future cost determinations by adopting LRIC as the appropriate foundation from which pricing decisions could be based.

Q. 
MR. LARSEN STATES “MR. BARCH’S CITATION AND DEFINITION OF EXCHANGE ACCESS SERVICE INCLUDES LOOPS” [LARSEN REBUTTAL AT P. 14].  IS HE CORRECT?

A.
No.  The statutory definition of “Exchange Access” I cited in my direct testimony [Barch Direct at p. 5] does not include the term “loop” nor any necessary implication of loops.

Q.
BASED ON HIS STATEMENT ABOVE, MR. LARSEN THEN CONCLUDES THAT “IT MUST FOLLOW THAT LOOP COSTS SHOULD BE INCLUDED IN THE ANALYSIS OF THE COSTS TO PROVIDE SUCH [EXCHANGE ACCESS] SERVICE” [LARSEN REBUTTAL AT P. 14].  IS THIS CONCLUSION VALID? 

A. 
No.  Since Mr. Larsen’s interpretive premise of loop inclusion is his own, and given that neither my citation nor my definition of Switched Access includes the loop, it does not follow “that loop costs should be included.”

Q.
MR. LARSEN STATES “SWBT IS NOT REGULATED BY PRICE FLOORS, BUT BY PRICE CAPS” [LARSEN REBUTTAL AT P. 15].  IS THIS A CORRECT STATEMENT?

A.
No.  Although I am not as familiar with SWBT’s price cap regulation to the extent that SWBT witness Craig Unruh is, for Mr. Larsen to state that price floors have no regulatory bearing on SWBT is false.  Sections 392.200 and 392.245 of Missouri Revised Statutes 2000 provide specific direction concerning the use of LRIC as a price floor.  When SWBT is required to file a LRIC/TSLRIC study, it is doing so to effectively state what the price floor is.

Q.
MR. LARSEN STATES THAT, WITH RESPECT TO THIS PROCEEDING AND ITS GOALS, “LRIC HAS NO APPLICABILITY AND NO RELEVANCE ACCORDING TO SWBT” [LARSEN REBUTTAL AT P. 16].  IS THIS STATEMENT REPRESENTATIVE OF SWBT’S POSITION IN THIS PROCEEDING?

A.
No.  While Mr. Larsen is certainly free to express his opinions on whether LRIC is or is not applicable and/or relevant in this proceeding, he has wholly misrepresented SWBT’s position by stating that SWBT endorses such a view.  The following evidence has been put forth by SWBT: 1) the results of a LRIC Switched Access study,
 2) much of its direct and rebuttal testimony describing the study, and 3) explanation of the LRIC methodology that serves as the study’s foundation.  It should be evident to any party reviewing testimony submitted thus far that SWBT believes LRIC to be applicable and highly relevant in this proceeding.   

Q.
IN AN EFFORT TO SHOW WHY SWITCHED ACCESS SHOULD NOT BE PRICED AT TSLRIC, MR. DUNKEL PRESENTS AN ILLUSTRATION OF RESIDENTIAL BASIC EXCHANGE RATES EXCEEDING HIS TSLRIC OF $1.98 PER LINE PER MONTH FOR SWBT [DUNKEL REBUTTAL AT PP. 6, 20].  PLEASE COMMENT.

A.
SWBT believes that LRIC/TSLRIC is the proper methodology to determine the cost of a particular service, and should generally serve as the price floor for that service, and SWBT also does not endorse the concept of pricing at LRIC/TSLRIC.  To the extent that is the point Mr. Dunkel is attempting to make, SWBT concurs.  However, SWBT disagrees with Mr. Dunkel’s attempt at identifying TSLRIC for  residential basic local exchange service in  three major respects.  First, Mr. Dunkel’s apparent reliance upon the FCC Synthesis model to produce “SWBT’s” TSLRIC for local service [Dunkel Rebuttal, Schedule WDA-3] fails because of the model’s use of nationwide and/or average default values for a host of cost inputs that do not accurately reflect SWBT-Missouri’s cost.  Second, Mr. Dunkel includes in his TSLRIC an additional factor for overhead and related costs.  As I have explained previously in my testimony, non-direct costs are inappropriate for inclusion in a TSLRIC study since they are not direct to the service under cost development.  Third, and most significantly, Mr. Dunkel fails to include loop costs in his local service cost estimate.  Excluding the TSLRIC of a loop substantially underestimates the TSLRIC of local service.  Therefore, Mr. Dunkel’s estimate of TSLRIC for SWBT’s local service is grossly inaccurate.
III.  Loop

Q.
MS. MEISENHEIMER PRESENTS FIVE CITATIONS FROM FEDERAL AND STATE LEGAL OR REGULATORY AUTHORITIES IN SUPPORT OF HER POSITION OF LOOP COST ALLOCATION [MEISENHEIMER REBUTTAL AT PP. 11-13].  DOES SWBT SUPPORT MS. MEISENHEIMER’S VIEW THAT ACTUAL SWITCHED ACCESS COST DEPENDS ON A LOOP COST ALLOCATION?

A.
No.  Although SWBT does acknowledge the citations as representative of what Ms. Meisenheimer explicitly refers to them as, that of justification of a “public policy principle” [Meisenheimer Rebuttal at p. 13], none of these quotations address, by virtue of either support or critique, total incremental cost methodology or the LRIC/TSLRIC of intrastate Switched Access. 

IV.  Cost Modeling

Q.
MR. SCHOONMAKER STATES THAT “FORWARD-LOOKING COST RESULTS VARY SO WIDELY THAT THE VALIDITY OF THE METHOD IS QUESTIONABLE” [SCHOONMAKER REBUTTAL AT P. 10].  DO YOU AGREE?

A.
No.  It has been my experience that in many cost proceedings when costs vary between or among forward-looking models, it is largely due to variances surrounding inputs.  Just this month the Commission issued a Report and Order
 in a comprehensive cost proceeding indicative of this reality.  In the instant proceeding, it appears Staff’s consultant also supports this position in his several references in testimony on inputs and their influence on results [Johnson Direct at pp. 38, 42, 43].  Above all, the concern Mr. Schoonmaker expresses concerning forward-looking methodology perhaps is better directed towards cost allocations, which more likely resemble the cost methodology he espouses.  Indeed, as I explained in my rebuttal testimony [pp. 15-17], methods used in distributing or allocating costs can yield substantially varying results that may surpass variances, perceived or real, among forward-looking incremental cost studies.

Q.
MR. WARINNER STATES THAT “IF SOMEONE DOESN’T LIKE THE RESULTS OF THE [FORWARD-LOOKING] MODELS, THEY SIMPLY CHANGE THE UNDERLYING ASSUMPTIONS FOR THE PROXIES AND NEW RESULTS ARE PROVIDED” [WARINNER REBUTTAL AT P. 12].  DOES THIS REASONABLY DESCRIBE SWBT’S COST MODELS AND LRIC DEVELOPMENT?

A.
No.  Mr. Warinner’s characterization in no way describes how SWBT develops LRIC for any of its services.  His description attempts to strike at the heart of forward-looking economic costing but falls short since his statement is no more than an unsubstantiated accusation of alleged back-room number fudging rather than being a meaningful contribution to an evidentiary foundation in this proceeding.  SWBT regularly conducts numerous LRIC studies utilizing a consistent methodology that is not designed to yield a preferred result and is not modified or adjusted to achieve a preferred result.  In SWBT’s cost development, results do not drive method; rather, method produces results.  The Commission and Commission Staff are familiar with SWBT’s models, costing practices, methods, and calculation approaches, and have not described SWBT’s approach in the manner that Mr. Warinner has.  Indeed, in a recent cost proceeding in Missouri, Staff’s consultant offered the following general comments indicative of the quality of SWBT’s forward-looking studies:

…these studies are far superior to the level of quality we typically encounter, particularly in terms of the manner in which they are structured and internally documented.

SWBT has taken significant strides toward converting various data files, models and other components of the study process into standard personal computer format, which allows the reviewer to see important algorithms and trace results back to original source inputs.  SWBT also has made substantial progress in electronically linking together the various data files, models and other components of the study process.

V. Conclusion
q. 
please summarize your SURrebuttal testimony.

A.
My surrebuttal testimony, in conjunction with my rebuttal and direct testimony, describes the proper application of LRIC/TSLRIC methodology, discusses treatment of loop costs, and addresses concerns of forward-looking incremental cost modeling.  My previously stated specific recommendations to the Commission [Barch Direct at p. 14, Rebuttal at pp. 23-24] have not been altered.
Q.
Does this conclude your SURREBUTTAL testimony?

A.
Yes.







�	“The TSLRIC of a service (or group of services) is equal to the firm’s total cost of producing all its services including the service (or group of services) in question, minus the firm’s total cost of producing all its services except the service (or group of services) in question” [Johnson Rebuttal at p. 12].





�	Dr. Johnson quotes from my Direct testimony wherein I cited the Missouri statutory definition of LRIC that contains this phrase [Johnson Rebuttal at p. 13] and he repeats the phrase in more than one instance [Johnson Rebuttal at p. 13].


�	Barch Direct Testimony at pp. 5-7, 14. 


� 	In the matter of the cost of service study of Southwestern Bell Telephone Company, Case No. 18,309.  Report and Order, Effective June 21, 1977, p. 2.


� 	Barch Direct Testimony, Schedule 1.


� 	Before the Public Service Commission of the State of Missouri, In the Matter of the Determination of Prices, Terms, and Conditions of Certain Unbundled Network Elements.  Case No. TO-2001-438.  Report and Order Issued August 6, 2002, Effective August 16, 2002.  Of the several hundred issues ordered upon, the clear majority deal with input variances.


� 	Before the Missouri Public Service Commission, In the Matter of the Determination of Prices, Terms and Conditions of Certain Network Elements.  Case No. TO-2001-438.  Direct Testimony of Ben Johnson, Ph.D., pp. 46, 47.
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