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ORDER SETTING INPUTS FOR COST STUDIES

Now the above-captioned matter comes on before the State Corporation Commission of the
State of Kansas(Commission) for consideration and decision. After examiningitsfilesand records,
and being duly advised in the premises, the Commission finds and condudes:

1. Sprint Communication Company, L.P.,, United Telephone Company of Kansas,
United Telephone Company of Eastern Kansas, United Telephone Company of South Central
Kansas, and United Telephone Company of Southeastern Kansas (collectively referred to herein as
Sprint) filed a motion requesting the Commission initiate this docket to review Southwestern Bell
Telephone Company's costs, establish prices for unbundled network elements (UNEs) and
interconnection pursuant to47 U.S.C. 252(d)(1) and establish the resale discount. On November 8,
1996, the Commission issued an order initiating the docket. Theresaleissuewas separated from the
rates for UNEs and interconnection. A separate order on resale will be issued in this dodket.

1. Inan Order dated December 19, 1997, the Commission determined that Southwestern
Bell Telephone Company's (SWBT's) cost studies would be used to determine SWBT's prices for
interconnection and UNEs. The Commission concluded itisappropriateto use SWBT'scost studies
because it is SWBT's network that is being unbundied and priced. However, the Commission
recognized some modifications may need to be made to SWBT's cod studies. The Commission
notes SWBT's cost studies were al so used by Missouri, Oklahoma, Arkansas and Texasto establish

Interconnection prices.



1 The purpose of the second phase of this docket is to determine the inputs and any
necessary modificationsto SVBT'scost studies. All partiesand Staff had the opportunity to submit
issues relevant to the cost studiesfor resolution. Every issue submitted was assigned a number and
incorporated into the issues matrix.

1 SWBT, AT&T Communications of the Southwest (AT&T), the Citizens' Utility
Ratepayer Board (CURB), Valu-Line of Kansas Inc. and Dunn & Associates, Inc. dba Boulevard
Phone Company, both wholly-owned subsidiaries of Birch Telecom, Inc. (collectively referred to
herein as Birch) and Commission Staff (Staff) submitted testimony on the issues identified in the
issues matrix. A hearing was conducted on July 15 and 16, 1998. Witnessesfor each party made
presentations on the issues. The parties agreed to waive cross-examination. Subsequent to the
hearing the Commission requested that the withesses respond to questions to complete the record.

1. The Federal Telecommunications Act states thejust and reasonabl e rate of network
elements"shall be based on the cost (determined without reference to arate of returnor other rate-
based proceeding)" and "nondiscriminatory” and "may include a reasonable profit." 47 U.S.C.
252(d)(1). The Federal Communications Commission (FCC) determined that prices for UNEs
should be based on forward-1ooking economic costs and that the total el ement long run incremental
cost (TELRIC) methodology was appropriate. FCC Local Competition Order 11620, 672. The 8"
Circuit vacated the FCC's pricing rules, finding the FCC exceeded itsjurisdiction. lowa Util. Bd v.
FCC, 120 F.3d 753, 794 (8th Cir. 1997) However, the 8" Circuit did not invalidate the TELRIC
method.

1 The State Act providesthepricesfor UNEsshould bedetermined by the Commission
on a"nondiscriminaory basis, to permit the recovery of costs and a reasonable profit." K.S.A. 66-
2003(c).

1 This Order estallishes the inputs SWBT should usein its cost studies to determine
the appropriate rates for interconnection and addresses each issue in accordance with the matrix
numbering system (Attachment A), aswell asgeneral issues. The Commissionwill issue, forthwith,

a separate order addressing non-recurring charges and the definitions of the UNEs. After SWBT



runs the cost studies with the inputs set forth in this order, SWBT will file the results with the
Commission and serve the results on the parties. The parties will then have an opportunity to file
commentson the cost study results and the proposed non-recurring charges. After the Commission
evaluates SWBT's results and the comments, the Commission will issue an order establishing the
rates for interconnection.

1 SWBT contendsitsmodel isforward looking. SWBT Brief at 2. SWBT assertsthe
Commission'sonly obligation istodeterminejust and reasonabl e rates based on cods. SWBT Brief
at 3,49. Accordingto SWBT theterm ‘cost’ in Section 252(d) is not restricted to any particular cost
methodology. SWBT arguesthe actual costs can be used as areasonable benchmark. SWBT Brief
at 49. SWBT maintainsthe Commission should establish rate guidelinesrather than specificinputs.
SWBT Brief at 4. SWBT maintains that retail prices areof no relevance. SWBT Brief at 49.

1. Staff maintains that forward looking costs are consistent with the goals of the state
and federal telecommunications cts. According to Staff the fundamental purpose of TELRIC, that
isforwardlooking pricing, isto encourage competitionwithinthelocal exchangemarket. Staff Brief
at 3. Staff statesthe TEL RIC methodol ogy replicatesthe conditionsof acompetitivelocal exchange
market. Staff contends the TEL RIC methodology employs the most efficient technology sized for
reasonably foreseeabl e capacity requirements. Staff Brief at 2. Staff points out that pricing UNES
below TELRIC will beadisincentiveto CLECsto buildtheir own facilitiesand pricing UNEsabove
TELRIC will discourage the development of competition. Staff Brief at 3.

1 AT&T maintains it has proposed inputs that are forward-looking that will result in
final rates consistent with the economic principles underlying the TELRIC methodology. AT&T
Brief at 9, 11. Accordingto AT& T, TELRIC determines prices based on the costs of an efficient
new entrant serving the same volumes served by theincumbentlocal exchangecarrier. AT& T Brief
at12. AT&T stated that in two recent decisions, federal district courtshave addressed whether rates
set in accordancewith Section 252(d)(1) (A) should include embedded costs. See GTE South, Inc.,
1998 WL 260909, AT&T Communications of California, Inc., 1998 WL 246652. Both courts
determined such costs should not be included. AT&T Brief at 13.



1 Birch argues the Commission should consider retail pricesin evaluating the UNE
rates. Birch contends such acomparison will dlow the Commission to gauge the gppropriateness
of thefinal UNE rates. Birch Brief at 8.

1. The Commission concludes that inputs consistent with the TELRIC (Total Element
Long-run Incremental Cost) methodol ogy should be adopted. In describing TEL RIC- based pricing
methodology, the FCC stated "[a]dopting a pricing methodology based on forward-looking,
economic costs best replicaes, to the extent possible, the conditions of acompetitive market." FCC
Local Competition Order 1679, dated August 8, 1996. In addition to the two federal district court
casesreferenced by AT& T, the Federal District Court, Western District of Texasrecently addressed
the appropriate methodology for establishing UNE rates. The Court recognized forward-looking
methodologies are relevant to competitive markets because the prices are based upon what the
elementswould cost anew entrant. Initsdecision, the Court also rejected SWBT's contention that
theterm cost in Section 252(d)(1)(A) should be construed as embedded costs. The Court also noted
that "[m]ost, if not al, state commissions that have considered the issue have adopted forward-
looking pricing methodologies." SWBTv. AT&T, No. A97-CA-132SS (W.D. TX August 31, 1998)
(Order affirming decision of the Texas PUC). The Commission determines that forward-looking
costs best reflect thecoststhat would be incurred by an efficient competitor and are appropriate for
establishing UNE rates.

1 The Commission concludesthat, just as actual costs may be used asabenchmark for
forward looking costs, retail prices may be used as a comparative benchmark in evaluating UNE
rates. Furthermore, consistent with the State and Federal Acts, the Commission regainsits authority
to establish just and reasonabl e rates.

1 SWBT contends that some of the recommended adjustments are not inputs but
actually modifications to the model. SWVBT argues that the Commission's determination to use
SWBT cost studies makes any proposed modification to the model moot. The Commission stated
inits December 19, 1997 Order at paragraph 19, that modificationsto SWBT's model will need to



be made. Thus, SWBT had notice that modifications to the model would be considered. SWBT's
argument that any modification to the model is amoot issue, is without merit.

1. SWBT proposed individual case basis (ICB) pricing in severa instances. The
Commission realizes that ICB pricing is sometimes necessary and appropriate There are requests
that are uniqueto the requesting carrier or location. Inaddition, it may be wasteful toperform acost
study to establish the price for a particular UNE that may never be requested. However, SWBT's
use of I1CB pricing should be limited. There should be criteria to determine when ICB pricing is
appropriateand guidelinesfor establishing | CB prices. Without such criteriaand guidelines CLECs
are subject to uncertainty that may delay competitors entry into thelocal exchange market. SWBT
should provide ICB prices promptly after arequest is made. The parties and Staff shouldjointly
formulatecriteriaand guidelinesfor ICB pricing. Staff should fileareport inthisdocket within four
weeks. If the parties do not reach a consensus on all issues, the parties may file comments on the
items on which there is disagreement. Although ICB pricing may be appropriate in limited
circumstances, once demand isufficient for anitemthat isICB priced, SWBT should prepare acost
study and submit it to the Commission to establish auniformly available rate.

1 The Commission recognized in its December 19, 1997 Order that SWBT's cost
studies are not formatted for use on a personal computer (PC), rather the cost studies reside on
SWBT'smainframe computer. Therefore the partiesothe than SWBT cannot test assumptionsand
inputs on SWBT's main frame computer. 9. During this proceeding it became apparent that the
availability of SWBT's cost study model in PC format, which would allow the parties to tes
proposed i nputs and assumptions, would facilitate the procedure. The priceswhich result fromthis
docket will need to be reviewed in the future. Asthe Commission stated in its December 19, 1997
Order, the Commission conditioned itsselection of SWBT's cost study on the requirement that the
studies and supporting data be made available to the parties. {19. SWBT should translae its cost
studies to a PC format for use in future proceedings. SWBT indicated that it is in the process of
converting the main frame based cost studies to PC-based cost studies. (Tr. at 855-857) SWBT

stated that the translation of some, but not all, of the studies would be complete within six months



of the hearing (July 16, 1998). The Commission notesthat AT& T has replicated much, if not all,
of SWBT'scost studiesinaPC format. The Commission directs SWBT to providealist of SWBT's
cost studiesthat are now PC-based and a schedul e of anticipated compl etion datesfor the remaining
cost studies. SWBT should also indicate if the cost studies are fully integrated, and if not, when
integration will be complete. SWBT should continueto inform the Commission of the progress of
this project until complete.

1. SWBT isdirected to incorporate the inputs established in this order and submit the
resultsto the parties and the Commission within three weeks of the date of this Order. The parties
shall have three weeks from the date the results are filed in the docket to submit comments. In
addition, AT&T indicated in response to the Commission's question to Mr. Rhinehart that AT& T
intends to run confirmation versions of as many of SWBT's studies as possible. SWBT should
provide AT& T with al data that is necessary to perform verification runs. After reviewing the
comments of the parties and Staff, the Commission will issue an order establishing SWBT'srates
for interconnedion and UNEs.

IT IS, THEREFORE, BY THE COMMISSION ORDERED THAT:

(A)  Theinputs and modifications for SWBT cost studies set forth in this Order shall be
used by SWBT in its cost studies to establish prices for interconnection and UNEs.

(B) SWBT shal filetheresults of the cost studiesin this docket and serve the results on
the parties within three weeks of thisorder. SWBT shall provide AT& T with all data necessary to
perform verification runs. The parties shall have three weeks to submit comments on SWBT's
results.

(C)  Thepartiesand Staff shall jointly formulate criteriaand guidelinesfor ICB pricing.
Theresults shall befiled in this docket within four weeks of the date of this Order. The parties may
file comments regarding the guidelines, if necessary, on the same day.

(D)  SWBT shall report the status of its process to convert its cost studies to PC format

as stated herein.



(E)  Pursuantto K.S.A. 66-118b, the parties have fifteen days, plusthree daysif service
of this Order is by mail, from the date of this Order in which to petition the Commission for
reconsideration of any matter decided herein.

(F)  The Commission retains jurisdiction over the subject matter and parties for the
purpose of entering such further order or orders as it may deem necessary.

BY THE COMMISSION IT IS SO ORDERED.

Wine, Chr.; Seltsam, Com.; Claus, Com.

Dated:

David J. Heinemann
Executive Director
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ISSUESBY MATRIX NUMBER

AA Buildings
Issue No. AA-0001, Building factors

Staff: Staff assertsthat in devel oping forward-looking long-run unbundled network element (UNE)
cost estimates, it isappropriate to include only the minimum amount of building space necessary to
efficiently provide unbundled network elements. Building space associated with radio equipment
should be excluded from the cost of UNEsthat do not involve or require the use of such equipment.
Similarly, administrative building space that is associated with SWBT'sretail operations should be
excluded from UNE costs. (Tr. Vol. 8 at 3418, 3456-58)

Staff’ srecommends SVBT make appropriate adjustments to the proposed building factors, to the
extent necessary to include only relevant items. Staff contends the Commission should reject
SWBT’ sapproach, which effectively replicatesits existing buildings at today’ s higher construction
cost levels, without adequately taking into account the reductions in square footage that are
appropriatein the context of long-run cost studies for UNEs. Staff states the information received
from SWBT during discovery was not sufficient to enable quantification of an appropriate
adjustment to the building sizes included in the Company’s studies. Consequently, Staff
recommends that the Commission allow SWBT to recover the embedded cost of its existing
buildings, without any adjustment for inflation. (Tr. Vol. 8 at 3457-58, Staff Brief at 5)

AT&T: AT&T’'s position is that SWBT's building factor development methods are
inconsistent from stateto state. AT& T asserts the Missouri-Oklahoma-K ansas-Arkansas (MOKA)
method inappropriately excludes radio equipment from computation of the denominator and
inappropriately includes adminidrative building space in the numerator. AT& T argues SWBT's
factor fails to recognize empty space in the buildings, any revenues for collocation, and makes no
adjustment to recognize that fewer and smaller buildings would be used if the network weretotally
replaced. AT&T claimsthisoverstatesthefactor and resultsin overstated cogsin SWBT's studies.
(Tr. Vol 6 at 2490-92)

AT& T’ srecommended solution includes modification of SWBT'sbuilding factor inputsto include
radio equipment in the denominator. Additionally, a small forward-looking adjustment for
collocation space should be made. (Tr. Vol. 6 at 2490-93)

AT&T assertsthat fewer and smaller switching equipment buildingswould be neededin aforward-
looking digital environment. Thus, AT& T argues, SWBT’ sfactor based upon its current buildings
isinaccurate.

SWBT: SWBT argues that while the “footprint” of a digital switch may be declining, the
addition of other equipment replacesthe central officefloor spacerequirements. (Tr.Vol. 9at 3704-
05, Vol. 5 at 2155-57) Additionally, the amount of building space included in the factor is aready
adjusted downward by SWBT’ sforward-|ooking techniqueswhich already recognizesthe decreased
size of digital switches. (Tr. Vol. 9 3703-04) SWBT’sfactor correctly does not account for radio
equipment because, in Kansas, itisnot forward-looking technology nor should administrative office
equipment be included in the factor. (Tr. Vol. 6 at 2495; SWBT Brief at 8-9)

SWBT s position isthat SWBT's building factor is appropriate for and specific to Kansas Radio
equipment is excluded from the building calcuation in al five SWBT states and administration
buildings are included. Thereis no "empty" space to recognize; the building space is gopropriate
for forward-looking studies. Shared space or collocation isnot included since theimpact would be
minimal. SWBT’s recommended solution isto use SWBT'sfectors. (Tr. at 2154-57)

A-5



Discussion: The Commission notesthat the Missouri Public Service Commission (PSC) determined
SWBT's historic building costs should be used without any adjustments. (Tr. at 3458) The
Commission concludes that Staff's recommendation that SWBT should use the embedded costs of
its buildings without an adjustment for inflation is reasonable.

Issue No. AA-0002, Should the Building Factor be based on "current costs?’

AT&T: AT&T arguesthat SWBT's building factor method used in Texasidentified distinct
building factorsfor switching equipment, frame equipment, circuit equipment, and other (including
operator services space). However, SWBT presents only a single building factor in Kansas with
numerousidentifiable flaws. Thus, SWBT'sfactor does not reflect cost causation. (Tr. at 2489-90)

AT& T’ srecommended solutionislimited dueto alack of timeand information to adequately correct
SWBT's method. Thus, "current costs’ may be used as inputs but other input adjustments are
needed. (Tr. Vol. 6 at 2495)

SWBT-: SWBT'sresponse to AT& T’ s argument is to recommend that this issue should be
removed from the matrix since AT& T agreesto use SVBT's method. (Tr. at 2154-55)

Discussion: AT& T conceded, due to a lack of information, SWBT's current costs may be used
subject to other input adjustments. However, the Commission determines SWBT should use its
embedded costs without any adjustment for inflation. See discussion Issue No. AA-0001.

Issue No. AA-0003, MOKA exclusion of Texas information

AT&T: AT& T spositionisthat SWBT has refused to identify any methodol ogical changes
in the TELRIC study methods it uses from state to state. The Commission approved the use of
SWBT's methods assuming that "[t]he methodol ogy has been used to determine costs for UNESIn
Texas and Missouri." (Tr. Vol. 6 at 2496-97) Although AT& T maintains the Texas method is
preferable, intheinterest of time, AT& T "reluctantly” recommendsthe Commission adopt asingle
building factor. (Tr. Vol. 6 at 2496-97)

SWBT-: SWBT’ sresponsetotheissueisthat CURB appearsto be under thewrongimpression
that the building factor isbased upon combined MOKA data. Thisisincorrect. The buildingfactor
isdeveloped from Kansas-specific information. 1t would be inappropriateto include either PacTel,
Texas, or any other state'sdatainthiscalculation. (Tr. at 2154-56) SWBT’ srecommended solution
isto use SWBT inputs.

Discussion: SWBT hasindicated that itsbuilding factorsareKansas specific. AT& T conceded that
although the Texas methad would be preferable, the MOK A method used by SWBT could be used.
See discussion Issue No. AA-0001.

AB Labor Costs
Issue No. AB-0001, Labor Rates

Staff: Staff’s position is that SWBT’s labor rates should be substantidly reduced. First, all
overtime and premium time loadings should be removed. Seoond, the labor raes developed in
SWBT’s Cost Factor Support Binder should be recalculated to remove all Transitional Benefit
Obligation (TBO) costsand all Support Asset costs (aportion of thelatter category can berecovered
through the “common cost” factor). Third, TBO and Overhead costs should be removed from the
labor rates developed in SWBT’s Broad Gauge Report; alternatively, a more reasonable loaded
hourly rate of no more than $50 should be used. Staff recommends that the Commission require
Engineering costs be separately estimated in future cost filings, sothat these costs can be devel oped
more accurately, and examined in greater detail. (Tr. Vol. 8 at 3418)
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AT&T: AT& T spositionisthat SWBT includes average overtime and premium timein all
basic loaded labor rate computations yet demands higher overtime and premium time charges in
"Maintenance of Service," "Time and Materials," and "Nonproductive Dispatch” rates. Thus, new
entrantswould pay twicefor SWBT'sincurred overtime expenses. AT& T’ srecommended solution
isto use only abasic loaded |abor rate for all "Maintenance of Service," "Time and Mateials,” and
"Nonproductive Dispatch” work because the rate aready includes average overtime cods. Thus,
AT&T contends, SWBT will not have an incentiveto schedul e thistype of work out of normal work
hours. (Tr. Vol. 6 at 2498-99)

CURSB: ItisCURB’spositionthat SWBT includesaverage overtimeand premiumtimeinal
loaded labor rate computations but uses higher overtime/premiumtime in various other areas such
as Maintenance of Service resulting in duplications of charges paid by CLECs. CURB’s
recommended solution is to remove improper pay as necessary.

SWBT: SWBT’ spositionisthat SWBT includesaverageovertimeand premiumtimeinbasic
loaded labor rate computations. It isinappropriate to do thisfor "Maintenance of Service," "Time
and Materials," and "Nonproductive Dispatch” work. The overtime and premium time chargesare
only applicableif aCLEC specifically requeststhe work be done during overtimeand premiumtime
hours. Without separate overtime and premium time rates, thereisno incentivefor AT& T toallow
SWBT to schedule this work during normal work hours. (Tr. at 2160-61)

SWBT acknowledges this error in the labor rate for particular activities. SWBT’s recommended
solution is where a separate rate element is proposed for overtime and premium time charges, the
basic hourly labor rate shoul d exclude thisloading. SWBT will revise theselabor rate calculations
input when the study isredone. (Tr. at 3728)

SWBT argues that the SWBT l|abor agreement with the Communications Workers of America
(CWA) represents the only labor rates that can berealidically used. ( Tr. at 843; 2162) These are
the most realistic forward-looking expenses likely to bepaid since SWBT will provide servicewith
itsemployees. (Tr. at 2189-90; SWBT Brief at 9)

Discussion: The TBO should beremoved from SWBT slabor rates. SWBT should also correctthe
labor rates to remove overtime and premium time where a separate rate element is proposed for
overtime and premium time charges.

Issue No. AB-0002, Should sale commissions be eliminated from all long-run incremental cost
(LRIC) labor rates?

AT&T: AT&T contends commissions are not paid to SWBT employees in the wholesale
environment and should not bereflectedintheir labor rates. AT& T recommendselimination of sale
commissions from al LRIC labor rates. (Tr. at 2499)

CURB: CURB arguesthat sale commissionscannot beforward-1ooking wholesale costs, and
should not be paid for by CLECs in UNE rates. (CURB Brief a 6; Tr. at 3191) CURB’s
recommended solution is to remove sales commissions.

SWBT: SWBT' sargues commissions are an accepted form of payment and may, indeed, be
applicable in a wholesale environment. SWBT's inputs develop labor rates based on current
knowledge and provide areasonable estimate of expected wages. SWBT’ s wholesale employees
are subject to the same commission/bonus expectations asretail employees and these should also be
part of the labor rate. (Tr. at 2159-60; SWBT Brief at 9)

Discussion: SWBT hasnot demonstrated that commissions are an appropriate forward-l1ooking cost
in awholesale environment. Therefore, such costs should be removed.
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Issue No. AB-0003, Should thelabor rates be consistent with the lowest cost option for constructing
a"scorched node" network in along-run planning horizon?

Staff: Staff argues that SWBT is using its internal labor costs throughout its cost studies. These
reflect union contracts, fringe benefits and overhead coststhat aren't necessarily consistent with the
lowest cost option for constructing a" scorched node" network in along-run planning horizon. (Tr.
at 2162)

Staff recommends the Commission adjust hourly labor rates as necessary to be consistent with the
minimum cost option in along-run planning horizon. Staff recommends that SWBT’ slabor rates
besubstantially reduced. Staff recommendsthat Engineering costs be separately estimated in future
cost filings, so that these costs can be developed more accurately, and examined in greater detail.
(Tr. at 3460-70)

AT&T: AT&T contends SWBT is using itsinternal labor costs throughout its cost studies.
AT& T’ srecommended solution identifies several errorsin SWBT's|oaded |abor rate devel opment
asit should be applied to TELRIC studies. Thus, AT& T's modifications should be adopted. (Tr. at
2503)

SWBT: SWBT spositionisthat the 1996 Telecom Act providesfor chargesto be based upon
the cost of providing the interconnection and network element. SWBT inputsreflect thelabor costs
it incurs. SWBT argues that the KCC has not adopted a "scorched node" methodology. The Staff
consultant's assumption is incorrect and unrealistic. (Tr. at 2162)

Discussion: The Commission accepts SWBT's base |abor rates that it incurs, but directs SWBT to
make the appropriate adjustments contained herein to the loaded labor rate (e.g. remove TBO,
commissions, etc.)

Issue No. AB-0004, Labor Rates- Overhead Cods

Staff: Staff argues that in developing its labor costs SWBT includes overhead costs that are
appropriately excluded from a forward-looking long-run economic cost study, and/or are more
appropriately included in the common cost factors.

Staff’ s recommended solutionis to adjust hourly labor rates as necessary to exclude inappropriate
common costs.  Staff maintains TBO and Overhead costs should be removed from the labor rates
developed in SWBT’ s Broad Gauge Report; alternatively, amore reasonable loaded hourly rate of
no morethan $50 should beused. Staff recommendsthat the Commission require Engineering costs
be separately estimated in future cost filings, so that these costs can be developed more accurately,
and examined in greater detail. (Tr. Vol. 8 at 3418-19)

AT&T: AT&T agrees with Staff, that in developing labor costs, SWBT includes overhead
coststhat are appropriately excluded from aforward-looking long-run economic cost study. (Tr. at
2504)

AT&T identifies several errorsin SWBT's|oaded labor rate development asit should be applied to
TELRIC studies. AT&T contends its modifications should be adopted.

SWBT: SWBT argues that it has only induded direct costs of labor in its labor rates.
Overheads include social security, unemployment tax, benefits, supervision, etc. These overhead
costs will be incurred by SWBT. (SWBT Brief at 9-10, Tr. at 3725-26; 2162-63)

Discussion: As pointed out by Staff, the TBO isnot aforward-looking cost and should be removed.
However, other overheads, such associal security, unemployment tax, etc., should not be removed.
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SWBT should separately estimateits Engineering Costsin its future cost filings, so these costs can
be devel oped more accurately and examined ingreater detail.

Issue No. AB-0005, Retail bonus/avards levelsin lebor costs

AT&T: AT&T arguesthat retail bonus/awards levels should not be included in labor costs.
AT&T identifies several errorsin SWBT's |oaded | abor rate development as it should be applied to
TELRIC studies and urges that its modifications correcting these errors should be adopted. (Tr. at
2505)

CURB: CURB argues that incentive compensation/bonuses and award payments should be
removed from SWBT’ s cost studies since competitors should not haveto pay for thesecosts which
are related to retail operations and thus serve no benefit to competitors and are not incurred to
providewholesale UNEs. CURB recommends incentive compensation payments be removed from
the common cost factor and from any other cost study component such as maintenance, benefitsand
other areas. (Tr. at 3192-95)

SWBT-: SWBT maintains that the retail bonus/awards levelsincluded in labor costs reflect
the labor cost SWBT incurs. (Tr. & 2159-60) SWBT’s recommended solution is to use SWBT's
inputs.

Discussion: Retail bonuses and award payments should not be paid by CLECs and should be
removed from SWBT's cost studies.

Issue No. AB-0006, Should the Transition Benefit Obligation (TBO) be adjusted to reflect
forward-looking levels?

Staff: Staff’ spositionisthat in developing forward-looking long-run UNE costestimates, SWBT's
SFAS 106 Post Retirement Benefit Obligation costs should be excluded becausethe TBO refleds
prior period costs which are not warranted in a forward-looking cost study. The TBO should be
removed from labor rates affecting the pricing of UNEs in thi s docket for two reasons. First, TBO
costs are historical, embedded costs incurred in prior periods, which are not relevant to the
establishment of forward-looking costs. (Tr. Vd. 8 at 3334; 3467) Second, SWBT's parent
company (SBC) decided to expense its TBO costsin 1993, whereas SWBT opted to amortize the
costsfor regulatory purposes. Amortization of the TBO isnot aforward-looking operating expense.
(Staff Brief at 6; Tr. Vol. 8 at 3340)

Staff recommends that the amortization of SWBT’s TBO should be excluded for the cost elanents
added to labor in developing overall hourly labor rates. The Commission should require the
elimination of all TBO costs in the development of UNE prices. (Staff Brief & 6)

AT&T: AT& T sposition isthat SWBT hasincluded its TBO amortization asalineitem in
its loaded labor rate development. SWBT is also including its ongoing post-retirement benefit
obligation accrualsinitsloaded labor rates. AT& T recommendsthe entire TBO should be excluded
from loaded |labor rate devel opment because it does not reflect aforward-looking cost. (Tr. at 2506-
07)

CURSB: CURB arguesthat TBO costsshould beremoved from SWBT’ scost studies. (CURB
Brief at 6-7; Tr. at 3196-3199) CURB’s recommended solution is to remove the TBO from the
common cost factor and from any other cost study component such as maintenance, benefits and
other areas. The entire impact of TBO should be removed from all cost study components. (Tr. at
3196-99)

SWBT: SWBT’s position is that TBO expenses will continue to be accounted for over a
period of 20 yearsin Kansas. This has been approved by the KCC. These expenses are legitimate
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expenses of SWBT and should remainin the calculation of labor rates. SWVBT recommends the use
of SWBT'sinputs. (Tr. at 2145-47)

Discussion: The TBO expense should be excluded. The fact that the KCC allowed SNVBT to
amortize TBO expensesfor other purposesdoesnot requireinclusionof TBO expensesin aforward-
looking cost analyds for UNEs.

IssueNo. AB-0007, Should expensesrelated to the SFAS 106 Post Retirement Benefits Transitional
Benefit Obligation be eliminated from labor raes?

CURB, Staff and AT&T all propose removal of TBO costs. (Tr. 3196-3199; 3331-3340)

Staff: Staff’s position is that in developing forward-looking long-run UNE cost estimates, it is
appropriateto exclude SWBT's SFAS 106 Post Retirement Benefit Obligation costs sincethe TBO
reflectsprior period costs which are not warranted in aforward-looking cost study. (Tr. at 3332-40)

Staff recommends thet the amortizaion of SWBT's Transition Benefit Obligation should be
excluded for the cost elements added to labor in developing overall hourly labor rates. The
Commission should require the elimination of all TBO costs in the development of UNE prices.
(Staff Brief at 6)

AT&T: AT& T sposition isthat these expenses should be eliminated from labor rates, to the
extent that the SFAS 106 Post Retirement Benefits Transitional Benefit Obligation expensescan be
identified. The TBO represents historic expenses and are not forward-looking. New
forward-looking Post Retirement Benefit expense accruals are already included in labor costs. (Tr.
at 2506-08)

CURSB: CURB also believesthat Transition Benefit Obligation costs should beremoved from
SWBT’s cost studies. CURB’s recommended solution is to renove TBO from the common cogt
factor and from any other cost study component such as maintenance, benefits and other areas. The
entire impact of TBO should be removed from all cost study components. (Tr. at 3196-99)

SWBT: SWBT arguesthat TBO expenses will continue to be accounted for over aperiod of
20 yearsin Kansas, as approv ed by the KCC. These expenses arelegiti mate expensesof SWBT and
should remain in the calculation of labor rates. Since this expense is yet to be paid (in the future)
toretirees, it cannot be considered embedded. Asforward-looking expensesyet to be paid, theseare
thetypenetwork incremental coststhat SWBT “ actually expectstoincurin making” UNEsavailable
and should beincluded. SWBT’srecommended solution isto use SWBT inputs. (SWBT Brief a
10; Tr. at 2145-47)

Discussion: Consistent withissue AB-0006, SWBT should exclude TBO costsfromall cost studies.

AC Use of Zonesin the Studies
Issue No. AC-0001, Matching Between Costs and UNE Prices

Staff: Staff arguesthat thereisawide variance for loop costsfor exchangesin therural zone (zone
1). Therange isfromlessthan half of the average to over threetimesthe average. Zone 1 includes
100 exchanges with awide range of cost characteristics, thus, the averaging effect masks a large
disparity in loop costs. Using one average rate for the UNE price which in turn may determine the
KUSF support may significantly overstate the support for some exchanges and understate it for
others. Staff is concerned that over funding support for some exchanges may encourage some
CLECs o build their own network. This might be a bad market signal to the CLECs caused only
by the grouping of so many exchangesinto one zonewith oneaverageprice. (Tr. Vol. 8 at 3388-89)
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Staff’ srecommended solution isto use the existing loop study and stratify the average pricefor the
loop intherural zone based upon investment levds. According to Staff thisdeaveraging will create
a better match between costs and the UNE price. Staff has looked at the loop investment by
exchangefurnished by SWBT for 1995. Thedaafor zone 1includes100 exchanges. Staff contends
splitting the datainto three groups distributes the exchanges fairly evenly. By usingthisapproach
the price for theUNE loop is deaveraged into three new price levels. According to Staff the level
of KUSF support associ ated with thesel ocations can bemore closely talored tothe cost of providing
service in those exchanges. Alternatively, Staff recommends this issue be deferred. (Tr. Vol. 8 at
3389)

AT&T: AT& T spositionisthat identifying loop costs on ade-averaged basisisareasonable
approach for identifying the appropriate levels of KUSF support. According to AT&T SWBT's
TELRIC cost studies, wheninputsare corrected, shouldyield reasonably identified forward-looking
costs of providing loops for not only SWBT but also for an efficient competitar. AT&T is
concerned, however, that SWBT's |loop sample data was not developed to meet the revised Staff
definitionsfor disaggregation. Inaddition, AT& T maintainsrelying on SWBT booked investment
by exchange would contradict many of the TELRIC principlesin the cod studies to be presented.
(Tr.Vol. 7 at 2824-25)

AT& T’ srecommended solution recognizesthat it is reasonable to rely on deaveraged SWBT loop
cost studies to help determine KUSF support for CLECs so long as TELRIC principles are
maintained and all inputsarecorrected. Deaveraging should be based on anappropriateloopsample
(which was not provided in this proceeding). (Tr. at 2824)

CURSB: CURB maintainsit wasnot provided theinformation it needed to adequately eval uate
geographic deaveraging options. SWBT's failure to provide loop sample data by wire center and
type of loop/line (i.e, residence, busgness, CENTREX, payphone, etc. ) along with other sampling
details provided an impediment for detailed review of deaveraging scenarios. Also thenumber of
access lines per wire center identified by type of line (i.e., residence, business, CENTREX, etc.)
would have assisted in the analysis. LEC support should be derived fromTELRIC and appropriate
loop samples. CURB disagreeswith Staff and SWBT assignment of exchangesto rural, suburban
and urban geographic zones based on the existing SWBT tariff classifications which have nothing
todowith cost. CURB proposesthat wire centersbe assigned to exchanges/geographic areas based
on consideration of specific costs, density of the exchange/wire center, network design and forward-
looking considerations. (Tr. at 3200-07)

CURB prefers to see loop sample information on awire center basis beforeit makes any spedfic
recommendation on deaveraging. CURB favors deaveraging rate design based on at least a
consideration of number of accesslinesin thewire center, density of accesslinesinthewire center,
network designinthewire center and forward-looking considerationssuch asgrowth. CURBwould
probably favor deaveraging among 3 or 4 primary cost groupings. (Tr. at 3302-03)

SWBT: SWBT argues that the concept of basing CLEC KUSF support upon SWBT's costs
will cause problems of potential over-funding support for certain exchanges. SWBT states the KCC
Is appropriately reviewing SWBT's costs studies modelsfor SWBT and the number of zones used
to determine the loop sample. However, SWBT contends it isinappropriate to use SWBT's costs
as a basis for determining CLEC's KUSF support. SWBT maintains it has properly replied to
CURB's argument in its RFI responses. (Tr. at 2384-85)

Discussion: Staff proposes establishing deaveraged prices for the loop cost based on three zones.
The evidence presented is not sufficient to cal culate the cost per loop morespecifically, such as per
wire center. Although in future proceedings SWBT should provide evidenceto calcul ate the cost
per loop on amore specific basis, Staff’ srecommendation isthe best solution available at thistime.
SWBT should provide proposed prices for loops for the three zones recommended by Staff.
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Issue No. AC-0002, Alignment with the Kansas Universal Service Fund (KUSF)

Staff: Staff arguesthat in the cost studies, SWBT split zones 1 and 2 at 6,000 access lines. Zone
2 currently includes exchanges with 6,000 to 99,999 lines. KUSF provides support for rural
exchanges using a cutoff of 10,000 accesslines. The KUSF support and the zones for UNE prices
do not align. Staff contends this will not work for providing portability of support. According to
Staff exchanges in the 6,000-9,999 range receive too much support while exchanges with over
10,000 lines receive none, even though the loop rate isthe same for both groups. Staff asserts it
would be desirable, though not absolutely necessary, that support levels and UNE price differences
correspond. The profitability of serving exchanges with higher UNE loop costs without KUSF
support might becomeanissue. The CLEC isfaced with apricedifferenceinzone2that may inhibit
its ability to enter the market in the areas comprised in zone 2. (Tr. at 3374-79)

Staff’ s recommended solution has two parts designed to work together. Thefird isto change the
UNE study so that zone 2includes only rate group 4 (6,000 to 15,999 lines) and provide an amount
of support equivalent to the difference between a benchmark level and the zone 2 rate. Zone 1
should be recognized as more rural and provide an amount of support equivalent to the difference
between abenchmark level and the zone 1 rate. To evaluate theimpact, rerun zone 21oop datasplit
between rate groups 4 and 5. The second part of the solution is to change the KUSF so that the per
line payout istwo tiered. Tier 1 would be 0001 to 5,999 lines (matches zone 1, and rate groups 1,2
and 3). Tier 2 would be 6,000 to 15,999 lines (matches to the new zone 2, and rate group 4).
Additionally, rate group 5 should be merged with the metro rate groups in the urban zone when the
UNE loop study isfinalized. No KUSF support should be provided for rategroup 5. (Tr. Vol. 8at
3374-79)

Mr. Lammer’ s July 30, 1998 response to Commission Q.5 suggests that, “ rather than choosing one
partial solution now, and six months later contramanding it, Staff recommends deferring this
decision.” Additionally, Staff suggests that restricting Zone 2 to rate group 4 only (Tr. Vol. 8 at
3374) and merging rategroup 5into Zone 3 (Tr. Vd. 8 at 3376) wouldcure both problemsthat exist.
However, these adjustments work only if the KUSF isre-structured into a two-tiered arrangement
whereby Zone 1 and Zone 2 have different support levels in recognition that Zone 1 is more
expensiveto serve. (Tr.Vol. 8at 3376-38) SWBT agreeswith Staff’ srecommendation, aslong as
the KUSF is altered as described. (Staff Brief at 10, Tr. at 2386)

AT&T: AT&T agrees that KUSF support levels and UNE price differences should
correspond. (AT&T Brief & 21) AT&T does nat object to aligning rate groups and cost zones.
However, limiting the UNE loop costs to only three zones may not be the best solution. Instead of
shifting rate groups among cost zones, perhaps additional cost zones could be devel oped.

AT&T points out that whether the Staff approach or another is chosen, SWBT's datain support for
its studiesisnot presently avalable or adequae to make the changes. SWBT hasindicated itsloop
samplewas not identified by wire center, therefore regrouping the data isimpossible, and even if
possible, would affect the statistical validity of the sample. Thus, new samples need to betaken and
other appropriate inputs determined (e.g., distribution fill factors). (Tr. at 2826-28)

AT&T believes that the Commission should require that the amount of KUSF support per loop as
determined in this proceeding is subject to the Commission’s determinations of forward-looking
economic costs in Docket No. 98-SWBT-677-GIT, the investigation into SWBT’s cost of local
service. Thiswould allow the Commission to give CLECsthe opportunity to receivethe same level
of support per loop as the Commission determines SWBT should receive. In the event the
Commission determinesthat it will addresstheissue of theportability of KUS- support tofacilities
based CLECs, AT& T requeststhat the Commission consider thisissue expeditiously. (AT&T Brief
at 22)
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CURB: CURB isnot opposed to Staff’ sconcept of matching up geographic deaveraged areas
with KUSF support, to the extent this eliminates discrimination in receipt of KUSF support by
competitors. However, CURB does not agree with the loop sample and dollar amounts used by
SWBT to determinethecost of theloop inthe various geographic zones— especially zone 1 which
istherural zone. (Tr. at 3206-07)

If the broad geographic zones continue to be used, CURB favors|eavingrate group 5 with the metro
zone (Zone 3), if rate group 4 is to be set aside to be the only rate group in Zone 2. This
recommendation is based on the information provided by SWBT to all other partiesregarding the
various re-grouping alternatives as requested by Staff. All of this estimation process uses an
unverified loop sample based on broad geographic zones which contributes to unusua and
inconsistent costing scenarios. (Tr. at 3302-07)

CURB recommendsthat the geographi c deaveraging issuesbe deferred to the pending Commission
investigation of the KUSF in Docket No. 98-SWBT-677-GIT. (CURB Brief at 10, Tr. at 3208-10;
3308; 506-507) CURB witnessOstrander’ s July 30, 1998 response to Commission Q.6 summarizes
the differences between CURB and Staff regarding the geographic deaveraging issues.

SWBT: SWBT iswilling to consider modifying its methodol ogy so that Zone 2 entails Rate
Group 4 and Zone 3 includes Rate Groups 5+ for the loop if KUSF is based on that description.
However, SWBT argues that KUSF support should be based upon actual embedded costs, not
TELRIC. (Tr. at 2385-86)

Discussion: As an interim solution, subject to the availability of additional information in future
proceedings, loop costs should be established for three zones as proposed by Staff. The per line
amount for KUSF support wil | be determined after the Commission reviews the KUSF.

Issue No. AC-0003, Portability for Facility-Based Carriers

Staff: Staff assertsthat determination of the UNE prices by zone will assist in the development of
support portability for those purchasing UNE's. However, determination of the appropriateness of
KUSF support for facility based providers (those not using UNE's) is a much broader topic.
Reviewing the cost studies points out how difficult it isto properly align support with the particular
customer served (i.e. rural customersliving in town within one mile of the central office are not the
ones causing the high cost and large KUSF support, though support is designated for all the
residence and single line business lines). (Tr. Vol. 8 at 3382-85)

Staff recommends that the format for payout be limited to CLECsthat purchase UNEsfrom SWBT
and not be extended to others that might deploy facilities of their own. Additionaly, Staff
recommends to reserve the resolution of KUSF portability for the facility based provider (not
including UNE purchasers) to Phase 3 of the Competition Dodket (190,492-U). That docket will
have abroader participation by CLECsand wireless providerswhomight beinterested in thistopic.
This topic also needs extensive economic input. The Commission could also benefit from the
methods employed by the FCC to address thisissue. In the meantime, the Commission ordered
support of $36.88 per linewould apply. (Tr. Vol. 8 at 3382-85, 3389)

CURSB: CURB’sposition isthat the portability issue of KUSF support should be deferredto
Phase 3 of Competition docket which concurswith Staff’ sposition. Since theamount of KUSF will
need to be determined by comparing retail costs to retail prices to determine the level of any
subsidization, it makes sense to defer this issue to a KUSF/retail docket. CURB recommends that
thisissue be deferred to aretail/universal service docket. (Tr. at 3210, 3308)

AT&T: AT&T arguesthat KUSF support will beimportant to UNE purchasersaswdl asto

facilities based providers of local service. UNE rates will fully reimburse SWBT for its average
costsby zone. UNE ratesbecometheprincipa components of CLEC'scost and could form the basis
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of KUSF reimbursements for CLECs. AT&T’s recommended solution is that KUSF support for
UNE purchasers shoud be considered wherever KUSF support level and rulesare considered. (Tr.
at 2829, 3115-16)

SWBT: SWBT recommendsthe CLECs which provide service over their ownfacilitiesand
are seeking KUSF support should file cost studies supporting their company's costs. Thiswould
createtheright economic incentivefor competitiveentry - the new entrant's costsare demonstrably
less than the incumbent's. The KUSF support should not be based upon the incumbent LEC's
forward-looking unbundled element costsstudies. Thiswould eliminatetheneedto modify SWBT's
coits models. LEC support should be based upon actual embedded costs, not TELRIC. (Tr. at 2291-
99

SWBT believesthis KUSF question is perhaps better referred to another docket. However, SWBT
does agree that a CLEC using SWBT unbundled loops will be entitled to receive KUSF in the
amount difference between SWBT urban and rural loop price. According to SWBT if the CLEC
usesits own facilities, the amount would be based upon its own casts, not SWBT's. To this extent,
SWBT does not generally oppose realignment of the KUSF zones. (SWBT Brief & 10; Tr. at 2385-
86)

SWBT agrees with Staff that KUSF support for facility based providers is much broader than
SWBT'sUNE prices, and that KUSF support should be based upon each CLECs actual costs. (Tr.
at 2295-96; 2475-76)

Discussion: All parties agreed the determination of the KUSF support for facilities based carriers
(CLECsnot using UNESs) should be deferred to another proceeding. The Commission concludesthe
determination of KUSF support for facilities-based carriers, as well as KUSF support for CLECs
purchasing UNEs, will be deferred to the appropriate proceeding.

Issue No. AC-0004, Zone 1 cost variance

Staff: Staff asserts that Kansas rural loop costs appear to be significantly overstated, relative to
analogous cost estimates prepared by SWBT in other states. Staff recommends the Commission
correct errors in SWBT's studies as necessary to correct for this problem. Staff concludes that the
major problem is that the cable weighting process SWBT uses in developing inputs to LPVST
effectively double countscertain cable quantities. This prablem should be corrected. Specifically,
the 26- and 24- gauge cable should be treated in the same manner as the 22- and 19-gauge cable,
thereby consistently applying gauge-specific weights. According to Staff correction of this one
modeling error gresatly reduces or eliminatesthe discrepancy between rural loop costsin Kansas and
the analogous rural costs adopted by the Missouri and Texas Commissions. (Tr. at 3509-10)

CURSB: CURB questions why zone 1 costs for loops in rural areas vary significantly from
zones 1 and 2 especially when compared to Missouri. CURB contends SWBT should be able to
explain and document these variances. (Tr. at 3206-07)

AT&T: AT&T recognizes CURB'’s guestions of the variation of loop costs across zones.
AT&T does not have arecommended solution. AT& T takes no position on thisissue.

SWBT: SWBT argues that the costs are different and thus the variation. SWBT does not
recommend a solution since this should not be anissue. (Tr. at 2386-89)

Discussion: The cableweighting problemin SWBT’ s cost studies should be corrected as proposed
by Staff. Staff hasindicated that correction of thisone modeling error greatly reduces or eliminates
the discrepancy between rural loop costs in Kansas and the analogous rural costs adopted by the
Missouri and Texas Commissions.

A-14



AD Maintenance Factors
Issue No. AD-0001, Maintenance factors based on 1995 booked costs

Staff: Staff argues that in developing forward-looking long-run UNE cost estimaes, it is
appropriate to exclude from the recurring cost studies any maintenance costs that would be
performed by the CLEC instead of SWBT, as well as any costs that are recovered through
non-recurring charges paid by the CLEC. (Tr. at 3459-60)

Staff’ srecommended solutionisto make appropriate adjustmentsto SWBT's proposed mai ntenance
factors, to the extent necessary. According to Staff SWBT should be required to reduce its plant
maintenance factors to be consistent with an efficient forward-ooking network design, featuring
ubiquitous deployment of Feeder/Distribution Interfaces. Dr. Johnson estimates that this change
would reduce the Company’s buried cable maintenance factor by approximately 0.001. Staff's
positionisthat SWBT should be ordered toreduceits plant maintenance factorsto beconsistent with
an al FDI network design. (Staff Brief at 7, Tr. at 3459-60)

AT&T: AT&T’ s position is that SWBT's maintenance factors are based on 1995 booked
costs, which include all enbedded non-recurring costsand are not adjusted for avoided retail cods.
SWBT's proposed recurring prices would have the CLECs pay SWBT for SWBT's customers
non-recurring costs. AT&T’'s recommended solution is to eliminate SWBT embedded
customer-generated costs from maintenance factors based on AT& T study (under devel opment) or
on SWBT internal study produced in responseto AT& T RFI 4.40. (Tr. at 2409-10)

CURSB: CURB’sposition isthat maintenance should reflect forward-looking costs, remove
non-recurring costs or costs otherwise duplicated in other cost studies, along with any costs to be
incurred by CLECSs (testing, etc.) instead of SWBT. SWBT' s maintenance expenseisnot forward-
looking and it unduly relies on embedded historical data without reflecting future trends and
efficienciesin plant. CURB recommends modifications to themaintenance factors as necessary to
reflect forward looking costs and remove non-recurring and duplicative costs, along with costs to
beincurred by CLECs. (Tr. at 3211)

SWBT: SWBT arguesthat SWBT’ s mai ntenance factors are based upon current rel ationship
of expense/investment (1995). These are brought forward to current values by the CC/BC (current
cost/book cost) application to forward-looking investment. Thisisnot an embedded cost structure
but afair and reasonabl e estimate of cods to provide required forward-looking network activities,
such astesting, that SWBT expectsto continue to perform. (Tr. at 2141-43)

Discussion: As argued by Staff, AT& T and CURB, it is appropriate to exclude from therecurring
cost studiesthe costsfor all maintenancethat would be performed by aCLEC instead of SWBT and
to exclude costs that ar e recovered through non-recurring charges paid by the CL EC.

Issue No. AD-0002, Should the Maintenance Factor for General Purpose Computers be based on
data provided by SWBT to AT&T prior to January 12, 1998?

AT&T: AT&T arguesthat since SWBT provided only ahighly redacted single page extracted
from an inter-linked group of over a dozen spreadsheets, and never provided an electronic copy of
the spreadsheets, the Maintenance Factor for General Purpose Computers should be basaed on data
provided by SWBT to AT&T prior to January 12, 1998. AT&T contends that SWBT asserts its
computer Maintenance Factor isbased on company-wide databut did not support thefactor. AT&T
recommends the use of company-wide SWBT data provided in this case, to develop the Genera
Purpose Computer maintenance factor. (Tr. at 2519)

SWBT: SWBT argues that the Maintenance Factor for General Purpose Computers as filed
by SWBT isthe appropriatefactor. SWBT assertssupport datafor thisfactor hasbeen provided (see
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Supplemental response to BJA No. 6-3(e)). SWBT contends AT& T has not provided any factor.
SWBT’ s recommended solution isto use SWBT'sinputs. (Tr. at 2144)

Discussion: AT& T hasnot provided asufficient basisfor making an adjustment to the Mai ntenance
Factor for Genera Purpose Computers based on Company-wide SWBT data. Therefore, AT&T's
recommendation is rejected.

Issue No. AD-0003 |ssue Deleted

Issue No. AD-0004, How should Maintenance Factors be adjusted to eliminate "M" and "P"-coded
expenses?

Staff: Staff argues that in developing forward-looking long-run UNE cost estimates, it is
appropriate to exclude from the recurring cost studies any maintenance costs that would be
performed by the CLEC instead of SWBT, as well as any costs that are recovered through
non-recurring charges paid by the CLEC. It isalso appropriate to excluderetail costsfrom the UNE
cost studies. Staff’s solution isto make appropriate adjustmentsto SWBT's proposed maintenance
factors, to the extent necessary. (Tr. at 3458)

AT&T: AT&T contendsaportion"M" and"P" costsshould be adjustedto eliminate”M" and
"P"-coded expensesthat represent embedded non-recurring charges. AT& T’ srecommended solution
isto eliminate not less than 40% of all non-right to use fee "M" and "P" costs from maintenance
factors. (Tr. at 2520, 2831)

CURB: CURB argues that certain M-coded mai ntenance expenses should be removed from
the maintenance factor since these costs are related to non-recurring activities and charges and
should not be double-recovered through the maintenance factor. It appears that at least 39% of the
M -coded maintenance expense should be removed based on a SWBT study. This percentage may
be conservative. (Tr. at 3211-12)

SWBT: SWBT disputes the existence of any “M” double recovery but has agreed to an
adjustment for “customer initiated” changes in the factor. (Tr. at 2141-42; 2143) With this
adjustment, the maintenance factor would decline by about 3% of the total 8db loop cost. As
indicated at the question and answer session February 26th, SWBT iswilling to adjust for expenses
that have been included in non-recurring cost studies. SWBT has determined that 39% of the"M"
and "P" costs excluding right to use fees are related to customer-initiated service activity. Any
further adjustment is inappropriate. SWBT is willing to adjust the nonrecurring portion of the
mai ntenance expenses based on its study as to the expenses that are related to customer-generated
service orders. (Tr. at 2139-40, 3614)

Discussion: Assupportedby AT& T and CURB, some of the“M” and “P” coded maintenance costs
should beremoved. SWBT agreed to an adjustment for “ customer initiated” serviceactivity, which
amountsto approximately 39% of the “M” and “P” costs excluding right to use fees. Based upon
the evidence presented, removal of 39% of the"M" and "P" costs is appropriate and is adopted.

Issue No. AD-0005, Should Maintenance Factors be adjusted to reflect avoided testing expense
and if so what portion of testing expense should be eliminated?

Staff: Staff argues that in developing forward-looking long-run UNE cost estimates, it is
appropriate to exclude from the recurring cost studies any maintenance costs that would be
performed by the CLEC instead of SWBT, as well as any costs that are recovered through
non-recurring charges paid by the CLEC. It isalso appropriate to excluderetail costsfromthe UNE
cost studies. Staff’ ssolution isto make appropriate adjustments to SWBT's proposed maintenance
factors, to the extent necessary. (Tr. at 3456-59)
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AT&T: AT& T sposition isthat new entrants can be expected to perform many of their own
testing functions. The percent of testing expense expected to be avoided as reflected in theresale
discount is a conservative estimate of testing expense to beavoided inthe UNE environment. This
should be based on the avoided cost discount approved for Kansas. (Tr. at 2521-23, 2832)

CURSB: CURB recommendsthat the mai ntenancefactor be adjusted for theremoval of certain
retaill avoided costs for testing expense which should not be passed along to competitors in the
wholesale environment. (Tr. at 3211)

SWBT: SWBT'sforward-looking cost studies must account for all anticipated activitiesand
expenses. Since SWBT does not anticipate avoided testing, any adjustment is inappropriate. The
testing activity in the factor should not be adjusted; this represents the testing SWBT would be
requiredto perform, regardliessof any testing AT& T may perform. SWBT’ srecommended solution
isto use SWBT inputs. (Tr. at 2143-44)

Discussion: AT& T and CURB are correct in that, to some degree, testing will be performed by
CLECs and avoided by SWBT. The percent of testing to be avoided as reflected in the wholesale
for resale discount is areasonabl e estimateto use for the avoided testing expense. SWBT’sre-run
cost studies should reflect the removal of testing expense based upon the avoided percentage
reflected in the resale discount calculation.

Issue No. AD-0006, Impact of SWBT’ s assumption that FDIs are ubiquitously deployed.

Staff: Staff arguesthat SWBT assumes FDIs areubiquitously deployed, increasing investment. If
thisisin fact the minimum cost forward-looking configuration, the corresponding reductions in
mai ntenance/operations costs should morethan offset the extrainvestment. Staff recommends to
reduce plant maintenance factors by at |east as much asthe cost of the extra FDIs, reflecting the net
savings achieved through the forward-looking, least cost network configuration. Staff contends
SWBT should be required to reduce its plant maintenance factors to be consistent with an efficient
forward-looking network design, featuring ubiquitousdepl oyment of Feeder/Distribution I nterfaces.
Dr. Johnson estimatesthat thischangewould reducethe Company’ sburied cable maintenancefactor
by approximately 0.001. (Tr. at 3456)

AT&T: AT&T maintains SWBT assumes FDI's are ubiquitously deployed. AT& T argues
changes should be made in the maintenance factors. However, AT& T contends such adjustments
are difficult to discern. AT&T states its proposed solution, reducing the investment for FDI, as
expressed in Issues CA-0013 and CA-0016 should be followed. See aso AT&T's Maintenance
Factor adjustments under AD issues. (Tr. at 2524)

SWBT: SWBT’ sresponse is that the impact of FDIs on feeder efficiency is not necessarily
aone-to-onerelationship of "extra" FDIsbeing equival ent to some equal amount of expense savings.
Rather it is an overall network efficiency concept. Since the maintenance factor is applied against
broad classifications of investment dollars, the appropriate savings are reflected as overall
investment levels decrease. SWBT’s recommended solution is to use SWBT inputs. |f any
mai ntenance changes do occur, those would be reflectedin future maintenance factor calculations.
(Tr. at 2220; 2232-33; 2235-38)

Discussion: An adjustment to the mai ntenance factor should be madeas proposed by Staff. SWBT's
cost studies includes the investment for the ubiquitous deployment of FDIs. Therefore, the
maintenance factor should be adjusted to reflect the reduction in maintenance expense based on a
network design where FDIs are ubiquitously deployed.

Issue No. AD-0007, Maintenance factors detailed account information is not provided by SWBT.
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AT&T: AT& T spositionisthat SWBT has not provided adequate sub-account information
supporting its maintenance factors. AT& T doubts that enough information will ever be available
from SWBT to adequately convert SWBT'sfactorsto aforward- ooking basis. However, AT& T has
identified numerous concerns and iscontinuing to quantify them on the basis of SWBT dataalready
provided. See issues AD-0001, AD-0002, AD- 0004, AD-0005, and AD-0009. (Tr. at 2525)

CURB: CURB arguesthat maintenance factorsdetailed account information is not provided
by SWBT. SWBT will not reasonably provide information by sub-account/metrix (wages, benefits,
rents, other), or information for supporting amountsin the account in order to determine if amounts
are forward-looking and properly excludes non-recurring costs, costs unrelated to wholesale,
non-Kansas costs, overhead duplication, non-recurring cost duplication, etc.

SWBT: SWBT has provided support documentation for its calculation of factors. These
factors are based on thefinancia statements of the company, which are audited both interndly and
externally. Thisisthe appropriate datato use. (Tr. at 2145-47)

Discussion: This issue essentially involves whether SWBT provided sufficiently detailed
information. Therecordissufficiently completeto decidethesubstantiveissuesraised by the parties
and the Commission can address adjustments to SWBT’s cost studies in conjunction with the
discussion of other issues.

Issue No. AD-0008, TBO reflected at forward-looking levels.

Staff: Staff’s position is that in developing forward-looking long-run UNE cog estimates, it is
appropriateto exclude SWBT's SFAS 106 Post Retirement Benefit Obligation costs sincethe TBO
reflectsprior period costs which are not warranted inaforward-looking cost study. (Tr. at 3338-40)

Staff recommends that the amortization of SWBT’s Transition Benefit Obligation should be
excluded for the cost elements added to labor in developing overall hourly labor rates. The
Commission should requiretheelimination of al TBO costsinthe development of UNE prices. (Tr.
at 3338-40)

AT&T: AT&T’ s position is that SWBT has included post-retirement benefit transitional
benefit obligation costsin its maintenance factors. AT& T proposes that the entire TBO should be
excluded from loaded labor rate devel opment since it does not reflect a forward-looking cost. (Tr.
at 2526-27; 2833)

CURSB: CURB argues that TBO costs are not forward-1ooking efficient costs or wholesale
costs for which competitors should pay. The amounts of TBO to be removed from maintenance
accounts 6212, 6232, 6362, 6421, 6423, 6523 and 6533 are set forth at the responseto AT& T data
request 4.15. For maintenancefactorsthese TBO costs are significant and represent in excess of $8
million in the 1995 costs which are used in the cost study. (Tr. at 3211; 3213)

SWBT: SWBT’ s position is that TBO expenses will continue to be accounted for over a
period of 20 yearsin Kansas. This has been approved by the KCC. These expenses are legitimate
expenses of SWBT and should remain in the calculation of labor rates. (Tr. & 2145-47)

Discussion: Consistent withissue AB-0007, TBO costsshould bedel eted from labor rates. The TBO
costs are not consistent with the forward-1ooking methodol ogy.

IssueNo. AD-0009, Should expensesrel ated to the SFAS 106 Post Retirement Benefits Transitional
Benefit Obligation be eliminated from maintenance factors?

Staff: Staff’s position is that in developing forward-looking long-run UNE cost estimates, it is
appropriateto exclude SWBT's SFAS 106 Post Retirement Benefit Obligation costs sincethe TBO
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reflects prior period costs which are not warranted in a forward-looking cost study. Staff
recommendsthat the amortization of SWBT’ s Transition Benefit Obligation should be excluded for
the cost elements addedto labor in developing overall hourly labor rates. The Commission shoud
require the elimination of al TBO costs in the development of UNE prices. (Tr. at 3338-40)

AT&T: AT&T sposition isthat expensesrelated to the SFAS 106 Post Retirement Benefits
Transitional Benefit Obligation should be eliminated from mantenance factors to the extent the
SFAS 106 Post Retirement Benefits Transitional Benefit Obligation expenses can be identified.
(SWBT hasdonesoinresponsetoan AT& T RFI) The TBO represents historic expenses and are not
forward-looking. New forward-looking Post Retirement Benefit expense accruals are already
included in maintenance costs. (Tr. at 2526-28, 2834)

CURB: CURB argues that TBO costs are not forward-looking efficient costs or wholesale
costs for which competitors should pay. The amounts of TBO to be removed from maintenance
accounts 6212, 6232, 6362, 6421, 6423, 6523 and 6533 are set forth at the responseto AT& T data
request 4.15. For maintenance factorsthese TBO costs are significant and represent inexcess of $8
million in the 1995 costs which are used in the cost study. (Tr. at 3211)

Discussion: Consistent with theresolution of other issues, TBO representing historical costs not
consistent with forward-looking costs, should be removed from the maintenance factors.

AE Other Expense Factors
Issue No. AE-0001, Distribution Fill Factors

Staff:  Staff argues that along-run cost study should optimize the amount of plant investment to
match the volume of output and a long-run planning horizon provides the opportunity to achieve
higher fill factors than those used by SWBT. SWBT insists that “total current demand and its
relationshipto current capacity serveasthebasisfor the current existing network fill factor” because
“in a dynamic environment, actual fill is quite stable over time.” (Tr. at 2221; 2168) Contrary to
SWBT’ sclaim of “static dynamics,” Dr. Johnson’ s study of distribution cables over aperiod of 17
yearsreveaed a steady growth of line usage. Thus, according to Staff the midpoint of the 17-year
period of average fill percentage should be used, consistent with long-run economic costing
approach. (Staff Brief at 8; Tr. at 3493-3494; 3579)

Staff’ s recommended solution isto make appropriate upward adjustmentsto SWBT's proposed fill
factors, to be more consistent with the underlying concept of aforward-looking long-run planning
horizon. Staff believes the Commission should adopt Dr. Johnson’s fill factor of 53% for
distribution cable, while SWBT’ sproposed fill factor for feeder cabl e appearsreasonabl e andshoul d
be adopted asis. (Staff Brief at 9)

AT&T: AT&T argues that SWBT's cost studies use their existing utilization rates or fill

factors. For distribution, SWBT assumes|essthan one-thi rd capacity utilizati on. SWBT hasusedfill

factors of 6% and 10% for avariety of equipment. It is not reasonable to believe that SWBT would
purchaseand use equipment at 6% or 10% capacity in acompetitive marketplace. AT&T proposes
touseamorerealisticlong-runforward-looking utilization ratesandfill factors. (Tr. 2529-30, 2835-
37)

CURSB: CURB'’s position is that fill factors should reflect a more readlistic long-run
forward-looking planning horizon which are greater than what SWBT proposes. CURB proposes
adistribution fill of 50%, feeder fill of 80% and DL C/fiber fill of 85%. (CURB Brief at 14; Tr. at
3216; 3316; 500)

CURB doesnot agreewith SWBT’ suse of actual fill becausethisunderstatesthefill factor and does

not reflect the forward-looking fill factors endorsed by the FCC. In addition, according to CURB
theuseof actual fill will tend to cause competitorsto pay morethantheir fair share of spare capacity,
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which ultimately has to be recovered in unreasonably high retai | rates from the consumer. (CURB
Brief at 16; Tr. at 3216-3219)

SWBT: SWBT maintains actual utilization or fill should be used in forward-looking studies
for UNEs. These fills are representative of SWBT's network and are a reasonable projection of
actual utilization based upon that network. The fills are conservative since they do not reflect
migration of cusomers due to fecility-based competition. "Optimization is not appropriate.”

SWBT asserts its current achieved fill is the best reflection of expected actua fill. (Tr. Vol. 6 at
2440-42; 2414) SWBT indegpendent consultant, J. Weber, surveyed the issue and opined that
SWBT’ suse of current fill (loop) represents achievable results and is consistent with other industry
expectations. (Tr. Vol 6 at 2414, 2416-22)

Discussion: In determining the fill factor, future utilization of the facilities should be considered.
Staff's recommendation to use the mid-point fill factor reflecting increased utilization over timeis
reasonable. CURB also recommendsaforward-looking fill factor which considers projedion data
and trends. One factor to consider in projecting distribution fill is the increase in second lines.
Historical data shows an increase in second lines. (Tr. at 3272-73, Exh. JAZ-2A) Staff's
recommended distribution fill factors represent reasonabl e utilization rates on along-term forward-
looking basis. SWBT should use Staff's recommended distribution fill factorsinits TELRIC cost
study runs.

Issue No. AE-0002, Common cost factors.

Staff: Staff argues that in developing forward-looking long-run UNE cost estimates, it is
appropriate to limit common costs to be consistent with the level that would be incurred by an
efficient carrier that only operatesin awholesale environment. Staff proposesto makeappropriate
adjustments to SWBT's proposed common cost factors, to the extent necessary. (Tr. at 3478-79)

AT&T: AT&T proposesto modify SWBT's Common Cost factor inputsto eliminate double
counted marketing, customer servicesand operator servicescosts. AT& T’ spositionisthat SWBT's
Common Cost factor doubl e counts marketing, customer service, and operator services costswhich
are recoverable as separately charged elements. AT& T's adjustment simply reflects the correct
levels of retail avoided costs, computational fixes to bring the factor in line with the development
of TELRIC costs, and forward-looking adjustments based on known and expected cost trends and
merger savings. (Tr. at 2538-48, 2839-40, AT& T Brief at 26)

CURB: CURB’ spositionisthat common costs should be forward-looking not embedded and
reflect appropriate efficiencies, as well as reflect appropriate non-recurring wholesale costs of an
efficient carrier and not include any double-recovered costs. CURB considers common coststo be
one of itstop five priority issues. (CURB Brief at 17)

CURB recommends a conservative common cost factor of 10%, although a lower common cost
factor could bejustified inthiscase. There are specific and unique conditionsand eventsin Kansas
which require specific adjustments to common costs. The three largest issues are the SBC/PacTel
merger, improper TBO costs included in the cost study and the removal of Bellcore costs. CURB
excluded 20% of the TBO costs and 50% of the Bellcorecosts from the common costs. (Ostrander
direct, Appendices B through H, Tr. at 3227-3240)

SWBT: SWBT argues that the 1996 Telecom Act provides that reasonable rates should be
based upon the costs of the unbundled network. TELRIC includes a "reasonable measure of
forward-looking common cost" allocated among UNEsusing afixed allocator. SWBT contendsthat
AT&T suggests the use of total revenues to derive the common cost allocator ratio. (Tr. 2176-77,
3706)



SWBT proposes continual use of their methodology. The forward-looking common costs
recoverablein UNE rates are assumed to be in the same proportion ascommon cost to booked cost.
Thatis, SWBT determined what the rel ationship is of common cost to booked cost, and applied that
same relationship to common cost and total TELRIC cost. According to SVBT, what AT&T is
seeking is astrudural modification to the algorithmin the model.

Discussion: Consistent with related issues, common costs should reflect theremoval of TBOcosts
and the impact of the SBC/PacTel merger. CURB'srecommendation of a 10% common cost factor
Is reasonable and reflects a compromise of the vaious proposals and adjustments. SVBT should
use a 10% common cost factor inits TELRIC cost studies.

Issue No. AE-0003, Support asset costs.

AT&T: AT& T spositionisthat SWBT i nappropriately adds the same support asset coststo
both recurring costs and many labor rates. According to AT&T, where support asset costs are
appropriateto certainlaborrates, SWBT frequently empl oysthewrong support asset factor, resulting
in overstated |abor rates.

AT&T proposes to use zero support assets factor in "plant” labor rates and use only the operator
services support asset factor in all operator serviceslabor rates. AT& T recommends, as does Staff,
that the support assets component of plant-related labor rates beeliminated. AT& T contends this
hastheeffect of reducingloaded |abor ratesfor plant personnel for the TEL RIC studiessignificantly.
(Tr. at 2549-56, AT& T Brief at 27)

SWBT: SWBT arguesthat some salary related support asset (SA) expenses are in both plant
labor rates and the support asset factor but any adjustment would be de minimis. SWBT's
recommended solution is that even though any adjustments would be de minimis, if any are made,
they should be made only to the support asset factor. (Tr. at 2147-50)

Discussion: Some support asset expenses are double counted. SWBT should remove the salary
related SA expensesin its TELRIC cost study in the calculation of the support asset factor.

Issue No. AE-0004, Adjust the fill factors to be consistent with atrue long-run planning horizon?

Staff: Staff’s position is that SWBT uses utilization rates or fill factors which are derived from
embedded network data, without adequate adjustment to conform to the underlying premise of a
TELRIC study. A long-run cost study should optimize the amount of plant investment to match the
volume of output. A long-run planning horizon providestheopportunity to achievehigher fill factors
than those used by the Company. (Tr. 3453; 3434-38)

SWBT: SWBT arguesthat Staff impliesthat in long-run cost studiesfill factors and growth
have linear relationships; i.e., as volume or demand grows, then fill will increase. In reality, this
relationshipis more complex and does not alwaysresult in increased fill with increased demand. In
fact, the converse is often true. The plant investment is by necessity a dynamic function which
accountsfor customer migration, the need to place facilitiesin advance of demand, therequirement
to beready and willing to serve ("carrier of last resort” obligations), and the relative immobility of
network investments which leads to under-utilization of some facilities in some locations, al of
which result in a lumpy cable investment. Moving to the long-run will not eliminate any of the
necessary practices that accompany dynamic network construction and operation. (Tr. 2168-71)
SWBT recommends the solution in AE-0001.

Discussion: Asnoted above inissue AE-0001, SWBT should use Staff'srecommended distribution
fill factorsinits TELRIC cost study runs. Those factors are consistent with the long-run cost study
and TELRIC concept.



IssueNo. AE-0005, Should thecommon cost factor be based on revenuesasthe denominator starting
point?

Staff: Staff argues that the common cost factors developed by SWBT are too high for application
to SWBT's UNE cog studies, because the cost studies include a return on equity, but the
denominator in the common cost factor devel opment excludes return on equity. Staff recommends
to modify the denominator of the common cost factor to include return on equity. Dr. Johnson
recommends use of a common cost factor of approximately 16%. (Tr. at 3419)

AT&T: AT&T recommends that LRIC costs include profit. Revenues include profit. The
matching principle requires that the factor be computed on the same basis (revenues) asit will be
applied (LRIC). AT&T's adjustment simply refledts the correct levels of retail avoided costs,
computational fixesto bring the factor in line with the development of TELRIC costs, and forward-
looking adjustments based on known and expected cost trends and merger savings. (Tr. at 2557-58;
AT&T Brief at 26)

SWBT: SWBT disagrees with AT&T’s use of revenues as the factor denominator which
ignores that common costs are applied to TELRIC costs, not revenues, and would tend to reward
AT&T for SWBT retail marketing success. SWBT's denominator includes the cost of debt, but not
the cost of equity. Total revenue is not appropriate to use, since it includes all profit and violates
principlesof cost-causation. Further, SWBT'smethod for estimating forward-looking common cost
requiresthe allocator to be multiplied by the forward-looking TELRIC estimates. (Tr. at 2178-79)

Discussion: While there is meit in AT& T's recommendation that the common cost factor use
revenues as the denominator, as discussed in issue AE-0002, CURB's recommendation of a 10%
common cost factor is reasonable and reflects a compromise of the various proposals and
adjustments. Because of that, no additional adjustments to the common cost factor are needed.

Issue No. AE-0006, Should Support Assets for Network Operations and Customer Operations be
added to the Common Cost factor calculation?

AT&T: AT&T proposesthat SWBT's method erroneously understated its common costs by
excluding these costs from the common cost factor. However, based on discovery responsesAT& T
determined SWBT did include support assetsfor network operations. AT& T’ s adjustment reflects
the correct levels of retail avoided costs, computational fixes to bring the factor in line with the
development of TEL RIC costs, and forward-looking adjustments based onknown and expected cost
trends and merger savings. (Tr. at 2559; AT& T Brief at 26)

SWBT: SWBT acknowledgesthat the support assets factor should beapplied to the Network
Operationsand the Customer Operationsaccounts. SWBT proposesto apply SWBT'support assets
factor to these accounts.

Discussion: Asdiscussed inissue AE-0002, the Commission concludes CURB's recommendation
of a10% common cost factor is reasonable and should be used in the SWBT TELRIC cost studies.
Because of that, no additional adjustments to the common cost factor are needed.

Issue No. AE-0007, Shoul d common costs incorporate the SWBT Kansas cost trend from 1995 to
midpoint of 1997 to 1999 study period?

AT&T: AT&T argues common costsincorporaethe SWBT Kansas cost trend from 1995to
the mid-point of 1997 to 1999 study period. SWBT's 1995 data was a point-in-time estimate.

According to AT& T, SWBT's unit common casts have been dedining for years and there is no
reason to expect the declineto stop. AT& T’ sadjustment simply reflects the correct levels of retail
avoided costs, computational fixesto bring thefactor inlinewith the development of TELRIC costs,
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and forward-looking adjustments based on known and expected cost trendsand merger savings. (Tr.
at 2560, 2842; AT& T Brief at 26)

SWBT: SWBT disagrees with AT&T. The input is the cost allocator which is the ratio of
common cost to attributable cost, not the cost per unit of output. There is no evident time trend for
the allocator and it isinappropriate to specul ate on future common cost decreases. (Tr. at 2177-78)

SWBT proposes that what AT&T is seeking is a structural modifications to the algorithm in the
model. Not only is SWBT's operative assumption reasonable, contrary to AT& T'sassertion, AT& T
should not be given "another bite at the model apple.”

Discussion: Asdiscussedinissue AE-0002, CURB'srecommendationof a10% common cost factor
isreasonable and should be used in the SWBT TELRIC cost studies. Because of that, no additional
adjustments to the common cost factor are needed.

Issue No. AE-0008, Should common costs incorporate AT&T's proposed "Best In Group"
adjustment?

AT&T: AT&T statesit hasreconsidered thisissue and is not recommending this adjustment.
(Tr. at 2561)
SWBT: SWBT arguesthat common costs should nat incorporate AT& T’ sproposed “Best in

Group” adjustment. (Tr. 2177-78)

Discussion: It appearsAT& T hasabandoned thisissue. Furthermore, asdiscussedinissue AE-0002,
CURB's recommendation of a 10% common cost factor is reasonable and should be used in the
SWBT TELRIC cost studies. Because of that, no additional adjustmentsto the common cost factor
are needed.

Issue No. AE-0009, Should common costs incorporate a one-time Telesis Merger benefit
adjustment?

AT&T: AT&T argues that common costs should incorporate a one-time Telesis Merger
benefit adjustment. The SBC-Telesis merger doubled the size of SBC. It is reasonable to expect
scale economy improvement in common costs. SWBT has new contracts with Pecific for common
functions and states clearly in its 1997 annual report to shareholders that it expects substantial
savings as a result of the merger. AT& T's adjustment simply reflects the comrect levels of reail
avoided costs, computational fixesto bring thefactor inlinewith the development of TEL RIC costs,
and forward-looking adjustments based on known and expected cost trends and merger savings
AT&T recommends a 5% reduction in common costs to reflect savings resulting from the merger.
(Tr.Vol. 6 at 2541, 2562, AT&T Brief at 26)

CURSB: CURB recommendsthat common costsshouldincorporateaone-timeTelesisMerger
benefit adjustment. CURB's theory represents a reasonable adjustment of only $4.1 million.
According to CURB, this adjustment is reasonable because it has been well over a year since the
merger, SBC began realizing savings from the merger in 1998 and SBC has documented actual
savings from the merger in its 1997 Annual Repart to shareholders and investors. (CURB Brief at
24; Tr. at 3239-40)

SWBT: SWBT disagrees with AT& T. The merger occurred after the data year upon which
the allocator was based. Common cost savingshave not yet beenachieved, soare specul ativeat this
point intime. Thereisno reason why SWBT should pass along such savings (or expenses) toAT& T
before they occur. SWBT maintainsthat AT& T’ s PacTel merger adjustment is quite speculative.
There is no clear trend to date that would indicate common costs are likely to have a known,
measurable and significantly lower future cost result. (Tr. at 2178)
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Discussion: Asdiscussedinissue AE-0002, CURB'srecommendation of a10% common cost factor
isreasonableand should be used inthe SWBT TELRIC cost studies. SBC claimsthat therewill be
savings resulting from the SBC/PacTel merger. Thus, SWBT's cost studies should reflect benefits
from the SBC/PacTel merger. The 10% common cost factor reflects a compromise of the various
proposals and adjustments.

Issue No. AE-0010, Should a restated Support Asset factor for 6700 Accounts be used in the
development of the common cost factor?

AT&T: AT&T proposes that a restated Support Asset factor for 6700 Accounts should be
used in the development of the common factor. AT&T contends SWBT's common cost factor
development fails to use the wage-related support asset factor developed for other cost studies.
Accordingto AT& T, all adopted support asset factor adjustments should bereflected inthecommon
cost factor as well. AT&T maintains its adjustment simply reflects the correct levels of retall
avoided costs, computational fixesto bring thefactor inlinewith the development of TEL RIC costs,
and forward-| ooking adjustmentsbased on known and expected cost trendsand merger savings. (Tr.
at 2564; AT&T Brief at 26)

SWBT: SWBT contendsit hasnot agreed to any changesin support asset factor devel opment
and continues to recommend the use of SWBT inputs. (Tr. at 2178, 3626)

Discussion: Asdiscussed inissue AE-0002, CURB'srecommendation of a10% common cost factor
is reasonable and should be used in the SWBT TELRIC cost studies.

Issue No. AE-0011, Should the power investment factor for Genera Purpose Computers be
eliminated?

AT&T: AT&T arguesthat SWBT'spower investment factor wasdevel oped for switching and
circuit equipment, not general purpose computersand SWBT used booked cost of computers which
includes power equipment. SWBT's support asset factor includes 100% of SWBT's booked
investment in this account. (Tr. at 2565)

SWBT: SWBT argues that its power investment factor for General Purpose Computers was
based on switching and circuit equipment, which ARE computers. Power is required to support
computer systems. Therefore, the power factor for geneal purpose computers should not be
eliminated. Theinvestmentsthat were identified in these studies are not booked cost. (Tr. at 3628-
29) SWBT recammends to continue use of SWBT inputs.

Discussion: Asdiscussed inissue AE-0002, CURB'srecommendation of a10% common costfactor
is reasonable and should be used in the SWBT TELRIC cost studies.

Issue No. AE-0012, What Support Asset Fectorsfor Investment should be adopted if no adjustment
is made for suppart asset costs incorporated directly in certain cost studies?

AT&T: AT&T recommends SWBT's support asset factors should be reduced dlightly to
account for the support assetsal ready recovered through specific cost studies. Otherwise, thesupport
assets should be eliminated from the specific studies. AT& T recommends, as does Staff, that the
support assets component of plant-related labor rates be eliminated. Thishasthe effect of reducing
loaded labor rates for plant personnel for the TELRIC sudies significantly. (Tr. at 2567, AT&T
Brief at 27)

CURSB: CURB’s position is that support asset costs should reflect forward-looking

nonrecurring costs with no duplication and appropriate calculations. (Tr. at 3221-22) CURB
proposes an adjustment which supports costs meeting the above criteria.
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SWBT: SWBT arguesthat any adjustment to support assets, asAT& T says, wouldbe slight.
Thisdoesnot justify eliminating support assetsfrom any studies. However, SWBT statesthat if any
adjustment is made it should be to salary related computer costs. (Tr. 435-37, 3625-26) SWBT’s
recommended solution isto use SWBT inputs.

Discussion: As discussed in issue AE-0003, SWBT's TELRIC cost study runs should reflect the
removal of the salary rdated support assat (SA) expensesin the calculation of the support asset
factor. Because an adjustment is going to be made for support asset costs incorporated diredly in
SWBT cost studies, there is no need for an additional modification to adjust SA for invesment.

Issue No. AE-0013, What Support Asset Factors for Labor should be adopted if no adjustment is
made for support asset costs incorporated directly in certain cost gudies?

AT&T: AT&T proposes that SWBT's support asse factors should be reduced slightly to
account for the support assets al ready recovered through specific cost studies. Otherwise, the support
assets should be eliminated from the specific studies. AT& T recommends, as does Saff, that the
support assets component of plant-related labor rates be eliminated. (AT& T identifies the specific
recommended adjustments.) This hasthe effect of reducing loaded |abor rates for plant personnel
for the TELRIC studies significantly. (Tr. 2568; AT&T Brief at 27)

SWBT: SWBT arguesthat any adjustment to support assets, asAT& T says, would be slight.
This does not justify eliminating support assets from any studies. See also AE-0012. However,
SWBT states that if any adjustment ismade it should be to salary related computer costs. (Tr. at
3625-26)

Discussion: As discussed in issue AE-0003, SWBT's TELRIC cost gudy runs should reflect the
removal of the salary related SA expenses in the calculation of the support asset factor.

Issue No. AE-0014, Should the Support A st Factors be adjusted downwardto account for support
assets incorporated directly in certain cost studies and by how much?

AT&T: AT&T argues that SWBT double counts some computer assets. AT&T'S
recommended solution argues the numerous computer and office equipment assets in both the
Support Assets factor and in specific studies should not be counted twice. Specific numerical
adjustments are under development by AT&T. (Tr. at 2569)

SWBT: SWBT’ spositionisthat the computersaccounted for in the non-recurring studiesare
estimates of computer purchases not included in support assets. The computer investments would
be to support specific needs for UNE provisioning. However, SWBT statesthat if any adjustment
iIsmadeit should be to salary related computer costs included in the support assa expense factors.
(Tr. at 3625-56)

Discussion: Asdiscussed in issue AE-0003, SWBT's TELRIC cost study runs should reflect the
removal of the salary related SA expensesin the calculation of the support asset factor.

IssueNo. AE-0015, Should Support Asset Factorsbe modified to reflect revised CAPCOST results?

AT&T: AT&T argues that support asset factors rely on the depreciation, return, and tax
computations. If the latter changes, so should the former. (Tr. at 2570)

SWBT: SWBT disagrees with AT& T's position regarding depreciation and cost of money.
CAPCOST results are correct as filed by SWBT. There is no need to adjust either CARCOST or
Support Asset Factors. (Tr. at 3636)



Discussion: Staff correctly states that al portions of the cost studies should use consistent
assumptions concerning cost of capital and depreciation. Therefore, SWBT should be required to
modify the support asset cal culations to incorporate the appropriate cost of capital and depreciation
ratesherein. (Seegenerally,issue BC-0001 through BC-0003for cost of money, and issue BD-0001
for depreciation.) SWBT should re-run the CAPCOST model consistent with our findings on cost
of capital and depreciation, and should use the factors produced by the CAPCOST model re-runs.
Asdiscussed in issue BD-0001, the CAPCOST runs should reflect a 99-year planning horizon.

Issue No. AE-0016, In developing forward-looking long-run UNE cost estimates, is it appropriate
to limit common costs to the level that would be incurred by an efficient carrier that only operates
in awholesale environment?

Staff: Staff’s recommended solution is to make appropriate adjustments to SWBT's proposed
common cost factors, to the extent necessary. Dr. Johnson recommends a common cost factor of
16%. (Tr. at 3419)

AT&T: AT&T arguesthat in devel oping forward-looking long-run UNE cost estimates, itis
appropriateto limit common coststo thelevel that would beincurred by an efficient carrier that only
operatesin awholesale environment. AT& T proposes several modificaions to the Common Cost
inputsproposed by SWBT. AT& T's proposed modificationswill correctly restate SWBT's common
cost factor. Seeissues AE-0002, AE-0005 through AE-0010. (Tr. at 2571)

CURSB: CURB recommends a conservative common cost factor of 10%, although a lower
common cost factor could be justified in this case. There are specific and unique conditions and
eventsin Kansas which require specific adjustments to common costs. Thethree largest issuesare
the SBC/PacTel merger, improper TBO costsincluded in the cost study and theremoval of Bellcore
costs. CURB excluded 20% of the TBO costsand 50% of the Bell core costsfrom the common costs.
In addition, CURB does not object to Staff’ s proposal to assign common costs on a per loop basis
to avoid burdening rural loops and to provide the same amount of common overhead support for
rural and urban loops. The Commission may want to consider applying alower common cost factor
to both local loop and collocation costsin order to promote faster and more efficient competitionin
these critical areas. (Tr. at 3223-36)

SWBT: SWBT argues that it has devel oped forward-looking common costs incurred by an
efficient provider. SWBT’ srecommendation isto use SWBT’s common cost factor. (Tr. at 2176-
79)

Discussion; Asdiscussedinissue AE-0002, CURB'srecommendation of a10% common cost factor
is reasonable and should be used in the SWBT TELRIC cost studies.

Issue No. AE-0017, Isthere a disproportionate assignment of overheads to customersin rural zone
1?

Staff: Staff argues that the studies are designed to apply a common cost |loop overhead factor on
apercentage basis (i.e. 15.64%) to all the basic UNE costs determinedin the cost studies. When the
loops are priced out by zone, the amount of common costs assigned to rural zone 1 is 4 times the
amount assigned to linesin metro zone 3. According to Steff, thisis adisproportionate assignment
of overheadsto these customers. TheBCPM Model used adifferent method for assigning overheads;
it assigned those associated withloops on a per accessline basis. Staff indicates the current method
has some significant implications for the amount of KUSF support needed on a per loop basis.

Staff recommends that the amount of common overheads to be assigned to all loops be determined

first and then all ocate the overhead costson aper loop basis. Thiswill resultinrural loopsproviding
the same amount of common overhead support as metro loops. (Staff Brief at 9) This will also
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causetherate for metro UNESto rise since they will be assigned more common cost than under the
straight percentage method, and rates for rural UNEsto decrease. (Tr. at 3390-91)

AT&T: AT&T argues that the common costs accrue disproportionately to UNES in higher
cost zones. AT& T’ srecommended sol ution isthe application of acommon cost factor on auniform
percent basis isthe preferred approach, but a reasonably computed average common cost per loop
amount would be acceptable. According to AT&T, higher cost rural UNE loop rates should be
considered to be eligible for the KUSF. (Tr. at 2572)

CURB: CURB isinfavor of Staff’s proposal to allocate common costs on a per loop basis.
CURB argues that such an allocation will benefit rural customers by reducing common costs
allocated to the rural zone as compared to when an across the board allocation of common costsis
done. (CURB Brief at 23; Tr. 3237-3238 and 3327-3328.) If the Commission disagreeswith Staff’s
proposal, CURB argues for the allocation of a smaller percentage of common costs to the critical
UNEs of loop and collocation. In the FCC's First Report and Order at section 696, the FCC
recogni zesthat loopsand collocation aretwo criticd areaswhich aredifficult for entrantstoreplicae
promptly. (CURB Brief at 24; Tr. 3237-3238)

SWBT: SWBT contendsthat it developed acommon cost allocator for ease of application of
common costs. SWBT argues that the demand information to assign common costs to each UNE
isnot available and SWBT’s common costs must be recovered in total. SAVBT is not opposed to
recovering different amounts from UNES but the assignment would be arbitrary because demand
information is not available. (Tr. at 2179)

Discussion: If common cods are assigned on a percentage basis to loop costs, there will be a
disproportionateall ocation of common coststo thelogpsinrural zones. It would be appropriate and
reasonable to assign common cods to loops on a per-4 oop basis, because thiswill assign the same
level of common costs to each loop and will not disproportionately burden loops in rural aress.
Therefore, SWBT isdirected to identify the total common costs for loops, using the 10% common
cost factor per issue AE-0002, and divide thetotal common costs for loops by the number of loops
to obtain aper-loop assignment of common costs. The per-loop assignment of common costsshould
then be applied to the loop costs, for each zone, in orde to derive the TELRIC cost for loops.

Issue No. AE-0018, SWBT will not provide accessto its Business Action Plan

AT&T: AT&T proposes that access to SWBT's Business Action Plan is critical to setting
TELRIC rates particularly as SWBT'sinternal planning may substantially contradict SWBT's own
TELRIC study assumptions. TEL RIC studies should not bedoneon astatic, frozen asof 1995, basis.
TELRICisforward-looking and SWBT's Business Action Plan could reveal agreat deal about what
the future holds. SWBT should provide accessto its Business Action Plan. (Tr. at 2573)

CURB: CURB argued that SWBT would not provideaccess to its Business Action Plan to
determinepotential forward-1ooking impactsof competition, mergers, other planned efficienciesand
related issues on labor costs, forcelevels, and related factors. However, SWBT did provide CURB
accessto its Business Action Plan. (Tr. at 3223-24)

SWBT argues SWBT'splans contain no specific information relating to the Kansas market or to any
state'swholesale pricing elements or plans. The plan does not includeany specific detailsregarding
UNE pricing or elements. Any conclusionsthat might be drawn from this Plan may beinappropriae
for Kansas. (Tr. at 2411-12)

Discussion: Thisisadiscoveryissue. SWBT's withholding of discoverable information from the

partiesinthisproceedingwill not be condoned. Furthermore, SWBT provided accessto itsBusiness
Action Planto CURB. CURB addressed the informaion in itstestimony. (Tr. at 3223-24)
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Issue No. AE-0019, Business Action Han impact on mantenance factors.

AT&T: AT&T argues that SWBT will not provide access to its Business Action Plan.
AT&T’ srecommended solution: See issue AE-0018.

CURB: CURB argues that SWBT will not provide access to its Business Action Plan to
determinepotential forward-lookingimpactsof competition, mergers, other planned efficienciesand
related issues on maintenance costs, force levels, non- recurring costs, etc. (Tr. a& 3223-24)

SWBT: SWBT's response to other parties positions on the Business Action Plan impact on
mai ntenance factors can be found under the discussion for issue AE-0018.

Discussion: Seeissue AE-0018.

Issue No. AE-0020, Should SWBT common costs be adjusted to reflect forward-looking impact of
PacTel/SNET merger?

AT&T: AT&T’s position is that SWBT common costs should be adjusted to reflect
forward-lookingimpact of PacTel/SNET mergers. (Tr.2575) AT& T'sproposed solutionisthesame
as for issue AE-0009.

CURSB: CURB'’s position is that SWBT's common costs should be adjusted to reflect
forward-lookingimpact of PacTel/SNET merger. Accordingto CURB, thisadjustment isnecessary
toreflect theimpact of the SBC/Pacific Telesismerger on SWBT’ scommon coststo reflect forward-
looking costs and the economies resulting from the merger. It has been well over ayear from the
SBC/PacTel merger so CURB believesit isreasonableto reflect these adj ustments at thistime into
common cost cal culations since these benefits are now being received by SBC. (CURB Brief at 24;
Tr. 3239-40)

To calculae the adjustment CURB began with $600 million in savings, about 20% of the SBC
reported amount. 3.2% of the $600 million in savings isalocated to Kansas - $19.2 million. The
3.2%factor isderived fromlooking at various Kansasfactorscompared to SBCfactors. Next CURB
assumed that Kansas expenses are reduced by the $19.2 million in the same proportion to which
expenses are incurred. Then CURB applied the same retail avoided costsratios. Thisresultsina
final number of $4.1 million of merger benefitsto be used to reduce common costs. Mr. Ostrander’ s
direct testimony at Appendix B, Schedule C, provides detailed supporting calcuations for this
adjustment with further explanation in CURB’s July 30, 1998, response to Commission Q.3.

SWBT: SWBT'sresponseto theimpact of PacTel/SNET merger on common costsi sthesame
asthat for AE-0009. SWBT’s solution can be found under AE-0009.

Discussion: The SBC/PacTel merger isaknown event, and a reasonabl e cal culation of the benefits
of the SBC/PacTel merger should bereflected inthe determination of SWBT'sforward-looking costs
so that the UNE ratesreflect the cost savings associated with the merger. CURB's calculation of the
appropriateadjustment amount should beadopted. Thisadjustment isreflected inthe 10% common
cost factor adopted in issue AE-0002.

IssueNo. AE-0021, Should the TBO be adjusted to reflect forward-lookinglevel sin various support
asset factors?

Staff: Staff’s position is that in developing forward-looking long-run UNE cost estimates, it is
appropriateto exclude SWBT's SFAS 106 Post Retirement Benefit Obligation costs since the TBO
reflects prior period costs which are not warranted in a forward-looking cost study. Staff
recommendsthat the amortization of SWBT’ s Transition Benefit Obligation should be excluded for
the cost elements added to labor in developing overall hourly labor rates. Staff recommends the
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Commission require the elimination of al TBO costs in the development of UNE prices. (Tr. at
3340; Staff Brief at 6)

CURSB: CURB recommends a conservative common cost factor of 10%, which includes a
reduction in the TBO costs. CURB initially excluded 20% of the TBO costs. CURB’s positionis
that common costs should be forward-looking not embedded and refl ect appropriate efficiencies, as
well as reflect appropriate nonrecurring wholesale costs of an efficient carrier and not include any
double-recovered costs. Therefore, CURB agrees with Staff that all of the TBO costs should be
excluded. (Tr. at 3230, CURB Brief at 18)

AT&T: AT& T spositionisthat SWBT hasincluded post-retirement benefit TBO costsinits
support asset factors. AT& T’ s proposed solution is that TEL RIC studies should not be done on a
static, frozen as of 1995, basis. The entire TBO should be excluded from SWVBT's TELRIC studies.
It does not reflect aforward-looking cost. (Tr. at 2576, 2846)

SWBT: SWBT’ s position is that TBO expenses will continue to be accounted for over a
period of 20 yearsin Kansas. This has been approved by the KCC. These expenses are legitimate
expenses of SWBT and should remain in the calculation of labor rates. (Tr. a 2145-47)

Discussion: As discussed in issue AB-0006, the TBO is not aforward-looking cost and should be
removed fromthe TELRIC cost studies. Although CURB'scalculationsresultingin a10% common
cost factor deducts less than 100% of the TBO oosts, a common cost factor of 10% reflects a
compromise of the various propased adjustments.

Issue No. AE-0022, Common cost factors detailed account information is not provided by SWBT

AT&T: AT&T argues that SWBT will not reasonably provide informaion needed to
determine if amounts are forward-looking. AT&T doubts that enough information will ever be
availablefrom SWBT to adequately convert SWBT's factors to aforward-looking basis. However,
AT&T hasidentified numerous concerns and is continuing to quantify them on the basis of SWBT
dataalready provided. SeeissuesAE-0001, AE-0002, AE-004, AE-0005 and AE-0009. (Tr. at 2577)

CURSB: CURB arguesthat common cost factorsdetailed account informationisnot provided
by SWBT. According to CURB, SWBT will not reasonably provide information by
sub-account/matrix (wages, benefits, rents, other), or information for supporting amounts in the
account in order to determine if amountsare forward-looking and properly excludes nonrecurring
costs, costs unrel ated to wholesal e, non-K ansas costs, impactsof R& D, Bellcore costs (Bellcore has
been sold), maintenance duplication, nonrecurring cost duplication, etc. (Tr. at 3232-36)

SWBT: SWBT’ sresponse and recommended solution on this issue can be found under the
discussion and solution for issue AE-0018. (SWBT Brief at 14)

Discussion: Based on the evidence of record, the parties have had access to sufficient information
to present their cal cul ations of the common cost factor. Asstated inissue AE-0002, the Commission
adopts a 10% common cost factor for purposes of the SWBT TELRIC studies.

Issue No. AE-0023, Business Action Han impact on common cost factors.

AT&T: AT&T argues that SWBT will not provide access to its Business Action Plan.
AT& T’ srecommended solution for thisissue is found in the solution of issue AE-0009.

CURB: CURB argues that SWBT will not provide access to its Business Action Plan to
determinepotential forward-looking impactsof competition, mergers, other planned efficienciesand
related issues on common costs (including general and administrative costs), allocations from
corporate, nonrecurring costs, etc. (CURB Brief at 26, Tr. 3223)
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SWBT: SWBT response to the Business Action Plan impact on common cost factors can be
found in the discussion and solution section of issue AE-0018.

Discussion: As discussed at issue AE-0002 and AE-0022 the parties had access to sufficient
information to present their cal culations of the common cost factor. Asstated inissue AE-0002, the
Commission adopts a 10% common cost factor for SWBT's TELRIC studies.

AF Inflation Factor
Issue No. AF-0001, Should SWBT’ s Inflation factors be rejected, or adjusted for productivity?

Staff: Staff argues that productivity improvements offset inflation and that SWBT's proposed
inflation factors do not adequately consider the offsetting benefits of productivity gains. Other
SWBT jurisdictions, Texasand Missouri, haverejected similar inflation factor proposalsput forward
by SWBT. (Tr. at 3477)

Staff’ s recommended solution isto exclude the inflaion factors, or make appropriate adjustments
to SWBT's proposed inflation factors to reflect the benefits of productivity improvements. Staff
believes that the cost studies should use internally consistent assumptions concerning volume of
demand, wagerates, maerial costs technology and productivity levels. SWBT hasadjusted portions
of its studies to reflect inflation, but has not adequately recognized the offsetting benefits of
productivity gains. Staff mantainsthe produdivity adjustmentswouldlargely or entirdy offset the
inflation factor. According to Staff, the simplest and most appropriate way to resolve thisissue is
to completely exclude the use of inflation factors, thereby eliminating the need to estimate the
offsetting productivity improvements. (Tr. Vol. 8 at 3470-77)

AT&T: AT& T sposition is that in addition to the common cost factor, SWBT's proposed
UNE prices are based on a variety of annual inflation factors, many exceeding 3 percent. This
inflation component is not offset by any productivity adjustment or increasein demand, which one
would expect given the pace of technological advance in the telecommunications industry.
Moreover, because SWBT aready applies arate of return that captures and compensates investors
for expected inflation as part of its Capital Cost Factor, it should not be allowed to double recover
for inflation. Significantly, both the Texas and Missouri Commission have rejected inflation factors
in SWBT cost studies. (Tr. at 2579-81) AT&T proposesto eliminate all inflation factors from
SWBT cost studiesashasbeen ordered by the Texas, Arkansas, and Missouri Commissions (AT& T
Brief at 28)

CURB: CURB opposes the use of inflation factors since SWBT has not fairly reflected the
offsetting impact of productivity, various expense reductions and efficiencies of forward-looking
plant. Accordingto CURB, SWBT’scost studiesare not forward-looking since they do not reflect
the positive trends occurring in the telecommunications industry and particularly for SWBT.
CURB's position isthat SWBT’ s 3% inflation factor is overstated. Correspond this overstatement
with the absence of any offsetting productivity factor, and the result is excessive UNE costs. If a
1.5% telecommunications inflation factor is utilized, this would be more than offset by the
conservative 2.3% productivity factor adopted by the Commission in SWBT's price cap plan.
(CURB Brief at 27; Tr. at 3243-3244) Mr. Ostrander'sreview of the SWBT Business Action Plans
found nothing that caused him to believe aremoval of theinflation factor of SWBT would harm the
Company. (CURB Brief at 28, Tr. at 3244)

CURB contendsthat contrary to SWBT’ sargument, productivity and efficiency gainsare not already
reflected in SWBT cost studies simply by using the most efficient and recent technology in place.
In fact, the most dficient techndogy is not in place in the SWBT models to begin with (such as
IDLC, etc.). SWBT has provided no specific proof that a certain level of productivity is included
inthe models. (CURB Brief at 27, Tr. at 3244)



CURB proposes that all SWBT inflation factors be removed from SWBT cost studies in lieu of
offsetting the inflation factor by a productivity factor. If the Commission decides to allow an
inflationfactor, thenaproductivity factor should beused. If thisshould happen, CURB recommends
the Commission set the productivity factor to exceed the inflation factor proposed by SWBT.
CURB, Staff and AT&T all support thissame position. (CURB Brief at 26, Tr. at 3243-3244, 3470-
3477 and 2579-2585)

SWBT: SWBT argues that the rate of return merely recognizes investor expectations for a
return on investment. In addition, SWBT experiences increased costs of material, labor and other
resources. It isthese increases that are reflected in the inflaion factors. Productivity improvements
are reflected through use of forward-looking technology, and by the current cost/booked cost
(CCIBC) adjustment. While recognizing productivity improvements, SWBT must recognize that
inflation does occur. Removing inflation would lead to double-counting productivity gains and to
costs that are appropriate only for a oneyear period. (Tr. at 2447-48) SNBT's cost studies
appropriately include inflation for the study period. Texas and Missouri assumptions areirrelevant
in the proceeding.

Additionally, the interconnection agreements will have a “term period.” Since UNES can be
purchased at any time over that term, SWBT used an inflation adjustment to reflect the average
expected change in costs over that three year term. (Tr. at 2180, 2157-58)

Discussion: If aninflation factor is adopted, aproductivity factor should also be adopted. SWBT's
cost studies do not include an explicit productivity fador. Staff states if a separate adjustment for
productivity were to be made, that adjustment could more than offset the inflaion adjustment.
Missouri, Arkansas, Texas and Oklahoma eliminated the inflation factor to offset the lack of a
productivity factor. The United States Didrict Court, Wegern District of Texas recently affirmed
the Texas Public Utilities Commission'sdecision. SWBT v. AT&T, No. A97-CA-132SS (W.D. TX
August 31, 1998) Removing theinflation adjustment from SWBTsTELRIC cost studies represents
areasonable and conservativeway of addressing these issues.

Issue No. AF-0002, TPI factors lack detail support.

AT&T: AT&T argues that the Telephone Plant Index (TPI) factors utilized by SWBT lack
adequate detailed supporting documentation. AT& T proposes that the primary result of using
SWBT'sTPI valuesisseen inits CC/BC ratios. Several of these raisevery obvious questions about
the validity of SWBT's inputs. However, the use of the CC/BC ratios is integral to SWBT's cost
study method. Replacing them could entail averylong process. AT& T reluctantly supportsSWBT's
useof TPIsinthedevelopment of CC/BC ratios but opposestheuseof "forward-looking” TH values
to compute "inflation” effects on investments. (Tr. at 2582)

CURB: CURB opposesthe use of general TPI factors as plant asset inflation factors without
some corresponding and specific accountability for productivity and efficiency of various types of
plant. TPl isnot areasonable forward-looking adjustment. (Tr. 3246-50)

CURB recognizes that TPl and CC/BC ratios are a foundation of the SWBT cost studies, and any
alternatives may be difficult and time consuming to implement. Furthermore, CURB has no ready
substitutes for SWBT's TPl factors. Thisis part of the problem with using SWBT’s mainframe
model, which is not flexible and various assumptions cannot be readily changed. However, rather
than propose ablanket removal of al TPI, and revising the CC/BC ratios, CURB recommends that
the Commission place SWBT on notice that this issues should be addressed in future proceedings.
CURB believes SWBT's TPI factors and methodology are flawed and will cause overstatement of
UNE costs. The Commission should use its discretion in balancing this concern with its decision
on other adjustments to arrive at reasonable UNE costs. (CURB Bridf at 28-29)



SWBT: SWBT argues that sufficient detail was provided. Kansas data is used. See issue
AA-0003 for morediscussion. SWBT arguesthat thereis no stated problem and thus, thisis not an
issue warranting a solution.

Discussion: Asconceded by AT& T and CURB, the use of the CC/BC ratiosisintegral to SWBT's
cost study method and replacing them could entail a very long process. SWBT should not be
required to undertakethat processin re-runningits TEL RIC cost Sudies; however, asrecommended
by CURB, thisissuewill beaddressedinfuture proceedingsand SWBT should maintain andprovide
the detail necessary to address thisissue in future proceedings.

Issue No. AF-0008, Do SWBT's cod studies reflect productivity improvements?

Staff: Staff states the cost studies do not recognize increased productivity. (Tr. at 3470) Staff
recommends the Commission exclude the use of inflation factors. (Tr. at 3476)

AT&T: AT&T arguesthat SWBT'scost factors are based on embedded 1995 datawhich does
not and cannot reflect prospective changes in productivity, and that in fact, the cost studies do not
reflect productivity improvements. AT&T proposes to eliminate all inflation factors from SWBT
cost studies as has been ordered by the Texas, Arkansas, and Missouri Commissions. (Tr. at 2583-
85; AT&T Brief at 28)

CURSB: CURB arguesthat contrary to SWBT’ sargument, productivity and efficiency gains
are not aready reflected in SWBT cost studies simply by using the most efficient and recent
technology in place. The most efficient technology is not in place in the SWBT modds to begin
with (such as IDLC, etc.) and SWBT has provided no specific proof that a certain level of
productivity isincluded in the models. (CURB Brief at 27; Tr. at 3244) SWBT admitsthis much
initsJune 30, 1998 responseto Commission Q.9 (Mr. Lehman) Mr.Lehman states, “[h]owever, the
SWBT methodology is an aternative to an independent estimate of productivity gains, so it is not
possibleto directly say whether SWBT ismeasuring al of the productivity gains SWBT islikely to
experience.” CURB addressesthisissueinits August 5, 1998 response to Commission Q.9.

SWBT: SWBT argues that its cost studies account for productivity improvements through
identification of forward-1ooking investments, time estimates, etc. Cost factorsare only one aspect
of the studies. As to the factors, the use of the CC/BC ratio in factor development recognizes
productivity improvements. (Tr. 846-847; 2180-81)

Discussion: SWBT's cost studies recognize productivity to alimited degree in an indirect manner,
by applying cost factors to TELRIC investment. However, SWBT's cost studies reflect inflation
directly, but do not reflect productivity inasimilar direct manner. The degreeto which SWBT has
reflected aproductivity offset to inflation appearsto beinadequate. Asdiscussed inissue AF-0001,
Staff's, AT& T's and CURB's recommendation that the best way to addressthe lack of productivity
offset is to zero-out, or remove, the impact of the inflation fadors from SWBT's TELRIC cost
studies shall be adopted.

Issue No. AF-0004, Do CC/BC adustments by SWBT reflect produdivity improvements?

AT&T: AT&T argues that CC/BC adjustments by SWBT do not reflect produdivity
improvements. SWBT has stated that by their very nature, CC/BC ratios purportedly reflect the
replacement cost of agiven asset by alike asset. For example, a CC/BC ratio for andog switching
reflectswhat it would cost SWBT to replace the analog switch with another analog switch. (Tr. at
2586)

CURB: CURB recognizes that TPl and CC/BC ratios are a foundation of the SWVBT cost

studies, and any alternatives may be difficult and time consuming to implement. Furthemore,
CURB has no ready substitutes for SWBT’s TPI factors. Thisis part of the problem with using
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SWBT’ smainframemodel, whichisnot flexibleand variousassumptionscannot bereadily changed.

However, rathe than proposea blanket removal of al TPI, and revising the CC/BC ratios, CURB
recommends that the Commission place SWBT on notice that this issue should be addressed in
future proceedings. (CURB Brief at 28-29)

SWBT: SWBT argues that its cost studies account for productivity improvements through
identification of forward-looking investments, time estimates, etc. Cost factors are only one aspect
of the studies. As to the factors, the use of the CC/BC ratio in factor development recognizes
productivity improvements. (Tr. 846-847; 2180-81)

Discussion: Asdiscussed inissue AF-0002, and asAT& T and CURB have conceded, the use of the
CC/BC rratiosisintegral to SWBT's cost study method and replacing them could entail avery long
process. SWBT will not be required toundertakethat process, at thistime, inre-runningits TELRIC
cost studies. Asdiscussed inissues AF-0001 and AF-0003, elimination of theinflation adjustment
is areasonable way of addressing the issues conceming inflation and productivity offsd.

BA CapCost Model (includes rate of return, depreciation, taxes, etc.)
Issue No. BA-0001, Should depreciation, return, and tax values be based on projection lives and
future net salvage percentages from the FCC / KCC 1997 depreciation update?

AT&T: AT&T assertsthe capital cost factor may have single largest affect on SWBT'scost
studies. AT&T argues that depreciation, return and tax values should be based on projection lives
and future net salvage percentages from the FCC/K CC 1997 depreciation update. FCC/KCC 1997
depreciation parametersfully reflect forward-looking cod principles. AccordingtoAT& T, SWBT's
proposed parameters and plant livesflatly contradict SWBT current planning guidelinesand rely on
erroneous substitution analysis that presume the development of technologies that are not yet
invented. SWBT has the opportunity to argue its case for revised depreciation rates with the FCC
and state Commissions at least triennially, with annual updates. Until such time as SWBT can
convincethe FCC it needs higher depreciationrates, AT& T believes UNE purchasers should not be
the only ones burdened with those costs. Depreciation rateswithin the FCC-adopted depreciation
parameters (asset lives, net salvage, etc.) should be adopted. (Tr. 2587-2608; AT& T Brief at 29-30)

CURB: CURB recommends adoption of current Kansas authorized depreciation lives/rates
(which are the FCC-approved ratedlives), along with any 1998 FCC decision regarding SWBT's
1997 annual updates. Attachment A to CURB's brief compares the CURB proposed lives to
SWBT’s proposed lives. Attachment A isa copy of page 9 of Ms. Knox’s July 30, 1998 response
to Commission Q.14. CURB proposes adoption of thelivesinthecolumntitled, “ FCC Presc. Kan96
PLIFE”. (CURB brief at 29) Mr. Ostrander indicates that of all cost study assumptions addressed
in numerous UNE proceedings across the United States, the most consistently adopted position by
statesisto use FCC-authorized (and state-approved) depreciation rates. (CURB Brief at 30; Tr. 493-
494.)

CURB arguesthat FCC-authorized depreciation rates shoul d be adoptedbecauserel ated * projection”
lives produce forward-looking rates. (Tr. 2591; 2593-2597.) In SWBT’sJuly 30, 1998 responseto
Commission Q.15, SWBT’ sresponse indicates the SWBT composite depreciation rates are around
6.5%. The 6.5% compodte depreciationrate isin line with SVBT’ s forward-looking composte
depreciation rate found in the Business Action Plan and is consistent with Mr. Ostrander’ s position
on thisissue. (CURB’s response to Commission Q.15.) CURB has considered the estimated
impact of depreciation in its proposed loop costs shown at Appendix BCO-1 in Mr. Ostrander’s
rebuttal testimony.

SWBT: SWBT argues the its FCC depreciation parametas do not yield economic

depreciation, whereas FCC prescribed rates are based upon retirement patterns of embedded plant
which do not adequately include the impads on obsolescence due to competition, changes in
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technology and changesin customer demand. The economic livesusedby SWBT initscost studies
are a better representation of expected depreciation for forward-looking cost studies.

SWBT proposesthat the economic livesused by SWBT inits cost studies are abetter representation
of expected depreciation for forward-looking cost studies. SWBT useseconomic livesinitsstudies.
AT&T arguesthat “economiclives’ ismerely abuzzword andthat itissufficient if forward-looking
prescribed lives that have an eye towards the future technological changes are used. (Rhinehart
Rebuttal) Economiclivesisnot just abuzz word; the FCC hasalready recognized that its prescribed
parameters are not the economic lives needed for TELRIC studies. (SWBT Brief at 5) SWBT
proposes to use SWBT inputs which are economic lives. (Tr. at 2103-33)

Discussion: CURB's recommendation that the FCC-authorized (and state-approved) SWBT
depreciation rates for Kansas reflect forward-looking considerations and should be used in the
TELRIC cost studies should be adopted. Further, anumber of other regulatory commissions have
reached a similar conclusion.

BC Cost of Capital
Issue No. BC-0001, -0002, What Cost of Money should be used?

Staff: Staff’s position is that SWBT's studies rely on a cost of money of 10.69% which was
presented in Docket 97-SCCC-167-ARB. Staff believes 10.69% is not representative of the current
capital marketsand isnot forward-looking. Staff proposesa9.20% weighted average cost of capital
should be used. If the Commission does not accept the recommendation of 9.20%, it ought to
consider acost of money within the range of 8.825% t0 9.675%. Thisiscalculated using a11.75%
cost of equity and a 6.65% cost of debt and a capital structure of 50% equity and 50% debt. Staff
determined the cost of debt was determined by taking the weighted average of 1 to 29 term bonds
divided into 4 groups. Staff determined the cost of equity using US West Communications Group
as abasis and taking the average from one capital asset pricing model (CAPM) and two discounted
cash flow (DCF) analysis. (Tr. at 3342)

AT&T: AT&T believesthat 10.69% isnot representative of the current capital markets and
is not forward-looking. AT&T states SWBT stipulated to a 10.00% cost of money in Oklahoma.
AT&T proposes a 10.0% cost of money be adopted. (Tr. at 2609-10)

CURB: CURB believes that an appropriate range for cost of money is 9.63% to no greater
than 10%. According to CURB, SWBT’s proposed cost of money is excessive and does not
adequately represent aforward-looking view sinceits calcul ation goes back to 1995. (Tr. at 3263-

66)

SWBT: SWBT agreesthat 10% wasacompromisebetween AT& T and SWBT in Oklahoma.
However, in Kansasthe costof money isdifferent. SWBT arguesthat it hasprovided documentation
asto the 10.69% cost of money. Accordingto SWBT, Staff’sand CURB’ s recommended 9.2% is
not forward-looking. Staff’sproposal isahistorical presentation — “just asin arate case.” SWBT
contendsthistypeof regulatory approachisoutmoded and backward looking. Thus, Steff findsitself
in the odd position of using historical reguatory analysis to tell the competitors what they should
be seeking in the forward-looking competitive markets. SWBT’ s recommended solution isto use
the appropriate Kansas cost of money which is 10.69%. SWBT contends 10.69% represents the
forward-looking cost of money for SWBT. Accordingto SWBT, the 10.69% cost of capital isbased
upon an equity to debt ratio of 58/42, a 13% cost of equity and a 7.5% debt cost. (Tr. 2002-03,
2465-69; SWBT Brief at 6)

Discussion: SWBT should use a10% weighted average cost of capital initsKansas TELRIC cost
studies. The 10% is within therange of the rates recommended by the parties, and was used in a
compromise between SWBT and AT&T in Oklahoma. The provision of UNESs by SWBT will
continue to be an essentially monopolistic function, because SWBT will be the only supplier. A
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10% weighted average cost of capital is reasonable for use in the Kansas. The 10% weighted
average cost of capital is based upon an equity to debt ratio of 58/42, as proposed by SWBT, and a
12.25% cost of equity and a6.80% cost of debt. A 12.25% cost of equity and 6.8% cost of debt are
within the ranges presented by Staff.

IssueNo. BC-0003, How doesSWBT determinetherisk inherentin the cost of capital determination
for wholesale operations cost of capital, and how and why is risk presumed to change and in
comparison to what entities?

Staff: Staff argues that SWBT isrequesting areturn on equity component equal to that earned by
the S& P 500 Index. Thisrisk is measurably higher than the risk of its parent company, SBC (Beta
of .90). Staff recommendsuseof therisk of USWest Communications Group , whichismoreinline
with SWBT. Thisbetais.70. (Tr. at 3353)

AT&T: AT&T argues that SWBT's risk as a wholesale provider is lower than itsrisk as a
retail provider. SWBT has the only ubiquitous facilities-based network in its territory. Regardless
of theretail provider, AT& T believes SWBT islikely to bethewholesale provider for the near term.
(Tr. at 2611, 2847)

CURSB: CURB agreesthat the use of USWCG betaof .70 isreasonablefor SWBT operations
in this case because it is more indicative of relative risk and market position of SWBT in Kansas
regarding the provision of virtual-monopoly UNEsto competitars. SWBT’ s current UNE business
is closer to approximating the USWCG risk rather than thetotal risk of SBC. According to CURB,
SWBT  srelative risk has not become a significant or growing factor in relation to its provision of
UNEs and this should not be reflected as such in cost of capital calculations. (Tr. at 3263-66)

CURB believes that SWBT only faces the potential for effective competition in Kansas and since
this has not occurred yet, they do not believe that SWBT hasfaced any measurable increasein risk
inthebig picture. Infact, withthe deregulation and increasein competition, it appearsto CURB that
SWBT may benefit more than increase risk, because al indications from the Company point to an
increase in business and not an increasein risk. (Tr. at 3263-66)

SWBT: SWBT arguesits proposed cost of capital is accurate and should be adopted. (Tr. at
2465)

Discussion: SeeissueBC-0001. Theprovisionof UNEsby SWBT will continueto bean essentially
monopolistic function, since SVBT will be the only supplier. A 10% cost of money is reasonable
for useintheKansas TEL RIC studiesand reflectsarisk factor for SWBT consistent withitsfunction
asthe only wholesale provider.

BD Depreciation
Issue No. BD-0001, Depreciation asset lives.

AT&T: AT&T’'s position is that SWBT employs depreciation rates based on far shorter
network asset lives than the lives most recently approved by the FCC; in many instances, the lives
used fall far below the FCC range. Accordingto AT& T, in Texas, SWBT aso proposed significant
misuse of the CAPCOST program, basing depreciation, return and tax factors on only a 3-year
planning period. The Texas Commission ordered a 99-year planning period. (Tr. at 2612-13)

AT&T proposesto use asset livesfrom 1997 Depreciation Update filed with the FCC and a 99-year
planning periodin CAPCOST. SWBT hasthe opportunity to argueits casefor revised depreciation
rateswith the FCC and state Commisgons at least triemially, with annud updates. Until such time
as SWBT can convincethe FCC itneeds higher depreciationrates, AT& T believes UNE purchasers
should not be the only one burdened with those costs. Depreciation rates with FCC-adopted
depreciation parameters (asset lives, net salvage, etc.) should be adopted. (AT&T Brief at 29-30)
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CURSB: CURB recommends adoption of current Kansas authorized depreciation lives/rates
(which are the FCC-approved rates/lives), along with any 1998 FCC decision regarding SWBT’s
1997 annual updates. Attachment A to CURB’s brid compares the CURB proposed lives to
SWBT’ s proposed lives. Attachment A isacopy of page 9 of Ms. Knox’s July 30, 1998 response
to Commission Q.14. CURB proposesadoption of thelivesinthecolumntitled, “FCC Presc. Kan96
PLIFE”. (CURB brief at 29.) Mr. Ostrander indicatesthat of all cost study assumptions addressed
in numerous UNE proceedings across the United States, the most consistently adopted position by
statesisto use FCC-authorized (and state-approved) depreciation rates. (CURB Brief at 30, Tr. 493-
494; 3252-61)

CURB arguesthat FCC-authorized depreci ation rates shoul d be adopted becauserel ated “ projection”
lives produce forward-looking rates. (Tr. 2591 and 2593-2597) In SWBT’ sJuly 30, 1998 response
to Commission Q.15, SWBT’ sindicatesthe SWBT composite depreciation rates are around 6.5%.
The 6.5% composite depreciation rae is in line with SWBT’s forward-looking composite
depreciation rate found in the Business Action Plan and is consistent with Mr. Ostrander’ s position
on thisissue. (CURB’s response to Commission Q.15.) CURB has considered the estimated
impact of depreciation in its proposed loop costs shown at Appendix BCO-1 in Mr. Ostrander’s
rebuttal testimony.

SWBT: According to SWBT, its parameter resultsyield economic depreciation, whereasthe
FCC depreciation parameters were not designed to yield economic depreciation and have not been
reviewed to determinethat they do. SWBT believesthe FCC prescribed rates which are based upon
retirement patterns of embedded plant which do not adequately include the impacts on obsol escence
due to competition, changes in technology and changes in customer demand.

SWBT proposesthat the economic livesused by SWBT initscost studiesare abetter representation
of expected depreciation for forward-looking cost sudies. SWBT useseconomic livesinitsstudies.
AT&T arguesthat “ economiclives’ ismerely abuzz word and that it issufficient if forward-looking
prescribed lives that have an eye towards the future technological changes are used. (Rhinehart
Rebuittal, pg. 9) Accordingto SWBT "economic lives" isnot just abuzz word; the FCC has already
recognized that its prescribed parameters ae not the economic lives needed for TELRIC studies.
(SWBT Brief at 5, Tr. at 2103-33)

Discussion: Asdiscussed inissue BA-0001, CURB'srecommendation that the FCC-authorized (and
state-approved) SWBT depreciation rates for Kansas reflect forward-looking considerations and
should be used in the TELRIC cost studies should be adopted. SWBT should also verify that the
CAPCOST runsreflect a 99-year planning horizon.

CA Loop and Cross Connect Studies
Issue No. CA-0001, Loop investment and loop averaging

Staff: Staff’s position is that the "banding" approach used by SWBT generally develops loop
lengthswhich are consi stent with the underlying sampledata. Theexceptioniscopper feeder lengths
in the first band, where SWBT's 1,000 foot assumption is significantly greater than the average of
the sample data falling within thisband. (Tr. at 823)

Staff recommends the "banding" approach be retained. However, while Staff concludes that the
banding method used by the Company is generally appropriate and valid, there are two minor
exceptions— 750 feet should be used asthe class mark for copper feeder loopsin thefirst band and
15,250 feet should be used as the class mark in the first band for fiber feeder loops. (Staff Brief at
13, Tr. 3501-05)

AT&T: AT&T's podition is that SWBT's LPVST program for determination of loop

investment uses flawed loop length averaging. AccordingtoAT& T, thiscostmodel hasabias built
intoit that causes|oop costs and the cost of shorter loopsto be overstated. SWBT’ sloop cost model
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does not determine cost based upon actual loop lengths, but assumesthat all |oops from oneto 1500
feet in length are 1000 feet in length. (Tr. at 2657-59, AT& T Brief at 32)

Mr. Zubkus testified that SWBT’s loop studies violate requirements of the Federd Act and
provisions of the State Act that pricesfor unbundled network elements be based on cost and be non-
discriminatory because such priceswould greatly exceed the cost that SWBT incurswhenit provides
such servicestoitself. Accordingto AT&T, SWBT’ sloop studiesfail to produce accurateestimates
of TELRIC and overstate the cost. (Tr. at 2657-59, AT& T Brief at 31)

AT& T’ srecommended solutionisto usethe AT& T LVPST work-alike programto determineloop
investment based on the actual sample, not by banded lengths. Mr. Zubkustestified that it would be
afairly ssmple process to redo the algorithms to look at the actual loop lengths as opposed to the
banding process. In fad, aspreadsheet model can easily be developed to replace LPVST. (AT&T
Brief at 32) AT& T'sresponseto RFI BJA-11 showsthat SWBT's banding method can substantially
overstate certain loop lengths. (Tr. at 2657-59)

SWBT: SWBT argues that AT&T’s position concerning the first band (1-1500 feet) is
incorrect, since loop lengths within this band are not uniformly distributed; there are relatively few
very short loops and the average for the band is close to 1000 feet. The actual difference between
the AT&T proposal versus the SWBT bands is minimal (less than 1%) and utilizing the SWBT
banding approach is avalid efficient modeling approach. (Moore, pg. 6-7.) Accordingto SWBT,
the average actual length of the first band is less than 2 feet different from the 1000 feet used by
SWBT; Staff’s 750 feet recommendation is not as reasonable achoice SWBT statesits * banded”
model platform is reasonable and should be retained. (Tr. at 2222-24, SWBT Brief at 16)

SWBT argues: that each sampleloop length isgroupedinto akilofoot rather than actual loop length;
this banding has de minimis impact on the study results; this is the model parameters previously
approved, and it is not an input issue. SWBT contends any change would require arevision to the
existing model. (Tr. at 2224)

Discussion: The Commission concludes that SWBT's "banding” approach should be modified.
SWBT may use either Staff's recommended adjustment or use the actual loop lengths as proposed
by AT&T. Staff recommended SWBT should adjust the class mark to 750 feet for copper logpsin
the first band, and should use 15,250 feet as the class mark in the first band for fiber feeder loops.

Issue No. CA-0002, Sharing of pde and conduit investment.

Staff: Staff arguesthat SWBT does not alwaysinstall its own poles; sometimesit rents spacefrom
another entity (e.g., an electric utility). SWBT also rents pole atachment space to others (e.g., toa
CATV firm). Sharing of thistypewill be of increasing significancein the future, as more and more
carriersshare the samerights of way (e.g. electric, cable television, long distance and multiplelocal
telephone carriers). Staff proposes that SWBT's forward-looking cost studies should recognize a
forward-looking view of structure cost sharing, or future revenue streamfrom other entities, which
will offset SWBT's pole and conduit costs. Staff believes that the overall effect of SWBT’s pole
factor seems reasonable. However, Staff recommends the use of dlightly different factors for the
three geographic zones— 0.82 in zone 1, 0.68 in zone 2 and 0.60 in zone 3. According to Staff,
these are more representative of thetrue pattern of costs, considering the different cable sizesthat
are typicaly present in rural and urban areas. (Tr. at 3420)

AT&T: AT& T spositionisthat SWBT makes no adjustment for prospective sharing of pole
and conduit investment in the non-Texas studies. In order to minimize tearing up streets and yards,
telephone, electric and cable providerswill have to make arrangements to share pdes and conduit
space. New telecom entrants will have to make these arrangements as well.



AT& T’ srecommendation is that SWBT's forward-looking studies should recognize this long-run
futuresharing of costs, or future revenue stream fromother providers,whichwill offset SWBT'spole
and conduit costs. Sincethere hasbeen no adjustments madeto the unbundled |oop study to account
for vendors utilizing poles and conduit space, AT& T believes modifications should be made to
SWBT’ soutside plant supporting structure factorsfor conduit and polesto account for |eased space
to others. Accordingto AT& T, SWBT should berequired to forecast future vendor utilization and
remove such costs from their unbundlied loop cost study. In addition, SWBT should model aerid
and buried feeder using tapered candles. Accordingto AT&T, thiswill remove the overstatement
of the cost of the feeder sincethe design does not takeinto consideration economiesof scale. SWBT
should use multi-line NID investment for its 2-wire 8db loop. (Tr. at 2669-74)

CURB: CURB arguesthat SWBT hasnot reflected facility sharing on aforward-looking basis
inits cost study. However, due to problems on how to reflect thisin the SWBT model, thisissue
is still being reviewed. CURB recommends that adjustments should be made as necessary to
consider the forward-looking aspects of sharing of facilities. (Tr. at 3270)

SWBT: SWBT arguesthat its UNE loop cost study is sufficient with regard to sharing of its
own structures. Pole and conduit costsincludedin the study areasmall part of the overall UNE loop
cost. The impact of current lease arrangements (revenues from sharing SWBT's structures) on the
overall loop costsisinsignificant. For that reason, the sharing of SWBT's structuresis not a part of
SWBT'smode platform. SWBT does not anticipateany significantly lesser or greater degree from
the leasing of its structuresin Kansas, (nor has AT& T provided any data to support that it will be
adding significant facilitiesto providelocal servicein Kansas, those that might require sharing). In
addition, many sharing arrangements are al so reciprocal in that no monetary transactionstake place.
SWBT’ s recommended solution isto retain SWBT's model platformstructure. (Tr. at 2224-25)

Discussion: SWBT's sharing should reflect Staff's proposed factorsfor the three geographic zones.
0.82in zone 1, 0.68in zone 2, and 0.60in zone 3, to better reflect the true pattern of costs. Rents
that SWBT receives under its current pole lease arrangements should be quantified on a per-loop
basis, and that amount should be subtracted from the per loop TELRIC cost, to avoid double
recovery by SWBT of polerentd charges.

Issue No. CA-0003, Cross conneds costs.

AT&T: AT&T arguesthat SWBT'scostsfor crossconnectsinappropriately includes switched
maintenance accesssystem (SMAYS) test points not requested by new entrants. New entrants should
not be forced to pay for functions that they do not want. AT&T proposes to require SWBT to
perform distinct cross connect studies, one with test points and one without test points. The CLEC
purchasing the cross connect will then have a choice of the level of serviceit expectsfrom SWBT.

AT&T asocontendsthatwhen SWBT devd opsthe cost for any unbundled element, SWBT includes
for that element the assets required to terminate the element at aframe. The cal culation for the cost
of anunbundled element includesall assetsrequired to establish that element plusthe assetsrequired
to terminate the element at across connect frame. AT& T's concern from across-connect cost study
perspective comeswhen SWBT cal cul atesthe investmentsto support the cross connect el ement and
includes the same assets that have already been included in the elements being cross conneded.
Thus, AT& T maintainsthe recurring cost associ ated with equi pment i sduplicative of theinvestment
that has already been captured in the elements being cross connected and should only be considered
once. (Tr. at 2653-54)

AT&T further contendsthat intermediate distribution frame (IDF) investment and therecurring cost
it generates should be considered separately. Loop cross connects with testing should have a
recurring costs associated with them, while loop cross connects without testing should not. SWBT
believes that it must includel DF investment whenever an unbundled element is being extended to
acollocation cage Thisisunnecessay accordingtoAT& T, becauseit isfar moreefficient to cable
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directly from the collocation cage to the main distribution frame (MDF) rather than going through
anintermediate frame. Placing an |DF between the MDFor digital cross-connect panel (DSX) and
the collocation cage inserts an additional point of failure and can complicate maintenance between
AT&T and SWBT.

SWBT: SWBT disagreeswith AT& T'sposition concerning theind usion of SM A Sted points
in its cross connect studies. SWBT must account for the costs it incurs to provide service to new
entrantsfor UNE services. AT& T's proposed changeswoul d not reflect how SWBT provides UNES.

SWBT argues that in an unbundled arrangement, providing SMAS test points is necessary. For
SWBT's purposes, it must have a SMAS point of service quality assurance. (SWBT Brief at 18)
These allow SWBT test system to access the loop, separate the loop and the connection to the
collocation equipment, and perform transmission tests from a remote location, as done on loops
serving SWBT customers. Thisisnecessary to provide comparablelevel s of maintenanceand repar
services on loops serving the LSP's customersto levelsthat SWBT achievesfor its end users. This
isnot an input issue. (Tr. at 2225-26)

Discussion: AT& T'sargument that thereisaduplication of investment cost for cross-connectsisnot
persuasive, and no adjustment to SWBT's TELRIC cost studiesisrequired. The Commission has
not yet determined whether the IDFisrequired for interconnection. SVBT should run the studies
with and without the investment for the IDF.

IssueNo. CA-0004, SWBT'spresent TELRIC levelsfar exceed numerous current tariffed loop rates
for business (e.g., Centrex, privateline, and others) which were claimed to be compensatory when
established.

Staff: Staff arguesthat AT& T has not drawn an appropriate comparison between costs and raes.
A portion of loop costs is recovered from interstate switched access charges, intrastate switched
access and toll charges, and other services (e.g. custom calling), as well as any support that might
bereceived fromthe state or federal universal servicefunds. Inevaluating thisissue the appropriate
comparison is between the total loop and switching UNE costs applicable to a typical customer
relative to the total stream of revenues that SWBT or a CLEC can typically generate from such a
customer. (Tr. at 3509-10) Staff recommends that to the extent a discrepancy between costs and
revenuesexists, it should beresol ved by devel oping appropriate forward-1ooking long-run UNE cost
estimates.

AT&T: AT&T s position is that SWBT's present "TELRIC" levels far exceed numerous
current tariffed loop rates for business (e.g., Centrex, private line, and others) which were claimed
to be compensatory when established. Given that these private line and Centrex service tariffs
include the cost of aloop (along with other equipment), this demonstratesthat SWBT's cost studies
are not true LRIC or TELRIC studies. Further, accordingto AT& T, AT& T and other CLECs will
not be able to effedtively compete in the private line and Centrex market, because end-user
customers would face the choice of purchasing these services from SWBT at arate that is at least
50% lower than the rate that AT&T could offer. AT&T states there is no reason for the cost
estimates in the cost studies to be erroneously higher than the end user service prices of SWBT.

AT&T recommends the devel opment of proper TELRIC loop investments. After making what
correctionsAT& T could, they still derived a**$10.93** cost for a2-wire, 8db loop. The costsare
still overstated and above what TELRIC cost estimates would be. (Tr. at 2653-56)

Birch: Birch requests the Commission consider what SWBT would charge a retail customer and
what SWBT would charge a CLEC for the same service. Birch contends competition will not
flourish if SWBT'sretail rates are less than CLEC's costs. (Tr. at 3172-74, Birch Brief at 8)



SWBT: SWBT disagrees with AT& T's assertion that retail rates and the identified LRIC
studiesare appropriate comparisonsfor UNE cost studies. Accordingto SWBT, theimplication that
UNE prices should be ebleto compete with all retail service pricesisfalse - many retail servicesare
not available everywhere, many retail services are parts of abundle of services purchased by a
consumer, and some retail prices are set below cost for public interest purposes.

SWBT arguesthat the LRI C costswould differ from the TEL RIC+ costsdueto timing, common cost
and joint cost identification. According to SWBT, at theretail servicelevel, agreater proportion of
total company costs are joint and common costs and haveno specific identification in LRIC costs.
In TELRIC studies for UNEs, the study detail is at alower level of cost identification resulting in
higher specific identification of joint and common with a specific UNE, an identification not
attendant to LRIC service studies. (Tr. at 2386-89)

Discussion: Birch's and AT&T's arguments that UNE prices for providing service by a CLEC
ideally should leave a margin availablethat allows a CL EC to compete contains substantial merit.
After reviewingtheresultsof SWBT'sKansas TEL RIC cost study re-runs, the Commission reserves
the right to examine the resultsin view of this concern.

Issue No. CA-0005, Mileage Element for Unbundled Local Loops

Staff: Staff’ spositionisthat increasing the cost of some unbundled local loopsto reflect adistance
sensitive component should be done. Thiswould increase the price of theloopsoutside the baserate
areaby $4.60. Thisisthe amount currently paid by SWBT's retail customers subject to a mileage
charge. Staff believes that underlying wholesale prices should reflect recovery of the higher costs,
at least to the extent that the Commission has found it to be appropriae (i.e. the mileage charge) to
recover those higher costsin the past.

Staff’ srecommended sol utionisto usethis same pricing in thewhol esale market. Staff believesthat
the mileage rate should be reflected in the CLEC wholesale market by making a corresponding
increaseto loop costs outside the baseratearea. According to Staff, imposition of thischarge better
aligns costs and rates and mimics what would occur in afully competitive market. (Saff Brief at
16-17) CLECswould pay more for rural located loops to reflect the higher costs involved. This
increasesthe price of the loops outside the base rate area by $4.60. The higher pricefor rural loops
should reduce the price of the loop inside the base rate area by alike amount. Staff has distributed
an analysis which shows the adjustment for each UNE zone. (Tr. at 3385-88)

AT&T: AT&T proposesthat costing should be the result of applying valid costing methods,
not arbitrary policy decisions. AT&T believesthisis a deaveraging issue and SWBT's cost study
methods presented in this case are inadequate to make a cost-based determination of this issue.
According to AT&T, all high cost UNE loops should be eligible for KUSF support. (Tr. at 2850)

CURB: CURB recommendsrejection of Staff’ sproposal toincreaserural, suburban and urban
costs/rates by $4.60 per line (for those customers outside the base rate area). Thisissue, along with
other deaveraging issues, should be deferred and subject to more detailed review in the
Commission’s KUSF investigation in Docket No. 98-SWBT-677-GIT. In addition, CURB would
recommend that the Commission propose that parties explore the option of an inside the base rae
cost and a mileage dement as an alternative to the present situation. (Tr. at 3271, CURB Brief at
36)

SWBT: SWBT argues that the mileage rate element is aretail rate not a UNE element. The
application of thisretail rateisnot aUNE cost based change, based upon the cost record at this point.
(SWBT Brief at 18) If SWBT's UNE loop rate is reduced by an amount equivalent to the average
mileage revenue, the revenues SWBT receives from its retail customers will be used to reduce the
price of a wholesale UNE. According to SWBT, the Staff's proposal results in SWBT's retail
customerssupporting itswholesale service. It isanti-competitive and violatesthe 1996 Telecom Act
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whichrequires SWBT to unbundleits network at its costs plus areasonablereturn. SWBT notesthat
no CLEC has requested this type of adjustment in any arbitration proceedings. SWBT contends
Staff’ s suggestion represents a change to the model platform and would involve additional billing
capability not now available in the SWBT billing programs. (SWBT Brief at 19, Tr. a 2389)

Discussion: The analysispresented by Staff contains merit. Itisevident that theloops costsvary by
the loop length. However, the Commission lacks sufficient evidence to determine the appropriate
adjustment. CURB's proposal to examine the $4.60 adjustment identified by Staff in more detail is
adopted. Whether such an adjustment is appropriate and the amount of such an adjustment should
be considered infuture proceedings.

Issue No. CA-0006, Aerial Strucure Costs

Staff: Staff contendsthat SWBT estimatesagerial structureinvestmentsby applying auniformfactor
to cableinvestment, regardlessof loop density. According to Staff, thisproceduretendsto overstate
aerial structure costsinareas with many loops per pole, and it may understateaerial structure costs
onrouteswith few |oops per pole. Staff's position isthat aerial structure costs should not bemodeled
as alinear fundion of cable investment.

Staff’ s proposed solution isto apply factors which vary with loop density or average cable sheath
size. Staff believesthat the overall effect of SWBT’ spolefactor seemsreasonable. However, Staff
recommendsthe use of slightly different factorsor the three geographic zones— 0.82in zone 1, 0.68
inzone 2 and 0.60 in zone 3. These are morerepresentative of the true pattern of costs, considering
the different cable sizes that are typically present in rural and urban areas. (Tr. at 3420)

AT&T: AT&T raised this issue in the Texas Arbitration and convinced the Texas
Commissionto require SWBT to develop amethod of determining pole and conduit costs that was
independent of the LPVST model. SWBT's method in Texas explicitly recognized
Commission-ordered prospective levels of sharing of poles and conduit. According to AT& T, the
TexasCommissionalsorequired SWBT to baseitsinvestment valueson booked investment adjusted
by CC/BC ratios rather than the much inflated Broad Gauge estimates of cost. (Tr. at 2669-70)

SWBT: SWBT asserts that Staff's statement isincorrect. SWBT proposes that the factor is
applied to the average cost per pair foot of aerial cable which is calculated by taking into account
all cable sizes and/or densities. Thisis not an input issue but arevision to SWBT's architecture of
the model selected by the Commissionin Phase 1. (Tr. at 2227-28; SWBT Brief at 19)

Discussion: Asdiscussedinissue CA-0002, SWBT'ssharing should reflect Staff's proposed factors
for the three geographic zones: 0.82 in zone 1, 0.68 in zone 2, and 0.60 in zone 3. The approach
used by the Texas Commission also containsmerit. The TexasCommission required SWBT to base
its investment values on booked investment adjusted by the CC/BC ratio, rather than the much
inflated Broad Gauge egimates of cost. SVBT should berequired to make asimilar adjustment for
its Kansas TELRIC cost studies.

Issue No. CA-0007, Conduit Costs

Staff: Staff’s position isthat SWBT estimates conduit investments by applying a uniform factor
to cableinvestment, regardlessof loop density. Staff proposesto apply factorswhich vary with loop
density or average cable sheath size. Staff contends SWBT’s trenching cost estimates do not
adequately reflect differencesin rural and urban conditions. However, giventhelimited information
availablefrom SWBT, Staff was unable to develop an alternative approach. Accordngly, Staff did
not recommend changesinthisarea. (Tr. at 3420)

SWBT: SWBT contends the parties have abandoned thisissue. (SWBT Brief & 19)

A - 41



Discussion: No adjustment is required.
Issue No. CA-0008, Cost of sparecable capacity

Staff: Staff argues that SWBT develops an allowance for the cost of spare cable cgpacity by
dividing estimated cable investment per pair foot by a percentage "fill" factor; this procedure tends
to overstate the cost of providing spare cable capacity because it ignores economies of scale
associated with installation of larger cable sheath sizes relative to smaller sizes.

Staff recommends to modify the SWBT approach to correct for thismodeling error. Long-run fill
factors should be substantidly higher than those typically present in an incumbent LEC’ snetwork,
but no greater than the “target” levelsused by network engineersto determinewhen relief is needed.
Staff’ s specific recommendation is to use a distribution fill factor of approximately 53%. Staff
states, for feeder cable, a 73% fill factor is reasonable, which is roughly equivalent to SWBT's
proposed feeder fill factors. (Tr. at 3419-20)

AT&T: AT&T’'s position is that SWBT ignores economies of scae associated with
installation of larger cable sheath sizes relative to smaller sizes. AT&T concurs with the Staff
assessment and has determined tha SWBT fails to recognize varying sizes of feede cable
investment in its loop studies but has been unable to determine how to modify SWBT's inputs to
correct the problem.

SWBT: SWBT continues to contend that Staff Consultant's statement is incorrect. SWBT
arguesthat the investments to which the fill factor is applied are average investments per zone and
take into account all cable sizes and/or densities. This is nat an input issue and could result in
significant changes to the SWBT model platform. (Tr. at 2228-29)

Discussion: Staff's recommendation is reasonable and SWBT should be required to use a
distribution fill factor of 53%. See also issue CA-0018. Because Staff's recommended feeder fill
of 73% isroughly equivalent to SWBT'sproposed feeder fills, there shoud not be an adjustment to
the feeder fill for the cost of spare cable capacity. It is unclear how changing the distribution fill
could result in significant changes to SWBT's model platform, dueto the fact that distribution fill
factors should be one of the inputsthat isadjustable. If SWBT continuesto believe that significant
changes to its model platform would be necessary to effectuate this seemingly straight-forward
adjustment, it should report back to the Commission explaining clearly why such significant changes
would be necessary prior to making such changes to the model platform.

Issue No. CA-0011, Cross conned investments.

AT&T: AT&T takes the position that cross conned investment has dready been fully
capturedintherecurring costsfor theunbundled el ementsbeing cross connected. Allowing recovery
here would constitute a double-count of the investment. (Tr. at 2653-54)

SWBT: SWBT arguesthat thisequipment isnecessary and isnot included in any other study.
SWBT contends that plug costs are not included in other elements and the IDF is a necessary
technical component required for unbundled elements. (Tr. at 2229-30, 2050-51)

Discussion:  The Commission has not yet determined whether the IDF is required for
interconnection. SWBT should run the studies with and without the investment for the IDF. See
CA-0003 and CA-0012.

Issue No. CA-0012, Should SWBT be entitled to recover investment for IDF frames?

AT&T: AT& T’ spositionisthat thisinvestment isentirely unnecessary and createsadditional
points of failure for customers in the interconnected network.
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SWBT: SWBT maintains the inteemediate frame and associaed cabling is the efficient
placement and will be required for unbundling. SWBT argues that plug costs are not included in
other elements and the IDF is a necessary technical component required for unbundled elements.
(Tr. at 2051-52, 2231-32)

Discussion: The Commissionisreviewing whether utilization of theintermediate distributingframe
(IDF) isanecessary technical component required for unbundlied elementsin Docket No. 97-SWBT-
411-GIT. SWBT should run the studies with and without the investment for the IDF.

Issue No. CA-0013, Should 30% of loops be considered feeder cable only connecting directly to
drop or building cable?

AT&T: AT&T’ s position is that yes, 30% of loops should be consdered feeder cable only
connecting directly to drop or building cable. Without feeder/distribution interfaces, customersare
directly connected to the central office over feeder plant.

SWBT: SWBT countersthisargument stating that AT& T assumesincorrectly that distribution
cablesarefeeder cables (that have higher fillsand larger, lessexpensive cables). Thisisnot thetrue
characteristics of these cables. Cablesare still feeder and distribution regardless of the nature of the
interface between the two. (Tr. at 2232-33)

Discussion: AT&T's argument is not persuasive that an adjustment is needed for this issue and,
therefore SWBT should not be required to make AT&T's proposed adjustment to the Kansas
TELRIC cost studes.

Issue No. CA-0014, Should the cost for premise termination (Network Interface Deviceor NID) be
aweighted average of single and multiple termination NIDs?

AT&T: AT&T argues that SWBT assumes that all 2-wire 8db loops would use a premise
termination that is capable of handling only one or two loop terminations. Thus, in the unbundled
loop study, SWBT assumed a singleline network interface device NID. (AT&T Brief at 35) This
raises the price of the unbundled loop most often used by entrants. AT& T believes that 8db loops
connect to both single and multiple termination devices. Multiple termination devices are less
expensive per termination. Assuming only single termination devices inappropriately inflates cost.
(Tr. at 2667-68)

AT&T recommends that the Commission should reject SWBT's premise. Since SWBT only
purchases multiline NIDs the correct way to model NID costs for 2-wire 8db distribution subloops
iIstouse multiline NIDs. (AT&T Brief at 35) The Commission should order SVBT to identify dl
activities associated with the instalation of the NID and identify where these costs are being
recovered. Additionaly, AT&T recommendsto follow AT& T’ s costing principles which would
result in an approximately 39% to 42% cost reduction in an 8db loop, which is probably the most
critical element that AT& T would order in a competitive situation. (AT&T Brief at 33)

CURB: CURB argues that loops should reflect proper costs for NIDs considering
single/multiple termination devices. CURB’s recommended solution is to make adjustments as
necessary to consider thisissue.

SWBT: SWBT’s position is that the cost for premise termination should be a weighted
averageof singleand multipletermination NIDs. Theresult of such aweighting would beminimal -
lessthan 1% of cost. (SWBT Brief at 20, Tr. at 2233) SWBT’ s recommended solution isto retain
SWBT’ Sinput.

Discussion: SWBT should identify all activities associated with the installation of the NID and
identify where those costs are being recovered. The Commission adopts AT&T's and CURB's
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recommendationsthat loops should reflect proper costs for NIDs, including considering single and
multiple termination devices. AT&T hasindicated that the 8db loop is probably the most critical
element that AT& T would order inacompetitive situation and that such loopswould connect to both
single and multiple termination devices. SWBT should reflect a weighted average of single and
multiple termination NIDs in Kansas TELRIC cost studies.

Issue No. CA-0015, Should the mix of non-integrated or universal digital loop carrier (UDLC) and
integrated digital | oop carrier (IDLC) be changed to reflect 100% IDLC?

AT&T: AT&T contends that IDLC is more forward-looking than UDLC. To be consistent
with LRIC, IDLC should beassumed. AT& T contends SWBT cost studies should reflect that 70%
of the loops are cooper and 30% of the loops are TR-303. (Tr. at 2854-56)

CURSB: CURB'’sposition isthat theloop should properly reflect the least-cost most efficient
technology, which should reflect IDLC. SWBT’s network should reflect IDLC as an efficient
forward-looking component. However, adequaterepresentationof IDLC isnot presentin SWBT'’s
network. Use of IDLC on amore comprehensive basiswould reflect an efficient, forward-looking,
least cost network. CURB stated that, in response to a datarequest, SWBT provided abooklet that
forecasted 31% use of fiber basad DL C by 2003, mog of which will be TR-303 equipment. (Tr. at
3272)

CURB recommends at a minimum that 33% and at a maximum 100% of SWBT’ s access lines be
considered IDLC. (CURB's July 30, 1998 response to Commission Q.9.) CURB believes that
scenarios should be provided to the Commission showing theimpact that a33%, 50% and 100% mix
of IDLC would have on the studies. Whether 33%, 50% or 100% is used may depend on the cost
outcomes and the Commission’s interpretation of what constitutes forward-looking long-run cost
studies. Cost studieswith higher mixes of IDLC should produce reductions in costs, not increases
in costsas SWBT’ stestimony may seem to indicate. (CURB Brief at 40-41; CURB’ s Reply dated
August 5, 1998 to Commission Q.2)

SWBT: SWBT maintainsthisis an issue about combining, not just aquestion of efficiency.
SWBT contends there is no UNE such as unbundled IDLC. (SWBT response of Deere Q.4)
Integrating the loop with the switch, asis the case with IDLC, is combining, not unbundling. Any
percent of IDLC will not reflect the unbundled network design. Inaddition, IDLC isnot an efficient
design for unbundling, or any other UNE application. SWBT contendsthe question is whether the
Central Office terminals that are required for DLC be removed from the loop studies, assuming
IDLC. SWBT asserts that the Central Office terminals that are required for DLC should not be
removed from the loop studies, assuming IDLC. SWBT recommends to retain SWBT's input.
SWBT stated that approximately 20% of the lines using DLC are served with IDLC. See also
Response to Deere Q.2.

Discussion: CURB's recommendation (Tr. 802-804) that IDLC represents the forward-looking
technology and should bereflected in the cost studiesisreasonable. CURB presented evidencethat
forecasted 31% use of fiber based DL C, most of which will be TR-303 equipment. A mix of 25/75
IDLC to copper represents aconservative farward-looking design. SWBT should use a 25/75 mix
of IDLC and coope. SWBT should remove a proportional amount of the investment for central
office terminals that are required for DLC.

Issue No. CA-0016, Should 30% of the investment in Feeder/Distribution Interfaces (FDIs) be
eliminated because 30% of |oops have no distribution cable?

Staff: Staff contendsthat SWBT assumes FDI's are ubiquitously deployed, increasing investment.
If thisisin fact the minimum cost forward-looking configuration, the corresponding reductionsin
mai ntenance/operationscosts should morethan off set the extrainvestment. According to Staff, plant
expensefactors should be reduced by at least as much asthecost of the extraFDIs, reflecting the net
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savings achieved through the forward-looking, | east cost network configuration. Staff recommends
that buried cable expense factor should be reduced to reflect the net savings achieved through
ubiquitous deployment of FDIs. (Tr. at 3499-500)

AT&T: AT&T argues 30% of the investment in FD Isshould be eliminated because 30% of
loops have no distribution cable. SWBT's FDI investment should be reduced by 30% because by
SWBT's own admission 30% of its distribution pairs do not use FDIs.

SWBT: SWBT contendsthat Feeder/Distribution Interfaceisnot included in the study based
upon current relationship. The study shoud reflect efficient forward-looking costs, similar to
efficient fiber and copper relationships. (Tr. at 759)

Discussion: SWBT's argument that FDI represents a forward-1ooking technology and should be
reflectedinthe TELRIC studiesisreasonable. AT& T's proposed adjustment should not be adopted.

Issue No. CA-0017, Should loop cods be estimated using actual sasmple loop lengths?

Staff: Staff’ spositionisthat itisn't necessary toreplacethe"banding” approach with actual sample
data, sinceit generally developsloop lengths which are consistent with the underlying sample data.

Staff’ srecommended solution isto retain the "banding” approach. Staff concludesthat the banding
method used by the Company is generally appropriate and valid with two minor exceptions— 750
feet should be used asthe class mark for copper feeder loopsin thefirst band and 15,250 feet should
be used as the class mark in the first band for fiber feeder loops. (Tr. at 3500-05)

AT&T: AT&T’ s position is that loop costs should be estimated using actual sample loop
lengths. Thisisnecessaryto avoid overstatements of loop costs. AT& T'sL PV ST work-alike model
corrects this deficiency by determining loop investments for each loop. (Tr. at 2657-59)

AT& T’ srecommended solutionisto usethe AT& T LV PST work-alike programto determine loop
investment based on the actual sample, not by banded lengths. Mr. Zubkustestified that it would be
afairly ssmple process to redo the dgorithmsto look at the actual loop lengths as opposed to the
banding process. Infad, aspreadsheet model can easily be developed to replace LPVST. (AT&T
Brief at 32) AT& T'sresponseto RFI BJA-11 showsthat SWBT's banding method can substantially
overstate certain loop lengths. (Tr. at 2657-59)

SWBT: SWBT viewsAT& T'sproposed issue here asoneand the sameas CA-0001. SWBT's
loop studies utilize acdtual sample lengths. According to SWBT, AT&T has not produced a study
which SWBT can use to validate AT& T's assertion; there is no overstatement; and one thousand
(1000) feet for Band 1 is appropriate. SWBT contends that this is not an input issue. The SWBT
model platform was previously approved. (Tr. 2238-39)

Discussion: The Commission concludes that SWBT's "banding" approach should be modified.
SWBT may use either Staff's recommended adjustment or use the actual loop lengths as proposed
by AT&T. Staff recommended SVBT adjust the class mark to 750 feet for copper loopsin thefirst
band, and should use 15,250 feet as the class mark inthe first band for fiber feeder loops.

Issue No. CA-0018, What value should be used for the distribution fill factor?

Staff: Staff’s position is that to be consistent with the long-run economic costing approach,
distribution fill factors should be higher than the overall average fill level typically present in
SWBT's network, but no greater than the "target" levels used by network engineersin determining
whether distribution cable must be reinforced.



Staff proposes to make appropriate adjustmentsto SWBT's distributionfill factors, to be consistent
with a forward-looking long-run planning horizon. Long-run fill factors should be substantially
higher than those typically present in anincumbent LEC’ s network, but no greater than the “target”
levels used by network engineers to determine when relief is neaded. Staff’s specific
recommendation is to use adistribution fill factor of approximately 53%. For feeder cable, a 73%
fill factor is reasonable, which is roughly equivalent to SWBT’s proposed feeder fill factors. (Tr.
at 3490-94)

AT&T: Both AT&T and Staff agree that SWBT's "actual” fill factor used in SWBT’s cost
studiesisinconsistent with TELRIC principles. (AT&T Brief at 33) To comply with TELRIC's
cost causation principle, the fill factor should be the fill factor expected at full utilization not that
which reflects significantly under utilized distribution. (AT&T Brief at 33) Accordingto AT&T,
SWBT sactual fill factor isunrealistically low in light of competition and expected growth; SWBT
has experienced significant line growth in second lines; and consequently, fill factors should climb
in this competitive and growth environment. (Tr. at 2660-66)

AT&T recommendsa**50%** fill factor toreflect theuse of onehalf of SWBT’ sdistribution plant.
Thisisthefill factor AT& T expectsSWBT will experience during competition having to gradually
become moreefficient duetothe changefrom monopolisticto competitiveenvironment. INSWBT's
Kansas Megalink Custom Incremental Cost Study, SWBT uses afill factor of **61.9%**. Thefill

factorsin the two studies should be the same.

SWBT-: SWBT’ s position is that the network that will be unbundled is the actual SWBT
network. These fills are representative of that SWBT network and are a reasonable projection of
actual utilization based upon that network. According to SWBT, the fill factors are actually
conservative since they do not reflect migration of customers due to facility-based competition.
Target levels are not reflective of cost. (Tr. at 2074-75, 2220)

Discussion: As noted in issue CA-0008, SWBT should use a53% distribution ceble fill factor in
its Kansas TELRIC studies.

Issue No. CA-0019, Should drop length inputs vary across geographic zones?

Staff: Staff’spositionisthat SWBT uses a uniform assumed drop length of 125 feet that does not
vary by geographic zone. According to Staff, SWBT has not provided adequate justificaion for this
particular length, nor the lack of variability; drop lengths necessarily tend to vary depending upon
the distance from the street to the customer's premises; and longer drops are necessary inrural areas
relativetourban areas. Staff recommendsto sel ect more gopropriatedrop length assumptions, which
should vary across geographic zones. (Tr. at 3421)

AT&T: AT& T spositionisthat SWBT uses auniform assumed drop length of 125 feet that
does not vary by geographic zone. AT& T makes no recommended solution on thisissue.

CURB: CURB contends that drop costs/lengths should reflect reasonably accurate
information supported by more precise information and be adjusted as necessary. CURB
recommends to make adjustments to reflect more accurate information as necessary.

SWBT: SWBT contend that Staff isincorrect in itsassertions. The preponderance of drops
arein metropolitan exchange areas. As such, theloop study would appropriaely reflect thedrop data
requested. SWBT’ Sfield experience indicates that actual droplength by geographic zones does not
vary significantly. Thisisamodel platform design not aninputissue. SWBT arguesfor theretention
of model platform and 125 feet input. (Tr. at 2239-40)

Discussion: Thereis no need to change SWBT's drop length input value of 125 feet at thistime.
However, in future proceedings SWBT should provide information more detailed information for
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drop lengths. For the Kansas TELRIC studies, SWBT should retain the 125 foot drop length input
value.

Issue No. CA-0020, Should drop costs reflect a “fill” factor?

Staff: Staff’ spositionisthat SWBT developsthe cost of dropsby dividing estimated cost per foot
by a percentage "fill" factor; this procedure can overstate the cost of drops because it does not
accurately reflect differences in the cost of drop wire and cable used to serve different size
customers. Staff proposes to modify the SWBT approach to correct for this modeling error.

AT&T: AT&T argues that SWBT overstates the cost of drops through use of afill factor.
AT&T makes no recommended solution on thisissue.

SWBT: SWBT arguesthat the SWBT fill input for dropsis appropriate. SWBT only applies
afill to multi-premisesdrops. Thisfill reflectsthat not all pairs are always utilized and providesfor
an estimated average across all different sze customers. SWBT proposes to retain SWBT's
methodol ogy.

Discussion: Because SWBT only appliesafill to multi-premisesdrops, no adjustment is necessary.

Issue No. CA-0021, Should Contractor/Trenching costs be adjusted to appropriately reflect higher
trenching costs in congested urban areas?

Staff: Staff argues that in its loop cost studies SWBT assumes uniform contractor costs for
trenching that do not vary by geographic zone. According to Staff, the cost of trenching varies
between downtown, suburban and rural areas due to differences in the frequency of encountering
man-made obstacles. For example, in downtown urban areas additional costsare incurred because
arelatively large percentage of thetrenching effort will involvetunneling under or aroundsidewalks,
streets, and other utility lines. Giventhelimitedinformationavailablefrom SWBT, Staff wasunable
to develop an alternative approach. Accordngly, there areno recommended changes inthis area.
(Tr. at 3498-99)

AT&T: AT& T spositionisthat SWBT assumes uniform contractor costs for trenching that
do not vary by geographic zone. However, AT& T makes no specific recommendation on thisissue.

SWBT: SWBT  spositionisthat contractor costs do not need to be adjusted since these costs
dovary in SWBT’ Sstudieshby type of plant, e.g., underground, buried, and aerial. The costs of such
placements are applied to cable investment for the various types and multiplied by a Cable Mix
percentages, by geographiczone, inthe costmodel which representstherel aive placements of those
types of plant. Therefore, the effect of contractor cost assignments and the Cable Mixes applied
resultsin placement costs that are not uniform across geographic zones. SWBT proposestoretain
SWBT’ s methodology. (Tr. at 2241-42)

Discussion: No adjustment was recommended, thus no adjustment is required.

Issue No. CA-0022, Feeder Stub Calculations

Staff: Staff’s position isthat SWBT develop total feeder cable lengths, and feeder stub lengths,
using inventory data related to existing FDI and Digital Loop Carrier (DLC) locations in its
embedded network. According to Staff, the procedure used by SWBT does not necessarily provide
reliablemeasures of feeder cablelengthsor feeder stub lengthsfor usein aforward-looking long-run
cost study.

Staff recommends to modify SWBT procedures in order to develop more acaurate feeder cable
lengthsand/or feeder gublengths. According to Staff, buried cableexpensefactor should bereduced
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to reflect the net savings achieved through ubiquitous deployment of FDIs. Staff contends the
Company’s study double counts the feeder stub length, which can be solved by eliminating the
feeder study costs, thereby effectively assuming that fiber feeder will be used over theentiredistance
to the FDI. In the alternative, instead of eliminating the feeder stub investment, the fiber cable
calculations could be modified to eliminate the overlap. (Tr. at 3505-08)

AT&T: AT&T arguesthat SWBT devel opstotal feeder cablelengthsand feeder stub lengths
using inventory data related to existing FDI and DL C locations in its embedded network. AT&T
makes no specific recommendation on thisissue.

SWBT: SWBT contendsthat BJA's proposal istoo vaguefor additional explanation. SWBT
arguesthat no adjustment isneeded — the model adequately resultsinreasonabl e cost identification.
(SWBT Brief at 21) SWBT proposes continued use of SWBT's input and procedures.

Discussion: Asproposed by Staff, an adjustment isnecessary. The adjustment presented by SWBT
witness Moore during his presentation (SWBT 7/16/98 Loop Session Exhibit, page 22) represents
areasonable correction for this, and SWBT should reflect such acorrectioninits Kansas TELRIC
study runs.

Issue No. CA-0023, Residual calculation of distribution cable costs

Staff: Staff arguesthat SWBT estimates distribution cable investments per pair foot on aresidual
basis, by subtracting feeder cableinvestmentsper pairfoot fromtotal cableinvestmentsper pairfoot,
and that the procedure used by SWBT does not necessarily provide reliable estimates of the cost of
distribution cable, particularly if errors exist in the estimated total cable investments per pair foat
or the feeder cable investments per pair foot. However, Staff is unable to correct the problem
without creating additional problems. (Tr. at 3512)

CURB: CURB contends that SWBT estimates distribution cable investments on a residual

basis without supporting documentation. CURB proposes that SWBT develop more acaurate
calculations.

SWBT: SWBT argues that the process hasreliable results. SWBT states total plant consists
of feeder plant plusdistribution plant. SWBT contendsthe derivationof distribution investment can
be calculated by subtracting the feeder plant from the total plant. SWBT’srecommended solution
Isto continue use of SWBT'sinput and procedures. (Tr. at 2243-45)

Discussion: Although SWBT's method may be flawed, Staff recognized the difficulty in correcting
the problem. No adjustment was proposed; therefore, no adjustment is ordered.

Issue No. CA-0024, Intermediate Loop Investment Calculations

Staff: Although Staff identified thisissue, Staff did not make a recommendation.

SWBT: SWBT contends that there are an abundance of FDIsthat make up SWBT'sloopsin
Kansasthat serveasan adequate basisfor assessingtheaveragesizeof FDIs. SWBT’ srecommended
solution is continued use of SWBT's input and procedures. (Tr. at 2245)

Discussion: No adjustment was proposed.

Issue No. CA-0025, Loop Cable Sheath Sizes

Staff: Staff asserts that when computing cable investments per pair feet, SWBT includes various

cable sheath sizes using inventory data related to existing copper cables in its embedded network.
According to Staff, the procedure used by SVBT does not necessarily provide reliableestimates of
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themost cost effective or appropriate mixture of cable sheath sizesfor usein aforward-looking long-
run cost study. Staff contends this weighting methodology creates a serious double counting
problem; 22- and 19-gauge cable dataare used twice— oncewith referenceto their own gaugesand
once with reference to the 26- and 24-gauge cable investment; and such double counting places
much too much weight on the small sheath sizes. (Tr. at 818, Staff Brief & 14)

Staff strongly recommends that the Commission order SWBT to correct thisdouble counting error
by applying only 26-gauge sheath feet inventory data to 26-gauge cable investment and only 24-
gauge sheath feet inventory datato 24-gauge cableinvestment, while continuing to apply the 19 and
22 gauge inventory data to their respective cable investments during the weighting process, as
recommended in Staff’ s testimony. (Staff Brief at 16)

AT&T: AT& T spositionisthat SWBT computes cableinvestments per pair foot for various
cable sheath sizes using inventory data rd ated to existing copper cables in itsembedded network.
AT&T concurswith the Staff assessment and has determined that SWBT failsto recognize varying
sizes of feeder cableinvestment in itsloop studies but has been unable to determine how to modify
SWBT's inputsto correct the problem.

CURB: CURB arguesthat SWBT'scal cul ationsare based on embedded information and more
appropriate sizing of cable is necessary. CURB proposes tha SWBT develop more accurate
calculations as necessary.

SWBT: SWBT argues that the process has reliable results. BJA's proposal is too vague for
additional explanation. SWBT proposesthe use of SWBT'sinput and procedures. (Tr. at 2245-46)

Discussion: Cable sheath sizes used in SWBT's cost studies should reflect the most cost effective
and appropriate mixture of cable sheath sizes for use in a forward-looking long-run cost study.
Staff's recommended adjustment is appropriate and necessary, and SWBT's TELRIC study runs
should reflect the correction presented by Staff.

Issue No. CA-0026, Is SWBT’ s Kansas model methodology the same as in other states?

AT&T: AT& T spositionisthat the overal validity of loop costsand virtually all modelsis
not documented. SVBT refuses todemonstrate tha theloop cost methodology itisusing in Kansas
isvirtualy the same as it has used in other states.

AT&T contendsthat SWBT failsto takeinto consideration sharing of poleand conduit investments
as it was ordered to in Texas. SWBT uses aerial structure and conduit investment methods in its
Kansasstudiesthat are d so inconsistent withits Texas methods. Seeissues CA-0002, CA-0006, and
CA-0007. SWBT should be required to expressly recognize forward-looking adjustments for pole
and conduit sharing aswell as pole and conduit investment determinations consistent with its Texas
methods.

CURB: CURB arguesthat SWBT has not been ableto document any cases of validity testing
of itsmodel. Thereisno way for partiesto perform independent testing on the model sinceitisnot
availablein PC form. Additionally, SWBT has not been responsive to running any scenarios for
CURB in order to validate the model. CURB concludesthat thereisno way to vouch for the model
given the current form.

CURB recommendsthat the Commission put SWBT on noticethat if it wishesits cost studiesto be
considered (among other alternatives) for future usein Kansas, then SWBT must prepare aPC-based
portablecost model which meetsthe requirements of the criteriaat paragraph 250 of the FCC' sMay
8, 1997 order on universal service. Thismodel must be provided on anon-proprietary basisand be
generally availableto all partiesinaproceeding. Severa states such as Georgiaand Minnesotahave
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required that the incumbent RBOC provide portable PC-based cost models in working order.
(CURB Brief at 42, Tr. at 3279)

CURB points out that the problem with SWBT’ s mainframe based modd in this proceeding is that
it was not possiblefor CURB to independently test themodel, and SWBT was not willing to run any
alternative scenariosfor CURB. Infact, if validationtests had been performed onthe SWBT modd,
certaininherent problemsinthe SWBT model might have been identified and corrected before this
stage of the proceeding. (Tr. at 3279) Cog study proceedings where these portable PC-based
models could be used include future UNE cost proceedings (after expiration of current arbitration
agreements or upon complaint) before the Commission, current KUSF cost proceedings and in
deciding which future cost studiesto sendto the FCC for interstate universal service determination.
(CURB’s July 30, 1998 response to Commission Q.10)

SWBT: SWBT assertsthat only Kansasinformationisused in SWBT'sinputs. CURB'spoint
isnot accurate. SWBT recommends to continue use of SWBT's factors. (Tr. at 2246)

Discussion: SWBT should be required to conform certain aspects of its Kansas TELRIC studies
with the findings of the commissionsin Texas and Missouri. Seee.g., issue CA-0006. Given the
problems that the parties have experienced with getting SWBT to run different scenarios on its
mainframe-based cost models, and the inability of the parties (other than AT&T) to replicate
SWBT'sresults, SWBT should promptly compl eteits process of convertingitsmodelstorunon PCs
and otherwise developing PC-based cost models tha can be utilized by Staff and othe parties.
While the Commission approved the use of SWBT's mainframe-based models in this proceeding,
thereis aneed for parties to have better access to SWBT's cost study models in order to test them
and run different scenarios.

Issue No. CA-0027, Isthere acap on certain loop (and other) landline costswhereit is assumed that
oncecosts/ratessurpassacertainlevel it becomesmorefeasibleto offer (or for customer to subscribe
to) non-landline dternatives?

AT&T: AT&T questions on the issues matrix whether there is a cap on certain loop (and
other) landline costs where non-landline alternatives are assumed. AT&T, however, makes no
specific recommendations on this issue.

SWBT: SWBT argues for the dismissal of thisissue.

Discussion: There is provision for inputting a cap on loop investment in the HAl and BCPM
models, and SWBT shouldimplement asimilar input variablein its own loop modelsto the extent
that one does not already exist. Therecord islacking in evidence on what level of loop cost should
be capped, thus, any capping adjustment should not be required at thistime. However, SWBT and
the parties should address the issue of an appropriate loop cost cap in future Kansas cost study
proceedings invadving the determination of loop costs for TELRIC and KUSF purposes.

IssueNo. CA-0028, SWBT will not provideaccessto its Business Action Plan to address| east-cost,
most-efficient technology as it relates to the loop and other cost studies, along with related
depreciation rates and lives issues.

AT&T: AT& T’ s position is that the Business Action Plan impact on loop least-cost is the
most-efficient technology. However, SWBT will not provide accessto its Business Action Plan.

AT&T maintains that access to SWBT's Busness Action Planis critical to setting TELRIC rates,
particularly as SWBT'sinternal planning may substantially contradict SWBT'sown TELRIC study
assumptions. TEL RIC studies should not be done on a static, frozen as of 1995, basis. TELRIC is
forward-looking and SWBT's Business Action Plan coud reveal agreat deal about what the future
holds. SWBT should provide access to its Business Action Plan.
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CURSB: CURB originally argued that SWBT Business Action Plan dfect on least-cost,
most-efficient technology as it relates to the loop and other cost studies, along with related
depreciation rates and lives issues is significant. However, SWBT provided CURB access to its
Business Action Plan.

SWBT: SWBT’ s response to these arguments can be found in the discussion and solution
section for issue AE-0018.

Discussion: As noted elsewhere, this issue relates to a discovery dispute. CURB was provided
access to SWBT's Business Action Plans and addressed SWBT's plan in itstestimony. Therefore,
thisissue should be considered moot.

Issue No. CA-0029, Number of second lines and related growth has not been made available by
SWBT.

Staff: Staff’ spositionisalso that the number of second linesand related growth has not been made
availableby SWBT. Thetype of information requested by CURB could beuseful inunderstanding
and resolving variousissues concerning the cost studies. Staff recommendsthat totheextent SWBT
has not provided information inatimely manner which would assi st the parties and the Commission
in understanding the cost studies, and/or making appropriate adjustments to the inputs and other
aspects of the studies, this should be considered in resolving the issuesin this proceeding.

AT&T: AT&T contends that the number of second lines and related growth has not been
made available by SWBT. AT&T has reviewed SWBT's response to AT&T Request For
Information 4.43 rel ated to demand forecasts and has determined that SWBT hasfailed to consider
the effects of second-line demand inits TELRIC fill factors. SWBT'sfill factors should be restated
to forward-looking levels.

CURSB: CURB’sposition isthat SWBT did not provide the number of second lines (or the
related growth inthisarea) in order to test fill (capacity) and address overall reasonableness of loop
costs.

SWBT: SWBT argues that it does not track second line growth. SWBT’s recommendation
isto delete thisitem.

Discussion: Thisissuerelatesto adiscovery digutethat ismoot. Theinformation was provided and
appears at page 3272 of the transcript and in Exhibit JAZ-29.

Issue No. CA-0031, SWBT has denied access to itsretail CENTREX cost studieswhich should be
used to gauge unbundled loop costs, overheads and pricing.

Discussion: This disoovery dispute wasresolved and AT&T was provided access.

Issue No. CA-0032, SWBT has denied access to its capital/construction budgets which can be used
to determine least-cost, most-efficient forward-looking technology plans, as well as being used in
conjunction with analysis of proposed depreciation lives and rates.

AT&T: AT&T asserts that SWBT has denied access to its capital/construction budgets.
AT&T contends access to SWBT's capital construction plans would be very helpful in setting
TELRICrates, particularly as SWBT'sinternal planning may substantially contradict SWBT'sown
TELRIC study assumptions. According to AT& T, TELRIC studies should not be done on a static
basis. TELRICisforward-looking and SWBT'sconstruction budgets could reveal agreat deal about
what the future holds. Information in SWBT'sconstruction plans should be factored into the studies.



CURB: CURB arguesthat SWBT’ s construction budgetswould be useful for evaluating the
reasonableness of depreciation rates and lives, but has not received such information from SWBT.
CURB has spent considerable time and effort trying to get access to the best and most timely
documentsin order to validate SWBT’s requested rates/lives. However, this information has not
been forthcoming. (CURB Brief at 43-44)

SWBT: SWBT has provided what information was available via an information request.
SWBT recommends to delete this issue.

Discussion: Thisissues involves adiscovery dispute. SWBT has provided what information was
available via a data request.

Issue No. CA-0033, Evaluation of type of service issues

AT&T: AT&T contends that access lines by type of service to evaluate weighting/loop
sample cannot be determined. However, AT& T takes no position on thisissue.

CURB: CURB assertsthat accesslinesby type of serviceto evaluate wei ghting/loop sample
cannot be determined. CURB oontends that SWBT will not provide number of access lines/loops
by type of service (residence, business, CENTREX, payphone, etc.) in order to determine some
weighting of loops by type of service and to apply recurring/nonrecurring charges to loops to
compare potential wholesde revenues compared to current retail revenues as a test of
reasonableness. SWBT also will nat provide historicd information on access lines to evaluate
forward-looking growth, etc.

SWBT: SWBT arguesthat UNEsarenot determined or provided by classof services. CURB's
description isinappropriate. SWBT recommends to delete this issue.

Discussion: UNES prices arenot based upon the dass of servicethe CLEC intendsto offer. It does
not appear that additional information would affec the recommendations and results.

Issue No. CA-0034, Has SWBT provided adequate support for itsloop sample?

AT&T: AT&T contends that the loop sample isnot justified and SWBT has not provided
supporting documentation for its loop sample. However, AT&T takes no position on thisissue.

CURB: CURB'’ s primary concern isthat SWBT’s current loop sample cannot be validated
since details of the sample are not reasonably available SWBT has not stratified its loop sample
which creates questions about the validity of the sample. Mr. Ostrander explainsthe problemswith
obtaining and validating SWBT’ sloop samplein much detail in hisdirect, supplemental and rebuttal
testimony. (Tr. 3274-3278, 3281-3289 and 3329-3333.)

CURB arguesthat SWBT’ ssimilar approach to loop sample was rejected in Texas and SWBT was
required to provide aloop sample by wire center which is what CURB recommends for this case.
Additionally, loop costs could be misstated depending upon types of loops which are omitted from
the sample or not adequately represented. Since SWBT does not know what information its sample
includes on awire center basis there couldbe unintentional errors. SWBT’ssampleisnot asample
on awire center basis so it lacks the precision and accuracy required to set reasonable costs which
can be validated.

CURB originally recommended a reasonable sample of loops basad on a wire center basis, but a
sample of 100% of Kansasloopswould remove all potential error. However, CURB is proposing
an alternative to resolve its existing concerns with SWBT’ s loop sample. CURB will consider its
concerns satisfied in this area (for purposes of this proceeding) if the Commission adopts Staff’s
proposal to correct errorsidentifiedin SWBT' s cable investment calculations. Staff’ sadjustments
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essentially correct the problem of unreasonably high rural loop costs. The problem of high loop
costswas the major concern CURB was trying to alleviate inits attempted review of SWBT’ sloop
sample. Staff addresses the problem with SWBT’ s cableinvestments in issue areas AC-0004 and
CA-0023. Dr. Johnson addresses this issue in hisdirect testimony and in his presentation to the
Commission. (Tr. 3421, 4052-4057) This issuesis also addressed in the Staff’s July 30, 1998
responseto Commission Q4.) Itisimperative that Staff’ s adjustment be adopted in order to bring
Kansasrural loop costs back in linewith the cost of rural loopsin surrounding states and with urban
and suburban loop costsin Kansas. (CURB Brief at 45)

SWBT: SWBT argues that as discussed in the February workshops, SWBT does not
separately identify class of service when conducting loops UNE costs studies. CURB's request
pertainsto retail servicesand not UNE costs. SWBT recommendsto deletethisissue. (Tr. at 2246-
47)

Discussion: SWBT should be required tomake the adj ustmentsrecommended by Staff inissues AC-
0004 and CA-0023. Making these adjustmentsreasonably addressesconcernsraised by CURB. The
Staff-recommended adjustments aresufficient at thistimefor purposesof SWBT'sKansas TELRIC
study runs.

Issue No. CA-0035, Broad Gauge Study |ssues

Staff: Staff argues that the Broad Gauge cost information reflects numerous assumptions and
calculations which were not provided with the cost studies or supporting workpapers and source
documents. Staff is endeavoring to analyze the Broad Gauge costs to identify anomalies,
inconsistencies ar other potential problems.

Staff proposes to the extent SWBT has not provided information in a timely mannea which would
assist the parties and the Commission in understanding the cost studies, and/or making appropriate
adjustmentsto the inputs and other aspects of the studies, this should be considered in resolving the
issuesin this proceeding.

AT&T: AT&T contendsthat SWBT has not provided adequate support for its Broad Gauge
cost estimates. AT& T takes no position on thisissue.

CURSB: CURB asserts that there are issues in the broad gauge study regarding sampling,
averaging of costs and related adequate cost basis, as well as difficult versus easy placement
determination.

SWBT: SWBT respondswith asserting that CURB'sdescription isvague and doesnot provide
sufficient detail for SWBT to respond. SWBT recommends that this issue be deleted.

Discussion: As noted in issue CA-0023, SWBT shaould reflect Steff's cable gauge adjustment in
SWBT'sKansasTELRIC studies.

Issue No. CA-0036, Do oopper/fiber cross-over calculations consider proper economic
considerations inthe cal culations?

AT&T takes no position on thisissue.
SWBT recommends to use SWBT'sinput.
Discussion: No adjustment to SWBT's copper/fiber cross-over calculationsis necessary.

DA Switching Studies
Issue No. DA-0001, Embedded cods.



AT&T: AT&T assertsthat SWBT's cost studies use its existing network configuration and,
thereby, implicitly use embedded cost. For example, SVBT usesall of the existing equipment inits
network today with the exception of analog switches. The costs of equipment purchased ten to
fifteen years ago are included in the cost gudies. Much of this equipment was purchased during
years of rate-of-return regulation. AT& T contends tha one cannot assume that this type of
equipment or the quantity thereof would be purchased or provisioned in a competitive industry.
SWBT has made no attempt to determine the type of equipment or the quantity of equipment that
would be provisioned in a competitive marketplace.

AT&T arguesthat SWBT uses historical, inefficient switch configurationsasinput intothe switched
costinformation system (SCIS) model. SWBT usesold technology for integrated digital loop carrier
rather than forward-looking currently available GR303 compliant IDLC. Use of thecurrent IDLC
would resultinlower costssince the GR393 IDL C aggregates subscriber lines and bringsthem into
the switch on cost-efficient trunk terminations. Additionally, SWBT assumes a historical mix of
host and remote switchesinstead of forward-lodking efficiencies of using alargenumber of remotes.
According to AT&T, SWBT’s historical data input assumptions result in higher costs being
calculated by SCIS. AT&T recommends that cost studies should reflect the type and quantity of
equipment that would be provisioned in thelong-run in acompetitive marketplace. (Tr. at 2722-23)

SWBT: SWBT arguesthat the 1996 Telecom Act requiresSWBT unbundleits network. The
SWBT forward-1ooking costs are based upon thisunbundled network. AT& T argues that using the
existing infrastructure network is equivalent to using embedded cost sinceit isbased on equi pment
installed during historical periods. This assertion isfalse on two grounds - first, SWBT does make
forward-looking adjustmentstoitsexisting network (according toitsactua forward-looking network
plans), and second, to the extent that the existing network isreflected in SWBT cost studes, thisis
not the same thing as embedded cost. SWBT has not projected what equipment might be installed
in future periods. (Tr. at 2315-17)

SWBT contendsthat SWBT usesthe existing wire center locations and infrastructure which will be
unbundled. The costing of this network is forward-looking, since it relies upon current prices and
treats al costs as variable in the long-run. SWBT's studies do not presume the existence of
technology or infrastructure that i s not in place or will not be unbundled. SWBT does provide an
embedded study as well for validity checks of its forward-looking costs.

Discussion: AT& T's observation that SWBT's switching cost studiesuse historical costs gppearsto
be correct. As discussed under issue DA-0002, SWBT should reflect the new and replacement
switch discounts recommended by Staff, which appropriately reflect forward-looking information
and the long-run concept.

Issue No. DA-0002, Switching equipment discounts.

Staff: Staff assertsthat the "new switch” discounts should be given the greatest weight. However,
it is also reasonable to give limited weight to the "growth" discounts. The relative weight gven to
each discount should be consistent with the long-run planning concept.

Staff recommends to give the greatest weight to the "new switch” discounts and limited weight to
the "growth" discounts. Staff recommends that 80-85% weight being given to the new switch
discount and 15-20% weight being given to the growth discount. Specifically, Staff recommends
replacing theindirect weighting implicitin SWBT’ slife cycle methodology with adirect weighting
of 82.5% for new switch equipment and 17.5% for replacement equipment discount. (Staff Brief at
20) This provides a reasonable result, and avoids the complexities involved in the Company’s
proposed life cycle weighting approach. (Staff Brief at 20) However, if the Commission approves
the Company’ smethodol ogy, Staff recommendsthat ablended growth rate be used, which givesone
third weight to aline-based growth rate of 4%, onethird weight to a minutes-of-use-based (MOU-
based) growth rate of 12% and one third weight to agrowth rate of zero, which is the gopropriate
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growth rate associated with the fixed and getting started portions of the switching investment. (Tr.
at 3518)

AT&T: AT&T’s position is that SWBT has consistently proposed switching equipment
discounts that are far below the replacement discounts that are appropriately used in TELRIC
studies. SWBT has refused to provide a complete copy of its contracts with switch vendors.
According to AT&T, SWBT purchases equipment not on a state-by-state basis, but on a total
company basis; SWBT's reported discounts have varied considerably (by afactor of between 2 and
3) from one state to another. In addtion, SWBT's cost studiesinclude a"feature hardware additive'
to account for equipment costsassociated with vertical features. The costs of the feature equi pment
included in the switching studies are overstated and include equipment that is al so captured inother
cost studies.

AT&T contends the SCIS'MO and SCIS/IN models contain vendor “list” prices, which are not
consistent with what isreally paid. Local exchange carriersnegotiate a substantial discount off the
list price. Thisisthe pricethat should bereflected inthe study. Thelevel of discount affectsall cost
categoriesand affectsall switching unbundled element ratesaswell. If the discount factorsused as
SCISinputsdo not replicate the actual pricein SWBT’snegotiated agreementswith switch vendors,
the results produced by SCIS will misstate SWBT’ s switching investment. These factors have a
direct, one-to-onerelationship to SCI Soutput, thus, theimportance. AT& T’ srecommended solution
Isto usereplacement cost switch discountsin the cost studies. See also issues: DA-0012, DA-0013
(discounts) and DA-0005 to DA-0007 (feature hardware). (Tr. at 2724-25)

CURSB: CURB contendsthat switch discountsshoul d refl ect proper forward-looking discounts
for initial/growth placement of switches, consider discounts SWBT is getting under best
circumstances (not any "minimum" discounts) and consider future impact of purchasing power of
SWBT included with PacTel and SNET. CURB proposes to adjust discounts as necessary.

SWBT: SWBT responded to AT& T's request for switch vendor contracts in RFI 5.26 and
5.27; these contracts are highly confidential and were made avalablefor review. SWBT switching
studies will include discounts based on current contracts with switch vendors. Discounts vary less
than 1% between SWBT statesfor thesecontractsdueto the cost of money factors. SNVBT separately
model sthe costs of feature related hardware (FRH) not includedin SCIS. FRH investment is based
on an inventory of FRH; the amounts are not overstated. (Tr. at 2317-20)

SWBT’ srecommended solution isto maintan the SWBT model structure. Thediscountsshould be
those in the current vendor agreements and those consistent with the current vendor pricelists. The
discounts are devel oped by examining the new system and growth discounts over the life cycle of
atypical switch.

Discussion: Asargued by AT& T, thereisaproblem with the switching equipment discounts used
in SWBT's cost stud es; however, AT& T's proposed solution -- to treat dl switching equipment as
new, inorder to reflect higher discounts-- isunrealistic and extreme. SWBT should usethe new and
replacement switch discountsrecommended by Staff, which appropriately reflect forward-looking
information and the long-run concept. Staff's recommendation reflects a reasonable weighting
between new switches (which have greater discounts) and add-on switching equipment (which has
alower discount).

Issue No. DA-0003, Non-traffic sensitive costs.

Staff: Staff’s position is that allocation of costs to switching versus port can affect the prices for
each. Staff argues that a careful review of the usage and non-usage sensitive costs is required.
However, Staff states, in generd, SWBT's proposal isaplausibleway of arriving at areasonable set
of weights. (Tr. at 3521-22)



AT&T: AT&T argues that SWBT improperly indudes non-traffic sensitive costs in traffic
sensitive, minute-of-usecostsand rate elementsfor local switching. Asusage increases, such asfor
the Internet, SWBT would reap the windfall of increased revenues when its costs were not actually
increasing at all. Thiswould put new entrantsat agreat competitive disadvantage. AT& T contends
that the non-trafficsensitive parts of the switch should beincluded intheloop port charge, not in the
switching minute of use charge. (Tr. at 2726-27)

SWBT: SWBT asserts that this is a model platform issue, not an input issue Non-traffic
sensitive costs are a function of the switch parameters; it is not an input issue -- but where should
the costsberecovered. The point of debateisthe switch processor. Theswitch characteristic clearly
definesthe processor astraffic sensitive and it isincluded in the traffic sensitive category; only the
port related equipment is not traffic sensitive. The proposed methodol ogy change departs from the
architecture of the model selected by the Commission in Phase 1. SWBT’s positionisthat SWBT
has correctly designated costs between traffic sensitive and non-traffic sensitive. SWBT disagrees
that the Port cost should be changed as AT& T proposes (to add GSI) to account for costs AT& T
considers non-traffic sensitive. (Tr. at 2334-35, 2075-76)

Discussion: SWBT's explanations appear to be reasonable and will not require the adjustment
proposed by AT&T.

Issue No. DA-0004, SCI'S spareand test equipment factors.

AT&T: AT& T spositionisthat SWBT inappropriately uses default settingsin SCISrelated
to spare and test equipment, thereby ignoring its own internal efficient practices of centralized
sparing. Thiscausestheresultsof SCISto overestimate SWBT'sswitch replacement cost. According
to AT& T, SWBT uses centralized spares, which can beused at any number of end offices, instead
of maintaining spare parts at every office. Furthermore, SWBT does not necessarily order the
manufacture's compl ete test equipment suite with every central officepurchase. (Tr. at 2728)

AT& T’ srecommended solutionisto revise settingin SCI S to recogni ze efficient use of centralized
spares. A Bellcore representative has stated that up to 90% of spare parts might not be needed when
centralized sparing isused. AT& T recommends a conservative estimate of 50% savings from the
SCIS default spare partsinventory. (AT&T Brief at 41) See aso Issues DA-0011 and DA-0014.

SWBT: SWBT argues that it is appropriate to account for spares and the testing equipment
located at the central officelocation asgetting started costsin addition to the centralized spares. The
proposed methodology change departs from the architecture of the model selected by the
CommissioninPhase 1. Toconfirmthe correctamount isaccounted forin SCIS, SWBT inventoried
centralized spare and compared it with the amount in SCIS; spare isproperly accounted for in the
SWBT model. Theremight bemorethanoneway toaccount for spare, but SWBT used areasonable
basisand validated it by separateinventory. (SWBT Brief at 25; Tr. at 2329-33, Smith Reply p. 2)

SWBT recommendsthat it uses centralized sparing and keeps some spares & central office location
for efficiency and service reliability; there is no duplication. SWBT states SCIS appropriately
includes central office (C/O) sparesin the getting started cost; thisis not an input issue.

Discussion: AT&T's recommendation that the switching cost studies should reflect the efficient
forward-looking practice of using centralized sparing isreasonable. However, SWBT hasindicated
that its model aready reflects the use of centralized sparing, validated by a separate inventory.
SWBT's inclusion of some spares at central office locations for service rdiability is not
unreasonable, and the Commission declinesto accept AT& T's propased adjustment.

Issue No. DA-0005, Should certain feature hardware items beeliminated from thefeature hardware
investment computation?



AT&T: AT&T argues that SCIS aready includes the cost of universa tone receivers.
Including them again as feature hardware double counts cost. According to AT&T, voice mail
trandators are not switching equipment and should not be included in switching cost studies. (Tr.
at 2731-32)

SWBT: SWBT arguesthat featurerel ated hardware (FRH) isnot aninput issue; but aplatform
issue. SWBT determines FRH cost outside the SCIS model, asit did in the prior proceeding, by
reference to its continuing property records and current list cost of the FRH. SWBT contends its
model accountsfor FRH in areasonablemanner. SWBT acknowledgesthat universal tonereceivers
are aready included in SCIS and should not be included as feature related hardware. SWBT
contendsit has correctly included voice mail translatorsin theFRH becausethishardwareisneeded
to provision voice mail service. SWBT iscurrently reconsidering thisissue. (Tr. at 2075, 2326-27,
SWBT Brief at 25)

Discussion: SWBT acknowledges that universal tone receivers are already included in SCIS and
should not beincluded asfeaturerelated hardware. SWBT should remove the cost of universal tone
receivers and voice malil trangators from its switching cost studies.

Issue No. DA-0006, What should be the source for feature additive hardware investment values?

AT&T: AT&T contends SWBT used SCIS/IN when cal culating anal og and digital trunk port
elements. However, SWBT usedthe CPR of plug-ininventory system/detailed continuing property
records (PICS/DCPR) to determine the costs for feature hardware. AT&T contends this is
inconsistent with LRIC principles. PICS/DCPR data reflects embedded cost and is developed
inconsistently with all other SCIS data. According to AT& T, SWBT’s use of diffeent studies
resultsin substantial variances and inconsistency within SWBT’sUNE costs. Thefeature hardware
trunk costs produced by SWBT using PICS/DCPR generateacost that isthreetimesgreater thanthe
cost of the very same equipment in SWBT’ s trunk port studies using the SCIS/IN model. In the
present case, SCIS/IN can be used to compute all of the feature related hardware components that
AT&T suggests should be included in the cost study. (See DA-0005 for items that should be
excluded.) AT&T contends SWBT should use SCIS/IN to compute the feature related hardware
investment value to ensure consistency of costing methodology between all of the other switching
cost studies and feature related hardware cost study. (Tr. at 2735-36, AT& T Brid at 42-43)

SWBT: SWBT statesit used its continuing property records (CPR) data as astarting point to
develop thefeature related hardware (FRH) investment components. SWBT then appliedaCC/BC
ratio to the FRH investment. SWBT contends this method is consistent with the forward looking
principleof aLRIC study. SWBT assertsthat switch costsare not decliningasAT& T suggests. (Tr.
at 2328)

Discussion: AT& T recommendation that SWBT should use aconsistent sourcefor feature additive
hardwareinvestment valuesisappropriate. SWBT should usethe SCIS/IN asthesourceto compute
the feature rd ated hardware componentsin its Kansas TELRIC cost studies.

Issue No. DA-0007, What should the feature hardware additive factors be?

AT&T: AT&T assertsthat feature hardware cost study methodol ogy should be consistent with
therest of cost study methodol ogy; therefore, these costs should be developed using SWBT's SCIS
programs. (Tr. at 2737)

SWBT: SWBT contends that AT&T's proposed changes depart from the methodology of
SWBT'smodel and are not achangetotheinput asAT& T suggests. SWBT statesthe CPR datawas
only used asastartingpoint to devel op the feature rel ated hardware investment components, notthe
actual dollar amounts. A Current Cost/Book Cost (CC/BC) ratio was then applied to the feature
related hardware investment to convert it to current investment pricesused in TELRIC. The current
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FRH (featurerelated hardware) investment wasthen divided by current total switchinvestment from
SCIS. SWBT'srecommended solution isto retain SWBT's method. (Tr. at 2326-27)

Discussion: AT& T'sproposal that SWBT shoulduseits SCIS programsto devel op feature hardware
costs to be consistent with the rest of the cost study methodol ogy is adopted.

Issue No. DA-0008, Should thefixed, getting started cost of a switch be assigned to, and recovered
from, the non-traffic sensitive port element?

Staff: Staff maintainsthisis a plausible way of arriving at a reasonable set of weights. However,
it isinappropriate to apply aline-related growth rate to the “getting started” or fixed portion of the
total switching investment. According to Staff, by definition, this part of the switch does not grow
much over the life cycle of the switch, and thus the initial deep discount is virtualy all that is
relevant to this part of the switch. (Tr. at 3521)

AT&T: AT&T arguesthat thefirst cost of the switchisfixed and should berecovered through
the non-traffic sensitive (NTS) line port switching unbundled element. AT& T contends thisis not
a "model platform issue" since SCIS identifies switching investment values for severa switch
components. According to AT&T the current generation of digital switches has more processing
capacity than can possibly be utilized, as shown by SWBT’s own utilization calculations. The
reason thefixed costsareincurred are because of theportsor lines. Today, switchesare port limited
and a second switch must be installed in the wire center when the switch reaches the maximum
number of ports. Therefore, the Getting Started Costs should be all ocated and recovered on the port
side of the calculation. Staff and SWBT ignore the cost causation concept and alow costs to be
recovered on aper minutebasiswhen, admittedly, these costsdo not vary onaper minutebasis. (Tr.
at 2738-40, AT& T Brief at 44-45)

Accordingto AT& T, SCIS outputs become inputs for both minute-of-use and port studies. AT&T
contendsAT& T and SWBT each account for all the switchinvestments, butsimply classify different
portionsof thetotal investment asnon-traffic sensitive. AT& T'sattribution of investment totheNTS
classification follows TELRIC principles better than does SWBT's

SWBT: SWBT arguesthat the getting started investment (GSl) isassociated with thelimiting
resource of the switch, the processor. The processor rea time capacity is associated with the switch
capacity to process callsand features. SWBT has appropriately included GSI inthe MOU codg. The
proposed methodology change departs from the architecture of the model selected by the
Commissionin Phasel. SWBT argues that thisisnot an input issue. SWBT s recommendetion is
to retain SWBT's model platform. (Tr. at 2329-2333)

Discussion: SWBT and Staff'srecommendation isreasonable. Thegetting started investment should
be recovered in the MOU cost.

Issue No. DA-0009, What Minutes of Use should be used for Switching cost development?

Staff:  Staff contends 1997 actual data, 1998 forecast data and average minutes of use (MOU) for
the period 1996-1998 are all reasonable proxies for expected demand. Staff states the forecast is
based on average of growth ratesfor 1995-1996 and 1996-1997 and resultsin aconservativeforecast
of 1998 MOU. Anaog and tandem minutes of use should be accounted for, in addition to digital
minutes used in the study. See, Staff MOU study, amended DRS-1 and DRS-2 exhibits. Springe
Response to Q1 - Q7. (Staff Brief at 22)

AT&T: AT&T asserts that if a point-in-time cost is used, point-in-time minutes should be

used. If life cycle costs are adopted by the Commission, full life cycle minutes should be used.
SWBT's minutes of use values are for a point-in-time, however, the switch investment discount
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SWBT proposesisdeveloped on alife-cycle basis. AT& T contendsit pa nt-in-time minutes of use
and point-in-timereplacement cost discount are consistent.

Accordingto AT&T, if thelarge Getting Started Cost of a switch isfixed over the entirelife of the
switch, as SWBT proposes, then the Getting Started Costs should be dso allocated over the total
demand expected at the end of the switch’s life. If the fixed cost is allocated only over current
minutes (1995 minutes) any future increase in the number of minutes will result in awindfall for
SWBT. SWBT must correct this error by recovering fixed investments over theforecast demand
expected. AT&T recommends a mid-life convention (a standard cost modd procedure) be used.
Thismethod would levelize SWBT’ stotal recovery and doesnot present awindfall to one party or
the other. (AT&T Brief at 46)

AT&T contendsif minutes of use are used to allocate the getting started investment, minutes at the
midpoint of the switch's life should be used. However, AT&T urges that the getting started
investment should be allocated to ports, not minutes. (AT&T Brief at 47)

CURSB: CURB asserts that the costs should be forward-looking. CURB questions whether
SWBT'sMOU include all proper forecasted minutes (for example, local calling plans, EAS, TRS)
and other considerations to make volumes forward-looking.

SWBT: SWBT arguesthat its minutes of use (M OU) werebasedontotal local, toll and access
minutes as measured for an annual period. These minutes of usereflect usage for the switchesin
Kansas, some which are new and some which have been in servicefor alength of time and have had
growth added tothem. SWBT contends SCI'S model s the switchesbased on current demand on each
switch. The MOU in the local switching study matches the investment generated by SCIS and the
annual costs which are generated from it. SWBT recommends retention of SWBT'sinputs. (Tr.
2324-25)

Discussion: SWBT should use Staff's forecast for 1998 switching minutes of use. Staff's proposal
represents an appropriate input for a forward-looking cost study and should be used in SWBT's
Kansas TELRIC cost studies. Usageof 1997 actual or amid-point does not reflect themost efficient
local exchange network and overstates usage cost per minute.

Issue No. DA-0010, Should the feature hardware additive be split into traffic sensitive and
non-traffic sensitive components?

AT&T: AT&T takesthe position that some feature hardwareis traffic sensitive and someis
non-traffic sensitive. The hardware additives should be devel oped to reflect this so that they can be
appliedtothe correct traffic sensitive and non-trafficsensitive unbundled elements. (Tr. at 2743-44)

SWBT: SWBT argues that this is a model platform, not an input issue. Feature related
hardwareis considered part of the MOU cost since the local switching element includes all features
and functionality of the switch. AT& T inappropriately has allocated featurerelated hardware to the
ports. SWBT recommends to retain SWBT’ Sinputs. (Tr. & 2328-29)

Discussion: It isappropriate to recover the costs of thefeature related hardware as part of the MOU
cost. The adjustment proposed by AT& T is unnecessary.

IssueNo. DA-0011, How much of the" Other Investment” for DM S 100 switches should beincluded
in Getting Started (GS) Investment?

AT&T: AT&T recommends SWBT reduce the sparing by 50% to account for SWBT's
centralized sparing policy that requires as much as 90% |less spares than generic sparesincluded by
Bellcore. (Tr. at 2745-46)



SWBT: SWBT contends it is appropriate to account for spares and the testing equipment
located at the central office location as getting started costs in addition to the centralized spares.
SWBT uses centralized sparing and keeps some spares at central office locaion for efficiency and
service reliability; but there is no duplication. According to SWBT, SCIS appropriately includes
central office spares in the getting started cost. The SCIS amounts, compared with existing
inventories, were comparableto actual certral officeinventories. SWBT recommendsthat the SCIS
amounts are comparabl e to existing inventories of spares. (Tr. at 2329-30)

Discussion: Asdiscussed under issue DA-0004, AT& T's proposed adjustment for sparing, which
relates to the Other Investment, should be rejected.

Issue No. DA-0012, What is the appropriate switch discount for 5E switches?

Staff: Staff argues that the "new switch™ discount should be given the greatest weight. However,
Staff concedes it is also reasonable to give limited weight to the "growth" discount. The relative
weight given toeach discount should be consi stent with thelong-run planning concept. Specificaly,
80-85% weight be given to the new switch discount, and 15-20% weight be given to the growth
discount. Thisprovidesareasonableresult,and avoidsthe complexitiesinvolved inthe Company’s
proposed life cycle weighting approach. However, if the Commission approves SWBT's
methodology, Staff recommends that a blended growth rate be used, which gives one third weight
to aline-based growth rate of 4%, one third weight to a MOU-based growth rate of 12% and one
third weight to agrowth rate of zero, which is the appropriate growth rate associated with the fixed
and getting started portions of the switching investment. (Tr. at 3517-20)

AT&T: AT& T’ s position is that the SCIS discount input should be developed to generate
per-line investments that are reflective of the most recent, best-price, competitive bid contractsfor
switch replacements At aminimum, the appropriate replacement discounts can be approximated by
referencetothe TexasArbitration Testimony of SWBT'sHugh Raley. AT& T contendsSWBT'slife
cycle approach to discounts proposed in Kansas for switching is inconsistent with the balance of
SWBT'sTELRIC cost models. See especially loop and transport studies. SCISisnot alife cycle cost
model, it captures only a current point-in-time investment. (Tr. at 2747-49)

SWBT: SWBT assertsthat the gopropriate discount to usein SCI Sfor SESS switchesisbased
on current vendor contractswith L ucent and representsawei ghted averageof initial linesand growth
lines. The SCIS model replicates investment for existing demand based on switches in different
stages of their life cycles. One camnot physically "flash cut" and replace the entire network, which
iIswhat AT&T is proposing by using only the disocountsfor initial switch replacement. The model
adopted used a weighted average of initial and growth lines. The proposed methodology change
departs from the architecture of the model sdected by the Commission in Phase 1. SWBT
recommends to retain life cycle input. (Tr. at 2317-20)

Discussion: Asdiscussedinissue DA-0002, SVBT should usethe weighted discountsfor new and
add-on equipment proposed by Staff.

Issue No. DA-0013, What is the appropriate switch discount for DM S 100 switches?

Staff: Staff argues that the "new switch™" discount should be given the greatest weight. However,
Staff concedes it is als reasonable to give limited weight to the "growth" discount. The relative
weight givento each discount should be consi stent with thelong-run planningconcept. Specifically,
80-85% weight be given to the new switch discount, and 15-20% weight be given to the growth
discount. Thisprovidesareasonableresult, and avoidsthe complexitiesinvolved inthe Company’s
proposed life cycle weighting approach. However, if the Commission approves SWBT's
methodol ogy, Staff recommends that a blended growth rate be used, which gives one third weight
to aline-based growth rate of 4%, one third weight to a MOU-based growth rate of 12% and one
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third weight to agrowth rate of zero, which isthe appropriate growth rate associated with the fixed
and getting started portions of the switching investment. (Tr. at 3517-20)

AT&T: AT&T recommends that the SCIS discount input should be developed to generate
per-line investments that are reflective of the most recent, best-price, competitive bid contracts for
switch replacements At aminimum, the appropriate replacement discounts can be approximated by
referencetothe TexasArbitration Testimony of SWBT'sHugh Raley. AccordingtoAT& T, SWBT's
life cycle approach to discounts proposed in Kansas for switching is inconsistent with the balance
of SWBT's TELRIC cost models. See especially loop and transport studes. SCISisnot alife cycle
cost model, it captures only a current point-in-time investment. (Tr. at 2750-52)

SWBT: SWBT argues that the appropriate discount to use SCIS for DMS100 switches is
based on current vendar contractswith Nortel and represents aweighted average of initial linesand
growth lines. The SCIS model replicates investment of existing demand based on switches in
different stagesof their life cycles. One cannot physically "flash cut" and replacethe entire network,
whichiswhat AT&T is proposing by using only the discounts for initial switch replacement. The
model adopted used a weighted average of initial and growth lines. The model adopted used a
weighted average of initial and growth lines. The proposed methodology change departs from the
architecture of the model selected by the Commissionin Phasel. SWBT recommendsto retain life
cycleinput. (Tr. at 2317-20)

Discussion: Asdiscussed inissue DA-0002, SWBT should use the weighted discountsfor new and
add-on equipment proposed by Staff.

IssueNo. DA-0014, How much of the" Other Investment” for 5E switches should beincluded in the
Getting Started ("'GS") Investment?

AT&T: AT&T recommends that negative inputsreduce the sparing by 50% to account for
SWBT's centralized sparing policy that requires as much as 90% less spares than generic spares
included by Bellcore. (Tr. at 2753-54)

SWBT: SWBT arguesthat it is appropriate to account for spares and the testing equipment
located at the central office location as getting darted costs in addition to the centrdized spares.
SWBT uses centralized sparing and keeps some spares at central office location for efficiency and
servicereliability; but thereisno duplication. SWBT contends SCI S appropriately includes central
office C/O sparesin thegetting started cost. The SCIS amounts, compared with existing inventories,
were comparable to actual C/O inventories. The SCIS amounts, are comparable to existing
inventoriesof spares. AT& T providesno support for a50% redudioninspares. SWBT recommends
toretain SWBT’ Sinput. (Tr. at 2329-33)

Discussion: Asdiscussed under issue DA-0004, AT& T's proposed adjustment for sparing, which
relates to the Other Investment is rejected.

Issue No. DA-0015, Should there be a charge to AT&T, over and above switch port and usage
charges, to obtain the blocking/screening and recording functions that SWBT provides to its own
customers served by the local switch? If so, what should the charge be?

AT&T: AT&T contendsthat bl ocking and screening functionsareinherent capabilitiesof the
local switch. Therefore, accordingto AT& T, there should not be an additional recurring charge for
these functionalities. (Tr. at 2755)

Staff:  Staff’ spositionisthat there should be consistency between variousaspectsof the cost studies
and tariffs. SWBT's switching cost studies include various featuresand functionsthat AT& T may
not use, or may use relatively infrequently. If AT&T is going to be charged extra for these
blocking/screening and recording functions, it would be appropriateto excludeall such " specialized”
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switching functions (including Centrex features) from the underlying usage costs and charges. This
would ensure that CLECs only pay for the specialized functions they use, in quantities that are
consistent with their actual usage levels. Staff’s recommendation is to use a non-discriminatory,
consistent approach in determining which features should be included in the minute of use charges
and which features should be costed and priced separately.

SWBT: SWBT argues that the cost involved in providing blocking and screening is very
directly impacted by AT&T's announced intentions to al so utilize Customized Routing for itsUNE
switch ports. Whether SWBT is required to build additional Line Class Codes (L CCs) determines
if therewill be costinvolved. Until AT&T's specific requirements are known, SWBT isunadeto
determine what must be done. For this reason, ICB pricing would be appropriate. SWBT
recommends to retain ICB pricing. (Tr. at 2315, 2390)

Discussion: |CB pricing, which may include recurrng charges, isappropriate dueto the customized
nature of utilizing these functions. However, SWBT should nat include the switch costsrelated to
these functions that are already included in the switch cost studies when developing the ICB price
for these features.

Issue No. DA-0017, Should switching remotes be handled as separate items in the Local Switching
study?

AT&T: AT&T arguesthat the import of SWBT's proposal isunclear, however, inclusion of
remoteswith host switchesis areasonable simplifying assumption. Separation of theseinvestments
could have some implications on deaveraging of costs as aremote may be in a different zone than
its host. However, if remotes are handled separately, then minutes of use should also be handled
separately. (Tr. at 2756)

SWBT: SWBT contends that switching remotes should be handled as separate itemsin the
Local Switching Study. Remotes should be treated as separate entities to help distinguish cods of
groups within the state. (Tr. at 2315-17)

Discussion: SWBT may handle switching remotes as separate items. SWBT should verify that the
investment and MOU treatment is consistent.

Issue No. DA-0018, Should 1A ESS and AXE switches be represented as another digital switch?

SWBT: SWBT contends that 1A ESS and AXE switches should be represented as another
digital switch.
AT&T: AT&T agreesthat 1A ESSand A X E switchesshould berepresented asanother digital

switch. However, AT&T contends that SWBT should develop SCIS model inputs that reflect the
characteristicsof the actual switchesbeing "replaced" and/or reflectsthe correct engineering choice
for replacement (e.g., substituteaDM S100 remotefor an AXE host). Simple substitution of switches
of similar size will not correctly identify forward-looking costs to serve the customersin the
locations served by the substituted switches. (Tr. at 2757)

Discussion: Both AT&T and SWBT agree that 1A ESS and AXE switches should be represented
as another digital switch. SWBT should include SCIS model inputs as proposed by AT&T.

Issue No. DA-0019, How should the tandem investment in the Local Switching study be treated to
avoid itsinclusion inLocal Switching MOU cost?

Staff: Staff arguesthat SWBT already includes the cost of tandem switches in the study, but fails

to include the corresponding minutes of use. Staff recommendsinclusion of the tandem minutes of
useto correspond to theinclusion of tandem switch investment. Additionally, Staff arguesthat the
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cost of replacing andog with digital switches should be included in the study, as well as the
corresponding minutes of use. (Springe response Q3-Q7)

SWBT: SWBT assertstandem investment cannot be separated from the end officeinvestment
inswitchesthat provide both functions. The best way to more accurately reflect the Local Switching
MOU investment is to introduce tandem minutes for those shared switches so that the tandem
investment is offset by its minutes. This|eaves the Local Switching MOU cal cul ation more clean.
(Tr. at 2325)

AT&T: AT&T agrees that with the difficulty of separating tandem investments from local
switching investments, it is best to include both tandem investments and tandem minutes of usein
the computation of the local switching rate. A separate tandem switching rate is still needed that
should be a meld of pure tandem minutes of use with the local switch rate from the combination
local/tandem switches.

Discussion: Asnoted inissue DA-0009, SWBT should use Staf's recommended minutes of usein
its Kansas TELRIC studies. No adjustment to the tandem investment is necessary, as SWBT
included the invesment in its studies

Issue No. DA-0020, Should adjustments bemadeto the locd switching MOU to account for double
counting of intraoffice minutes?

Staff: Staff arguesthat SWBT already includes the cost of tandem switches in the study, but fails
to include the corresponding minutes of use. Staff recommendsinclusion of the tandem minutes of
use to correspond to theinclusion of tandem switch investment. Additionally, Staff argues that the
cost of replacing andog with digital switches should be included in the study, as well as the
corresponding minutes of use. (Springe response Q4-Q7)

AT&T: AT&T contendsthat theintraoffice minutes should be adjusted to removethe second
MOU count, provided that SWBT will only bill oneMOU chargefor intraoffice cals. (Tr. at 2759)

SWBT: SWBT’ sposition isthat adjustments should be made to thelocal switching MOU to
account for double counting of intraoffice minutes. SWBT proposesto add the tandem minutes to
the end office minutes and readjust the intraoffice minutes. (Tr. at 2325)

Discussion: Asnoted inissue DA-0009, SWBT should use Staff's recommended minutes of usein
its Kansas TELRIC studies.

Issue No. DA-0021, Should customized routing be priced on an individual case basis (ICB)?

AT&T: AT&T doesnot think that customized routing should bepriced onan|CB basis. Firm
rates should be established. Thework involved in setting up customized routing wouldinclude only
software changes in the 5ESS and DMS-100. This would not necessitate an ICB pricing
arrangement. New entrants should know, if at all possible, what their costs will be as they prepare
to enter the local market. (Tr. at 2760)

Staff: Staff’s position is that this may involve ICB charges. Lack of rulesin this area may aeate
uncertainty for CLECs and deter entry into the market. Staff recommends that some reasonable
guidelines for ICB costs be devel oped.

SWBT: SWBT’s position is that customized routing and the costs associated with it are
dependent upon the CLEC's specific and unique requirements. SWBT recommendsthat ICB isthe
appropriate basis for pricing. (Tr. at 2390)



Discussion: Individual casebasis(1CB) pricing should be avoided wherever possible. CLECsneed
to know with a high level of certainty in advance what UNEs will cost. 1CB-based pricing
introducesan element of uncertainty that can affect CLEC'scompditiveposition Ontheother hand,
Staff has indicated that customized routing appears to be one element where the costs would be
dependent upon the CLEC's specific and unique requirements, and agrees that |CB pricing may be
appropriatefor thiselement. Staff's recommendation that the parties work cooperatively with each
other to develop mutudly agreeable and reasonable guidelines for developing ICB costs is
reasonable and is adopted as set forth in this Order.

Issue No. DA-0022, Should switches consider best of breed?

CURSB: CURB contends that switch pricing should consider best of breed among Kansas
switchesas|east-cost, most-efficient forward-looking technology inplace - - especially considering
any difficultiesin obtaining proper switch discounts.

SWBT: SWBT arguesthat switch costsoverall arerepresented by theleast cost, most efficient
options in the market. This composite cost is more realistic than using only one switch cost as
representative. Switchesare specifiedfor different applicationsand conditions. SWBT recommends
continued use of SVBT's input.

Discussion: In Issue DA-0002, the Commission required SWBT to use the switching discounts
recommended by Staff, which should result in appropriate forward-looking switching investment
amounts for use in SWBT's Kansas TELRIC models. An additional adjustment beyond that for
CURB's "best of breed" proposal is not required. Further, CURB did not present a quantification
of this recommendation.

Issue No. DA-0023, Should SWBT SCIS inputs be maodified to use a 100% discount ("i.e., "killer
discount") for frame equipment?

AT&T: AT&T arguethat SWBT SCISinputs should be modified to use a 100% discount for
frame equipment. Accordingto AT& T, SWBT's cost study methods fully and separately account
for frame equipment in the switched port studies and in the loop studies; failing to use the killer
discount in SCIS for frame equipment double counts this investment. (Tr. at 2763)

SWBT: SWBT arguesthat SWBT SCIS should not be modified to use a100% discount for
frame equipment. SWBT does include frame investment split between the loop and port studies.
Removing the frame by applying the "killer discount” would be incorrect. The switch port portion
of the frame should be in SCIS to flow through to the port study. SWBT recommends to retan
SWBT's frame investment in the loop and port studies. (Tr. at 2335)

Discussion: AT& T's evidence that SWBT has double-counted the frame investment in its port and
loop cost studies does not support use of a100% discount. The Commission agreeswith SWBT that
the frame equipment should not be totally removed in SCIS via application of AT&T's "killer
discount.” SWBT should demonstrate that the total frame investment recovered does not exceed
100%.

Issue No. DA-0024, Should SWBT use life cycle costing principles for its switching cost studies
even though it does not determine life cycle minutes or ports and the SCIS model is a snapshot in
time model ?

AT&T: AT&T assertsthat SWBT shouldnot uselifecyclecosting principlesfor itsswitching
cost studies even though it does not determine life cycle minutes or ports and the SCIS model isa
snapshot intimemodel. SWBT uses snapshot intime costing principlesin all of itscost studies. The
only exception is the melding of new and growth prices for switching but, ironically, not for
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switching minutes or ports. The forward-looking snapshot in time practice should be applied to
determination of switch discounts. (Tr. at 2763-66)

SWBT: SWBT argues that it should use life cycle costing prindples for its switching cost
studies. According to SWBT, AT&T has confused the life cycle discount calculation and the
investment modeled in SCIS. SCIS develops investment for each switch based on a point in time.
The minutes used in the study match the investment. SWBT recommendsto retain SWBT's minute
inputs. While the other parties may have “different” ideas, the SWBT method is conceptually
practical and consistent with engineering practices. (Tr. at 2320-24, SWBT Brief at 28)

Discussion: Consistent with issue DA-0002, SWBT should use the switching discounts
recommended by Staff, which should result in appropriate forward-looking switching investment
amounts for use in SWBT's Kansas TELRIC models. The use of Saff's recommended discounts
appropriately considers life cycle costing by reflecting a mixture of new and add-on switching
equipment.

Issue No. DA-0025, Should tandem-related trunking and any other identifiable investments be
eliminated from SCIS model outputs for local switching?

AT&T: AT&T s position is that if SWBT removes tandem minutes of use from the local
switching minutes of use count, tandem investments must be removed aswell. (Tr. at 2767)

SWBT: SWBT argues that the SCIS model outputs provide Getting Started Investment
(included processor, et. a.), Switch Module Investment, Line Termination Investment, Call Type
Investment and Total Trunk Investment. Unlike the Line Termination Investment which is
identifiable and removed for the Line Port studies, the processor, Switch Module and Trunking
Investmentsare not identifiable by end office versus tandem. SWBT contendsthe AT& T Solution
assumes that SWBT removes tandem minutes of use (MOU). Actualy, SWBT adds the tandem
MOU from combined officesto offset the tandem investment which cannot be split from end office
investment in the Local Switching cost study. See DA-0019. (Tr. at 2324-25)

Discussion: Consistent with issue DA-0009, SWBT should use Staff's proposed minutes of use,
which includes tandem minutes of use. Therefore, there is no need for AT&T's recommended
removal of tandem investments

Issue No. DA-0026, Should forward-1ooking costs of switching equipment from switch vendors be
similar on a per line basis?

AT&T: AT&T believes that forward-looking costs of switching equipment from switch
vendors be similar on aper linebasis. Switch vendors are in aworld-wide competitive market and
must deliver products of competitive quality and functionality for comparableprices. AT& T argues
that SBC has enormous buying power with itstwo largest switch vendors and has commentedinits
annual report to shareholders that it expects substantial additional capital cost savings because of
increased buying power. (Tr. at 2768)

SWBT: SWBT arguesthe opposite, that forward-looking costs of switching equipment from
switch vendors should not be similar on a per line basis. A number of factors affect switch price
including size, feature availability, ISDN capability, topology, date of current contract, etc. SWBT's
switch investment is based on current vendor contracts. SWBT recommends to retain SWBT's
switch investments. (Tr. at 2317-20)

Discussion: SWBT should use the switching discounts recommended by Staff (issue DA-0002),
which shouldresultinappropriateforward-looking switching investment amountsfor usein SWBT's
Kansas TELRIC models. Staff'sdiscounts consider avariety of switches, and new aswell asadd-on
equipment. The application of the discounts recommended by Staff represents a reasonable and
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well-supported approach to addressing the concerns about the cost of switching investment for use
in the Kansas TELRIC studies.

Issue No. DA-0003, Non-traffic sensitive costs

Staff: Staff contends that the allocation of costs to switching versus port can affect the pricesfor
each. Staff statesthat a careful review of the usage and non-usage sensitive costsis required.

Discussion: No adjustment is presented in thisissue.

EA Transport Studies
Issue No. EA-0001, Transport costs.

AT&T: AT&T arguesthat SWBT'stransport costs are overstated becausethey fail to reflect
efficient existing network topology and demand. SWBT studies only include retail private line
circuits and exclude special access and all circuits used to transport SWBT's own traffic. SWBT
excluded al DSO, DS1 and DS3 circuits between its central office and any CLEC point of presence
("POP") and also excluded circuits between SVBT central offices. SWBT'scost studies for bath
common and dedi cated transport are not based upon the total number of drcuitsin SWBT's network
and, therefore, do not include the economies of scope and scal ethat should beincluded in aproperly
conducted TELRIC or LRIC study.

AT&T further contends the message circuits used for local and intraLATA toll traffic between
SWBT’ s end offices should be included in the Dedicated Transport cost analysis, as well as the
accesscircuitsthat AT& T and other I X Cs purchase between SWBT’ send officeand thel XC' s POP.
SWBT’ sexclusion of these access circuitsthat gotothe AT& T POP and their treatment asloopsis
in clear conflict with the definition of Dedicated Transport included in the arbitrated AT&T
Interconnection Agreement. Additionally, theinvestmentsand network architecture SWBT utilized
in the Entrance Facility cost study - identical to those included in the loop cost study - in no way
reflect the assets and network architecturethat SWBT usesbetweenitscentral officeandthe AT& T
POP. The equipment and network architecture used for the AT& T POP connection is the same as
is included in the Dedicated Transport cost study. Thus, these circuits end up being identical in
nature to the others included in the interoffice Dedicated Transport cost study, and should be
included aswell. AT&T proposes that SWBT develop proper transport costs. (Tr. at 2675-87)

SWBT: SWBT contends that its UNE interoffice (I0) transport study, which matches the
UNE rateelement, reflects SWBT'sexisting network configured with efficient SONET architectures.
The circuits that are included in the study to weight the various paths between offices include the
appropriate interoffice circuits and exclude circuits that are not interoffice such as those between
SWBT'sCOs (central offices) and any CLEC POP (defined as Entrance Fecilities), and any circuits
between CLEC POPs, unlessriding SWBT'sinteroffice network. Also excluded are privatelineand
company circuits, which do not match the UNE. The use of A-Z circuitsfor weighting routesfor the
study has little to do with economies of scale that are already inherent prior to weighting and only
effect economies with regard to which paths are weighted to a greater or lesser degree. SWBT
contends its weightings reflect the correct circuits. SWBT's recommended solution is to use
SWBT'sinputs. (Tr. at 2249-53)

Discussion: SWBT’ s UNE interoffice transport study appropriately matches the UNE rate element
and includes the appropriate interoffice circuits, while excluding circuits that are not interoffice
circuits for this rate element. We therefore decline to adopt AT&T’ s recommended adjustment.

Issue No. EA-0002, Does SWBT's common transport fail to reflect total demand by determining
rates based on weekday usage only?



AT&T: AT&T asserts that SWBT's common transport fails to reflect total demand by
determining rates based on weekday usage only. This causes transport rates to be overstated,
especially considering thereisno exemption of transport chargesonweekends. AT& T contendsthat
because SWBT assumes that all Common Transport within its network rides DS1 Dedicaed
Transport circuits, it uses the investment for these circuits as an input into the Common Transport
cost study. Consequently, the failures that are identified for the Dedicated Transport cost study
simultaneoudly affect the Common Transport cost study.

AT&T proposes to require common transport costs to be developed based on total demand.
Corrections need to be madeto all studiesthat utilize DS1 Dedicaed Transport cost study outputs
including Common Transport, signaling link transport and operator services. (Tr. at 2688-89)

SWBT: SWBT contendsthat itsrecently filed commontransport study doesincludeweekend
usage. SWBT arguesthat thisisnot anissue. SWBT recommends continued use of SWBT’ sinputs.
(Tr. at 2249-53)

Discussion: SWBT has included weekend usage in its recently filed common transport study, thus
AT&T's concern has been addressed.

Issue No. EA-0003, Fill factors for plug-ins

AT&T: AT&T argues that SWBT's transport terminal equipment fill factors are
inappropriately applied to both hard wired equipment and to plug ins and are far below the typical
industry engineered fill of 80%. Plug insaremodular and can be added when additional capacity is
required. Indevelopingfill factorsfor investmentsusedin SONET networks, SWBT failsto account
for theinherent scd ability of SONET equipment and useof SWBT’ sown forward-lookingobjective
fill factors. AT& T arguesthat SWBT useslow fill factorsto increaseitscosts. Additionally, SWBT
does not use objectivefill factors developed by engineers. Accordingto AT& T, aforward-looking
cost study should use objective fill because the long tem engineering fill on the network will
approximate this level of fill. Actua fill should not be used. (Tr. at 2690-98)

SWBT: SWBT contendsit uses objectivefill factorsin the calcul ation of the cost for Digital
Multiplexing functionality. However, when these assets are used in the Dedicated Transport cost
studiesthey have alower fill factor than when studied individually. SWBT arguesthe Commission
should order aterminal equipment fill factor of **85%** for use in the transport cost studies. The
efficiency provided by use of SONET stacked rings allows SWBT to operate & high capacity.

SWBT contendsthat it appropriately usesdifferent equipment fill factorsfor low speed serviceplug
in equipment and high speed SONET terminal equipment. The values used are based on SWBT's
existing network and represent areasonabl e projection of SWBT'sactual fill for thiscomponent and
is consistent with TELRIC principles. SWBT recommends continued use of SWBT'sinputs. (Tr.
at 2253-55)

Discussion: SWBT should use aterminal equipment fill factor of **85%** inthe KansasTELRIC
transport cost studes.

Issue No. EA-0004, Do SWBT's studies fail to reflect that multiplexing equipment used for UNEs
is purchased as a fully equipped package?

AT&T: AT&T argues that the gppropriate fill factor to usein the purchase of a multiplexer
is 100% because the purchaser is paying for the entirety of the multiplexer and it cannot share with
another CLEC or the ILEC. (Tr. at 2699-2700)

SWBT: SWBT asserts that the Mutiplexing element study reflects that SWBT does not
anticipatethe purchase of this equipment "in-toto". If thisistruly the way in which this equipment

A-67



will be purchased, then SWBT would need to make one more adjustment to costs, than what AT& T
recommends, to reflect such pricing/purchasing of this element. Not only would the fill be moved
to 100%, but the assignmert of only a portion of the capacity of the equipment woud also have to
be changed to an "intoto" assignment. SWBT recommends continued use of SWBT’ sinputs. (Tr.
at 2255-56)

Discussion: It appearsthat SWBT's multiplexing element study does not reflect ananticipation that
the CLEC would be purchasing such equipment in its entirety, therefore less than 100% fill is
appropriate. However, in addition, SWBT should develop the cost for purchasing the multiplexer
equipment "in-toto" with a 100% fill factor.

Issue No. EA-0005, What should be therecurring costsfor Optical Dedicated Transport?

AT&T: AT&T arguesthat SWBT failed tofileany cost studiesfor the higher speed Dedicated
Transport (OC3, OC12 and OC48) and intends to price these d ements on an Individual Case Besis
(ICB). ICB pricing of these elements significantly undermines the ability of new entrants to
effectively plan their entry into local markets and is unnecessary. AT&T contends SWBT can
readily perform cost-based analysison these unbundled elementsand provide AT& T and otherswith
its view of the cost for OC3, OC12 and OC48 Dedicated Transport systems using the parameters
foundinthesurvivabletransport network or self-healing transport network (STN) tariff sincethetwo
operatesimilarly. SWBT hasalso failed to provide the cost study for Digital Cross-connect System
functionality which is an indication that SWBT intendsto price this unbundled element on an ICB
and discriminatory basis.

AT&T sponsors cost studiesfor the four above mentioned areas. COSTPROG was used to develop
the costs for OC3, OC12 and OC48 on aDS1 or DS3 level using information provided by the cost
analyst. Cost differences that occur for dedicated transport at an electrical level (DS3) versus the
optical level (OC3, OC12 and OC48) were also identified. (Tr. at 2701-05)

SWBT: SWBT contends| CB pricing isappropriate. Once CL ECs establish sufficient demand,
SWBT will conduct a cost study and set generally available prices. (Tr. at 2390)

Discussion: As noted in issue DA-0021, we agree with AT&T that individual cast basis (1CB)
pricing should be avoided wherever possible. Since SWBT failed to file studies for Optical
Dedicated Transport, and AT&T has filed such studies, we will adopt AT&T's studies for these
UNEs, provided however that AT& T adjudstheinputsused inits ODT studies consistent with our
findings concerning appropriate input values (for cost of money, depreciation, etc.) described
elsewhere in this order, and re-files its ODT studies using inputs that are consistent with such
findings.

Issue No. EA-0006, Should there be any exceptions for allowing for Entrance Facility charges?

AT&T: AT&T assertsthat in theevent that thelocal service provider (L SP) wire center isnot
anodeonaSWBT SONET ring, then SWBT should be entitled to an Entrance Facility charge that
is exactly the samerate as theloop charge. Thisshould only occur for DS1 Entrance Facilities and
only as an exception. The SWBT facilitiesthat are necessary to provide Dedicated Transport to the
AT&T POP are already collocated in the AT& T POP and are the same type of facilities as are
included in SWBT's Dedicated Transport cost study. Dedicated Transport includes wire centers
owned by AT& T which meansthat transport to AT& T POPwould be part of this. Unbundled loops
go to customer premises which do not include AT&T wire centers. Thus, SWBT should not be
permitted to add Entrance Facility chargesto its Dedicated Transport rates. (Tr. at 2706-07)

SWBT: SWBT recommends that UNE entrance facilities are for local access only. Such

charges are applicable for extending a link between the CLEC's local switch and SWBT’S local
serving office. In addition, when a CLEC is located within the same building as SWBT’ S locd
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serving office and that officeison a SONET local interofficering then a separate charge would be
applicable. (Tr. at 2256-57)

Discussion: AT& T'sargumentson thisissue arepersuasive. SWBT should not be permitted to add
Entrance Facility charges to its Dedicated Trangport rates.

Issue No. EA-0007, Should SWBT beentitled to charge for Entrance Facilities?

AT&T: AT& T sposition isthat as ageneral rule SWBT should not be permitted to charge
for Entrance Facilities. Entrance Facilities are only unbundled loops. Loops are used to go from
customer premisesto SWBT wirecenters. Dedicated Transport includesnot just SWBT wirecenters,
but L SP wire centers and POPs as well which arenot customer premises. Further, SWBT's SONET
ringsal ready extendinto many L SPwire centersand theinvestmentsassociated with SWBT SONET
rings have already been captured in COSTPROG and the Dedicated Transport costs derived from
this system. The SWBT facilities that are necessary to provide Dedicated Transport to the AT& T
POP are already cdlocated inthe AT& T POP and are the same type of facilitiesas areincludedin
SWBT’ s Dedicated Transport cost study. Dedicated Transport includes wire centers owned by
AT&T which meansthat transport to AT& T POPwould be part of this. AT&T further contendsthat
unbundled loops go to customer premises which do not include AT& T wire centers, thus, SWBT
should not be permitted to add Entrance Facility charges to its Dedicated Transport rates. (Tr. at
2706-07)

SWBT: SWBT argues that Entrance Facilities are dedicated transport UNE's extending
between SWBT officesand a CLEC's offices. The cost for Entrance Fecilities are not included in
other transport costs studies. SWBT recommends to retain cost inputs because of separate cost
functions. (Tr. at 2258-59)

Discussion: Asdiscussedinissue EA-0006, AT& T'sargumentsonthisissuearepersuasive. SWBT
should not add Entrance Facility chargesto its Dedicaed Transport raes.

Issue No. EA-0008, Should the Sales Tax and Power Investment factors only be applied oncein the
DS1 to DSO Multiplexing Cost Study?

AT&T: AT& T sposition isthat Sales Tax and Power Investment factors canbe applied in
the investment calculation or in automated cost extraction expense system (ACES). SWBT has
applied them in both places. AT&T has applied them only in ACES. AT&T contends a correct
calculation of LRIC will only apply them in one placeas AT& T has done.

SWBT: SWBT agrees that these factors should be applied once. SWBT contends that there
isnoissue. (Tr.2259)

Discussion: Because AT& T and SWBT agree that these charges should have only been applied
once, thereisnoissue. SWBT should verify that Sales Tax and Power Investment factorsare applied
only in ACES.

Issue No. EA-0009, Should the Power Investment Factor only be applied once in the DS3to DS1
Multiplexing Cost Study?

AT&T: AT&T argues that the Power Investment factors can be applied i n the investment
calculation or in ACES. SWBT has applied it in bath places. AT& T has applied it only in ACES.
A correct calculation of LRIC will only apply it in one placeas AT& T has done.

SWBT: SWBT agrees that this factor should be applied once. SWBT contends that thereis
no issue here.



Discussion: Because AT& T and SWBT agree that these charges should have only been applied
once, there is no issue. SNVBT should verify the Power Investment Factors are only applied in
ACES.

Issue No. EA-0010, Should the Common Transport Cost Study be restated to use the updated DS1
Dedicated Transport investments?

AT&T: AT&T spositionisthat SWBT's cal culation of Common Transport is based on the
DS1 Dedicated Transport Cost Study investments. There are no disagreements between SWBT and
AT&T asto the methodology for calculating these costs. There is only a disagreement as to the
actual inputs. This issues matrix item is included to assure that any decisions regarding DS1
Dedicated Transport will be carried into the calculation of Common Transport. Because SWBT
assumes that all Common Trangport within its network rides DS1 Dedicated Transport cirauits, it
uses the investment for these circuits as an input into the Common Transport cost study.
Consequently, thefailuresthat areidentified for the Dedicated Transport cost study simultaneously
affect the Common Transport cost study. (Tr. at 2688-89)

AT&T proposes to require common transport costs to be developed based on total demand.
Corrections need to be madeto all studiesthat utilize DS1 Dedicaed Transport cost study outputs
including Common Transport, signaling link transport and operator services.

SWBT: SWBT recommends that the value provided in the studies, filed and provided to
AT&T and other parties on March 23rd, should be used. Thereisnoissue. (Tr. at 2260)

Discussion: SWBT should consistently apply adjustments made to DS1 Dedicated Transport as
determined by the Commission relative to SWBT's cal culation of Common Trangport.

IssueNo. EA-0011, Shouldinvestment Roundup Correction Factorsbe applied to account for SWBT
always rounding up to the nearest mile? If so, what Roundup Correction Factors should apply?

AT&T: AT&T argues that SWBT's devdopment of costs for Dedicated Transport are
calculated without incorporating any rounding. Inreality, AT&T contends that SWBT intends to
round up to the nearest mile before applying the Dedicated Transport rates. AT& T proposes
Roundup Correction Factors have been developed so that the costs will be adjusted for the
introduction of arounding error that SWBT will consistently apply in the application of the costs.
If SWBT rounds up mileage assodated with Dedicaed Transport, SVBT will be effectively
recovering more than its TELRIC for every Dedicated Transport circuit purchased by a CLEC.
AT&T further contends that if SWBT does not agree to drop the rounding up provision in the
Interconnection Agreement with AT& T, the dedicated transport cost estimates should be adjusted
downward to reflect the rounding error in SWBT’ s methodology. AT& T arguesthat it should pay
mileage on a non-rounding basis. (Tr. at 2708-10)

SWBT: SWBT contends that the rounding mechanism used by SWBT mirrors industry
practices and the Interconnection Agreement (Appendix UNE Pricing 2.3).

Discussion: Mileage should not be paid on a rounded up basis. SWBT should either drop the
"rounding up" provision of the AT&T Interconnection Agreement and other such agreements, or
apply a corrective adjustment in the Dedicated Transport cost study to remove the effect of its
upward rounding.

Issue No. EA-0012, Should the DS3 Dedicated Transport Cost Study be weighted with only DS3
circuit counts (not DS1s)? If so, what DS3-DS1 Correction Factors should apply?

AT&T: AT&T arguesthat the DS3 Dedi cated Transport should haveitscircuit costsweighted
with DS3 circuit counts, not with DS1 circuit counts. AT& T proposes DS3-DS1 Correction Factors
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that have been developed to only weight the COSTPROG investments with DS3 circuit counts
Additionally, AT&T contends SWBT failed to properly include the DS3 circuit counts for the
Interzone DS3s, thereby causing a more significant adjustment in this area.

SWBT: SWBT assertsthat in SWBT’ S March 23rd filed dedicated transport studies, SWBT
utilizes DS3 only circuits for weighting. Thereis no issue. SWBT recommends to retain SWBT
input.

Discussion: SWBT corrected for the DS3 circuit countsin its DS3 Dedicated Transport cost study
filed on March 23, 1998 and, therefore, thisissue is moot.

Issue No. EA-0013, What terminal equipment fill factor should be used?

AT&T: AT&T's position is that this Teminal Equipment Fill Factor is precisely the
Engineering Fill that SWBT uses for all of its Dedicated Transport cost studies except the circuit
studies. Inthecircuit studies, SWBT usesActual Fill, rather than Engineering Fill thereby reflecting
an embedded cost estimate rather than aforward-looking one. SWBT, in developing fill factorsfor
investments used in SONET networks, fails to account for the inherent scalability of SONET
equipment and use of SWBT sownforward-looking objectivefill factors. Additionally, SWBT does
not use objective fill factors developed by engineers. A forward-looking cost study should use
objectivefill becausethelongterm engineering fill onthenetwork will approximatethislevel of fill;
actual fill should not beused. AT& T contends the Commission should order aterminal equipment
fill factor of **85%** for use in the transport cost studies. The efficiency provided by use of
SONET stacked rings allows SWBT to operate at high capacity. (Tr. at 2690-98)

SWBT: SWBT contends that its recently filed dedicated transport costs studies use a
dedicated transport fiber fill factor based upon SWBT’ S existing network and which represents a
reasonableprojection of SWBT’ Sactual fill for thiscomponent, consistent with TEL RIC prindples.
(Tr. at 2261-62)

Discussion: SWBT should usethe ** 85%** terminal fill factor initstransport coststudies. Thisfill
better reflects forward-looking conditions than actua fill and is therefore appropriate for usein a
TELRIC cost study.

Issue No. EA-0014, What fiber fill factor should be used?

AT&T: AT&T contendsthat this Terminal Equipment Fill Factor isprecisely the Engineering
Fill that SWBT usesfor al of its Dedicated Transport cost studies except the circuit studies. In the
circuit studies, SWBT uses Actual Fill rather than Engineering Fill thereby reflecting an embedded
cost estimate rather than a forward-looking one. According to AT&T, SWBT in devdoping fill
factors for investments used in SONET networks fails to account for the inherent scalability of
SONET equipment and use of SWBT’s own forward-looking objectivefill factors. AT& T argues
that SWBT uses low fill factorsto increase its costs. Additionaly, SWBT does not use objective
fill factors developed by engineers. AT&T contends a forward-looking cost study should use
objectivefill becausethelong tern engineering fill onthe network will approximatethislevel of fill;
actual fill should not be used. (Tr. at 2690-98)

SWBT: SWBT contends it does use objective fill factors in the calculation of the cost for
Digital Multiplexing functionality. However, when these assets are usedin the Dedicated Transport
cost studies they have a lower fill factor than when studied individually. SWBT believes the
Commission should order aterminal equipment fill factor of **85%** for useinthe transport cos
studies. The efficiency provided by use of SONET stacked rings allows SWBT to operate at high
capacity.



SWBT argues that its recently filed dedicated transport costs studies uses a dedicated transport
terminal equipment fill factor based upon SWBT's existing network and which represents a
reasonabl eprojection of SWBT'sactual fill for thiscomponent, consistent with TELRIC prindples.
SWBT’ srecommendation isto retain SWBT’ Sinput. (Tr. & 2261-62)

Discussion: Asper issue EA-0013, SWBT shouldusethe engineering fill factor initstransport cost
studies. This fill better reflects forward-looking conditions than actual fill and is therefore
appropriate for use in a TELRIC cost study.

Issue No. EA-0015, Should a complete inclusion of circuit demand and an updated SONET ring
inventory be required for the development of Ded cated Transport costs?

AT&T: AT&T assertsthat SWBT selectively eliminated aportion of its dedicated transport
circuits from the cost study. This results in the petitioners not receiving the economies of scale
inherent in SWBT’s own network and reviewers are prevented from assessing the efficiency of
SWBT’ snetwork design. AT& T arguesthat SWBT should berequiredtoincludeall circuit demand
and an updated SONET ring inventory so that a proper calculation of the LRIC of Dedicated
Transport can be developed. Thiswill also enable L SPs to purchase Dedicated Transport with the
same economies of scale.

AT&T assertsthat SWBT disregards|nteroffice Transport and Dedicated Transport fadlitiesintheir
Interoffice Transport Cost Study. The total elements application for Dedicated Transport should
include all circuts, reflecting the total demand for the Dedicated Transport element.

AT&T arguesthat SWBT’ sinternal record keeping can be used to identify all Dedicated Transport
circuitswhich can be usedto correct SWBT’ somission of alarge portion of the Dedicaed Transport
circuits. As part of this, SWBT should be required to include all service codes and carrier
identification codesin the Dedicated Transport cost analysis. AT& T asserts SWBT should provide
data to account for al of the circuits that meet the arbitrated definition of interoffice dedicated
transport.

SWBT: SWBT arguesthat the dedicated transport interoffice study isbased upon acomplete
inclusion of circuit demand and an updated SONET ring inventory. Thereis no issue. SWBT’s
recommended solution isto retain SWBT’ Sinput. (Tr. at 2262-63)

Discussion: SWBT has stated that its dedicated interoffice study is based upon acompleteinclusion
of circuit demand and an updated SONET ring inventory, SWBT should not adjust the study as
proposed by AT& T. However, SWBT should providethe data necessary to verify that dl dedicated
transport circuits have been included.

IssueNo. EA-0016, Should customized routing includetheunderlyingfacilities, (i.e. DS-1 or DS-3)?

AT&T: AT&T argues that customized routing should not include the underlying facilities.
Rates for the underlying facilities will have been established in the transport determinations.
Customized routing should be defined to exclude the underlying facilities which are priced
elsewhere.

SWBT: SWBT assertsthat it has not performed any ICB Customized Routing cost studiesin
Kansas as hone have been requested by a CLEC. However, SWBT would not include the dedi cated
facilities to which custom routed calls are drected as these facilities would be purchased from
SWBT or another provider as part of an UNE. SWBT recommendsthat customi zed Routing should
be priced on an ICB basis and account for those fecilities required for the specific requirements.

Discusson: In issue DA-0021 we determined that customized routing would be priced on an
individual casebasis. Customized routing shall be defined to excludetheunderlyingfacilitieswhich
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are priced elsewheae as part of aUNE. SWBT should demonstrate that the underlying facilities
priced elsewhere are not included.

FA Directory Studies
Issue No. FA-0001, Should the Corporation Commission assessment be eliminated fromthe white
pages study?

AT&T: AT& T spositionisthat white pages productionisperformedby aSWBT subsidiary.
The revenues will be transferred to that subsidiary and should not be subject to the Corporation
Commission assessment. (Tr. at 3159-60)

SWBT: SWBT’s position is that AT&T is simply incorred as to the handling of these
revenues. SWBT hillsfor this service and receivesrevenuesfromit. Commission Assessment isthe
tax levied on revenues collected by the Company. Itisapplicable. SWBT recommendsto not change
the methodology. (SWBT Brief at 32)

Discussion: AT& T hasfailed to demonstrate that the Commi ssion assessment would not be applied
to the associated revenues, so the AT& T's proposed adjustment is rejected.

Issue No. FA-0002, Should the white pages study be based on Kansas-specific labor rates for SS2
labor?

AT&T: AT&T argues that using the Kansas-based labor rate makes the study more
Kansas-specific. (Tr. at 3159-60)

SWBT: SWBT disagrees with AT& T. The study must account for the coststo be incurred.
The White Pages functions associated with the SS-2 |abor rate are performed in Texas and Missouri
only. Thisishow SWBT does busi nesstoday. SWBT used an "average" of the two states |abor rate
for thisstudy. SWBT recommendsto not change the methodology or input.

Discussion: SWBT uses of an average labor rate is reasonable, and no adjustment should be
required.

Issue No. FA-0003, Should the white pages management fee be eliminated from SWBT's white
pages study?

AT&T: AT&T asserts that the management fee represents an intra-corporate profit transfer
and AT& T should not be forced to pay such fees. (Tr. at 3159-60)

SWBT: SWBT arguesthat the management fee for SWBT S white pages isan appropriate
expense. The management fee is charged to SWBT by Y ellow Pages for the administration of the
White Pages Publishing Agreement. It does not represent an intra-corporate profit asAT& T stated,
but a cost charged for services rendered. SWBT recommendsretention of SWBT inpuit.

Discussion: AT&T hasfailed to demonstrate that the white pages management fee represents an
intra-corporae profit transfer. SWBT hasindicated thisisacost charged for services rendered, not
an intra-corporate profit. Therefore, no adjustment should be required.

GA Operator Services Studies
Issue No. GA-0001, What price(s) should be charged for Customized Routing?

AT&T: AT&T argues that without a cost study, SWBT should be required to provide
customized routing at the same prices as agreed in other jurisdictions. (Tr. at 3153)



SWBT: SWBT assertsthat Customized Routing isby definition varied from standard routing.
Assuch, only ICB pricing is appropriate. The costs associated with the effort is largely dependent
on the CLEC's specific requirements. SWBT contends that an ICB gpproach is the only suitable
method. (Tr. at 2390)

Discussion: In issue DA-0021 we determined that customized routing would be priced on an
individual casebasis. SWBT, Staff and the parties should devel op standardsand guidelinesfor ICB
pricing as required herein.

Issue No. GA-0002, What price should be established for advanced intelligent network (AIN)
gueries?

AT&T: AT& T’ sposition isthat without a cost study, SWBT should be required to provide
AIN gqueriesat the same pricesas agreed in other jurisdictions. AT& T opposesICB pricing. (Tr. at
2880, 3154)

SWBT arguesthat chargesfor AIN servicesshould bedetermined onanindividual casebasis
(ICB). SWBT recommendsto retain | CB pricing based on cost specific requirements. (Tr. at 2390)

Discussion: SWBT's argument that AIN queries cannot be priced as a UNE based on a cost study
is unconvincing and SNVBT should establish a standard price for AIN queries. SWBT should
produceacost study for AIN queriesthat is consistent with the findings concerning cost study input
values (cost of money, depreciation, etc.) articulated herein.

IssueNo. GA-0003, Should K ansas-spedfic urban trangoort investmentsfor Operator Services Cost
Model (OSCM) be used?

AT&T: AT&T arguesthat SWBT did not support any OSCM transport investments. AT& T
intendsto follow prior precedent established by SWBT in using Kansas-specific input data. (Tr. at
3155)

SWBT: SWBT does not think that Kansas-specific urban transport investmentsfor OSCM
should beused. Thefacilitiesinvestment used inthe OSCM are amix of urban, suburban, rural and
interzone which reflects the type of network facilities used to connect the operator services
equipment. SWBT also uses the actual discounts available from the contracts and price lists.
SWBT uses the average statewide investment (rather than the urban investment AT&T
recommends), because operator services are provided on a statewide basis. (SWBT Brief at 33)
Transportinvestment isastate average and isKansasspecific data. Support dataisavailable. SWBT
recommends the continued use of SWBT’ S methodology. (Tr. at 2338-39)

Discussion: Wefind SWBT's reasoning to be persuasive and reject AT& T's recommendation.

Issue No. GA-0004, Operator Services Cost Model and Directory One: what fill factors for
components should be used?

AT&T: AT& T spositionisthat SWBT should useobjectiv efill rather than actual fill. CLECs
should not pay for SWBT excess capacity. (Tr. at 2881, 3157)

SWBT: SWBT argues that AT&T has not provided enough information as to what is an
objectivefill. Fill isthe SWBT current fill, derived from actual usage and compared with engineered
capacity from the equipment vendor. SWBT contendsthisisareasonabl e estimate for expected fill.
SWBT also uses the actual discounts available from the contracts and price lists. SWBT uses the
average statewide investment (rather than the urban investment AT& T recommends), because
operator services are provided on a statewide basis. (SWBT Brief at 33)
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SWBT argues that the network that will be unbundled is the actual SWBT network. Actual
utilization is appropriate for TELRIC. A dynamic network operates at the actua fill, not the
maximum. SWBT’srecommendation isto retain SVBT’ sinput. (Tr. at 2338-40)

Discussion: Objectivefill factorsshould be used in SWBT'sKansas TEL RIC study for the Operator
Services Cost Model and Directory Oneand SWBT should usetheminitscost model runs. AT&T
provided itsfill factors for the Operator Services Cost Model, the Call Branding computer systems
and the Directory Onemodel inresponseto Barnes Q.7 and Q.8. SWBT should reflect the objective
fill factors proposed by AT&T for the Operator Services Cost Model and Directory One.

HA SS7 Studies
Issue No. HA-0001, What vendor discount should be used for Service Control Point (SCP)
investments?

AT&T: AT&T proposes discounts that represent current investment from trended CCSCIS
investments, added to SWBT's volume discount. AT& T proposed discount reflects the downward
trend of SCP investment. (Tr. at 2622)

SWBT: SWBT arguesthat thisSWBT discount reflectsthe contracted rate and pricelist from
the vendor using the last available listing. The AT&T "trend" is not appropriate. (SWBT Brief at
33) SWBT recommends to retan SWBT's input.

Discussion: Weare unconvinced by AT& T that achangeisrequired. SWBT’ sSCP investmentsare
reasonable, which SWBT indicates are based upon the contracted rateand price list from the vendor
using the last available listing.

Issue No. HA-0002, What utilization factor should be input to CC/SCISfor al signal transfer point
(STP) links?

AT&T: AT& T’ sposition isthat CC/SCIS automatically limits utilization to 40%. 100% of
the 40% value should beused as SWBT has stated that it engineersits STP links for this level of
utilization. (Tr. at 2624)

SWBT: SWBT assertsthat CC/SCl Sautomatically limitsutilizationto 40%. However, 100%
of the 40% value shoud not be used becauseitisthe"at capacity” level whichisnot intended by the
TELRIC guidelines. Link utilization should reflect the actual usage on the SS7 network. Network
supplementslinks when the utilization reaches 24% (60% of 40%) to allow time to obtain relief at
both ends of the link. SWBT recommends its input be retained. (Tr. at 2337-38)

Discussion: A forward-looking cost study should reflect ahigher utilization than SWBT’ s current
actual usagefor STPlinksasproposedby AT& T. AT& T recommendsa40% utilization (i.e., 100%
of the 40% SWBT engineering value), which is a higher level of capacity than SWBT’ s proposed
value of 24% (based on 60% of the 40%). To allow SWBT some room for relief in supplementing
the links, SWBT should reflect utilization of 32% (80% of the 40%) for STP links in its Kansas
TELRIC cost studies. The 80% is a reasonable forward-looking utilization level and half way
between AT& T’ s proposal of 100% and SWBT’ s proposal of 60%.

Issue No. HA-0003, What should be the Signaling Octets per Call?

AT&T: AT&T arguesthat thiscal cul ation shoul d be based onthe call distribution andfeature
penetration. (Tr. at 3147)

SWBT: SWBT counters with the argument that while SWBT has not proposed pricesin this
proceeding as of yet, it would base the prices for the Signaling Octets per call upon SWBT's study,
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which represents the estimate of octets per originating call. SWBT recommendsto retain SWBT'S
cost inputs. (Tr. 2392-93)

Discussion: SS7 transport provides for the use of the Signal Transfer Point (STP) and alink to the
point where the signal either exits the network or enters another element. Octets are a measure of
volume, with one octet representing eight bits of information. Different types of calls require a
different number of octesto completethesignaling requirements. Theaverage number of octets per
call, when combined with the SS7 transport cost per octet, yields a cost per call for SS7 signaling.
SWBT’ s proposal to base signaling octets per originating call appearsto be reasonable. However,
asdiscussedinissueHA-0004, SWBT shouldutilize Kansas specific call distribution dataor at least
datafor SWBT'sfive state area.

Issue No. HA-0004, Should SWBT be permitted to usecall distributionsfrom Baltimore, Maryland
in determine the Signaling Octetsper Call Calcuation for Kansas?

AT&T: AT&T proposesthat Kansas, or at |esst datafor SWBT'sfive state area, specific call
distribution data should be used. Further, SWVBT has provided, both in its cost studes and in
negotiations with AT&T, the cdl distribution datathat has been used by AT&T in its Signaling
Octets per Call Calculation submission.

SWBT: SWBT arguesit is not appropriate to base prices for SWBT' s Signaling Octets per
call UNE upon AT& T’ sexperienceresults. AT& T isnot theonly CLEC whichwill purchase UNEs
from SWBT. Itisinappropriatefor SWBT to baseitsratesupon AT& T's experiencein other states
(notethisisoutside SWBT's five state serving area). While SNVBT has not proposed pricesin this
proceeding as of yet, it would base the prices for the Signaling Octets per call upon SWBT's study,
which represerts the estimate of octets per originating call.

Discussion: As noted in issue HA-003, SWBT should utilize Kansas specific or at least data for
SWBT'sfive stae area call distribution data for the purpose of determining signaling call octets.

IssueNo. HA-0005, Should SWBT be permitted to assumethat thefeature penetration ratesbe 100%
in calculating the Signaling Octetsper Call?

AT&T: AT&T arguesthat SWBT should utilize SWBT's feature penetration rae for Caller
ID with namedelivery rather than assuming CLECs will givethefeatureaway for free. (Tr. at 3147)

SWBT: SWBT asserts that whileit has not proposed prices in this proceeding as of yet, it
would base the prices for the Signaling Octets per call upon SWBT's study, which represents the
estimate of octes per originating call. SWBT recommends to retan SWBT’ S inputs.

Discussion: Asargued by AT& T, a100% market penetration rate for featuresisunrealistic. SWBT
should reflect itsown market pendration rate for features.

KA Operations Support Systems
Issue No. KA-0001, Should the operations and support system cost study be based on productive
labor hours instead of full-time?

AT&T: AT&T argues that labor rates should be based on productive hours. According to
AT&T, SWBT's study assumes employees will work 2088 hours per year. This time includes
non-productivetimeand resultsin double counting of costs. AT& T statesSWBT corrected thiserror
in another study.

SWBT: SWBT asserts that its labor rates are based on productive hours. SWBT's study

assumes employees will work 2088 hours per year; this time includes non-productive time and
resultsin double counting of costs. SWBT corrected thiserror in another study. SWBT agreeswith
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AT&T that productive hours should be used in this caculation. Thus, this appears to be a "non”
issue.

Discussion: SWBT should affirmatively verify that the double counting of costsis corrected in the
study.

MA Miscellaneous Studies
Issue No. MA-0001, Should forward-looking, most economically efficient technol ogy be assumed?

AT&T: AT& T sposition isthat thisisthe appropriate standard, as ordered by both the FCC
and OCC. (Tr. at 3083)

Staff: Staff argues that thisis subject to a varigy of interpretations, and that consistency in the
application of theinterpretation will be important.

SWBT: SWBT agrees that the most economically efficient forward-looking technology
should be assumed. SWBT’ S studiesreflect SWBT’ S network configured with eficient, currently
available, technology initsforward-looking studies. SWBT contendsthat AT& T’ sequation of the
absolute phrases "most efficient” and "least cost” is at odds with economic theory, and AT& T
ignoresthe transition andimplementation costs for new technology. Thisisamodel platform issue,
not a cost input issue. (Tr. at 2080-81, 2286-87)

Discussion: The studies should generally reflect the most economically efficient, forward-looking,
technology. This particular issue relatesto agenera principle, rather than to specific adjustments.
Elsewhere in this order, SWBT is directed to make specific adjustments to the cost study inputs
where appropriate.

Issue No. MA-0002, Should DIP/DOP (dedicated inside plant/dedicated outside plant) procedures
be assumed?

Staff: Staff recommendsthat DIP proceduresnot be assumed because CLECsarerenting loopsthat
are unbundled from the ports. SWBT arguesfor the assumption of DOP procedures. Thiscan have
asignificant impact on the determination for the application of Nonrecurring charges which if too
high could be a barrier to competition. (Tr. 3547-50)

AT&T: AT&T argues that this is the most economically efficiernt practice, is usad by most
RBOCs and isused for SWBT's own customers. (Tr. at 3084-87)

SWBT: SWBT assertsthisisnot an input issue; it isanetwork re-designissue. SWBT must
only unbundle its network and provide access. SWBT first contendsthat it isincorrect to assume
DIP procedures for UNEs. Unbundling always requires the remova of cross-connects and
installation of facilitiesto the CLEC appearance. Second, DOP procedures should not be assumed
asthe AT& T proposal for UNEs. Outside plant isnever left in place 100% of thetime. (Tr. at 2081-
82, 2287-88)

Discussion: DIP/DOP is the degree to which plant exists that can be made readily available for
CLECs. Dedicated Inside Plant proceduresshould be assumed for UNEs asproposed by AT& T and
Staff. Further, Dedicated Outside Plant procedures shoul d be assumed for unbundling, but not 100%
of thetime. SWBT has argued that outside plant is not left in place 100% of the time, but has not
provided an alternative percentage. Therefore, SWBT shouldadjustitsKansas TEL RIC cost studies
to reflect an assumption of DIP as proposed by Staff and AT& T, and to reflect an 80% assumption
of DOP.

Issue No. MA-0003, What cost should be developed for dark fiber?
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Staff: Staff states the Commission made a determination that the pricing of dark fiber should not
interfere with the marketplace for this service. Staff issued a survey to the cable and
telecommunications industry to gather information for the pricing of dark fiber. Responses were
received from 24 companies of which 20 do not lease dark fiber facilities and al but 1 of the
remaining leased to an affiliate company. Dueto the limited number of fiber faalities being leased
and the fact that they are being leasad to affiliated companies, Staff concludes that there is not an
existing market for dark fiber. Staff’s survey provided the following results: averagerate for less
thanamile: $316; averageratefor over amile: $24. AT& T recommended a$11 pe mile chargefor
aone milefiber. Thisissubstantially lessthan the charges reported in Staff’ ssurvey. (Tr. at 3392)

AT&T: AT&T states the lack of response to the Staff’s survey demonstrates the lack of a
competitive market at thistime for dark fiberin Kansas. AT& T submitsthat its proposed rates for
dark fiber are TELRIC based rather than prices that reflect the lack of any substantial competition.
At aminimum, the Commissionshould hold that it is premature at thistimeto basethe pricefor dark
fiber on any “market” price. Instead, the Commission should adopt a forward-looking price such
asAT&T hasrecommended. (Tr. at 3116, Flappan Response to Comm. Q. at 5-6, AT& T Brief at
49-50)

SWBT: SWBT assertsthat the Commission hasalready determined that dark fiber pricing will
be market based. SWBT has not conducted adark fiber cross-connect study for Kansas, but Staff’s
survey shows no market currently existsfor dark fiber in Kansas. SWBT proposes, therefore, to use
ICB costing until more market details are available. (SWBT Brief at 45; Tr. at 2400-01)

Discussion: Theresponsesto Staff’ s survey on dark fiber pricing indicate that acompetitive market
for dark fiber islacking in Kansas at thistime. However, Staff’ s data represent the best available
datain therecord, and should be used on an interim basisfor the pricing of dark fiber. Asdescribed
inissue DA-0021, individual case based (ICB) pricing should be avoided where possible because
it can create a high degree of uncertainty indecisions by CLECs. Therefore, SNVBT' s proposal to
use |CB pricing for dark fiber should bergjected. For theinterim, until better information becomes
available, the average ratesdevel oped from Staff’ s survey should be used. Asthe market for dark
fiber devel ops, the price should be adjusted to reflect better information when it becomes available.

Issue No. MA-0004, What charge should be levied for performance data?

AT&T: AT&T contendsthat SWBT hasagreedin other statesthat standard performancedata
would be provided without additional charge. The same should be true for Kansas. (Tr. at 3088)

Staff: Staff argues that this may involve ICB charges. Lack of rules in this area may create
uncertainty for CLECs and deter entry into the market. Staff recommends to look at establishing
some reasonable guidelines for developing ICB costs.

SWBT: SWBT assertsthat performance databeyond that which SWBT iswillingto provide
without chargeto the CLEC, must be defined by the CLEC requesting theinformation. Assuch, ICB
pricing would be appropriate. If AT& T negotiaesaspecial set of data, therewill beacharge. Only
those performance data generally offeredby SWBT to all CLECswill beoffered without additional
charges. (SWBT Brief at 46; Tr. at 2401) SWBT contends tha thisis not a cost input issue.

Discussion: SWBT isdirected to providerequesting CL ECswith standard performance datawithout
additional charge. For additional, nonstandard performance data, reasonable guidelines shall be
developed for determining ICB costs as proposed by Staff. The parties should develop such
guidelines and report the results of such efforts back to the Commission.

Issue No. MA-0005, Insurance Liabilities: Should SWBT track and recover costs of licensing
intellectual property needed by L ECs to use unbundled network elements?
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SWBT: SWBT contends that the Commission in the arbitration decision already determined
this issue. SWBT will further track any costs it might incur and would seek recovery as the
Commissionhasalready determined. All SWBT seeksisconsistency withthe Commission’ sOrder.
SWBT arguesthat the Kansas Corporation Commission'sOrdersrequire SWBT totry to obtain third
party intellectual property licenses required by LECsto utilize unbundled network elementsin the
manner they choose. Cogsof acquiring, constructing or modifying assetsfor aLEC inthe provision
of unbundled network elements arerecoverable costs. Costs of obtaining such licenses may not be
reasonably determinable in advance. They depend upon the type, scope, and manner of license, if
any, required. SWBT recommends that it should track and recover all its costs of licensing
intellectual property rights needed by LECs to use unbundled network elements.  (Tr. at 2402,
SWBT Brief at 46)

AT&T: AT&T contendsthat SWBT should not be given ablank check to recover intellectual
property license costs. At most, SWBT should be permitted to identify such expendituresin arrears
and request recovery prospectively through an identifiable separate charge based on ameasure that
IS appropriateto the expense (e.g., loop or port or minute of use). Affected CLECs should begiven
the right to review SWBT's supporting documents and to protest SWBT's proposed cost recovery
tothe KCC. (Tr. at 3089)

Staff: Staff statesthat thisissueis afallout from the AT&T arbitration.

Discussion: SWBT should be dlowed to recove reasonable costs of licensing intdlectual property
needed by CLECsto use urbundled elements. However, SWBT should not be given ablank check
to recover such costs. SWBT should be permitted to identify such expenditures in arrears and
request recovery prospectively through an identifiable separate charge based on a measure that is
appropriateto the expense (e.g., loop or port, or minute of use). CLECsaregiven theright toreview
SWBT’ s support for the charges and to protest SWBT’ s propased recovery to the Commission, if
necessary.

Issue No. MA-0006, Should SWBT be permitted to recover its cost to obtain excess liability
coverage?

SWBT: SWBT argues that if CLECs request or otherwise seek to hold SWBT to aliability
standard different than (e.g. excessof) that contained in SWBT'stariffs, or which the KCC imposes
on SWBT aspart of UNE provisioning, thecost to SWBT for obtaining necessary liability protection
isacost that can berecovered. SWBT’ srecommended solution isthat the cost of insuranceliability
coverage needed should apply to CLEC as a pass-through charge/ICB. (Tr. at 2403)

AT&T: AT&T asserts that SWBT should not be given a blank check to recover excess
liability coverage costs. At most, SWBT should be permittedto identify such expendituresinarrears
and request recovery prospectively through an identifiable separate charge based on ameasure that
IS appropriate to the expense (e.g., loop or port or minute of use). Affected CLECs should be given
rightstoreview SWBT'ssupporting documentsand to protest SWBT'sproposed cost recovery tothe
KCC. (Tr. at 3090)

Staff: Staff statesthat thisissueis afalout from the AT&T arbitration.

Discussion: Consistent with issue MA-0005, SWBT will be allowed to recover reasonabl e costs of
obtaining additional insurance coveragesrequested by CLECs. However,wealso agreewithAT& T
that SWBT should not be given a blank check to recover such costs. SWBT will be permitted to
identify such expenditures in arrears and request recovery prospectively through an identifiable
separate charge based on a measure that is appropriate to the expense (e.g., loop or port, or minute
of use). Affected CLECs have theright to review SWBT’ s support for the chargesand to protest
SWBT’ s proposed recovery to the Commission, if necessary.
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Issue No. MA-0007, Any outstanding issues from AT& T Arbitration.

Discussion: AT&T stated that the outstanding issues were included asissuesin thematrix. (Tr. at
3091)

Issue No. MA-0008, Should switched access rates be applied for all interlLATA, intrastate
transmissions and 10X XXX originated calls?

Staff: Staff has two recommendations concerning this issue. Staff recommends that the
Commission needs to recognize that the UNE rates are intended to recover the incumbent’ s cost of
providing the elementsto CL ECs and discontinuethe interim pradice which allowed SWBT to bill
intrastateaccessand intraL ATA toll chargestothe CLEC. (Staff Brief at 26) Staff recommendsthat
because the CLEC is renting the facilities the CLEC is entitled to bill access charges to an
interexchange carrier should the subscriber pick one different from the CLEC. The CLEC should
be able to carry and bill theintraLATA long distance servicejust asif it controlled its own switch.
Staff contendsthis provision should apply to caseswherethe CLEC isproviding local serviceusing
UNESs or its own facilities.

Staff's second recommendation is for the Commission to clearly spell out that the application of
access charges is still appropriate for toll calls originating from SWBT's local customers, or
terminating to SWBT's customers. The agreementsfor interexchange of local traffic isspecifically
for local traffic and should not include any traffic where access charges are applicable. Many
CLECs are asointerexchangecarriers, and could substantially reduce their costsif they were ele
to pay local switching rates rather than access charges when terminating traffic to the LEC. This
should not be alowed, and would unreasonably deprive SWBT o the support still contained in
accessrates. (Tr. at 3393-95, 3396-98)

AT&T: AT&T contends the Commission should not continue to allow SWBT to collect
switched access chargesfor interLATA intrastate calls and 10X X XXX-originated callsin addition
to charges for UNEs because doing so would violate the Federal Act. Allowing SWBT to collect
thesechargesdiscriminatesagai nst AT& T and effectively deniesAT& T theability to utilize thefull
functionality of the purchased UNEs. (AT&T Brief at 51, Tr. 314-315)

AT&T argues that switched access rates should not be applied for all interLATA, intrastate
transmissions and 10X XX XX originated calls. When anew entrant purchaseslocal switching and
switch ports, it purchases the entire functionality of the switch (hence the term "TELRIC" Total
Element Long Run Incremental Cost). Thenew entrant, as alocal service provider, may choose to
assess originating and terminating access charges on the intralATA or interLATA toll carriersto
which long distance calls are directed. Potential arbitrage can be eliminated by SWBT reducing
non-cost-based access chargesto TELRIC. (Tr. at 3092-93)

AT&T recommends the Commission regject SWBT's claim that continuing to receive these access
charges is necessary for SWBT to meet its universal service obligations. Under the Federal Act,
support necessary for universal service should be explicit, not implicit, such asany support SWBT
may assert it should recover through these access charges. Additionally, the FCC has held tha
allowing an incumbent L ECto assess accesschargesin addition to UNE charges constitutes double
recovery and will enable theincumbent LEC to recover more than its costs (including areasonable
profit) for the UNEs purchased by a CLEC. This Commission should hold that continuing to allow
SWBT to assess intrastate access charges in addition to UNE charges violates the Federal Act and
should not be alowed. (AT&T Brief at 52-53)

SWBT: SWBT believes that switched access raes should be applied for al interLATA,

intrastate transmissi ons and 10XXXX originated calls. The KCC has determined that SWBT will
charge based upon the nature of the traffic. UNE prices apply for local service. Switched access
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rates apply for interexchange calls. SWBT contends without maintaining this distinction, the KCC
would open the door for arbitrage. (Tr. at 2403-08)

Discussion: Staff’s recommendations are adopted. SWBT is directed to discontinue the interim
practice of billing intrastate access and intraLATA toll charges to CLECs renting UNES from
SWBT. The application of access chargesis still appropriatefor toll calls originating from SWBT
local customers, or terminatingto SWBT customers.

Issue No. MA-0009, Should a CLEC reimburse SWBT for all 1+/0+ intraLATA toll calls at
wholesale toll retes?

AT&T: AT&T assertsthat aCL EC should not reimburse SWBT for al 1+/0+intraLATAtoll
calls at wholesale toll rates until intraLATA dialing parity is implemented, if SWBT is the local
service provider, SWBT retains its monopoly on 1+/0+ intraLATA toll calls and will bill end user
customersfor toll services With UNEs, if a CLEC carriesthe intraLATA toll message, the CLEC
will obtain the facilities to complete the long distance calls and will bill end user customersfor toll
services. (Tr. at 3094)

Staff: Staff contends SWBT should make the full functionality of the switch availabletoaCLEC,
which includes the capability to provide 1+ dialing parity. Staff argues this is not the same as
requiring SWBT to provide 1+ dialing parity to itsretail customers. (Tr. at 3395, 3397)

SWBT.: SWBT arguesthat until implementation of toll dialing parity, SWBT isthedesignated
carrier and as such isentitled to be reimbursed for all 1+/0+ callsat itswholesaletoll rates. (SWBT
Brief at 49) Toll revenues contribute to the support for services priced below costs (e.g., residential
local service). Until SWBT is alowed to price al its retail services at or above costs, it must be
allowed to recover support from other services such astoll. (Tr. at 2408-09)

Discussion: The FCC stated CLECs purchasing UNEs should receive the full functionality of the
element. First Report and Order 1 292; 47 C.F.R. 51.307(c). 47 U.S.C. 251(b)(3) requires that
SWBT "providedialing parity to competing providers of telephone exchange service and tel ephone
toll service." Thisshouldincludethecapability to designatetheintraL ATA toll provider. Any local
exchange carrier may chooseto provideintraLATA toll dialing parity to its customers at any time.
TheCommissionisprecluded fromordering SWBT toimplementintraL ATA toll dialing parity until
SWBT is authorized to offer in-region interLATA service or before February 1999. 47 U.S.C.
271(e)(2). However, requiring SWBT to of fer CLECs the ability to offer 1+ dialing to the CLECs
customers is not the same as requiring SWBT to offer 1+ dialing parity to SWBT's customers.
SWBT should providethecapability to provideintraL ATA toll dialing parity toCLECsasafunction
of the switch port.

IssueNo. MA-0010, Should SWBT'sactual embedded cost results be used or referenced toestablish
"just and reasonable” UNE rates?

AT&T: AT&T arguesthat SWBT’s actual cost results should not be used or referenced to
establish“just and reasonable” UNE rates. SWBT'sbackward|ooking actual booked (BLAB) costs
or forward-looking actual booked (FL AB) costsdon't equal forward-looking long-run efficient costs.
The Act clearly states that rates shall be based on costs "determined without reference to a
rate-of-return or other rate-based proceeding.” AT&T contends BLAB and FLAB costs reflect
historicinefficiencies and obsolete or outdated investment. In thelong-run all inputsto a cost study
are variable; embedded costs are not germane to setting TELRIC prices. (Tr. at 3095-97)

Staff: Staff argues that actual embedded costs can provide a useful benchmark for comparisonto
forward-lookinglong-run cost estimates, particul arly on an aggregate basis(e.g. total investment and
expenses within the major ARMIS account categories). Staff recommends that to the extent it
concludesthat modifications should be madeto theforward-looking long-run cost estimatesto more
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closely align them with embedded cost patterns, this shouldbe accomplished selectively, rather than
on an automatic formula basis. (Tr. at 3550-52)

SWBT: SWBT asserts that actual embedded cost results (e.g., Paul Cooper arbitration
testimony) can be used and referenced to established "just and reasonable” UNE rates. The actual
costs best reflect the most likely costs that SWBT will incur during the agreement term to provide
theUNEs. The TELRIC and the actual cost studies are rel ated studies; there should be no economic
reason for large differences. (SWBT Brief & 49)

SWBT proposes that formula pricing should not automatically be applied since, for the principal
UNEs, it may well result in under recovery by SWBT of the actual costs of provisioning and
investments made to serve Kansas locales. (Tr. at 2380-81)

Discussion: The Commissionagreeswith AT& T that in TELRIC studiesBLAB and FLAB costsare
not indicative of forward-looking long-run incremental costs of an efficient provider. Actual costs
can be used as the starting point in devel oping forward-looking incremental costs, and can be used
selectively as a benchmark for comparison with TELRIC estimates, but cannot be applied
automatically on aformulabasis. Forward-looking TEL RIC studies and embedded cost studiesare
entirely different conceptsfor cost measurement. The Commission rejects SWBT’ s suggestion that
its embedded costs be used to determine “just and reasonable” TEL RIC-based rates for UNEs.

Issue No. MA-0011, Shoud UNE prices be based upon "formula pricing" pracices or should the
KCC retain its authority to confirm just and reasonable rates which account for other Kansas
objectives?Should statewide average UNE prices, by zone, be used which do not reflect retail rates?
How should the state universal servicefund impact UNE pricing? Since UNE agreemerts tend to
fix interconnection rates for long time periods, should recognition be given to cost index changes
as part of the price process or cost process?

Staff: Staff contends the Commission should retain its authority to determine just and reasonable
prices, taking into accourt all of the relevant evidence. If SVBT and the CLEC agree that a cost
index is appropriate, this could be used. Otherwise, it would be preferable to fix UNE rates for a
reasonable period, then have the rates revised based upon updated cost studies. Dr. Johnson
maintains, based on his experience, most state regulators haveset unbundled el ement pricesat levels
that approximate the TELRIC cost egdimates, which include a uniform percentage alocation of
common costs and provideareasonabl e profit margin. However, the Commisson should retainthe
flexibility to deviate somewhat from this uniform pattern, to the extent it finds such a deviation to
be appropriate in order to advance the public interest. (Tr. at 3553-54)

AT&T: AT&T contendstheAct providesfor chargesto be non-discriminatory, based on cost
(without reference to rate of return proceeding) and may include areasonable profit. The FCC
rejected therecovery of embedded costsin excess of economic costsand universal servicesubsidies.
"Formulapricing" isnowheredefined. AT& T argues TELRIC hasbeen prescribedin TX, MO, OK,
by the FCC, and should be used in KS. AT&T recommends that non-discriminatory cost-based
prices should be set at TELRIC plus a uniform contribution to common costs consistent with
SWBT's pricing method for UNE's and interconnection rates used el sewhere. Market-based pricing
or pricing that "reflects" retail pricing should not be adopted. Inflation should not be recognized
without recognizing offsetting productivity factors. (Tr. at 3098-3105)

SWBT: SWBT argues that the pricing phase need not implement formulapricing for UNEs.
Other state objectives, which take into consideration importance of investment and the most
advantageous balance of incentives for competitive entry, can be considered so long asit resultsin
"just and reasonabl €' rates, all consistent with Sec. 252 of the 1996 Telecom Act. In competitive
conditions, the market should determine the price. (Tr. at 2380-81, SWBT Brid at 49)



Discussion: Formula results using the TELRIC standard will be used to provide guidance in
establishing rates for UNEs, but the Commission retains authority to confirm just and reasonable
rates to account for other Kansas objectives.

Issue No. MA-0012, What charge should be levied for standard performance data?

Discussion: See discussion for issue MA-0004.

Issue No. MA-0013, Are cost studies for interim number portability necessary?

AT&T: AT& T’ spositionisthat cost studiesfor interim number portability are not necessary.
(Tr. at 3105)
SWBT: SWBT's position has been from the outset of all arbitration casesthat SWBT would

track its actual coststo provide INP and true up INPrelated accrualsin compliance with FCC final
orders. INP costswill betracked when incurred and reported consistent with the FCC rules on these
costs. (Tr. at 2380) No cost assignment nor cost recovery rate is applicable at thistime. (SWBT
Brief at 50)

Discussion: Thisissueis currently being addressed in Docket No. 97-GIMT-712-GIT.



