Compliarce Analysis

Staff reviewed nost of the studies filed by SWBT ad AT&T, but concentrated on certain
studies, and certain agpects of the studies. Duringthe course of its review, Staff discussed various
issueswith SWBT and AT&T representatives. Staff concludes that both SWBT and AT&T generally
made a good faith effort to cormply with the Commission’ s orders, but netther of thefilings is in perfect
compliarce with the Conmission’ s reguiremerts.

The following comments are organized around certain inputs and issues that Staff considersto
be particularly important and/or most disputed. Staff will not discussareas where it feels SWBT has

fuly cormplied with the Commission’ s requirements or where the discrepancy does rot have a signficant

impact..

Labor Codts

The Commission ordered SWBT to remove Trangtional Berefit Obligation (TBO), sales
commisson, retail bonuses and award payments from its labor rate calculations. Additiondly, SWBT
was required to ramove overtime and premiumtime when a separaterate element is proposed for
overtime and premumtime charges. Finally, SWBT must renmove salary related support asset expenses
in the cdculation of the support asset factor. In Comments filed on January 25 and February 12, 1999,
Staff, SWBT, AT& T ard other partiesaddressed the extent to whichSWBT corplied with these
requirements. Inits Final Order, the Commission did not discuss labor rates, or reslve the oustarding
issues corcerning the devel oprrent of those rates. Since the non-recurrirg cost studies consist amost

entirely of labor, these issues are more sigrificant in the present context. For this reason, the



Commission mght wart to address the outstandirng issues and thus Steff will reiterate some of its earlier
coments.

SWBT removed TBO costs fromthelabor rates presented in its Cost Factor Binder. Sales
comrmissions previoudy were included inthe calculation of SWBT’ s Premium Tinre loading factor.
SWBT has removed these cogts from the labor rates presented in its Cost Factor Binder. SWBT
claims that bonuses and awards rever were included in any labor rates. As proof it has provided copies
of severa internal account descriptions to which bonuses and awards are booked. According to
SWBT, o costs from these accounts were included in the labor rates.

SWBT was reguired to remove the salary related sypport asset expenses in its calculation of
the support asset factor, ard remove TBO' s to the extert thet they were included in the cdculation of
support asset factors. SWBT removed TBO's in the calculation of K ansas-specific support asset
expenses. However, it does not appear that SWBT made the ana ogous adjustmerts when calculating
support asset expenses for Arkansas, Missour, Oklahomaand Texas. SWBT used data fromall five
states to calculate a conmpany-wide support asset factor, which was then used in the cod studies filed in
this proceeding Staff believes al Commission-ordered support asset adjustments shoud have been
made to the support asset calculations for all 5 states. If SWBT had dore this, the labor rates woud

have been reduced below the level reflected inthe recently submitted studies.

Electronic Ordering

The Commission held:



Staff and AT& T have persuasively argued thet charges for NRCs should not be
based on inefficient manual processing sysens. Marnual processingis not
consistent with TEL R C prirciples requiring forward looking least cost
methods. (July 15-16, 1998 Tr. at 3531- 34 and 2890- 99) Obvioudy, costing
of manual methods does ot reflect the efficiencies and costs for electronc
processing of savice orders. Furthermore, assumption of manual service order
processingto any signficant degree provides SWBT with a large economic
incentive to delay inplementation of electronic service order flow through with
atterdant negative corsequences for the devdopment of competition. (July 15-
16, 1998 Tr. At 2890-99) Therefore, € ectronic processing of ordersis a
reasonable assumption for calculation of NRCs, which is consistert and
arguably required under the TEHLRIC costing principles which this Commission
and the FCC have adopted. [Order on Recongderation, § 70].

SWBT maintains that if aCLEC places anorder ouside of its OSS, then SWBT should be
compensated for the resuting costs. Accordindy, SWBT filed 2 service order cod studies-one
assuming fully marual processng, and one assuming fully e ectronic processing SWBT would like to
charge rates based on the menual costs whenever a CLEC submits an order without tsing SWBT' s
OSS, such asby phone or fax.

The Commission has dready addressed thisissue, holding as follows:

SWBT proposed differert rates for electroncally processed orders and for
orders which are manwally processed. AT& T and Staff urged the Commission
to edablish prices based on the cogt to process orders electronicaly. SWBT is
developing the ability to process electroric orders. The availability of an
automated ordering processiis preferable to a manua process. Basingthe
prices on the asunption thet all orders are processed electronically provides
an additional incertive for SWBT to develop its operational support system
The Comnission agrees with AT& T and Staff, thus the adopted NRCs reflect
the electronic processing of orders and alow falout rate. [Fina Order, 192].
SWBT’ s submission of a sudy based upon fully manua processesis incons stent with this portion of the

Order on Reconsideration. SWBT supports its submission by argungtha even if its OSS were fully



operational, some CLECs might still prefer to place orders by other means. SWBT apparertly believes
that it should be compensated for the additiona costsinposed by the CLEC' s decision to suomit the
order via FAX or telephore. While Staff sees some merit to this reasoning the proposed
solution—imposing very high NRC charges based upon 100% manual processing-istoo draconian.' A
more reasonable solution would be to inpose a modest surcharge, which is sufficient to recover the
cost of having a SWBT clerica employee input the order into its OSS. From that poirt forward, the
order should be assumed to flow through the orderingand provisionng process like any other order.
Furtherrmore, both of SWBT’ s service order studies are new; reither study represents arerun

of its original service order gudy. Yet, in its Order on Recorsideration, the Conmmission held:

In order to provide a stable basis for cormparison to NRCs which were earlier

calcuated using different assumptiors and conditiors, SWBT’' s NRC cost

studies shal be modified from SWBT’ s latest NRC submission to the extert

outlined rerein. [ 70].
Staff believes SWBT should have rerun its service order study to be corsistert with its original filing,
modified only to the extent required by the Commission’ s orders. Thisis the gpproach used by AT& T

in its November 9, 1999 filing and is the approach generally used by SWBT in developirg its other

revised studies.

! Proposed charges range from$15.70 to $113.04, depending upon the type of order.
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Five Percert Fall Out




Provisioning network eements typically involves mutiple stages, withnunmerous work activities within
each stage. For example provisioningan 8db loop may involve “ service order” activities (e.g, order
entry, order distribution, €tc...), circuit provisionirg activities (e.g., corrective action, input administrative
data, etc...), and ingtalation activities (e.g., order analyss, travel to customer premises, etc...). Durirg
each of these stages, the potertial exists for autometed processes to fail, requiring manual intervention.
Whenthis occurs, anorder is said to fall out; one of the disputed issues in this proceedingis the level of
“fal out” which should be assunmed in developing the NRC studies. With regard to thisissue, the
Commission held:

It isurredigtic ard illog cal to expect that any business would on a long term
basi's accept adesign or process that resulted in a significant percentage of its
incoming business orders falling out of rormal atomated processing
procedures. This fall out woud cause expensive additional manual hardling
(employee time), ill will ard complairts from custoners, and lost business.
Thus, as gated by Staff fall out rates should be determined with along-run view
toward process improverment and efficient operation.... AT& T suggeds thet...
in a conpetitive environment in the longrun, SWBT should be ableto achieve a
98% flow throughrate, even for conplex orders. ...We believe it woud go too
far at this time to require a l-2% fall out rate, since clearly systens still are being
developed and implemented. However, as a policy netter we corsider it to be
essertial to adopt forward looking least cost standardsas closely as
reasonable, and to avoid indtitutiona izing disi ncentives which have anti-
competitive effect and result in poorer service to consuners. On baarce, itis
clear thet highfdl out rates have the corsequence of added cost for
competitors, and delays and poor service for consuners. Thisis not the
expeded resut of a competitive telecommurications market, so hghfdl out
rates should not be assumed inthe NRC cost studies. For these reasons we
adopt the 5% fall out figure, recognizingtha for the long runit is still more than
the I-2% estimations provided by AT& T and SWBT. [Order on
Reconsideration,  70].

SWBT apparertly interprets this section of the Order on Recorsideration to mean that a 5% fall out

rate should be applied to service order activity; no changes are required to its fall out assumptiorsin



other parts of its NRC studies. Apparently, SWBT believes that the phrase “incomrg business orders’
limits the above discussionto the service order process. Congistert with this interpretation, inits
electronic service order study SWBT assumed that manual processes will occur 5% of the time.
However, no other changes were madeto itsfall out assumptions in other parts of the UNE
provisioning process.

Inits other revised studies, SWBT continues to meke a variety of differert assumptions
regarding the extent to which various activities will be required, and the extert to which these adivities
will need to be performed manually. For exarmple inits switchingfeaures study, SWBT assunes that
25% of the hurting arrangenent orders will fal out of the automated systemand require manuel
intervertion. SWBT makes similar assumptions in other studies. In its loop studies, SWBT assurres that
various circuit provisioning activities will sometimes be required. SWBT estimated the amourt of time it
would take to manually perform these activities, and then applied a combiration of 2 factors to arrive at
the “ret” work time reflected in its loop studies.

Table 1 below shows the work times estimated by SWBT for its 8db loop circut provisioning
center (CPC) activities. For simplicity, only the work times associated with the first loop are included.
As srown, SWBT applied a combination of 2 fectors to arrive at the work times used in its 8db loop
study. The Cormpany muttiplied the gross work times by the product of a “fall out” percentage and a
“probability” percentage. For exanple the***Proprietary  Proprietary*** minues associated
with “loop problem resolution” activity is muliplied by the product of ***Proprietary
Proprietary*** percert and ***Proprietary  Proprietary*** percent, resultirg in a net work

time of ***Proprietary Proprietary*** minutes for ths activity.



SWBT s assumptions equate to a curulative fallout of 59.3% percert for the CPC irstallation
activities, and cunulative falout of 6.9% percent for the CPC disconnect activities. Cumulative fal outs
are calculated as follows. Firdt, for each work activity, the individua fall out factor is mutiplied by the
individual “ probability” factor to deternine the probability thet the activity in guestion will need to be
performed manually. For exanple, in the installation exanple in Table 1 below, ***Proprietary
Proprietary*** of the orders will require manual “corrective action” (100% times***Proprietary

Proprietary***). Second, for eachwork activity, the product fromthefirst step issubtracted
from 1, to determine the probability that this activity can be acconplished without mantal intervention.
For exanple, 1 mrus***Proprietary Proprietary*** equals ***Proprietary
Proprietary***. Accordingy, ***Proprietary Proprietary*** of the orders canbe

successfully be accomplished without needing manual “ corrective action” duringthe installation process.

Third, all thedifferences comptted in the second step are multiplied together to get an overall
“suceess’ rate. In our installationexanrple, the cunulative success rate is ***Proprietary
Proprietary*** times***Proprietary Proprietary*** times***Proprietary
Proprietary*** times***Proprietary Proprietary*** times***Proprietary
Proprietary*** equals 40.7%. The cumulative fall out rate for the installation process is equal to 1
minus the success rate, or 1 mirus 40.7%, which is 59.3%. Similarly, the currulative fall out rate for the

disconrect process is 1 mrus 93.1%, or 6.9%.



Gross
Work Group / Work
Furctions Times

Installation

Corrective Action
SOAC/SOAD

Manual Order Entry

Input Adminigtrative
Data

Loop Irput

Loop Problem
Resolution

Disconnect

Corrective Action
SOAC/SOAD

Manual Order Entry

Input Admindrative
Data

Table 1

***Proprietary***
B C D
Fallout
Fall Out Rate
Factor Probability B* C

E

Success
Rate

F

Net Work
Times
(A* D)

Source: SWBT Unburdled Network Elements Nonrecurring Cost Studies Workpapers, October,

1999, p. 110071.

A somewhat similar process was usad inthe other studies. However, SWBT only applied a singe set

of pacentage factors to the CPC activities for its other types of loops. For PRI and BRI loops for



ISDN service, the factor was 100%, and thus SWBT effectively assurred thet every order would
require manud activity.

Urlike SWBT, AT& T applied the 5% fall out assunrption to both the service order activity and
the activities thet occur later in the provisioning process. More specifically, AT& T multiplied each of
SWBT’ s net CPC work times by 5%. However, AT& T apparently was unaware that SWBT’ s “net”
CPC work times for the 8db loop had aready been reduced throughthe application of SWBT s fall out
and probability factors. As aresult, it appearsthat AT& T's November 9, 1999 studies urderdate the
fdl out rate, since they use SWBT s net work times as well as the Commission-mandated 5% fall out
rate.

There is some ambiguity regardirg what the Comnission meant by “5% fall out,” but Staff
believes neither AT& T nor SWBT has correctly inplemented this aspect of the Commission’s order.
SWBT is only applying the 5% factor to its electronic service order study. AT& T correctly applied the
5% factor to other studies as well, but instead of subgtitutingthis factor for the probabilities used by
SWBT in its original studly, it applied the 5% factor to the net result of the original SWBT probabil ities.
The latter procedure hes the effect of overshootingthe nerk, yieldinga net fall out percertage of less
than 5%.

Furthermore, both SWBT and AT& T are applying the Commission’' sfal out factor to
individual work activities, rather than lookingat the net fdl out rate for an entire process within a gudy.
Whenthe 5% rate is applied to irdividual activiieswithin anoverall process, the ret resutisto assune
agreater fall out rate for the process as a whole. Consider, for exarmple, a processwhich corsists of 5

activities, each of which has a 90% automated “success rate.” In other words, each of these 5 activities
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has 10% charce of reedingmanual intervertion. Thereis a 59% chance of an order being automatically
processed inits entirety; 41% of the orders will fall out of the aLtormetic process.

While more than one interpretation of the Commission’s Order is possible, Staff believes the
Commission intended to assume a cumulative fall out rate of 5 percent for al of the related work
activities within a particular study, thereby assuningthat 95% of thetime the process can be compleed
withou manual intervertion. To arrive at a cunmulative fall out of 5 percent, al of the rdated activities
should be considered as a group, withthe exception of those activities where the Commission’s DIP
and DOP assunptions apply. When studies include two completely different processes (e.g. both
ingtallation and disconnect work, which are completely separate processes), it would be reasonable to
assume a 5% curmulative fallout for each such process.

Table 2 presents an example of Staff' s recommended approach. As shown, a uriform “fal out’
factor of approximately 5.661% hasbeen gpplied to eachinstallation work activity. Usingthe method
described above, these fall out factors, when weighted by SWBT’ s “probability” facors, resut in an

overal (cunulative) fall out rate of 5 percent for theinstallation processas awhole
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Table 2

***Proprietary***

A B C D E F

Gross
Work Group / Work Net Work
Functions Times FalOuw  Probability B*C 1-D Times

Installation

Corrective Action
SOAC/SOAD

Manual Order Entry

Input Adminigtrative
Data

Loop Irput

Loop Problem
Resolution

Disconnect

Corrective Action
SOAC/SOAD

Manual Order Entry

Input Adminidrative
Data

Source: SWBT Unburdled Network Elements Nonrecurring Cost Studies Workpapers, October,
1999, p. 110071.

Sinilarly, a uniform“fall out” factor of approximetely 72.247% has been applied to each disconrect

work activity; when weighted by SWBT’ s “probability’ factors, this results in a cunulative fal out rate
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of 5 percent for thedisconnect process as a whole (99.278% times 96.388% times 99.278% equals

95.0%).

TIRKS Experses

Inits Order onrecorsideration, the Conmmission held:
we find itineppropriate to assume the use of TIRKS in performing the
NRC cost calculations. Invertorying UNES in the trunks inventory ard
record kegpingsysem (TIRK S) database for purposes of the NRC
cost study would be contrary to SWBT’ s provisioning of its own
“reguar”retail telephore service in its operations, and would be
discriminatory ard inconsistert with the federal Act or Federal
Comnunications Conmission (FCC) rues. In calculatingits proposed
NRC cogs SWBT shall not include costs assodated withthe TIRKS
database. [1[71].

SWBT only removed TIRKS rdlated expenses from the 8db loop. Accordingto the Company, SWBT
incu's TIRKS experses when provisioning other typesof loops inaretail context, thus it has interpreted
the Commisson sdedsion as only applying to the 8db loop. Initsstudy, SWBT idertifies TIRKS
expenses to include the following items: check accuracy of order, order problem resoluion, facility
selection process, facility availability problem resoluion, PFIO, manual/custom design process, design
problemresolution, ard distribution. AT&T has rot removed any of the costs assodated with TIRK'S
fromits studies, but this may have been an oversight.

Staff believes thet if anelement is provisioned by SWBT in aretail environment without the use
of TIRKS, then such expenses should be excluded from the studies filed pursuant to the Commissioni s

Order on Recorsideration. To the extent 8db loops are the only ores thet do not require use of
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TIRKS, SWBT's revised studies appear to comply with this provision of the Commission’s Order on

Recorsideration.

Dedicated Ouside Plant (DOP)

In its Order on Reconsideration, the Commission requred SWBT to assume thet outside plant
was left in place, or “dedicated”, 80 percert of the time. [{70]. SWBT’ srefiled 8db loop study
complies with the Commission’s Order on Recongderation. However, other loops, such as BRI, PRI
and 4- wire, use different assumptions. BRI costs are computed using a 5% DOP assumption while
PRI ard 4-wire loops use a 0% DOP assumption. AT& T used a 80% DOP factor for each of the 8db,
BRI, and PRI loops. AT&T dd not file a 4-wireloop NRC study. SWBT does not include any DOP
assunptions in its 4-wire loop study, because these are “desigred” circuits. Presumably, this same
ratiordale applies to its PRI loop study. SWBT has not explained why it tses a5 percent DOP factor in
its BRI gudy, but it is reasonable to assume a much lower DOP frequerncy in the context of BRI loops.
These loops are conditioned for ISDN service. If anew customer needs an BRI loop for ISDN
service, the odds are simthet a fully corditioned BRI loop will be avalable ready-to-go without
requiring ouside plant work. Because ISDN is so speciaized, and because so few customers use this
service, a muchlower DOP frequercy is appropriate.

The Commission’s Order on Recorsideration adopts an 80% DOP factor, but it does not
specify whether this should apply to al types of loops, or just to ordirery 8db loops. The appropriate
resolution of thisissue depends, inpart, upon another issue which has not been explicitly resolved in the

Commission’ s orders—urder whet circunrstances will the outsde plant related non-recurring charges
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apply? Staff bdievesnonrecurring charges shoud not apply in stuations where a customer is simply
changing carriers. For example, if a cusomer who currently receives ISDN service from SWBT
switches to a CLEC, outside plant work should rarely, if every, be recessary, ard therefore the non
recuringloop installation charges should not apply. Evenif the the ISDN service will be provided by
the CLEC’ s switch, rather than SWBT’ sswitch, no outside plant related NRC charges woud be
appropriate. Instead, non recurring cross connect charges should apply, in order to route the existing
ISDN loop to the CLEC’ s co-located facilities. Under this interpretation, outside plant related charges
shoud only in situations where the cugomer or the service is new. A mere change in carriers woud not
trigger the outsde plant related non recuring charges, ard thus it woud be reasoreble to assume that

dedicated ouside plart woud rarely, if ever, be available for providing |ISDN and four wire loops.

Dedicated Insde Plant (DIP)

Accordingto the Commission, “SWBT aready uses DIP (i.e., SWBT leaves the loop and port
connected) for its own internd operations. This procedure minimzes the irefficiencies when one SWBT
customer replaces the original one.” [1d.]. Accordirgly, the Comnission required SWBT to assume a
100% DIP factor incaculating its NRCs. [Id.]. Staff could find no evidence that SWBT complied with
this provision of the Order on Reconsideration. Furthermore, SWBT filed revised port studies which
appear to completely igrore the potertial efficiencies associated with DIP. The 100% DI P factor
mandated by the Order on Recongderation would seemto suggest that NRC charges should not apply
whena CLEC ordersa port. To the extat there arelabor costs associated withinstallation of plug-in

units and other activities involved inprovisionirg of ports, these costs are incurred at the tine the port is
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initially corfigured, and thus would be included in the recurring cost studies, and recovered as part of
the recurring rental fees. Given a 100% DIP assurmption, there does not appear to be any need for a

port study of the type filed by SWBT.

Switch Features

SWBT submitted a non-recurring cost sudy for unbundled loca switching features. As
mertioned above, inthis revised study, SWBT assumed aflow throughrate of 75% and aresultirg
manual intervention rate of 25% for the hunting procedure. Aswithall of its studies, SWBT shoud

assunre afal out rate of 5%, as further described above.
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