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7. Nonrecurring Costs1

2

Description of NRCs, and SWBT’s Approach3

4

Q.  Let’s  turn to the Company’s nonrecurring cost studies. Could you begin by briefly5

explaining these costs?6

A.  In the context of this proceeding, nonrecurring costs are primarily expenses incurred at the time7

SWBT initially provisions an unbundled element for a CLEC. These costs are almost entirely8

demand-sensitive costs, which are associated with the actual provision of unbundled elements9

to competitive carriers. They differ from recurring costs in that they are one-time costs incurred10

as a result of an order to initiate or change service, and  tend to be associated with the process11

whereby end use customers change from one carrier to another.12

Consider a simple example: a CLEC convinces a business to switch to its service. The13

CLEC intends to rent loops from SWBT and combine these with the CLEC’s own switch. The14

CLEC places an order with SWBT to accomplish this transfer. A variety of different15

nonrecurring costs are likely to be incurred in this situation. First, SWBT needs to process a16

“service order,” to inform the relevant employees of the work that needs to be performed, and17

to initiate the appropriate billing changes. The costs of creating and processing this service18

order would be classified as “nonrecurring” because they occur once–at the time the UNE is19

rented, and since these costs aren’t capitalized or amortized, they do not recur on a regular20

monthly basis. Second, SWBT will need to send a technician to the central office to accomplish21

several tasks. For instance, it will be necessary to redirect the loops used by the end user from22

SWBT’s switch to the transport facility that will be used to connect the loop with the CLEC’s23

switch–perhaps via facilities located in the CLEC’s co-location cage, or perhaps via a SWBT24

multiplexer. 25
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Q.  Are there some special characteristics to nonrecurring costs from a economic1

perspective?2

A.  Yes. The level of nonrecurring costs can have a substantial impact on the transition towards3

effective competition. If nonrecurring costs are high, competition will be slow to emerge, and4

SWBT will continue to dominate the market within its service territory.5

The impact of nonrecurring costs falls heavily on customers that change carriers, as well6

as those who move to a new location. In economic terms, these are classified as “transaction7

costs,” like brokerage fees and credit card processing fees. It is well established that high8

transaction costs reduce the efficiency of markets, and make it more difficult to achieve9

effective competition. In general, high transaction costs discourage transactions, inhibit the10

exercise of consumer choice, and create market friction (i.e., slow down or halt competitive11

pressures by inhibiting customers from “shopping around” or slowing the movement and impact12

of changing price signals). An important characteristic of purely competitive markets is that13

transaction costs are very low, relative to the value of the goods and services being purchased. 14

High transaction costs can be a significant barrier to entry, and will reduce the probability of15

effective competition.16

These general economic characteristics are particularly significant in the context of this17

proceeding. If the Commission were to approve high nonrecurring charges, it will tend to18

discourage new local exchange carriers from entering the market, and will tend to discourage19

customers from changing from one carrier to another. Stated differently, with high nonrecurring20

costs, there is a tendency for customers to become “captive” to whichever carrier they are21

currently using. Needless to say, this tends to provide an advantage to SWBT since it currently22

serves nearly 100 % of the retail market for local exchange services. If relatively high levels of23

nonrecurring costs are incurred and imposed on CLECs, it will be relatively costly for end-user24

customers to switch from SWBT to another local carrier. 25
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From a public policy perspective, there is a clear trade-off between the level of1

transaction costs applicable to the CLECs (and imposed on their customers) and the intensity2

and degree of competitive pressures which can be expected to emerge over time. With3

relatively low transaction costs, it will be easier for CLECs to enter the market, and it will be4

relatively costless for customers to change carriers, in order to “try out” a competing carrier’s5

service, or to respond to a small price difference. With high transaction costs, movement6

between SWBT and CLECs, (as well as between different CLECs) will be discouraged. Minor7

differences in prices and quality won’t be sufficient to motivate such changes if the cost of8

changing carriers is too high. 9

In general, a high level of transaction costs will tend to result in a market that is10

relatively rigid and inefficient. Customers will be discouraged from changing carriers, and the11

transition away from monopoly conditions may be greatly slowed, or precluded entirely.12

Accordingly, from a public interest perspective, it is preferable to keep transaction costs as low13

as possible.14

From an incumbent carrier’s perspective, of course, these problems may seem like15

benefits. Thus, if SWBT incurs a high level of nonrecurring costs and passes them along to its16

competitors,  that will have two salutary effects for SWBT: it will discourage competitive entry,17

and it will impede the CLECs’ ability to gain market share.18

19
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Q.  Are there differences between the level of transaction costs in the local exchange1

market and the long distance market?2

A.  Yes. It is obviously more difficult and costly to change local carriers than to change long3

distance carriers. Consider the situation facing customers who want to consolidate all of their4

long distance and local services with a single carrier. They can easily accomplish “one stop5

shopping” if their local carrier markets long distance services, and all that is necessary to change6

their current long distance carrier (presubscribed interexchange carrier)is to switch to their local7

provider. On the other hand, if they want to go in the other direction–changing their local8

carrier–they are facing a much more daunting task. Changing local carriers may require many9

more steps, including physical rerouting of circuits and other activities that potentially result in a10

temporary loss of service. 11

12

Q.  Has the low cost of changing interexchange carriers been a pro-competitive  factor in13

long distance markets? 14

A.  Yes. When equal access was first mandated, the FCC set a maximum rate of $5 for changing15

“presubscribed” carriers, despite claims that the transaction costs involved in such changes16

exceeded this amount. The effect of this pricing policy has been to enhance competition and17

diminish AT&T’s market power. The primary beneficiaries of this policy have been price-18

sensitive customers, who change carriers frequently, and the smaller carriers, who have19

gradually been increasing their share of the market.  As a result, market share data reflect a20

fairly dramatic erosion of AT&T’s market dominance since implementation of equal access.21

According to the FCC, between 1984 and the second quarter of 1997, AT&T’s national share22

of long-distance revenues decreased from approximately 90 % to 51 %. During the same23

period, MCI’s share rose from 5 % to 17 %, Sprint’s share rose from 3 % to 9 %, World24
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Com’s share increased from virtually nothing to 7 %, and collectively the hundreds of other1

competitors increased from 4 % to 16 %. [FCC News, October 10, 1997.] 2

As competition has intensified, the “churn rate” for long-distance carrier presubscription3

has also increased.  A recent market analysis estimated the residential turnover rate in 1997 at4

about 25 %. [tele.com, March 1998, p. 19.] In other words, it has been estimated that roughly5

one in four households changes long distance carriers each year. Customers would not be as6

willing to change IXCs, nor would carriers be as sensitive to competitive pressures, if the7

nonrecurring fees associated with changing carriers were high. Interestingly, the volume of8

activity involving changes in long distance carriers has grown so much, and the process has9

become so highly automated, that the cost today is probably more than covered by the nominal10

$5 rate set by the FCC.11

12

Q. Could you please briefly describe the Company’s nonrecurring cost studies?13

A. The Company studied the nonrecurring costs associated with providing unbundled loops, ports14

and other network elements. The Company began by defining various work functions that it15

considered necessary in order to install and disconnect  the unbundled elements. Next, the16

Company estimated the amount of time required to perform each work function. These time17

estimates were then multiplied by hourly labor rates to calculate the cost of each work function.18

The costs of these work functions were then summed to estimate the cost of each of the19

proposed nonrecurring charges.20

Subject matter experts identified five workgroups that were involved in provisioning the21

unbundled elements. Following is a list of these workgroups and the Company’s description of22

the activities performed by each:23

24
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• Circuit Provisioning Center (CPC) - Assigns and inventories the end to end circuit1

which includes functions such as tie pair assignments, design layout record (DLR)2

generation and provisioning of the connections to the CLEC point of interconnection,3

such as the cage.4

•  Procurement (PROC) - Handles administration and tracking of plug-in circuit5

equipment required for the circuit, and provides shipping of plug-ins from warehouse to6

central office and field locations.7

•  Central Office Forces (COF) - Installs plug-ins, wires and tests circuit through the8

central office(s).9

• Installation and Maintenance (I&M) - Installs in the field and test services to the10

customer locations(s).11

• Special Service Center (SSC) - Coordinates central office and I&M installation activity12

and performs remote testing.13

[Response to BJA IR 3-4] Separate costs were identified for the first unit on each order, and14

for each additional unit.  SWBT also conducted a separate study to determine the Service15

Order costs associated with provisioning UNEs. Unlike the specific nonrecurring costs for each16

element, the Service Order Charge will apply on a per order basis, regardless of the number of17

elements on the order. [Response to BJA IR 7-8].18

19

Q. How did the Company identify the various work activities that would be neces sary to20

provide unbundled elements?21

A. This is not entirely clear to me. However, it appears generally that “subject matter experts”22

subjectively determined which functions would be necessary for a given element. For example,23

with regard to loops and several other elements, SWBT provided the following explanation: 24

25
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Subject Matter Experts from CPC, Procurement, COF, I&M and1
SSC who are experienced, knowledgeable employees with expertise in2
the provisioning of similar services such as Private Line and Switched3
and Special Access determine their workgroups’ involvement via4
activities and times for simple circuits like Voice Grade up through the5
more complex DS1 circuits. This data is then mapped to the retail or6
unbundled element studies for the design, installation/disconnection and7
testing functions.8

9

[Response to BJA IR 3-9]10

11

Q. How did the Company estimate the work times for each function?12

A. Again, the Company surveyed various “subject matter experts”. The number of SMEs13

providing input varied from study to study. However, for some studies, only one expert was14

involved. [See response to BJA IR 3-10]. For other studies, SWBT was unable to provide a15

list of the SME’s who contributed to the time estimates. Copies of the actual surveys were only16

available for a few studies. 17

18

Problems with Nonrecurring Cost Studies19

20

Q. Have  you identified any problems with the Company’s nonrecurring cost studies  (JA-21

0001)?22

A. Yes.  First, SWBT’s nonrecurring cost estimates are not fully consistent with the TELRIC23

concept. In particular, the Company’s work time estimates and its cost estimates  are not24

consistent with an environment in which the nonrecurring activities are being accomplished in the25

least costly, most economically efficient manner, consistent with the long run, forward-looking26

principles that should apply to this proceeding. Second, all nonrecurring costs include the27

estimated cost of disconnect activities, which I consider inappropriate for reasons I will explain28
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later. Third, SWBT has used inappropriately high labor rates in its NRC studies. In addition to1

these general criticisms, I have some specific concerns about the Company’s Service Order2

and loop non-recurring costs.3

4

Q. Please discuss the Company’s work time estimates. Would you elaborate upon your5

concerns?6

A. First, I have serious reservations about an estimating process that relies upon the subjective7

opinion of a few people working for the Company. As I said earlier, for some studies only one8

person provided time estimates. However, even if the surveys had involved a much larger9

sample of employee opinions, I would still be concerned about the use of these types of time10

estimates. These opinions are based upon employee perceptions of the work required to11

provide unbundled elements. Since the industry is just starting to move down the learning curve,12

they are seeing the situation from the worst possible moment–while everything is new and13

confusing, and standardized, efficient procedures have yet to be developed.14

While the Company has been operating in a retail environment for this entire century, it15

has been operating in an unbundled element/wholesale environment for a very brief period.16

These employees and the entire industry are at the very beginning of what is likely to be a long17

and very steep learning curve. As individual employees and the industry gain experience with18

the unbundled element/multi-carrier environment, activities which currently seem very difficult19

and time consuming may become highly routine and simplified. There is every reason to20

anticipate that the time required to perform the various functions included in the nonrecurring21

cost studies will significantly diminish as experience is gained, and the most efficient, cost-22

effective methods are learned.23

It is clear that the Company’s time estimates are based upon limited experience,24

encountered at the initial point on the learning curve. The long-run cost estimates being25
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developed in this proceeding should reflect the time requirements associated with maximally1

efficient methods of operation which will ultimately prevail, once the industry moves down the2

learning curve. It does not appear that the Company has made an adequate effort to convert its3

employee’s time estimates to ones that would be appropriate for use in a long run cost study. 4

5

Q. Are there any other problems with the Company’s work time estimates?6

A. Yes. The Company has not demonstrated that the time estimates were developed in manner7

which adequately protected against inaccuracies and bias. In any survey, the results can be8

greatly influenced by the manner in which the questions are worded, and the context in which9

they are asked. In this regard, the Company’s documentation efforts are disappointing. It isn’t10

clear what information was conveyed to the employees being surveyed, or what steps, if any,11

were established to protect against the potential for survey bias. For example, when asked to12

estimate the time it would take to perform a specific task, employees were not provided with13

clear instructions concerning what assumptions to make about the volume of activity which will14

be occurring, or the extent to which procedures will be improved and streamlined.15

16

Q. What alternative is there to basing work time estimates on subjective opinions17

concerning how long tasks will take in a wholesale environment?18

A. One alternative is to base estimates upon the Company’s experience in performing the same or19

similar functions in its retail operations. During discovery, Staff asked for any available20

information that shows what the Company is currently spending on job functions that are21

analogous to the job functions included in the Company’s nonrecurring cost studies. [BJA IR 3-22

24]. However, the Company indicated that any response would require a special study, and23

that no such data were available.24

25



 Direct Tes timony o f Ben Joh ns on, Ph .D.

 On Behalf of the Kansas  Corporation Commission Staff, Docket No. 97-SCCC-149-GIT 

10

Q. Let’s turn to your second general criticism of SWBT’s nonrecurring costs. Could you1

explain the Company’s assumptions regarding disconnect activities (JA-0070)?2

A. The Company has added the estimated cost of disconnecting a customer to the total3

nonrecurring cost applicable at the time service is initially connected. In the context of retail4

service, this is a common procedure, and may be appropriate. The typical retail customer may5

object to the idea of paying a fee to have her service disconnected. However, in a wholesale6

environment, the Company will be dealing with carriers who will accept and understand the7

need to pay a fee for disconnecting service when they lose a customer, or convert that8

customer onto their own facilities. Thus, it would not be unreasonable to impose the cost of9

disconnection on the carrier at the time the network element is disconnected. Additionally, it10

does not appear that the Company has attempted to discount the disconnect costs to their11

present value, based upon an assumed length of service. Such an adjustment is necessary if the12

Commission decides to allow SWBT to charge CLECs up front for disconnect activities.13

14

Q. Since customer confusion isn’t as big a factor in the carrier-to-carrier context, are15

there any advantages to excluding disconnect charges  from the service order charge?16

A. Yes.  First, this would avoid the need to estimate the average length of service in a competitive17

environment. Furthermore, there is a potential for inequity in SWBT’s approach. A new carrier18

that does not plan to convert its customers to its own network facilities, or one that does a19

better job of minimizing churn by keeping its customers happy, will be forced to overpay, while20

other carriers will underpay.21

22
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Q. Please turn to your third general criticism of SWBT’s nonrecurring costs. What labor1

rates has the Company used in its nonrecurring studies (JA-0006)?2

A. SWBT uses the labor rates developed in its Cost Factor Support binder, which are too high, as3

I explained earlier.  SWBT then inflates these labor rates by a factor of Begin proprietary***4

             ***End proprie tary, to arrive at its “levelized” (estimated) 1999 labor rates. These5

1999 estimated labor rates are then used in the nonrecurring cost studies. As I mentioned6

earlier, I question SWBT’s use of an inflation factor, since it doesn’t necessarily improve the7

accuracy of the final cost estimates–especially since SWBT hasn’t explicitly included an offset8

for increasing productivity.  9

10

Q. Please focus on SWBT’s Service Order costs (JA-0006). Would you elaborate upon11

this study?12

A. SWBT has developed separate service order costs for “simple” and “complex” service orders13

handled by its Local Service Provider Service Center (LSPSC). Orders are complex if the14

LSPSC is required to coordinate with other departments. [See document RFI 100098315

provided in response to BJA IR 3-1]. For both simple and complex orders, SWBT identified 416

order types: New Service Orders, Change Orders, Record Orders and Disconnect Orders.17

[Id.]. All service order costs consist of labor and computer processing expenses. Labor costs18

include “negotiation” and “typing”. Computer processing costs include Centralized Processing19

Unit (CPU) and Execute Channel Program (EXCP) expenses. 20

21

Q. Have you identified any problems with SWBT’s Service Order costs?22

A. Yes. A major problem is that SWBT’s Service Order costs assume 100% manual processing.23

For example, SWBT has estimated the following work times for the listed service orders:24

25
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• “Simple/New Service”: Begin proprietary*** 1

2

• 3

• 4

***End proprietary.5

6

Q.  Are these assumptions reasonable?7

A.  Absolutely not.  On the contrary,  it is reasonable to assume that the majority of CLEC orders8

will be processed electronically through the Company’s OSS systems, rather than manually.9

Service Order charges for such orders should not be based upon SWBT’s manual service10

order cost study. Perhaps SWBT intends to set different prices for manual and electronic11

orders, or perhaps it wants to develop rates based upon a blended average of the two.  But the12

Company has provided no indication of such an intention.  In fact, we have asked in vain for13

evidence that SWBT has even conducted a cost study to estimate the cost of an electronic14

order. 15

Second, it may not be appropriate to assume that “negotiation” and “typing’ functions16

are mutually exclusive, and that one cannot be performed at the same time as the other. SWBT17

offers this description of Negotiation: “Includes activities such as receiving request from18

customers, making sure the request is correct, obtaining credit information, determining if19

coordination is needed to provide the service, etc..”. [Document RFI 100985]. Typing is20

defined as follows: “Includes activities such as translating LSR (local service order) information21

into USOCS and FIDS, creating service order, distributing service order, etc...” [Id.] It22

appears that at least some of the typing activities can be performed while taking the order from23

the CLEC and reviewing that order. However, SWBT failed to provide sufficient information to24

enable me to determine which activities could be performed simultaneously.25
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Third, there is an inconsistency between SWBT’s method of recovering computer costs1

in its Service Order study, and its method of recovering computer costs in other studies. As2

described earlier, SWBT applies a support asset factor to its labor rates, a factor based on3

embedded cost data and including all General Purpose Computer expenses. However, SWBT4

also includes certain computer processing costs in its Service Order study. This creates the5

potential for double recovery. 6

To the extent SWBT’s General Purpose Computer costs are included in its support7

asset factor (whether loaded onto the labor rates or included in the common cost calculations),8

it is inappropriate to single out a portion of these costs for separate recovery through a specific9

cost study. Computer costs are part of a large array of overhead costs that cannot be readily10

traced to specific functions, services, and elements. While it might be feasible to identify certain11

computer costs that are uniquely related to a particular class of employees or activity, it isn’t12

practical to accomplish such a tracing for all of the Company’s employees and the activities13

they perform. Accordingly, it is reasonable to include computer costs in the Company’s14

common cost factor. However, if computer costs are going to be separately identified and15

included in specific UNE cost studies, then consistency demands that computer costs not also16

be included in the support asset/common cost recovery factor in a nonrecurring cost study.17

18

Q. Would you next discuss the Company’s nonrecurring loop costs?19

A. SWBT has included estimated costs associated with the Circuit Provisioning Center (CPC) and20

Installation & Maintenance activities. For an 8db Loop, SWBT estimates CPC activities of21

Begin proprietary***       ***End proprie tary minutes for the first loop, and Begin22

proprietary***        ***End proprie tary minutes for each additional loop. [See support file23

UNBUNDK.xls]. The Company estimates 8db loop Installation and Maintenance activities of24

Begin proprietary***         ***End proprie tary hours for the first 8db loop, and Begin25
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proprietary***         ***End proprie tary hours for each additional 8db loop. [Id.] The1

Company then assumes that the I&M activities will only be necessary for  23% of the ordered2

8db loops. Therefore, these estimates are effectively reduced to Begin proprietary***     3

               ***End proprietary  hours, respectively.4

5

Q. Do you have any concerns about the estimated CPC costs for loops ?6

A. Yes. The time estimates include such activities as “facility selection process,” “facility availability7

problem resolution,” “manual/custom design process,” and “design problem resolution”. [Id.].8

SWBT assumes that Begin proprietary***     ***End proprie tary % of its provisioned9

loops will involve at least some of this circuit design activity. This is a rather questionable10

assumption. SWBT may design this high a fraction of special access circuits provided to11

interexchange carriers, but this level of effort should rarely be required for ordinary loops used12

by CLECs in the provisioning of basic local service. SWBT certainly doesn’t create a special13

loop design for Begin proprietary***     ***End proprie tary % of its retail customers.14

Additionally, SWBT’s CPC cost estimates include such activities as “manual order15

entry”, “input administrative data”, “check accuracy of order” and “order problem resolution”.16

However, SWBT describes its Service Order activity performed by the Local Service Provider17

Service Center (LSPSC) as: “receiving requests from customers, making sure the request is18

correct, obtaining credit information, determining if coordination is needed to provide service,19

etc..” Therefore, the CPC appears to be performing functions that overlap those being20

performed, or which potentially could be performed, by the LSPSC.21

22

Q. Do you have concerns about SWBT’s I&M cost es timates (JA-0064)?23

A. These activities are primarily premise visit functions. For 8 db loops, SWBT has assumed that24

these activities will be necessary Begin proprietary***     ***End proprie tary % of the25
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time. When we asked for the source of this dispatch factor, we were directed to SWBT’s1

“Unbundled Nonrecurring Additional Workpapers”. [Response to BJA IR 3-4]. These2

documents are an assortment of spreadsheet printouts, internal memos, hand-written notations,3

survey forms, and other cryptic source documents. As such, we found it difficult or impossible4

to trace assumptions and inputs back to specific source documents. What appears to be the5

source document for the dispatch percentages is a hand written notation in response to the6

following typed question: “What percent of the time do we perform Field Cross Connects on7

the following: Residence, Business, Centrex/Plexar.” [Document 18508]. There is no indication8

of when the note was prepared, or by whom. However, from this documentation it appears that9

SWBT’s dispatch factors are based upon SWBT’s experience with provisioning retail loops.10

11

Q. Is it appropriate to use this dispatch ratio in the UNE nonrecurring cost studies?12

A. Not necessarily. It may be true that Begin proprietary***       ***End proprie tary % of13

SWBT’s new retail connections require such a dispatch. If this is true, one can logically infer14

that a substantially smaller percent of UNE connections will require dispatch. Particularly during15

the next several years, the vast majority of CLEC customers will be converting from SWBT’s16

service to the CLEC’s service. Very few, of these customers will require a dispatch, since they17

will continue to use the same loop–it will simply be redirected to the CLEC’s facilities at18

SWBT’s central office. The dispatch rate for CLEC customers should be less than the dispatch19

rate currently experienced by SWBT in its retail operations, since the latter experience is20

dominated by customers who are moving to a new location, or adding an additional line at an21

existing location. In contrast, many CLEC customers will simply be converting their existing22

lines to the CLEC’s service.23

24
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Q. What is your recommendation concerning the appropriate dispatch percentages for use1

in a UNE environment?2

 A. Since we are at the beginning of the learning curve, and have little experience in a multicarrier3

UNE environment, any estimate of wholesale dispatch rates would be largely subjective. A4

solution is to charge a separately stated rate when SWBT has to dispatch a technician to the5

CLEC’s customer’s premises. Such an approach would not require subjective assumptions6

about future dispatch rates, and it would be preferable to relying on data from SWBT’s retail7

operations. A second-best solution would be to exclude dispatch costs when the loop is going8

to be used by an existing SWBT customer at an existing location, but to apply SWBT’s9

proposed dispatch rate to all other situations (e.g., when the customer is moving to a new10

location).11

12

Nonrecurring Charges in Other Jurisdictions13

14

Q. Let’s discuss nonrecurring rates in other states.  Are you aware of any decisions15

regarding SWBT’s proposed nonrecurring costs?16

A. I am aware of recent decisions in Texas and Missouri. Accordingly, I have prepared Schedule17

11, which compares SWBT’s Kansas nonrecurring cost estimates to the rates approved by the18

Texas and Missouri Commissions. The comparison is based on the estimated cost of both19

simple and complex orders for 8 db loops, and 1 and 5 loop orders. The Kansas costs include20

an allowance for common costs in order to make them more comparable to the approved rates21

in the other two states. For purposes of this comparison, I have used the Begin proprietary22

***            *** End proprietary  common cost allocator from SWBT’s Common Cost23

study. The line entitled “Installation, Maintenance, & Other” includes the I&M and Circuit24

Provisioning Center costs from the SWBT cost study. 25
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As shown, the rates approved in both Missouri and Texas were substantially lower than1

the cost proposed by SWBT.  For a simple 1-loop order, the Company estimated costs of2

Begin proprietary ***           *** End proprietary  (including common costs), this3

compares to approved rates of $31.07 in Missouri and $17.61 in Texas.  If SWBT’s estimates4

are accepted, a complex 1-loop order would be Begin proprietary ***             *** End5

proprietary  in Kansas, compared to $31.07 in Missouri and $106.56 in Texas.  A simple 5-6

loop order would be Begin proprietary ***            *** End proprietary  per loop in7

Kansas, but only $15.09 per loop in Missouri and $8.50 per loop in Texas.  Finally, a complex8

5-loop order would be $15.09 per loop in Missouri and $26.29 per loop in Texas, yet Begin9

proprietary ***            *** End proprietary  per loop in Kansas according to the10

Company.  Overall, the costs estimated by SWBT were at a minimum 231% higher and as11

much as 1036% higher than the rates approved in Texas and Missouri.12

13

Q. Did the Texas  and Missouri Commissions offer any explanation of how they developed14

the specific rates that are shown in your schedule?15

A. The Texas order did not contain such an explanation. However, the Arbitrator’s Report16

attached to the Missouri Public Service Commission’s Final Arbitration Order offers some17

insight. The Arbitrator specifically called into question the validity of the labor estimates, stating,18

“relying upon estimates from SMEs as [often] the sole source of data is disturbing.” [Case TO-19

97-67 pg.121].  With regard to the Service Order Charge, SWBT proposed a charge of20

$28.50 in Missouri. [Id.]  The Arbitrator disagreed with SWBT’s assumptions regarding21

manual order processing, and cited SWBT’s current PIC charge as the basis for reducing that22

rate to $5.00. [Id., p. 122]. With regard to other NRCs, the Arbitrator expressed concerns23

about the source of SWBT’s labor estimates, the possibility of double recovery of labor costs,24

and potential barriers to entry.25
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Q. Have you had the opportunity to review nonrecurring charges  propose d by any other1

local operating company?2

A. Yes. I recently reviewed the nonrecurring charges proposed by Bell Atlantic- South in New3

Jersey, Delaware, the District of Columbia, Virginia, West Virginia, and Pennsylvania. Schedule4

12 compares these proposed NRCs to SWBT’s estimated costs. Again, I have compared5

simple and complex orders, and 1 and 5 loop orders..  6

There are two major methodological differences between the rates proposed by BA-7

South and the costs estimated by SWBT. First, Coordinated cutovers are optional in the Bell8

Atlantic- South states. However, SWBT assumes all provisioned loops will involve a9

coordinated cutover. [Response to BJA IR 3-8]. Therefore, I have included the coordinated10

cutover charges in total NRCs for the BA-South states, despite the fact that CLECs have the11

option of avoiding this charge in the BA-South region. (An optional charge is obviously12

preferable from the perspective of a CLEC, since it can potentially be avoided.)  Additionally,13

Bell Atlantic- South proposed separate rates for premise visits.  However, as I mentioned14

earlier, SWBT assumes that many 8db loops will require a dispatch. To deal with this15

complication, I included Begin proprietary ***        *** End proprietary  of the premise16

visit cost in the total NRCs for the BA-South states.17

As shown, the proposed Kansas rates range from 49% to 827%  higher than the18

comparable Bell Atlantic - South rate proposals. For a simple 1-loop order, the Company’s19

estimated costs are Begin proprietary ***             *** End proprietary   For a complex20

1-loop order, the Company is proposing a total nonrecurring cost of Begin proprietary *** 21

            *** End proprietary   For both types of orders, the proposed rates developed by22

Bell Atlantic- South would range from $38.07 to $69.26. Similarly, for 5-loop orders, the23

Company is proposing total nonrecurring costs of  Begin proprietary ***         *** End24

proprietary  per loop for a simple order and Begin proprietary ***           *** End25
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proprietary  per loop for a complex order, compared to proposed rates ranging from $16.991

to $37.17 in the Bell Atlantic- South states.2

3

Q. The nonrecurring loop charges proposed by Bell Atlantic-South were all significantly4

lower than those the Company has proposed in Kansas. Were the rates proposed by5

Bell Atlantic-South approved?6

A. I have seen final orders only from the New Jersey and Delaware regulatory commissions. In7

New Jersey the proposed Service Order charges were reduced by approximately 11 %, and8

Installation charges were reduced by approximately 8 %. Coordinated Cutover charges were9

completely eliminated. The Delaware Commission reduced the proposed Service Order10

charges by approximately 8 %, and the Installation and Coordinated Cutover charges were11

reduced by approximately 9 %. Thus, while the Bell Atlantic - South rate proposals were more12

moderate than those of SWBT, the final approved rates were reduced by only a modest13

amount. This contrasts sharply with the recent decisions in Texas and Missouri, where many of14

the proposed rates were reduced quite dramatically.15

16

Q. What are your recommendations regarding the Company’s nonrecurring costs?17

A. For the reasons stated earlier, the Company’s work time estimates and other inputs should not18

be relied upon, at least not without substantial downward adjustment. If these time estimates19

were accepted by the Commission without substantial reduction, they will translate into much20

higher nonrecurring rates than have been approved in Texas and Missouri. The resulting rates21

would also be much higher than the analogous rates proposed and/or approved in the Bell22

Atlantic - South region. 23

SWBT’s time estimates do not adequately reflect the benefits of moving down the24

learning curve. As SWBT and the CLECs gain more experience in a competitive, multicarrier25
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environment, it should be feasible to perform these non-recurring activities in a fraction of the1

time estimated by SWBT in this proceeding. Furthermore, it should be remembered that the2

SWBT time estimates are merely the opinions of a small number of individuals. 3

Unfortunately, the Company has not provided the data necessary to precisely adjust the4

costs to more reasonable levels.  Perhaps data submitted by AT&T or other parties5

simultaneously with the filing of my testimony will provide the Commission with adequate6

evidence which it can use to appropriately reduce SWBT’s nonrecurring time estimates, and7

corresponding cost estimates. The Commission has at least three other alternatives, as well. 8

First, the Commission can deny the Company the right to levy any charges at all until9

the Company has developed and submitted better, more reliable time estimates and proposed10

new cost studies which overcome the various problems I have identified. The disadvantage of11

this option is that it would leave potential entrants uncertain about the cost of doing business in12

Kansas until this important issue is resolved. Since this increased uncertainty could discourage13

entry and slow the transition to a more competitive market, I do not recommend this option.14

Second, the Commission can use data from other states, like the rates shown in15

Schedules 11 and 12, as a basis for adjusting SWBT’s nonrecurring costs to more reasonable16

levels.  This is the approach I recommend.  To facilitate this approach, I have prepared17

Schedule 13.  This schedule shows rates based upon application of SWBT’s common cost18

factor to the Company’s estimated direct nonrecurring costs for various types of loops, cross19

connects, and ports.  I have compared these Kansas proposals with the analogous rates20

approved in Texas and Missouri, to the extent feasible.  In some instances, these other states21

have not authorized a separate charge for items that are included in the Kansas proposals, as22

indicated by the word “none.” Of course, to the extent AT&T or other parties submit23

persuasive evidence concerning the time requirements for various non-recurring activities, that24
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evidence can also be considered by the Commission in developing appropriate alternatives to1

SWBT’s nonrecurring cost proposals.2


