
BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE ESTABLISHMENT ) FINDINGS OF FACT, 
OF SWITCHED ACCESS RATES FOR U S ) CONCLUSIONS OF LAW, 
WEST COMMUNICATIONS, INC. 1 ORDER AND NOTICE OF 

1 ENTRY OF ORDER 
1 TC96-107 

On June 24, 1996 U S WEST Commun~cat~ons Inc ( U  S WEST) f~ led  for approval by the 
Pub l~c  U t i l ~ l ~ e s  C o m m ~ s s ~ o n  (Comm~ss lon)  ~ t s  1995 sw~tched access cost sludy According to the 
appl~catlon the study develops an overall average calculated rate of SO 066 per m~nu le  requ~red to 
recover the costs 

O n  June 27, 1996, the C o m r n ~ s s ~ o n  electronically transmitted no t~ce  of the f l l~ng and the 
intervention deadl~ne of July 1 2 ,  1996 to ~nterested ~nd iv~dua ls  and e n t ~ t ~ e s  The followmg 
companies were granted ~n le rven t~on  on July 30, 1996 Spr~nt  Con imun~cat~ons Company L P 
(Sprlnt) MCI Telecommun~cat~ons Corporation (MCI) Express Commun~cat~ons Inc (Express), 
ATBT Cornmunicat~ons of the M ~ d w e s t ,  Inc (ATBT) Telecommun~cat~ons Action Group (TAG) ' ,  
and Dakota Cooperatwe Telecornmun~cat~ons.  Inc (DCT) The Comm~ss ion also found that 
pursuant to SDCL 49-21 -1 2 4 the rate increase should be suspended for 120 days 

A hear~ng was held on Oclober 9 and 10. 1996 before the Comm~ssron tl.1 a regularly 
scheduled meeting of the C o m m ~ s s ~ o n  on December 9 ,  1995 Cornm~ss~oner  Schoenfelder moved 
lo reopen the record for the taking of more ewdence The rnotlon was seconded by Commlss~oner 
Burg w ~ t h  Cha~rman Stofferahn dissentmg The hearlng was set to contlnue on March 19, 1997, 
through March 21 1997 

On January 16. 1997, ATBT moved the Commiss~on to ( 1 )  d~sapprove the app l~cat~on of U S 
WEST for an Increase in sw~tched access rates and (2) to close l h ~ s  docket A hear~ng on t h ~ s  
motion was held before the Commiss~on on January 23 1997 Comm~ss~oner  Nelson d ~ d  not 
par t~cipate In these proceed~ngs At an ad hoc mee t~ng  on January 27, 1997, the C o m m ~ s s ~ o n  
granted the m o t ~ o n  of ATBT Commlss~oner Nelson absta~ned from vo t~ng  on t h ~ s  motion 

Based on the record in t h ~ s  matter the Comm~ss~on  makes the follow~ng F~ndlngs of Fact and 
Conclus~ons of Law 

FINDINGS OF FACT 

On June 24, 1996, US WEST filed for approval by the C o m m ~ s s ~ o n  ~ t s  1995 sw~tched access 
cost study The appl~cat~on mdicated that the cost study develops an overall average calculated rate 
of $0 066 per m~nute required to recover the costs of p r o v ~ d ~ n g  switched access Sw~tched access 
rates are charges made by U S WEST to other telecornmun~cat~ons companies for access to U S 
WEST exchanges 

'TAG members mclude Mldco Cornmun~cations, TClC Cornrnunicat~ons. TeloToch, F~rsTel, arid 

S ~ N  



Sw~tched access rates are determ~ned In accordance w ~ t h  a computer model developed by 
the Commrss~on (Transcr~pt 10,l I), the terms o f  w h ~ c h  are s p e c ~ f ~ e d  In C o m m ~ s s ~ o n  rules ARSD 
Chapters 20 10 27 throagh 20 10 29, ~ n c l u s ~ v e  A cost study musl be f~ led w ~ l h  the Cornn i~ss~on no  
less than every three years. ARSD 20 10 27 071 

Sw~tched access rates result from ~nformat~on In the form of numer~cal data w h ~ c h  I S  s ~ ~ p p l ~ e d  
Inlo the C o m m ~ s s ~ o n  s computer model (Transcr~pt 10) T h ~ s  ~ n f o r m a t ~ o n  w h ~ c h  I S  suppl~ed IS 

commonly referred to as "~nputs " The end product IS  called a cost study 

At the heanng before the C o m m ~ s s ~ o n  on October 9 and 10 1996 U S WEST through 11s 
w ~ t n e s s  Wayne G Culp Introduced 11s cost study Into ev~dence ( E r h ~ b ~ l  3 Transcr~pt 10) 

The enhanced revenue to U S WEST would be in the range of  6 lo  6 5 r n ~ l l ~ o n  dollars ~f the 
Comm~ss ion approved U S WEST's cost study and the rates w h ~ c h  U S WEST subm~ts thal I! 

supports (Transcr~pt 92) 

U S WEST w~tness  Wayne G Culp d ~ d  not personally develop any of the f~gures that wen1 
Into the cost study (Transcr~pt 90). he acted In a supervisory capac~ty (Transcr~pt 89) The model 
was actually run by other U S WEST employees (Transcript 89 90) W~tness Wayne G Cc~lp 
testifled on behalf of U S WEST that these Inputs were the truth (Transcnpt 92) 

Comm~ss~on  staff w~tness Robert Knadle's analys~s of adjustments to ~nputs  to the cost study 
made by U S WEST was based upon work papers that U S WEST furn~shed to data requests from 
staff The responses of U S WEST were not supphed under oath and to h ~ s  be l~ef  the numbers were 
checked by staff w~ tness  Harlan Best w ~ t h  reports that Harlan Best rece~ved (Transcr~pt 107,108) 

Commrsslon staff w~tness Harlan Best's analys~s of the cost study ~nvolved no ver~frcat~on o f  
~n fo rma t~on  that was contarned In the reports upon which he relled to ver~fy the cost model Inputs 
It was hrs behef that U S WEST's external aud~tors aud~ted U S WEST's ledgers for the report He 
drd not ~nspect U S WEST's ledger or perform any random sampling of U S WEST's ledger entrles 
used as Inputs to the cost study (Transcnpt 124. 125,126) 

Comm~sslon staff w~tness Gregory R~slov d ~ d  not perform any val~dat~on tests of numbers that 
U S WEST supplied nor d ~ d  he perform any direct ~nspect~on of U S WEST's records (Transcr~pt 154 
155.156) 



AT&T witness Patncla A Parker analyzed U S WEST's cost study and pointed to deficiencies 
In that cost study or areas that needed verlflcatlon those def~ciencies or areas lhal needed 
ver~ f ica t~on included 

a whether U S WEST has ~nc luded costs that are not related io Ihe provlslonlng of 
baslc access services 

b adjustments made to the Inputs including salary, employee level lnflallon 
adjustments In the base and process improvement cost were quesllonable 

c whether the rate of return on investment was ~rnproperly ra~sed 

d adjustments for recent sales of U S WEST exchanges had no( been met and 
appeared to use forecasted data, 

e an Increasing ~n U S WEST'S costs by shonenlng 11s deprec~at~on l~ i ies wiille no1 
maklng an adjustment for a rate Increase 1 1  was granted, and 

f U S WEST'S data was unaud~ted (preflled test~mony of Patr lc~a A Parker F x h ~ h ~ t  R 
4 through 7) 

FlrsTel President Fred L Thurman, a cert~f led pc~blic accountant queslloned U S WEST'5 
use of proceeds from a pnor sale of 55 rural South Dakota exchanges and how they Impact t h ~ s  cost 
study (Prefiled testimony. Exhib~t 12. 3, Transcrlpt 204 through 206) The switched access charges 
of U S WEST are approxlmately 50 percent of FlrsTelLs dlrect costs and as proposed would 
approximate a 100% lncrease In those costs (Transcrlpt 189 190) FlrsTel would not be able lo 
absorb this cost and i t  would be  d ~ f f ~ c u l l  for ~t l o  pass ~t on to customers due to the terms of  their 
customer contracts (Transcnpt 189) Fred L Thurman d ~ d  not present speclfic evidence or express 
an  oplnlon as to what he thought the sw~tched access rate should be other than to say that a 
reasonable Increase would be 10% or 15% (Transcrlpt 202) 

Tele-Tech, Inc , witness Jerry R Noonan, a practlclng certified publ~c accountant and majorlty 
stockholder of Tele-Tech, Inc , testifled that the proposed swltched access rate Increase by U S 
WEST would ellmlnate h ~ s  company from the marketplace (prefiled lestimony Exhlb~t 10 2)  These 
swltched access charges represent approxlmately 60% of h ~ s  company's d~rect business costs 
(Transcnpt 224) Jerry R Noonan did not present speclfic ev~dence or express an oplnlon as to what 
he thought the sw~tched access rate should be  as a result of the cost study filed In thls docket other 
than to recommend that ~t should stay at ~ t s  present S 0314 plus inflation pendlng the f d l  
lmplementatlon of the Te lecommun~cat~ons Act of 1996 (Transcript 228 229) 

Mldco Communications general manager Tom Simmons testified that h ~ s  company does not 
have the wherewithal to absorb the cost of the proposed switched access rat?, ~t would represen! 
a 108% increase and that his contracts with associations to provide telecomrnun~calions servlces 
to them only permit a 10% yearly increase in rates (Transcrlpt 232 through 234) Mldco employs 84 
people (Transcript 242) 



XIV 

T C l C  Coni rnun~car ions wltness D e n n ~ s  Law  testlf led that U S WEST ' s  proposed swltched 
access charge would represent a 108 4% Increase to h ~ s  company for such  costs,  that such charges 
represen ted  approxlmately 50% of TC lC C o m m u n ~ c a t ~ o n s '  dlrect operalrng costs 90°h of lhelr 
b u s ~ n e s s  o r ~ g ~ n a l e s  In South Dakota and  that they employed 25  full and  part \ !me enlployees 
(Transcnpt 248,253) Dennls Law d ~ d  not present specrfic evldence or express an  oplnlon as to what 
he  thought the switched access rate should be  

Te l  S e n  Te lecornmun~ca t~ons  wl tness Susan Cook testlfled that U S WEST 'S  proposed 
swrtched access lncrease would represent an Increase of 124% In current swltched access charges 
to her company For Increases In excess of lo%,  thelr customers are al lowed out o f  l h e ~ r  contracts 
with Tel S e w  Telecornrnunrcat~ons As to the Increase r f  a l lowed she was  unsure where Tel Serv 
Telecornrnun~cal~ons would reallocate the costs  (Transcr lpl  256 258) Susan Cook drd not present 
speclfic evldence or express an oplnlon as to what  she thought the s?rurtChed access rate should be 

XVI 

Sprlnt Commun~ca t~ons  Company Jon1 P Slplon testlf led that the proposed swrlched access 
rate would represent an Increase ~n swltched access charges of approxrmately 1 12% to her company 
(pref l led testlmony Exhlbrt 7 ,  2) Jon1 P Slplon d ~ d  not present speclf lc ev~dence  or express an 
oplnlori as  l o  what she thought the s w ~ t c h e d  access rate should be 

Uslng the Comrnlsslon's cost mode l ,  U S WEST's testrmony was that the sw tched  access 
charge  was  approxlmately 6 4 cents per  mmute of use  (prefl led tesl lmony Exhrbrt 3 ,  1 )  Staf fs  
f lndlng w a s  6 15 cents  per rnlnute of use  (prefl led testlrnony, Exh~b l t  4 ,  5)  At the hearmy, U S 
WEST testlfied that it would "accept" s ta f f s  poslt lon (T ranscr~p t  11) U S WEST 's  rebuttal w~ tness  
Wayne G Culp put bounds  around AT&T witness Pa t r~c ia  A Parker's testimony (Transcr~pt 331) 
He  furlher testlfied on  cross-exarnlnatlon w h ~ l e  h e  d ~ d  not agree wlth wltness Parke fs  ca lcu la t~on or 
assert lons, the rate would be approxlmately 5 55 cents per  mlnute of use  ~f her assertlons were 
correct (T ransc r~p l  329. 330) 

The Commlss lon on  December  9,  1996, Comrn~ssroner  Stofferahn d ~ s s e n t ~ n g ,  voted to 
r eopen  the record for purposes of lakrng further evldence The grounds for thls mol lon were ( 1 )  
depreclatlon was  Inadequately explained and  unresolved was  whether  or not 11 should be  Included 
In the cost model .  (2) there was  a lack of q u a n t ~ f ~ c a t ~ o n  by smal l  resellers of the effect o f  the 
proposed rate Increase on  thelr rnernbersh~p,  (3) small resellers had  not presented alternatives to 
the cost mode l  resul ts,  (4) concern over the affect of the s z e  of the rate Increase on small South 
Dako ta  resellers, and  (5) a lack of verlf lcatlon of numbers w h ~ c h  went  Into the cost model 
(Transcnpt of  December  9 ,  1996 proceeding) The Commrss lon ~ s s u e d  a procedural order on  
January 10, 1997, settlng the continuance of the hearlng for March  19 through 21 1997 

XIX 

O n  January 6, 1997. U S WEST wrote a letter l o  the Corn rn~ss~on  lnformrng ~t that U S WEST 
Intended to exerclse rts statutory rlghts and  lrnplernent 11s n e w  rates o n  January 28. 1997. 



O n  January 16 1997 AT8T moved the Commission to (1 )  disapprove the appllcatlon of U S 
W E S T  for the Increase In switched access rates and ( 2 )  c lose the exlsting docket 

XXI 

O n  January 2 3  1997. the Con i rn~ss~on  held a hearlng on AT8T's mollon, described in  F i nd~ng  
XX above 

At the hear ing described In Flndlng XXI, above,  U S WEST  l nd~ca ted  to the Commission 
through its counsel of record that II was comfortable wi th  the record, did not want  to open 11 that i t  

w a s  time for a d e c ~ s l o n  and  that i t  intended to ~mp le rnen t  11s rate increase (January 2 3 ,  1997 
proceeding Transcript 14 29 35) PTGT throuyh ~ t s  counsel o f  record i nd~ca ted  that ~t IS t ~ m e  for 
a d e c ~ s l o n  ( J a n u a q  23 1997 proceedmg Transcr~p t  17) 

U S \NEST 'S  proposed sw~ tched  access rates are nor In the publlc interest 

Inputs  ~ n t o  the C o n i n i ~ s s ~ o n ' s  computer  mode l  must be accurate and  re l~ab le  as the 
C o m m ~ s s ~ o n ' s  cornpuler model  produces a m a l h e m a t ~ c a l  resc~lt whlch is en t~ re ly  dependent upon 
~ n p u t s  into 1 1  

xxv 

Inputs Into U S WEST ' s  cost study have  not been  adequately verifled 

U S WEST has not met ~ t s  burden of proof that ~ t s  switched access rate wh lch  IS the subject 
of thls docket IS fair and  reasonable 

The s,c~irched access rate which 1 5  the subject of thls docket is not f a r  and  reasonable 

The reccjrd In this docket does not s u s t a ~ n  U S W E S T ' S  request for a switched access rate 
Increase 

U S WEST'S cost study (attached to Wayne G Culp's testimony, Exh~b i t  3) shall be  given n o  
e v ~ d e n t ~ a r y  \,*j?lghI 



XXX 

U S WEST ' s  wrtness Wayne G Culp lacks c red~b l l ~ t y  and  h ~ s  lestlmony shall be glven no 
ev ldent~ary w e ~ g h t  

CONCLUSIONS OF LA!N 

The Commlssron has jurlsdlctlon over t h ~ s  matter pursuant to SDCL Chapters 1-26 and 49-31 
and A R S D  Chapters 20 10 27 through 20 10  29,  l n c l us~ve  

Thrs 18 a coniested case under  SDCL Chapter 1 -26  

Pursuan t  l o  SDCL 49-31-12 4(3)  U S W E S T  has  the burden to prove that 11s proposed 
swltched access rate IS  falr and reasonable 

O n  Issues of fact the C o m m ~ s s ~ o n  may judge the credlbrllty of witnesses and glve approprlale 
welght to the tes t~mony  of each of them, ~ n c l u d ~ n g  the reasonableness of the test~rnony when  rt 1 8  

considered In the l ~ g h t  of all evrdence In the case It may  also glve appropriate w e ~ g h t  to evldence 
other than tes t~mony  w h ~ c h  has  been  r e c e ~ v e d  

The determmat~on of the p u b l ~ c  Interest 1s the f unc t~on  of the Cornmlsslon and what  11 vrews 
as the p u b l ~ c  mterest may change w ~ t h  or w ~ t h o u t  a change  ~n circumstances 

U S W E S T  has not met  rts burden of provlng that ~ t s  proposed sw~ tched  access rate IS  f a ~ r  
and reasonable 

U S WEST ' s  proposed s w ~ t c h e d  access rate 1 8  not f a ~ r  and  reasonable 

T h e  ~mplementat ron o f  U S WEST ' s  proposed s w ~ t c h e d  access rate 1 8  not ~n the publlc 
rnterest 

The Motion of ATKT shall be  granted 



Based on the foregoing F ~ n d ~ n y s  of Fact and Conclus~ons of Law ~t IS therefore 

ORDERED that U S WEST'S app l~cat~on lor an Increase In sw~lcheci access rates In t h ~ ~  
docket shall be denled and I\ IS  further 

ORDERED that t h ~ s  docket be closed 

NOTICE OF ENTRY OF ORDER 

PLEASE TAKE NOTICE that thls Order was duly entered on the -?/ O' day of January 
1997 Pursuant to SDCL 1-26-32 t h ~ s  Order w ~ l l  lake effect 10 days after the date of rece~pt 01 
fa~lure to accept dellvery of the decls~on by the pariles 

7 7' 
Dated at Plerre South Dakota, t h ~ s  J'/ -" day of January 111'37 

CERTiFlCATE OF SERVICE 

The undersigned hereby cerll l les lhal l h s  
uocurnent has been served loday upon all parlles 
01 record In Ihls dockel, as h s l x  on Ihe dock3 
se!vlce I~st .  by facs~rnde or by f ~ r s l  class mall. In 

properly addressed E~ive lopes w ~ t h  charges 
prepa~i l  thereon 

(OFFICIAL. SEAL)  

BY ORDER O F  THE COpltaJ1ISSION 

PAM NELSON, Cormrn~ss~oner  

( ,d~d no t  par t i c ipa te  in th is  dec is ion)  




