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Introduction
Q.
Please state your name, title, and business address.

A.
Barbara A. Meisenheimer, Chief Utility Economist, Office of the Public Counsel, P. O. Box 2230, Jefferson City, Missouri 65102.  I am also employed as an adjunct Economics Instructor for William Woods University.

Q.
Have you testified previously in this case?

A.
Yes, I filed direct testimony regarding revenue requirement issues on March 11, 2004.

Q.
What is the purpose of your testimony?

A.
In this testimony, I am presenting Public Counsel’s concerns regarding the rate design proposed by Fidelity Telephone Company (the Company).  I will also offer alternative recommendations for phasing in any excessive basic local rate increase and adjusting the rates for directory assistance.   

Q.
In preparation of your testimony, what materials did you review?

A.
I have reviewed the direct testimony of Company witness John Colbert, the Company’s consultants Bob Schoonmaker and Terence Robinson of GVNW and responses to OPC data requests.  I also attended the public hearing at Gerald, Missouri and received a briefing on the public testimony presented at the Sullivan public hearing that evening.
I.
Basic Local Service Increases
Q.
What is your understanding of the Company’s proposal regarding rate increases for basic local service?

A.
Mr. Robert Schoonmaker describes the proposed basic local increases in Schedule RCS 10 of his direct testimony.  The information provided indicates that the Company proposes to increase basic local residential rates by 49.01%, basic local business rates by 32.98%, trunking service by 34.11%, and payphone service rates by 28.47%.

Q.
Do you believe that the proposed increases in basic local rates will have a detrimental impact on some of the Company’s basic local residential customers?

A.
Yes, I do.  During the local public hearings held in Gerald and Sullivan customers expressed concerns regarding the impact of increased rates, especially on low-income and fixed-income customers.  Significant basic local rate increases pose the greatest difficulty for these customers because these are inescapable rate increases that cannot be mitigated by altering usage short of disconnecting service with the Company.

Q.
does the office of the public counsel have a proposal to mitigate the impact of the rate increases for basic local customers?

A.
Yes.  First, I would recommend that at a minimum the Missouri Public Service Commission adopt a uniform percentage increase for access services and for basic local service, including basic local residential rates, basic local business rates, trunking services and payphone rates.  Access services and basic services constitute the primary service revenue streams for the Company.  Based on the Company’s revenue requirement, I calculated that by applying a uniform percentage increase to access rates, local business rates, trunking services and payphone service, the local basic residential rate would increase only 38.5% instead of the 49% supported by the Company.  I also believe it would be reasonable for the Commission to approve uniform rate increases for all the Company’s services.  If the Commission ordered the Company to adjust all rates by an equal percent, it would produce an increase of about 30% in basic local residential rates. If the Commission approves a lower revenue requirement than proposed by the Company, it would further mitigate basic local rate increases.  

Q.
If the Commission decides that a disproportionate increase should be recovered from basic local rates, do you recommend adjustments?

A.
Yes.  I do not believe that residential customers are in any better position to withstand local increases than are business and payphone customers so I believe it would be appropriate to increase basic local rates in a more uniform manner. I calculate that based on the Company’s revenue requirement, adjusting local business rates, trunking services, and payphone rates at the same percentage increase proposed for basic local residential rates could reduce the basic local residential increase by about 6 percentage points.  In this case, if the Commission adopts a lower revenue requirement than is proposed by the Company, I recommend that the reduction be targeted at minimizing basic local rate increases instead of access reductions.

Q.
Do you believe that phasing in the basic local residential increase might be appropriate in this case?

A.
Yes.  Based on the analysis of the Company’s earnings that significant increases in the basic local residential rate may be necessary,  I recommend that if the Commission approves an increase of more than $2 per month, it would be reasonable to phase in the increase in two annual steps with no more than a $2 increase occurring in the first year and the remainder occurring in the second year.

Q.
Do you recommend other measures to assist those most at risk from substantial basic local residential rate increase?

A.
Yes.  I would recommend additional efforts in raising customer awareness regarding the availability of Lifeline and Link-Up services. The Federal Lifeline and Link-Up programs assist low-income customers in obtaining and retaining basic local residential telephone service.  Lifeline alone provides a full offset of the monthly Subscriber Line Charge and an additional $1.75 discount toward payment of a customer’s basic local bill.  In addition, once the State Lifeline program is implemented it will allow an additional discount of $3.50 per month from the State Fund and $1.75 matching from the Federal Fund per month.  The substantial Lifeline discounts offer a meaningful opportunity to mitigate the detrimental impact of a substantial increase in basic local rates.   I believe it is important to improve Lifeline subscription even absent the rate increase to basic local service.  However, the proposed increases add to the urgency of expanding subscription to Lifeline.  Based on my analysis of the poverty rate for the counties served by Fidelity and estimates of the number of customers receiving Lifeline assistance, it appears that the subscription rate is very low relative to the number of customers that might be qualified to receive support.  


The 2003 Federal State Joint Board Monitoring Report on Universal Service indicates that Fidelity Telephone received approximately $4,000 in Federal Lifeline support and $152 in Link-Up support in 2002. The level of Federal Lifeline support has increased steadily for the Company over recent years.  However, the program is significantly underutilized.  Fidelity serves portions of counties with poverty rates that range from a low of 7% in Franklin County to a high of over 20% in Washington County.  Despite these rates of poverty, I estimate that the Company provides Lifeline service to at best 7% of customers who could potentially qualify and provided Link-Up to only a few customers in all of 2002.   Public Counsel suggests that the Company take additional steps to inform potential subscribers of the program availability.  Such steps could include bill inserts or bill messages, information at time the customer subscribes to service, or when customer has payment problems.


 II.
Other Service Rates

Q.
Do you support the Company’s proposal to limit the increases for Outstate Calling Area (OCA) service?

A.
Yes.  The Company’s decision to allow local calling between the exchanges in its territory has been helpful in reducing the overall telecommunications cost to its customers.  However, during the public hearings, customers indicated a need for affordable calling plans to nearby communities.  OCA satisfies a portion of that need and should be maintained at as low a rate as possible when considering rate design options in this proceeding.  

Q.
Do you believe that investigating the need for additional discount calling plans in Fidelity’s service area would be appropriate?

A.
Yes.  Customers in Fidelity’s service territory, like many other customers in rural areas of the state have limited access to affordable calling plans that allow them to reach government, work, and social contacts.  In Fidelity’s case, the primary obstacle appears to be that some nearby communities are served by different local companies. Currently, traffic exchanged with those carriers is treated as long-distance as opposed to local traffic.  In the past, the Commission reviewed and approved applications for Extended Area Service (EAS) and Community Optional Service (COS) which established flat rate, unlimited calling between the affected communities.  Public Counsel has requested and the Commission has authorized an investigation into expanded calling for rural areas.  I would recommend that investigating the need for local calling to the communities of Washington , Union, and Bourbon be a part of that investigation since these communities were mentioned in the public hearings.

Q.
Do you agree with the Company’s proposal to begin to assess a charge for  the customer’s first three monthly calls to directory assistance?

A.
No.  While I recognize that imposing a charge for multiple directory assistance calls can provide an additional source of revenue for the Company, I do not recommend imposing a charge on at least the first call each month.  Customers may have a legitimate need to seek directory assistance in connection with basic telecommunications operations. Local directory service provides access to listings that have been changed or are new and have not been distributed in a new “hard copy” directory.  Imposing a new charge on the limited use of such a non-discretionary service effectively raises the basic local increased faced by customers that need to obtain information not otherwise available.  Considering the level of Company under-earnings, Public Counsel will not oppose adding a $.50 charge for the second and third calls to directory service.        

Q.
Does this conclude your testimony?

A.
Yes, it does.
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