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+On October 27, 2000, Sprint Mis , 3
. telecommunications carrier, submitted its annual price cap filing, which included ariff revisionsipro

rint I\/ﬁgébufi, Inc., d/b/AaSpdirl_t (Sprint), an mcumbentlocal xchan

- makeirate changes to basic local service, exchange (switched) aceess, and non-basic'service 1t of
these proposed rate changes, Sprint is eliminating separate touch tone and zone mileage charges - Tha tariffs
that contain the rates and services affected by these proposed changes are: General Exchange Tariff, PSC Mo.

No. 22; Message Telecommunications Services Tariff, PSC Mo. No. 23; Private Line Services Tariff, PSC Mo.
No. 24; and Access Services Tariff, PSC Mo No. 26. T T o

Specifically, the tariff filing is proposing to make the following changes: (1) rebalance some switched access - .
rates to basic local exchange rates; (2) reduce intralL ATA toll rates; (3) reduce the rates for basic local and
switched access services by applying the telephone services component of the consumer price index (CPI-TS);
(4) eliminate touch tone and zone mileage as separate charges and combine the charges into the rates for basic
local and non-basic services; (5) establish maximim allowable prices; and (6) increase certain non-basic service
rates. The filing also includes several new, original tariff pages that list the updated maximum allowable prices
for each of Sprint’s tariffed services. Sprint’s detailed workpapers provided supporting data as backup for the
proposed rate changes. Lastly, Sprint included samples of its proposed customer notifications with the filing.

The Telecommunications Department Staff (Staff) analyzed Sprint’s filing, including the supporting
workpapers and prepared recalculations of the data on summary sheets, two of which are contained herein as
Schedules 1 and 2. The following Sections IT - VI discuss each of the proposed changes and their compliance
with the applicable Missouri Revised Statutes for price cap regulated telecommunications carriers. The sections

DT
are arranged according to the steps followed in preparing and analyzing the price cap filing.

VD Attachment No. 1
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II. REBALANCE RATES (RSM6392.245.8 and 382.245.9)

Sprint is pr‘opos‘ing to reduce its access service rates by (1) reducing interLATA and intral AT

roposing o reduce its a; rvice rates by (1 ~ —ALA originating and
terminating Carrier Common Line (CCL) charges and '(2)‘;,elimin_at/i.ng the'switched access information ™= -
surcharge. In order to offset the switched access revenue losses, basic local service rates wera

increased by
$1.50. This was done in accordance with RSMo 392.245.8 and 392.245.9, which state: ~

8. An incumbent local exchange telecommunications company regulated under

‘this section may reduce intrastate access rates,-including carrier common line -

- -charges,subjﬁec‘t to the provisions of subsection 9, to a level not to exceed one .
~hundred fifty percent of the company’s interstate rates for.similar access services . .

.. in effect & of December thirty-first of the year preceding the year in which the

o company is first subject to regulation under this section.... "~~~ S
9. Other f)‘rléigfis‘i‘o‘né of thJS section to thé contrai) ﬂéhvithétanding'and no‘éaﬂiér
=7+ than January .‘1,"51997,fthe‘gcorr_nmiss‘ion shall allow an incumbent local exchange
. lecommunications chpgnyf{ggulatedfLi‘nde‘r_;;th_is,section‘w‘m‘chr reduces its . -
: faaiemie Lot 2B S ERhbd G s :

Sprint reduced its interL ATA and intral ATA switched

ccess (CCL) originatipng and tefﬁiinéﬁng charges by
1.8% after eliminating the $0.0004 information surcharge. The total annual switched access CCL rate rebalance
reduction is $3,713,796.' e :

L APPLY CPLTS ADJUSTMENT TO SWITCHED ACCESS AND ESTABLISH MAXIMUM
PRICES (RSMo 392.245.4(1) and RSMo 392.245.1) - e

Pursuant to RSMo 392.245.1, a price cap regulated incumbent Iocal exchange telecommunications company
[ILEC] shall establish “maximum allowable prices for telecommunications services offered by [the] ILEC,
which maximum allowable prices shall not be subject to increase except as otherwise provided in this section.”
A large ILEC, such as Sprint, regulated under price caps is allowed to make reductions to the maximum
allowable prices pursuant to RSMo 392.245 4(1), which stipulates that after January 1, 2000, the maximum
allowable prices for exchange access and basic local telecommunications services of an incumbent local
exchange telecommunications company shall be annually changed one of the following methods:

(a) By the change in the telephone service component of the Consumer Price
Index (CPI-TS), as published by the United States Department of Commerce or
its successor agency for the preceding twelve months; or

(b) Upon request by the company-and appfoval by the commission, by the change
in the Gross Domestic Product Price Index (GDP-PI), as published by the United
States Department of Commerce or its successor agency for the preceding twleve
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months, minus the productivity offset established for telecommunications service
by the Federal Communication Commission and adjusted for exogenous factors.

in establishing its maximum aliowable prices for exchange (switched) access and basic local services’ Sprint = -

used method (a) above. The CPI-TS was calculated using a twelve-month moving average to arrive at a —0.02%

adjustment (reduction). ' . )

Step 2: Reduce Switched Access Carrier Common Line Rates by the CPI-TS Adjustment -

Rather than applying the CPI-TS adjustment to all switched access services, Sprint further reducedthe CCL
originating and terminating rates by applying the CPI-TS adjustment just to the rebalanced CCLrates. This *

reduced the interlLATA and intralLATA CCL originating and terminating rates by an additional 143% and
results in the same amount of revenue change as applying the adjustment to all of the switched access * = =
components. The total annual CPI-TS reduction amount is $580,066. - - e e

Step 3: Redu'ce"»IntréLATA Toll Rates =~ -

~“To offset ;thﬂgv,’:eyeque‘;;Iossqggrcsultiﬁg from the r ,diictic')hs;tb

. monthly rates for business and residential basic local services, incl

ud

o5

is $3,713,79

IV. APPLY CPI-TS ADJUSTMENT TO BASIC LOCAL AND ESTABLISH

Step 5 Apbly CPI-TS Adjustment to Basic Local Services

+ Also pursuant to RSMo 392.245.4(1), The CPI-TS adjustment was applied to the reBalancgd,-rate:s'fdr'.Spﬁfrit"si'

‘basic local service, local measured service, and local service charges. -Additionally, the CPI-TS adjustment was
applied to the current rates for touch tone and zone mileage charges. The total annual amount of the CPI-TS
adjustment for basic local services is a decrease of $268,719.

V. ELIMINATE SEPARATE TOUCH TONE AND ZONE MILEAGE CHARGES

-Rather than reducing all components of basic local service (access lines, measured access, EAS, service
charges, touch tone, and zone mileage) by the amount of the CPI-TS adjustment, Sprint is proposing to

eliminate the separate touch tone and zone mileage charges and combine these charges into the basic access line
rates for business and residential customers.

Sprint provided data and calculations to show that the amount of revenue change is the same regardiess of
whether the CPI-TS adjustment is applied to all the basic local service components (access lines, EAS, iocal
measured, service charges, touch tone and zone milieage), or whether the separate touch tone charges are

eliminated and then combined with the access line rates. The same results are obtained in both instances.
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Steps 6 — 7: Determine per-customer price adjustment for adjusted revenue due 10 CPI-TS reduction

Sprint determined the price adjustment per customer for residential and business customers if the basic local
CPI-TS reduction amount were applied just 1o the touch-tone service and the adjusted revenue recovered by just
the current touch-tone customers. The price adjustments would be $1.12 for residential and $1.87 for business
customers. Sprint then calculated the price adjustment per customer of spreading the adjusted revenue over all
residential and business customers. In this case, the price adjustments for touch tone are $0.86 and $1.79 for
residential and business customers, respectively. The resulting revenue changes are the same in both cases.

Steps 8 —9: Effect of Eliminating Separate Touch Tone and Zone Mileage Charges

Eliminating the separate touch-tone charges and then combining touch tone with access fines rates before
eliminating the separate zone mileage charges resulis in the same revenue change. - The per-customer price
adjustments for the elimination of the separate zone mileage charges, and then spreading the associated costs

& 3

over all customers are $0.83 for residential and $0.32 for business customers.

, ’Ste;‘)’f‘l‘O: ;Elin.li»nate' ‘Sepax]‘at'é Touch Tone ana’ Zo;;e Miiédge V_Charges and Combine with Access Line:

&

The perfcﬁstomer‘price adjiis};merité due to thé‘CPI—fES reducﬁo@ just to touch fto}ne{ and then spread d%kef all
“customers ($0.86 for residential;"$1.79 for business) and the ‘per-customer price adjustments from the - -

elimination of zone mileage charges ($0.83 for resi_dténfc‘iél_,"’l&;Qj‘Z_fQ'r business) were added to ﬂigj&lfébalahcéd 5

rates 10 obtain the new, proposed prices for residential and bus cess line, 4-party
d access services .

access line, access line-semi public telephone rates. The propo
are listed on th attached Schedule 1. /

Impact of Rate Changes on Residential

LI o b7 b
Basic Local Customers

Sprint’s proposed filing seeks to simplify basic service rates by eliminating the separate charge for Touch Tone

service, making Touch Tone an inseparable component of basic dial tone service, and including the price of

Touch Tone service in the basic dial tone rate. Basic service rates will be further simplified by eliminating the
- zone mileage charge for customers who live outside & base ratearea. The impact of these changes willbe =

different for particular customers depending o whether they currently purchase Touch ‘Tone service and pay
zone mileage charges. Currently, 77% of Sprint’s residential customers purchase the separate Touch Tone WY
service (23% do not); and approximately 5% of customers pay zone mileage charges éS% do not). The
impacts to residential basic local customets are detailed on Schedule 2 and summarized below.

Residential customers who currently purchase Touch Tone as a separate service and pay zone mileage—
approximately 27% of customers—will realize a monthly savings of approximately 40 cents. Customers who
currently purchase Touch Tone and do not pay zone mileage charges (30% of customers) will incur a monthly
rate increase of $1.95. Customers who currently do not purchase Touch Tone service and pay zone mileage
charges (8% of customers) will see an 85-cent increase in their monthly dial tone rates. Customers who
currently do not purchase Touch Tone and do not pay zone mileage charges (15% of customers) will incur the
greatest monthly increase of approximately $3.20. Approximately 58% of residential basic local customers will
receive, on average, an increase of §1.04 per month.
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VI INCREASE PRICES FOR BUNDLED NON-BASIC SERVICES (RSMo 352.245.11)

Steps 11 —13: Eliminate Separate Touch Tone and Zone Miieage Charges from Non-Basic Services

Sprint is proposing to eliminate touch tone and zone mileage as separate charges not just from its basic lozal
services, but also from its non-basic services {business solution bundles, residence solution bundles, switchiink
access line, business trunk, business measured trunk, residence trunk, and residence measured trunk).
Eliminating these charges and spreading the associated costs over all customers results in a total per-customer
price adjustment of $1.61 for residential customers and 2.08 for business customers: but doing this hasno
impact on Sprint’s revenues — the current and adjusted revenues remain the same. . . e e

L . N

Sfép 14: Increase Prices on Bundied Noﬁ;Basic Services

Spriri:t‘is' proposing to increase the monthly rates for its bundled Business ‘Sblutions and Résidenc?; Solutions
non-basic services. These Increases are being made in compliance with RSMo 392.245.11, which states:

neumbent local exchange telecommunicaitbns company may be annually .
“increased by up to'eight percent for each of the following twelve-month periods.

-[T]he maximum allowable prices for nonbasic telecommunications services of a

_upon providing notice to the commission and filing tariffs establishing the rates

for such services in such exchanges at such maximum allowable prices,

 Residential and business bundled no

1h Sprint is allowed to increase'its non-basic Services by 8 percentit is proposing 10 fnoreste it bi

non-basic services by less than 8 percent. ie.. from 6.6 percent to 7.9 percent, depending on the Particular

~bundle. ' These increases range from $1.15 to $1.92 over and above the adjusted prices resulting from the *
elimination of touch tone and zone mileage; but approximately 35% of current residential customers will
realize an average monthly savings of $1.59 (those that currently pay zone mileage charges). In other words,

- these customers will pay $1.59 less, on average, than if Sprint had maintained the separate touch tone and
mileage charges and then increased the non-basic rates by 8 percent as allowed under RSMo 392.245.11. .
Approximately 50% of customers who currently use non-basic services will incur a monthly increase of 45
cents over and above what the “across-the-board-8-percent increase” would have been (without eliminating
touch tone and zone mileage); and 15% of customers who currently use non-basic services will incur a monthly
increase of $1.70. 1In other words, about 65% of current users of non-basic services will not have 1o pay more
than 81.70 over and above what they would have paid if Sprint had increased all non-basic services by 8
percent, but kept the separate touch tone and zone mileage charges. Schedule 2 also illustrates these non-basic
service rate changes and the impacts to residential customers,

'VIL SUMMARY AND CONCLUSION

As allowed by the price cap regulations contained in the Missouri Revised Statutes, Sprint is proposing to
reduce switched access charges by $3.7 million annually and recover the revenue shortfall by increasing basic
local service rates $1.50 per month per access line. The statutes also require a price cap regulated company to
reduce its intrastate Jong distance rates by 10 percent at the same time as rates are rebalanced for switched
access and basic local services. This amounts to a $574,884 reduction in Sprint’s intral ATA toll revenues.
The statutes also stipulate that price cap regulated telecommunications carriers shall annually change basic
service rates by the change in the telephone services component of the Consumer Price Index (CPI-TS). This
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amounts to a 0.92% reduction in Sprint’s annual revenues for basic jocal services, or $268,719 annually. The
same stipuiation applies to exchange (switched) access services, and Sprint is proposing to reduce switched
-access rates by $580,066 annuallytoeﬂect the CPI-TS adjustment. - Additionally, Sprint is proposingto .
increase certain non-basic services rates by $555,005 annually, also pursuant to the'price cap statures. but Sprint
is not proposing to increase non-basic services by the full eight percent as allowed by the statutes. The net
effect to Sprint’s revenues is a total reduction of $867,674 annually. -

** As part of this price cap filing, Sprint is proposing to eliminate the separate Touch Tone service and zons
“mileage charges and combine the charges into basic access line rates. These changes will impact customers = -
~ differently depending upon whether or not they currently purchase Touch Tone service and pay zone mileage - -

2 charges. - Since Sprint has more Tesidential customers than business customers, Iis :
on Sprint’s current residential customers:. .- . I T N

ted below are a few statistics - -

S I Residential
beosiieaie o Basic Local Service i Do

| Total basic local customers == -~ 171,300 .
‘Purchase touchtone ** :
~={'Do'not purchasetd
" 'Pay Zone mileage "
| Do not pay zoné'mileage

o Non-Basic Service : -
Total non-basic customers L

<| Purchase touch tone 35 oo
{ Do not purchase touch tone - ..
| Pay zone mileage * wp
Do not pay zone mileage

' 58% will see an average increase of $1.04 in their monthly dial tone service.

o 15% will see a $3.20 inérease in their monthly dial tone service.

"~ Non-basic customers —

* 35% will realize an average monthly savings of approximately $1.59 due to Sprint eliminating touch
tone and zone mileage charges and not increasing non-basic services by the full, allowable eight percent.

¢ 50% will realize a monthly increase that is 45 cents more than they would have incurred if Sprint had
increased its non-basic services by a full eight percent.

¢ 15% will realize a monthly increase that is $1.70 more than they would have incurred if Sprint had
increased its non-basic services by a full eight percent.

Comparing the current rates to the proposed, for both basic locel and non-basic services, the greatest impact will
be on those customers who currently do not purchase Touch Tone service and do not pay zone mileage charges.
In both cases, these customers represent 15% of Sprint’s total residential customers. In the case of basic local
services, these “high-impact” customers will incur 2 $3 20 per month increase (including the $1.50 rate
‘rebalancing amount); and for non-basic services, they will pay $3.30 more per month than they are currently
paying for bundled non-basic services.
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Overall, 27% of basic local residential customers will see 2 iecrease in their monthly bill for basic local
exchange service of about 40 cents; and 73% will incur increasss. Of the customers receiving increases in their
basic local rates, the monthly amount for most of them will be no more than $1.93. '

The greatest benefit of the proposed rate changes accrue to the interexchange telecommunications carriers, who
will realize a total annual reduction of $4,293,862 in switched access charges ($3,713,796 due to rate
rebalancing reduction and $5 80,066 due to the CPI-TS reduction). Pursuant 1o RSMo 39224510, consumer

will receive further decreases in their long distance rates, because interexchange telecommunications carriers
will pass these reductions along to their end-user customer.

As noted above Sprint has prepared informative and explanatory customer notifications and press releases for
its customers and the general public, copies of which are attached. Sprint’s proposed tariff filing and its
customer/public notifications emphasize the simplification of customer bills and other advantages of eliminating
touch tone service as a separate service and including it in all customers’ basic local service. For example, the
Sample Customer Communication states “Touch Tone enhances basic service by allowing customers to more
easily order by telephone, bank by telephone and take advantage of other conveniences It also makes using
certain optional calling features easier.” Additionally, eliminating zone mileage charges will further simplify
customers’ bills.

RECOMMENDATION

Staff has analyzed Sprint’s proposed price cap filing and finds that it meets the requirements of the price cap
regulations as set forth in RSMo 392.245. Staff has no objections to the rate changes going into effect,
including the elimination of separate Touch Tone and zone mileage charges. Staff recommends that the
Commission approve tariff revisionsto Sprint’s PSC Mo. Tariffs Nos. 22,23, 24, and 26 with an effective date
of December 11, 2000. R S :

Attachments:

Schedule 1 — Listing of Basic Local Exchange and Access Service Rate Changes
Schedule 2 — Residential Customer Impacts



