Before the Public Service Commission

Of the State of Missouri

	In the Matter of an Investigation of the Actual Costs Incurred in Providing Exchange Access Service and the Access Rates to be Charged by Competitive Local Exchange Telecommunications Companies in the State of Missouri.
	))))))
	Case No. TR-2001-65


 STAFF’S SECOND PHASE PROPOSAL

COMES NOW the Staff of the Missouri Public Service Commission and states:

1.
On June 16, 2003, the Commission issued its Order Directing Filing, which directed the Staff to prepare and file a plan regarding a proposed second phase of the Commission’s investigation into switched access service.  The Commission’s order directed the Staff as follows:

Before proceeding further, the Commission must have detailed information concerning Staff's proposed second phase and the product expected to result from it.  Accordingly, the Commission will require its Staff to prepare and submit for its consideration a plan for the proposed second phase of this investigation.  This plan must include, in outline form, all further actions that Staff considers necessary or desirable in this matter, a proposed timeline for their completion and an estimate of any costs involved.  The plan must specify the form that Staff's final work product is expected to take and indicate when it is likely to be submitted to the Commission.  Staff shall also explain whether or not (and if not, why not) it is able to revise its methodology to include the alternative cost studies submitted by some of the active parties in addition to the cost studies developed by Staff's consultant.  Finally, Staff must identify in its plan any other pending cases that are necessarily implicated by this investigation.  An example would be any case involving the high cost fund of the Universal Service Fund.

2.
The Staff believes the Commission created this case into two distinguishing phases.  First, the Staff was directed to gather, compile and analyze data concerning all issues affecting exchange access service, particularly data concerning the actual costs incurred, and to present the Staff’s results to the Commission in the form of a contested case.  The Staff completed its investigation and submitted the results in the form of a cost study.  The cost study was presented to the Commission in a contested case proceeding that included testimony filings, an evidentiary hearing, and briefs filed by interested parties.  The questions raised during the first phase remain unanswered, pending resolution by the Commission.  The purpose of directing the Staff to gather, compile and analyze exchange access cost information, as identified by the Commission, is to “establish a long-term solution which will result in just and reasonable rates” for exchange access service.  The cost study is the means by which the Commission can determine the actual cost of exchange access service, to achieve the end result of a long-term solution, which will result in just and reasonable rates.  

3.
The parties presented a Joint List of Issues to the Commission on August 15, 2002.  In addition to these issues, the regulatory law judge directed the parties to address, in their briefs, ten questions raised by AT&T Communications in a January 9, 2002 filing, and to address the Commission’s authority to enlarge calling scopes for purposes of access charge reform.  AT&T’s questions essentially seek to clarify the Commission’s jurisdiction over switched access rates in light of the different statutory treatment of competitive companies, price-cap regulated companies, and rate of return regulated companies.  The Staff believes the optimal procedure is to resolve all issues before moving to a second phase.  However, the Staff does not believe all issues must necessarily be resolved before moving to a second phase.  The Staff believes that, at a minimum, the Commission should: 1) determine the appropriate cost for switched access service; 2) determine the Commission’s authority to adjust switched access rates; 3) address the issues regarding the Commission’s authority to expand calling scopes; and 4) address two issues presented in pending Case No. TO-98-329 concerning the Missouri universal service fund.  

4.
Before proceeding with a second phase the Commission should attempt to make certain decisions regarding the cost of providing switched access service.  Specifically the Commission needs to address whether the Staff’s cost studies are an effective method for calculating the actual cost of switched access or whether some other cost study method is appropriate.  If the Commission determines Staff’s cost studies are appropriate then the Commission will have resolved most, if not all, cost issues from the Joint Issues List.
  Thus, the Commission will have resolved issues 1, 2, 3 and 4 (a) through (g), which essentially include ten total issues.  The remaining issues from the Joint Issues List, issues 5, 6 and 7, do not need to be resolved before moving to a second phase since resolution of these issues will have no impact on determining the actual cost of exchange access.  If the Commission chooses not to adopt the Staff’s cost studies the Commission will need to address issues 1, 2, 3, and 4.  Issue No. 4 may require the Commission to determine company-specific inputs.  After the Commission addresses these issues and before a second phase can begin, additional work may be necessary by the parties to revise and/or re-run cost studies based on these Commission decisions.  

5.
Besides addressing cost-related issues, the Commission should resolve jurisdictional issues before proceeding with a second phase.  By resolving the jurisdictional issues before initiating a second phase, the Commission can avoid the possibility of concluding that access reform is necessary before concluding that access reform is possible.  Therefore, the Staff recommends that the Commission resolve the issues raised by AT&T regarding the Commission’s jurisdiction to reduce and/or restructure switched access rates based on the type of regulation applied to a particular company.  Commission decisions on this subject will obviously play a significant role in determining the scope of a second phase in this proceeding.  In this case the Commission also directed the parties to brief issues regarding the Commission’s authority to expand calling scopes.  Although the issue of the Commission’s authority to expand calling scopes will not directly affect switched access rates, the expansion of local calling scopes could translate into reducing the number of toll calls subject to access charges.  Commission guidance on this subject would be beneficial in a subsequent phase or in other proceedings.  

6.
Before proceeding with a second phase, Commission guidance is necessary to address certain specific issues presented to the Commission in Case No. TO-98-329, In the Matter of an Investigation into Various Issues Related to the Missouri Universal Service Fund (“MoUSF case”):
· If a high cost fund is needed, should the high cost fund utilize a benchmark cost approach or the cost/JRA/SOP (cost/just reasonable and affordable rate/subsidies and other payments) approach previously considered by the Commission?

· If the Commission utilizes a benchmark cost approach, is a multiple or a single benchmark appropriate?

In Staff’s opinion, the Commission can still reserve judgment on the issue of whether a high-cost fund is necessary.  The Commission should attempt to resolve these two issues from the perspective that “if” the Commission ultimately decides to implement a high cost fund then certain basic questions about the fund’s basic structure may be resolved.  Commission guidance in this area should not predispose the Commission into accepting specific proposals regarding high-cost assistance.  Commission guidance in this area would greatly aid the parties in presenting specific recommendations for a high-cost fund and ultimately for switched access reductions.  If the Commission is inclined to provide further guidance regarding the MoUSF beyond these two issues, such Commission decisions would significantly help the parties.   For example a pending issue presented in Case No. TO-98-329 is whether rate rebalancing should be examined in conjunction with the establishment of a high cost fund.   Staff anticipates any Commission direction on this issue as well as other issues presented in Case No. TO-98-329 would be beneficial to the parties.  The high-cost portion of the MoUSF, if implemented, provides the potential for significant switched access reductions, if such reductions are ultimately determined by this Commission to be necessary.  Deciding the two previously identified MoUSF issues, at a minimum, is critical for the parties and the Commission to identify and fully examine possible avenues for access charge reform in the second phase.  


7.
After resolving all of the issues discussed above, the Staff recommends that the Commission initiate the second phase of this proceeding.  All of the previously described issues from the cost and jurisdictional issues presented in this case to the two MoUSF issues presented in Case No. TO-98-329 needs to be addressed before initiating a second phase.  Although many more issues were presented in Case No. TR-2001-65 and Case No. TO-98-329, Staff views Commission guidance for the identified issues in this pleading as necessary if a second phase is to be productive.  If these issues can be addressed and the Commission initiates a second phase, preferably a new case would be established, rather than a second phase continuation of Case No. TR-2001-65.  The parties disagree on the scope of Case No. TR-2001-65, and initiating a new case would allow the Commission to clearly establish the scope of the second phase, and caption the case accordingly.  The second phase proceeding would address the following issues:

· Are current switched access rates just and reasonable based on actual costs incurred?

· If it is determined that reductions in switched access rates should be made, what solutions will achieve such rate reductions?

These issues would address the Commission’s stated purpose for this case, which is to “establish a long-term solution which will result in just and reasonable rates” for exchange access service.  


8.
The Commission’s Order Directing Filing directs the Staff to explain in its plan for a second phase, “the form that Staff's final work product is expected to take and indicate when it is likely to be submitted to the Commission.”  At this stage of the investigation, the Staff believes its work product is complete.  The Staff was directed to investigate the actual costs of exchange access service and to present the Staff’s results in the form of a contested case.  The Staff’s cost studies were filed in the direct testimony of Dr. Johnson, and the other parties to this proceeding were given an opportunity to contest the Staff’s studies.  The Staff believes its work product for the second phase would be in the form of testimony presented in a contested case. The Staff’s final work product from a second phase could be significantly improved if the issues discussed above regarding the cost studies, jurisdictional issues, and the MoUSF, were first resolved.


9.
The Staff recommends that the Commission hold a prehearing conference, approximately sixty (60) days after the Commission resolves all of the issues as recommended above.  Staff anticipates the parties will need a minimum amount of time to review the Commission’s decisions in this case as well as the Commission’s decisions for Case No. TO-98-329.  At this time, sixty days appears to be a reasonable amount of time to review the Commission’s decisions and to also consider what additional work, if any, is necessary before proceeding with a second phase.  As previously discussed, cost studies may need to be re-run or revised depending on the Commission’s decisions.  The parties will also need time to consider the scope of a second phase based on these anticipated Commission decisions.  The prehearing conference should result in a proposed procedural schedule for a second phase.  The Staff envisions direct, rebuttal and surrebuttal testimony would be filed.  All parties wishing to participate in the case should be prepared to file direct testimony on these issues.  A more specific timeline for such a contested proceeding is difficult to envision at this time.  For example, the parties entering into the Joint Recommendation filed in Case No. TO-98-329 may wish to modify or update the specific recommendations depending on the Commission’s resolution of certain issues.  The prehearing conference would provide the parties with an opportunity to propose specific timelines for the proceeding.  


10.
The Commission’s Order Directing Filing directed the Staff to explain whether it “is able to revise its methodology to include the alternative cost studies submitted by some of the active parties in addition to the cost studies developed by Staff's consultant.”  In an attempt to balance all interests, the Staff’s consultant, Dr. Ben Johnson, spent considerable time and resources to incorporate the methodologies of the other parties into the Staff’s cost studies, to the greatest extent possible.  The Staff cannot further revise its methodology to include the alternative cost studies submitted by some of the parties.  As discussed by Dr. Johnson, none of the models offered by other parties are capable of directly generating cost estimates for the other carriers, nor were the outputs capable of being easily extrapolated to fit other carriers.  In addition, the cost methodologies offered by other parties are not consistent.  There are many differences in the way these carriers calculated their costs per minute.  The carrier-specific cost studies are just that – carrier specific.  Carrier-specific studies are not easily manipulated for any carrier, since they were designed for one carrier only.  The Staff’s cost studies, on the other hand, balance the interests of all carriers and are capable of calculating the actual cost of exchange access for all carriers.  A carrier specific cost study, if used for a carrier other than the carrier for which it was designed, may create an additional problem since the sponsoring carrier would be asked to apply its cost study to calculate the costs of its competitors.  Furthermore, if the Staff were asked to attempt to combine the carrier specific cost studies with the Staff’s universal cost studies, the Staff would likely request to hire another consultant.


11.
The Commission directed the Staff to provide an estimate of any costs involved in a second phase.  The Staff does not believe it would incur significant costs unless it becomes necessary to hire a consultant.  As stated above, the Staff may request the assistance of a consultant if asked to further combine carrier specific cost studies into the Staff’s cost studies. The Staff does not believe it will be necessary to hire a consultant to address the second phase issues identified in Paragraph 7.


12.
The Commission directed the Staff to identify any pending cases that are necessarily implicated by this investigation.  In addition to the MoUSF case discussed earlier, the Staff believes the several expanded calling scope cases could be implicated by this investigation since the Commission has not determined whether access charge reform can be achieved through expanded calling.  The several expanded calling cases identified by the Staff include: Case No. TO-2003-0257, In the Matter of the Request from the Customers in the Rockaway Beach Exchange for an Expanded Calling Scope to Make Toll-Free Calls to Branson, Case No. TO-2003-0297, In the Matter of an Investigation into the Provisioning of Expanded Calling Plans in the Rural Areas of Missouri; and Case No. TO-2003-0298, In the Matter of an Investigation into the Adequacy of the Local Calling Scopes of SBC Local Exchanges of Washington, Union, St. Clair, and Beaufort in and around Franklin County.  


13.
The Staff also believes that the pending applications for price-cap status, filed by BPS Telephone Company in Case No. IO-2003-0012
 and ALLTEL Missouri, Inc. in Case No. IO-2002-1083,
 could be implicated by this case.  If the Commission determines it does not have the authority to reform the exchange access rates charged by price cap regulated carriers, BPS Telephone Company and ALLTEL Missouri, Inc. would become two additional carriers not subject to access reform should their price cap status become effective.   

14.
The Staff’s outline for resolving the first phase, and moving to a second phase proceeding, in chronological order, is as follows:

Exchange Access Investigation Outline

a. The Commission determines the cost-related issues in this proceeding.  

b. The Commission resolves the questions regarding its authority to achieve access charge reform and its authority to expand local calling scopes.

c. The Commission determines whether the high cost MoUSF should utilize a benchmark cost approach or the cost/JRA/SOP approach.

d. If the Commission selects a benchmark approach, the Commission next determines whether a multiple or a single benchmark is appropriate.

e. The Commission opens a new case to determine whether the current exchange access rates are just and reasonable, and to identify solutions should the Commission determine that access charge reform is needed.

f. The Commission holds a prehearing conference, approximately sixty (60) days after resolving the issues in (a) through (d) above.

g. The Commission conducts a contested case proceeding to determine whether the current exchange access rates are just and reasonable, and to identify solutions for exchange access reform.  

WHEREFORE, the Staff respectfully submits this proposed procedure for addressing the second phase of the Commission’s investigation into exchange access.
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� The issues identified in the Joint Issues List are:


What is the appropriate cost methodology (i.e. TSLRIC, LRIC, embedded, stand alone, etc.) to be used in determining the cost of switched access?


Should the cost methodology (i.e. TSLRIC, LRIC, embedded, stand alone, etc) for determining switched access costs be uniform and consistent for all Missouri LECs?


Should loop costs be included in the determination of the cost of switched access, and if so, at what level?


What are the appropriate assumptions and/or the appropriate values for the following inputs:


Cost of capital


Switch discounts


Depreciation


Maintenance factors


Common and shared costs


Fill factors


Other major assumptions and/or inputs.


Is the current capping mechanism for intrastate CLEC access rates appropriate and in the public interest?


Are there circumstances where a CLEC should not be bound by the cap on switched access rates?


7.	What, if any, course of action can or should the Commission take with respect to switched access as a result of this case?


� In the Matter of BPS Telephone Company’s Election to be Regulated under Price Cap Regulation as Provided in Section 392.245, RSMo 2000.


� In the Matter of the Notice of Election of ALLTEL Missouri, Inc. to be Price Cap Regulated Under Section 392.245, RSMo 2000.
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