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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 7800, Jefferson City, Missouri 65102.  I am also employed as an adjunct Economics Instructor for William Woods University.

Q.
Please summarize your educational and employment background.

A.
I hold a Bachelor of Science degree in Mathematics from the University of Missouri-Columbia (UMC) and have completed the comprehensive exams for a Ph.D. in Economics from the same institution.  My two fields of study are Quantitative Economics and Industrial Organization.  My outside field of study is Statistics.  I have taught Economics courses for the following institutions: University of Missouri-Columbia, William Woods University, and Lincoln University.  I have taught courses at both the undergraduate and graduate levels.

Q.
Have you testified previously before the commission?

A.
Yes.  I have prepared written testimony and testified before the Commission regarding cost of service, rate design, universal service, quality of service, numbering and numerous competitive issues in the area of telecommunications.  In addition, I have testified on issues on cost of service, rate design incentive design and quality of service for other utility services regulated by the Commission. 

Q.
What other experience do you have that is relevent to the issues surrounding this case?

A.
I serve as a staff member to the Federal/State Universal Service Joint Board.  In this capacity I have had further opportunity to consider and address cost allocation and rate design issues.  

Q.
what is the purpose of your testimony?

A.
The purpose of my direct testimony is to present Public Counsel’s position on the issues relevant to the Commission’s investigation of the cost of access.

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

A.
I have reviewed portions of applicable Missouri statutes, portions of materials previously filed in this proceeding, the preliminary cost studies prepared by Ben Johnson and Associates on behalf of the Commission Staff and portions of the Federal Telecommunications Act of 1996. 

Q.
What is the purpose of this proceeding?

A.
The purpose of this proceeding is to investigate all of the issues affecting exchange access service, including particularly the actual costs incurred in providing such service in order to establish a long-term solution which will result in just and reasonable rates for access service.  

Q.
Should access rates be altered this proceeding?

A.
No.  In its clarification of the scope of this proceeding, the Commission noted that its intention is simply to investigate all of the issues affecting exchange access service.  Further, the Commission indicated that questions of the Commission’s authority to modify access rates for price-cap and rate of return regulated companies was premature.

Access Cost Elements 
Q.
What elements should be included in the cost of access?

A.
The cost of access should include elements that reflect both the facilities costs and expenses that are uniquely associated with providing access as well as at least a reasonable allocation of the cost of shared facilities and expenses that are incurred to provide multiple services, including access. The cost of trunks that carry only switched IXC traffic between switching offices in the local exchange service area are an example of a cost that is uniquely associated with providing access and would, therefore, be directly attributable to the provision of switched access. In addition to costs incurred only to provide access, the local exchange company builds, operates, and maintains shared facilities used to provide a mix of services including access.  A proper allocation of the “joint and common” cost and expenses associated with these shared facilities must be attributed to the provision of switched access service. 

Q.
What is Public Counsel’s primary concern in developing an appropriate estimate of the cost of access?

A.
Public Counsel believes that the paramount issue in determining the appropriate cost of providing access services is the proper assignment of the “joint and common cost” of the shared facilities and associated expenses used to provide multiple services.  Joint and common costs constitute the vast majority of the costs of the local exchange network.  To exclude consideration of these costs in determining access rates would result in unjust and unreasonably low rates.  

Q.
how would you define “joint costs” and “common costs”?

A.
Joint costs means the costs associated with the shared facilities and the expenses that accommodate the production of multiple goods or services in some measurable fixed proportion.  Where the cost of shared facilities and expenses that accommodate the production of multiple goods or services are not measurable in some fixed proportion the costs are more generally referred to as common costs.

Q.
Please provide examples of facilities that give rise to joint and common costs.

A.
The most notable example is “the loop.”  The loop describes the LEC’s facilities that extend outward from the Central Office (CO) to end-user premises located throughout the serving area. Loop facilities include wire and fiber cable that runs from the main distribution frame in the central office to the customer premises, multiplexing equipment used to aggregate or disseminate traffic directed for or coming from higher capacity cables, the poles and conduit used to string and house cable, neighborhood feeder distribution interfaces used to minimize the line capacity necessary on feeder cables, and the drop cable and the network interface device that provides a “street to premises” connection.

 
Every local and toll call originating or terminating on the traditional switched telephone network traverses the LEC’s loop.  Telecommunications carriers are currently using the ILEC’s loop to provide an ever-increasing variety of services including local, interstate, and intrastate toll, vertical or class services, and information services.  Since the loop is used to provide a number of services, the cost of the loop is not directly attributable to any one service and should be considered a shared facility.  Other facilities that give rise to joint and common costs include the switching and signaling equipment housed in the central office (CO) or in remote terminals that route calls from one line or trunk to another.

 Q.
What could be the impact of failing to assign an appropriate share of joint and common costs to switched access service?

A.
Loop costs alone can easily constitute more than 50% of the local exchange company’s cost of providing telecommunications services.  Failing to assign a proper share of joint and common costs to switched access service could result in excessive and unlawful rates for the local exchange company’s other services.  

This Commission has frequently been bombarded with proposals that sought to grant access service virtually free use of shared facilities by shifting the service’s responsibility for joint and common cost to basic local service rates.  Isolating basic local service as the only service responsible for recovering the cost incurred to provide this multiuse facility is in direct conflict with numerous decisions made by state commissions (including the Missouri Commission), the FCC, and the United States Supreme Court.  Public Counsel wishes to emphasize that such an allocation violates Section 254(k) of the Federal Telecommunications Act of 1996.  That section provides that:

(k) SUBSIDY OF COMPETITIVE SERVICES PROHIBITED – A telecommunications carrier may not use services that are not competitive to subsidize services that are subject to competition.  The Commission, with respect to interstate services, and the States, with respect to intrastate services, shall establish any necessary cost allocation rules, accounting safeguards, and guidelines to ensure that services included in the definition of universal service bear no more than a reasonable share of the joint and common costs of facilities used to provide these services. (emphasis added)

Access Rate Elements 
Q.
What are switched access rates?

A.
Switched access rates are the wholesale rates that a local telephone company charges other carriers for "accessing" the company’s local exchange facilities to complete long distance toll calls over the public switched telephone network. A long distance telephone call utilizes the facilities of both the local company serving the exchange where the call originates and where the call terminates so each call may generate an originating and a terminating access charge.  Since access is a charge levied on other carriers, when the local exchange carrier is also the toll provider, it does not pay itself access charges but instead internalizes the cost.

Q.
What cost elements are currently recovered through switched access rates?


Access rates currently include four elements. The “Local Transport” element reflects charges for transporting traffic on trunks between the long distance company’s “point of presence” and the final switching office that serves the customer. The “Local Switching” element and “Line Termination” elements reflect charges for use of the central office switch and other facilities involved in switching and establishing and terminating channels over which calls are completed.  Finally, the ‘Carrier Common Line” element reflects charges for using the local company’s “loop” facilities that extend from the switching office to the customer premise.

Measures of Costs
Q.
What measures of costs are relevant to this investigation?

A.
Incremental Cost and Stand Alone Cost are measures of costs that are relevant in determining whether a service may be providing a subsidy or is subsidized by other services.  


Incremental Cost measures only the additional cost incurred to add a good or service to a firm’s existing production.  Incremental cost excludes any allocation of the joint or common costs associated with the shared facilities or expenses needed to provide the firm’s other services. Economic theory suggests that from the perspective of a multiproduct firm, producing an additional service that can be successfully priced above incremental costs is generally beneficial because it allows an additional opportunity to recover some portion of any joint and common costs without imposing any additional burden for cost recovery on the firm’s other services.    


Stand Alone Costs, on the other hand, measures the cost of providing a good or service in isolation.  It represents the maximum level of cost a firm would incur to produce a product absent any of the benefits from cost savings associated with using shared inputs to produce multiple products or services.  Economic theory suggests that a service priced at or above incremental cost is not subsidized and a service priced below stand alone cost is not providing a subsidy. 


While incremental cost and stand alone costs provide insight into issues of subsidy, they provide little guidance in determining a just and reasonable rate for access service because they are ill suited to address issues of equity in rate design.  With respect to facilities-based telecommunications services, stand alone cost and incremental cost may be significantly different due to a large proportion of joint and common costs.  Even if pricing one service at incremental cost and another at stand alone cost would not be detrimental to the producing firm, such an outcome would not be equitable, just, or reasonable in the context of setting regulated utility rates because the cost saving would flow entirely to the customers buying the service priced at incremental cost.


Just, reasonable, and equitable prices for services require that the recovery of joint and common costs are shared by all the services that utilize the underlying facility.  A number of factors may reasonably form the basis for determining an exact apportionment of joint and common costs.  These include usage (where it can be measured), value of service, or a promotion of specific policy goals, such as ensuring the preservation and advancement of universal service.

Review of the Staff’s Cost Studies
Q.
Have you reviewed the cost studies and rate comparisons provided to the other parties by the Staff on June 1, 2002?

A.
Yes.  However, I have not received a copy of the finalized version.  It is my understanding that further changes will be made to the Staff’s June 1 version.  We also have been notified that adjustments should be made to SBC’s and Sprint’s cost studies. It should be noted that Public Counsel has previously expressed concerns regarding the accuracy of using engineering models to estimate costs especially for small local exchange carriers.  Therefore, Public Counsel will postpone taking a final position on the appropriate cost levels until I have the benefit of reviewing the cost data and accompanying testimony presented by other parties in this case.

 Q.
do you have any general comments and observations regarding the Staff’s preliminary cost study methodologies, results, and rate comparisons?

A.
1) Public Counsel supports the Staff’s general approach of developing estimates for both incremental and stand alone costs.  Further, Public Counsel supports consideration of various approaches targeted at developing possible allocation methods for joint and common costs.

   
2) The Staff’s preliminary results indicate that while individual elements show significant variation, access rates are in almost every not priced above the combined stand alone cost of access thereby discrediting the common claims of subsidy.


3) The preliminary results indicate that the carrier common line rate elements are generally comparable with the total cost results of the two fully distributed cost allocation methods developed by Staff.


4) The current rate caps exceed the fully distributed total cost of CLEC access.

Preliminary Recomendations
Q.
if the Staff’s preliminary cost results are accurte, how would Public Counsel regard the rate design issue?

A.
I believe that the current study results coupled with consideration of economic efficiency and consumer impacts also supports retention of a cap on CLEC access rates at the level of the competing incumbents existing rates. 


Economic theory suggests that competition is effective and beneficial when competitive entry produces efficiency gains or innovations that lead to lower cost and in turn lower prices for existing services or wider variety of services than would otherwise be produced in a market.  To the extent that regulation is intended to simulate competitive outcomes, regulators should seek to promote competition that has the desired beneficial effects.  I do not believe that a general policy that would allow CLECs to charge rates for access that exceed the incumbent’s rates promotes efficient entry or has any demonstrable beneficial effects.  Instead, I believe it could simply result in higher wholesale prices to IXCs and perhaps higher retail prices to consumers.  


The current capping mechanism provides elements of both upward and downward pricing flexibility.   Incumbents have mechanisms available to adjust access rates upward either based on the price cap statute or through rate review proceedings.  In order to promote entry or expansion that is at least as cost efficient as the incumbent, it is reasonable to employ a cap that floats with the level of the incumbent’s rates. Either the incumbent or the CLEC has some measure of downward flexibility below the cap.   The Commission has previously determined that the existing cap addresses concerns regarding barriers to entry and anticompetitive effects because it allows the CLEC to deaverage access rates.  Further it found such a cap to be lawful when it is reasonably necessary to promote the public interest.  Finally, there is no indication that the state of competition for the provision of access has changed appreciably since the time that the Commission adopted the existing cap.  Therefore, competitive pressure cannot be relied upon to provide sufficient market discipline to contain access rates at a reasonable level if the cap were eliminated.  As the Commission observed in Case TO-99-596, the serving LEC enjoys a locational or situational monopoly with respect to exchange access services.  More recently, the Commission reaffirmed this conclusion with respect to SBC access services in its findings of fact in Case No. TO-2001-467.  For the foreseeable future I believe that maintaining a cap is reasonably necessary to protect against imposition of unjust and unreasonable prices for switched access services.

Q.
Does this conclude your testimony?

A.
Yes, it does.  
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