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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.
Have you previously filed testimony in this proceeding?

A.
Yes.  I filed direct testimony on July 1, 2002 and rebuttal testimony on August 1, 2002.

Q.
what is the purpose of public counsel’s surrebuttal testimony?

A.
The purpose of my surrebuttal testimony is to respond to portions of the rebuttal testimony of Staff witness Dr. Ben Johnson, Sprint witnesses Dr. Brian Staihr and Randy Farrar and SWBT witness Craig Unruh. 

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

A.
I have reviewed the rebuttal testimony of the other parties.  In addition, I have reviewed portions of the FCC’s Local Competition First Report &Order
 and FCC Rules
.  

Q.
On page 3 lines 6 through 10, Dr. Johnson suggests that Public Counsel has endorsed or relied upon an economic cost modeling approach in this or in other proceedings.    Please explain Public Counsel’s view and level of support for the use of economic cost modeling in proceedings before this Commission.

A.
As indicated on pages 5 and 10 of my rebuttal testimony filed in the costing phase of the MO USF Case No. TO-98-329, Public Counsel endorsed in concept only the use of economic cost modeling, but opposed relying on any of the models submitted. Public Counsel suggested that if engineering models were used, embedded cost model results should be considered as a reality check against the results of that were produced by the engineering models. Public Counsel has opposed at every step in the proceeding an unreasonable allocation of loop cost to local service.  


On page 2 of my surrebuttal testimony in the third phase of TO-98-329 I explained that the circumstances surrounding the accuracy and reliability of the FCC economic cost model had caused Public Counsel sufficient concern to postpone the use of an engineering model for the foreseeable future.  

Q.
Since that time has Public Counsel expressed support for the use of a hypothetical model for use in developing a Missouri high cost fund or for setting specific access rate levels?

A.
No, we have not.

Q.
Has Public Counsel advocated the use of the results of any particular model submitted in this proceeding for adjusting access rates?

A.
No.  As I indicated in my direct and rebuttal testimony in this case, Public Counsel believes that consideration of the cost studies submitted in this proceeding has merit in providing insight into the question of whether subsidies do or do not exist. Both the results of the Staff’s studies and the small company studies demonstrate that in fact access is not subsidizing local service and, therefore, as Mr. Dunkel states, Missouri access rates are subsidy-free.  The Sprint and SWBT studies provide no evidence to the contrary.  Furthermore, Public Counsel believes that the studies demonstrate that there is no cost basis for any finding that current access rates are above a just and reasonable level or for adopting a general reduction in access rates.  Instead, the results generally support that the existing rates are not excessive and are just and reasonable.  The results support the status quo for ratemaking purposes.  Access rates for rate of return regulated companies should be considered in the context of all relevant factors on an individual case basis in a rate case.  Price cap companies that seek rebalancing to the extent allowed by statute should support that that rebalancing by the requisite cost demonstrations.  CLECs rates should be capped at the incumbent’s rates.

Q.
On what issues do you agree with mr. unruh?  do you have any comment on swbt’s witness unruh’s statement on the use of missouri usf for switched access rate reductions?

A.
I fully agree with Mr. Unruh’s conclusion at page 5 that “The suggestion by some parties that a Missouri USF could be used to offset any switched access rate reductions in this case is beyond the scope of this case as established by the Commission. In addition, such a proposal is both contrary to state statutes governing Missouri's USF and poor public policy.”  However, I would point out that it would be a “customer–funded purse” that would provide such support.

Q.
Mr. Farrar suggests that The Local Competition Order makes clear that NTS Loop costs should be recovered on a flat-rate basis and cites Section 51.509 of the FCC rules.  were these rules adopted for the purpose of pricing services such as Instate access service or local exchange service?

A.
No.  The FCC Order and associated FCC Rule that he cites apply to determining a mechanism for pricing an incumbent LEC’s loop leased by competitors as an “unbundled network element” (UNE) under the interconnection rules.  It does not dictate the manner in which services such as exchange access are priced to non-competitors.  The fuller content of the Local Competition First Report and Order and Section 51.509 FCC Rule demonstrates the appropriate context that Mr. Farrar fails to acknowledge in his testimony.  



264. Moreover, we agree with those commenters that argue that network elements are defined by facilities or their functionalities or capabilities, and thus, cannot be defined as specific services. A single network element could be used to provide many different services. For example, a local loop can be used to provision inter- and intrastate exchange access services, as well as local exchange services. We conclude, consistent with the findings of the Ohio and Oregon Commissions, that the plain language of section 251(c)(3) does not obligate carriers purchasing access to network elements to provide all services that an unbundled element is capable of providing or that are typically offered over that element. Section 251(c)(3) does not impose any service-related restrictions or requirements on requesting carriers in connection with the use of unbundled elements. (Local Competition First Report & Order, Emphasis Added)


In addition, the FCC further identifies a distinction between the cost which should be considered joint and common with respect to unbundled network elements and those costs which should be considered joint and common with respect to services provided over unbundled network elements, such as interstate access and local exchange service.


678. While we are adopting a version of the methodology commonly referred to as TSLRIC as the basis for pricing interconnection and unbundled elements, we are coining the term "total element long run incremental cost" (TELRIC) to describe our version of this methodology. The incumbent LEC offerings to be priced using this methodology generally will be "network elements," rather than "telecommunications services," as defined by the 1996 Act. More fundamentally, we believe that TELRIC-based pricing of discrete network elements or facilities, such as local loops and switching, is likely to be much more economically rational than TSLRIC-based pricing of conventional services, such as interstate access service and local residential or business exchange service. As discussed in greater detail below, separate telecommunications services are typically provided over shared network facilities, the costs of which may be joint or common with respect to some services. The costs of local loops and their associated line cards in local switches, for example, are common with respect to interstate access service and local exchange service, because once these facilities are installed to provide one service they are able to provide the other at no additional cost. By contrast, the network elements, as we have defined them, largely correspond to distinct network facilities. Therefore, the amount of joint and common costs that must be allocated among separate offerings is likely to be much smaller using a TELRIC methodology rather than a TSLRIC approach that measures the costs of conventional services. Because it is difficult for regulators to determine an economically-optimal allocation of any such joint and common costs, we believe that pricing elements, defined as facilities with associated features and functions, is more reliable from the standpoint of economic efficiency than pricing services that use shared network facilities. (Local Competition First Report & Order, emphasis added)


As I previously indicated, the FCC Order and Rule imposed on states was for recovery of the cost of unbundled loops and does not dictate the manner in which states price services such as exchange access. The order provides:


790.  In general, we believe that states should use a TELRIC methodology to establish geographically deaveraged, flat-rate charges for access to unbundled loops. As discussed above, however, we recognize that, in some cases, it may not be possible for carriers to prepare, or for state commissions to review, economic cost studies within the statutory time frame for arbitration proceedings. Because reviewing and approving such cost studies takes time and because many states have not yet begun, or have only recently begun, to develop and examine such studies, it is critical for the near-term development of local competition to have proxies that provide an approximation of forward-looking economic costs and can be used by states almost immediately. These proxies would be used by a state commission until it is able either to complete a cost study or to evaluate and adopt the results of a study or studies submitted in the record. In an NPRM to be issued shortly, we will investigate more fully various long-run incremental cost models in the record with an eye to developing a model that can be used to generate proxies for the forward looking economic costs of network elements. Until such time as we can develop such a model, we have developed the following default proxy ceilings that state commissions that have not completed forward looking economic cost studies may use in the interim as an approximation to the forward looking cost of the local loop. (Local Competition First Report & Order, emphasis added)

Appendix B of the Order contains the Final Rules associated with establishing prices for a number of unbundled network elements of which unbundled loops were but one example.  47 C.F.R. 51.509 states:   



§ 51.509 Rate structure standards for specific elements.

In addition to the general rules set forth in § 51.507 of this part, rates for specific elements shall comply with the following rate structure rules.


(a) Local loops. Loop costs shall be recovered through flat-rated charges.

(b) Local switching. Local switching costs shall be recovered through a combination of a flat-rated charge for line ports and one or more flat-rated or per-minute usage charges for the switching matrix and for trunk ports.

(c) Dedicated transmission links. Dedicated transmission link costs shall be recovered through flat-rated charges.

(d) Shared transmission facilities between tandem switches and end offices. The costs of shared transmission facilities between tandem switches and end offices may be recovered through usage-sensitive charges, or in another manner consistent with the manner that the incumbent LEC incurs those costs.

(e) Tandem switching. Tandem switching costs may be recovered through usage-sensitive charges, or in another manner consistent with the manner that the incumbent LEC incurs those costs.

(f) Signaling and call-related database services. Signaling and call-related database service costs shall be usage-sensitive, based on either the number of queries or the number of messages, with the exception of the dedicated circuits known as signaling links, the cost of which shall be recovered through flat-rated charges.

(g) Collocation. Collocation costs shall be recovered consistent with the rate structure policies established in the Expanded Interconnection proceeding, CC Docket No. 91-141.ഊFederal Communications Commission 96-325

Q. Do the FCC costing standards identified in the local competition order set out a method that states are required to use in establishing basic local rates or instate access rates?

A.
No. The FCC does not have authority to mandate the way in which a state’s basic local and instate access rates are set or recovered.  The Commission has flexibility in this case as it does in rate cases and in USF high cost matters to use either forward looking or embedded cost studies as a guide. 

Q.
Mr. Farrar finds no value in considering four different cost methodologies.  What is your opinion regarding the value of the various costing approaches presented thus far in the proceeding?

A.
In contrast to Mr. Farrar’s apparent preference to restrict the extent of this investigation. I believe that the relevance and value of this investigation has been significantly enhanced by the submission of the Staff’s four studies and by the cost models and results developed by the other parties.   Consideration of the range of cost models from incremental to stand alone offered in this proceeding is fully appropriate.  For as long as I have been with Public Counsel, a primary debate regarding the actual cost of access is whether access rates are set at a level that may be subsidizing other services.  This investigation has produced concrete cost evidence that access does not subsidize other services and generally affirms that Missouri access rates remain just and reasonable.  The development of alternative fully distributed costs models gives the Commission a more complete picture of the extent to which a service rate can be considered as contributing to joint and common cost recovery.  Since Missouri’s local exchange markets are almost entirely void of effective competition, the Commission must ensure that access rates cover the cost of access, including at least a reasonable allocation of joint and common costs, as the front line defense and virtually the only protection basic local subscribers have against unjust, unreasonable, and unlawful rate increases. The comparison of embedded cost to forward-looking cost results has generally reinforced the conclusion that access rates are subsidy-free and that there is no pressing need or justification for changing the status quo in terms of rate design.  

Q.
Is there any reasonable basis for Mr. Farrar to conclude that the Staff’s or any other parties’ cost study designed to provide guidance on pricing access services rates in Missouri are inappropriate for the purpose of determining the actual cost of access simply because they are not based on a set of standards expressly established by the FCC for a different purpose, pricing UNEs?

A.
No, there is not. 

Q.
On pages 18 through 19 of his testimony, Dr. Staihr attempts to liken the use of a television set to the loop and to liken video rentals and cable television to services provided using the loop. Is this an appropriate comparison?

A.
No, it is not.  The fundamental flaw in Dr. Staihr’s argument is transparent when one considers the production relationship beteen the items provided.  The television manufacturer does not play the same role in producing videos or cable television as the local exchange carrier plays in producing the services provided over the loop.   The television manufacturer does not incur the cost of providing the video or cable service and, therefore, neither requires or should reasonably expect cost recovery from those services.   Obviously, the television is not a shared facility in the production of videos or cable television.  This makes the television fundamentally different than the loop.  The loop is in fact is a shared facility used by the LEC in the production of local service and exchange access service.  Therefore, it is completely appropriate for the LEC to recover a portion of the cost of the loop from the services produced from its use.  

Q.
please summarize the position of public counsel in this case.

A. 
Public Counsel has consistently made the following recommendations:



1) 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. 


2) Achieving just, reasonable, and equitable prices for services requires that all services, including access services, share the responsibility for joint and common cost recovery.  Section 254(b) mandates that universal service bear no more than a reasonable allocation of joint and common cost.  The Commission should reject costing methods or pricing proposals that directly or indirectly shift cost recovery inappropriately for access services to basic local service.   


3) Public Counsel has previously expressed concerns regarding the use of engineering models for rate setting purposes.  However, Public Counsel believes that the Staff’s general approach of developing estimates for both incremental and stand-alone costs has value in discrediting the common myth and claims of subsidy. Further, Public Counsel supported consideration of various approaches targeted at developing possible allocation methods for joint and common costs.


4) Public Counsel supported retention of a cap on CLEC access rates at the level of the competing incumbents’ existing rates based on the Staff’s preliminary results coupled with consideration of economic efficiency and consumer impacts. Switched access service remains a locational monopoly in the State of Missouri. For the foreseeable future, maintaining a cap is reasonably necessary to protect against imposition of unjust and unreasonable prices for switched access services.


5) Access rates should not be altered in this proceeding.  The Staff’s results and those of other parties do not support altering the status quo with respect to setting access rates.     Missouri statutes provide clear direction regarding the mechanisms by which access rates can be adjusted for rate-of –return regulated and price cap local exchange companies.  Missouri statute also empowers the Commission to take steps necessary to promote beneficial competition and to protect the public interest.  Retaining the current cap on CLEC access rates is a necessary and reasonable step in achieving those goals.  

Q.
Does this conclude your testimony?

A.
Yes, it does.  

� First Report and Order, FCC-96-325, In the Matter of Implementation of the Local Competition Provisions in the Telecommunications Act of 1996, CC Docket No. 96-98 and Interconnection between Local Exchange Carriers and Commercial Mobile Radio Service Providers CC Docket No. 95-185, Adopted: August 1, 1996 Released: August 8, 1996
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