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M E M O R A N D U M

To:

Missouri Public Service Commission Official Case File

Case No. TO-2005-0128 RE: In the Matter of the Investigation into the Services Provided by Universal Telecom, Inc. and Missouri State Discount Telephone
From:

William Voight

Telecommunications Department

Subject:
Staff Report and Recommendation Pursuant to Commission Order

Date:

November 9, 2004

Syllabus:
This memorandum provides details on the services provided by Missouri State Discount Telephone (State Discount) and Universal Telecom, Inc. (Universal) and recommends, as the Staff’s preferred option, that pursuant to Section 392.410.5 RSMo 2000, the Commission modify the certificates of Universal and State Discount, as well as the certificates of all prepaid resellers. Alternatively, the Staff recommends that the companies be permitted to maintain their Missouri certificates of operating authority to provide basic local exchange telephone service, without providing all of the services necessary to comply with minimum standards established for providing basic local telephone service.

Preface:
In Case No. IO-2002-1083, Alltel Missouri, Inc. (Alltel) consistently based its election to become price cap regulated on the existence of State Discount and Universal, two prepaid resellers operating in Alltel’s service area.  The Commission has denied Alltel’s notice to be price cap regulated.  In a similar matter, the Commission also denied BPS Telephone Company’s (BPS) election to price cap status, also made on the basis of a prepaid reseller.  The Cole County Circuit Court recently affirmed the Commission’s decision to deny BPS price cap status.

State Discount and Universal provide telephone service on a prepaid basis.  Prepaid telephone service providers do not perform credit checks on potential customers, and in all instances charge rates substantially higher than the incumbent telephone company. Customers of prepaid providers are often customers who have been disconnected from the traditional telephone network for outstanding telephone bills.  There are 23 telecommunications companies authorized by the Commission to provide prepaid local exchange telephone service in Missouri.  To the best of Staff’s knowledge and belief, only 13 of the 23 companies are actively seeking and serving customers.  Staff notes that the 13 active companies have filed Annual Reports with the Commission, which reflect 14,027 prepaid reseller customers in Missouri.

On October 5, 2004, the Commission issued its Second Report and Order (Order) in Case No. IO-2002-1083 in which it ordered the Staff to conduct an investigation into the services provided by State Discount and Universal, and file a report on that investigation together with a recommendation as to whether the certificates should be cancelled.  The Order was effective on October 15th.
As stated in the Stipulation of Facts filed on February 20th in Case No. IO-2002-1083, Universal and State Discount are alternative local exchange telecommunications companies and have been granted certificates of operating authority to provide basic local exchange telecommunications service in Missouri.

Pursuant to its certificate, Universal is authorized to provide basic local exchange telecommunications service. Pursuant to its tariff, Universal offers to provide local exchange telecommunications service in 539 of Missouri’s 691 telephone exchanges:

Universal was issued an initial certificate to provide basic local and interexchange telecommunications services in Missouri in Case No. TA-2000-598.  Universal’s initial certificate authorized it to provide basic local telecommunications service in the telephone exchanges of incumbent carriers Southwestern Bell Telephone Company (SWBT), Sprint, and GTE. Universal’s initial certificate was conditioned to become effective when it received tariff approval. (Order Granting Certificate to Provide Basic Local and Interexchange Telecommunications Services, Case No. TA-2000-598, effective October 21, 2000)  Universal’s initial conditional certificate became effective on January 26, 2001 when the Commission approved Universal’s P.S.C. Mo. No. 1 Local Exchange Service Tariff. (Order Approving Tariff, Tariff File No. 200100410, effective January 26, 2001).  Universal’s tariff listed as its service area all telephone exchanges of SWBT, Sprint, Century Tel and Spectra.  Thus, as of January 26, 2001, Universal was authorized to provide basic local exchange telephone service in all telephone exchanges of SWBT, Sprint, Century Tel, and Spectra.

On October 12, 2001, Universal applied to the Commission for authority to expand its authorized service area to include the telephone exchanges of Alltel and TDS Telecom.
 
  On March 21, 2002, the Commission granted Universal additional authority to provide basic local telecommunications services in the telephone exchanges of Alltel and TDS Telecom. (Order Granting Certificate to Provide Basic Local Telecommunications Services, Case No. TA‑2002‑183, effective March 31, 2002).  Universal’s tariff sheets adding the telephone exchanges of Alltel and BPS Telephone Company became effective on May 10, 2002.  The exchanges in which Universal is authorized to provide service are listed in its tariff.  By virtue of its current Commission-approved certificate and tariff, Universal holds itself out to provide prepaid local exchange telephone service in all areas served by the incumbent local exchange carriers of SWBT, Sprint, Century Tel, Spectra, Alltel and TDS Telephone Company.

Pursuant to its certificate, State Discount is authorized to provide basic local exchange telecommunications service. Pursuant to its tariff, State Discount offers to provide local exchange telecommunications service in 567 of Missouri’s 691 telephone exchanges:

State Discount was granted authority to provide basic local exchange and interexchange telecommunications service in Missouri pursuant to the Commission’s order in Case No. TA‑2001‑334. (Order Granting Certificate to Provide Basic Local Exchange and Interexchange Telecommunications Service, Case No. TA-2001-334, effective March 26, 2001).  State Discount’s authority to provide basic local exchange telecommunications service extends to all areas of Missouri, including all areas served by all small local exchange carriers.  State Discount’s P.S.C. Mo. No. 1 Tariff was approved to become effective on July 2, 2001.  The exchanges in which State Discount is authorized to provide service are listed in its tariff.  By virtue of its current Commission-approved certificate and tariff, State Discount holds itself out to provide prepaid local exchange telephone service in all areas of SWBT, Alltel, Spectra, Century Tel, Sprint, BPS Telephone Company, Chariton Valley Telephone Corporation, and Mid-Missouri Telephone Company.

Universal and State Discount offer only prepaid local exchange telephone service:

As established in the Second Report and Order in Case No. IO-2002-1083, the type of service offered by Universal and State Discount is limited to prepaid service.  Subscribers must pay for service in advance; there is no credit check of potential customers; and, subscribers do not have access to post paid calling services such as one-plus (1+) long distance dialing and various operator services such as directory assistance.  Both Universal and State Discount offer call completion to emergency telephone numbers (i.e., 9-1-1).  Although both carriers offer optional features such as Caller ID, calls made to telephone numbers used for toll services and caller-paid information services are blocked from completion.  State Discount charges $50.00 per month for local service; Universal charges $49.00 per month for local service.

State Discount and Universal provide prepaid service to Missouri subscribers:

According to its publicly available 2004 Annual Report to the Missouri Commission, State Discount provides prepaid service on a resale basis to 28 customers in the SWBT areas and to one customer in the BPS Telephone Company area.  State Discount did not properly complete its 2004 Annual Report because it did not list the quantity of customers in each exchange serving area.  Therefore, the Staff cannot ascertain the quantity of customers of State Discount on an exchange-specific basis.  Nevertheless, according to its Annual Report, State Discount provides service to at least one customer in a small incumbent local exchange company area.

According to its 2004 publicly available Annual Report to the Missouri Commission and supplemental information provided to the Staff, Universal provides prepaid service on a resale basis to 3,017 customers statewide.  Although it did not properly complete its 2004 Annual Report because it did not list the quantity of customers in each exchange serving area, subsequent correspondence by Staff with Universal reveals that Universal provides service to 79 customers in Alltel’s service area, and to two customers in the TDS Telecom service area. Moreover, in its “Notice of Election to be Price Cap Regulated Under Section 392.245, RSMo 2000” Alltel submitted the affidavit of Steve R. Mowery.  In the affidavit, Mr. Mowery named the Alltel exchanges of Aldrich, Bolivar, Crocker, Dixon, Gallatin, Halfway, Madison, Morrisville, Polk, Purdy, and Winston as exchanges in which he has knowledge that Universal is in fact, providing service on a resale basis and through the use of Alltel facilities.  Therefore, Universal is providing service to customers in small telephone company exchange areas.

State Discount and Universal fail to provide all the services in small company service areas for which the Commission has deemed essential for purposes of qualifying for the state universal service fund.

Pursuant to 4 CSR 240-31.010(6), the Commission has determined the following services as essential to providing basic local telecommunications service.

(6) Essential local telecommunications services. – Two (2)-way switched voice residential service within a local calling scope as determined by the commission, comprised of the following services and their recurring charges:

(A) Single line residential service, including Touch-Tone dialing, and any applicable mileage or zone charges;

(B) Access to local emergency services including, but not limited to, 911 service established by local authorities;

(C) Access to basic local operator services;

(D) Access to basic local directory assistance;

(E) Standard intercept service;

(F) Equal access to interexchange carriers consistent with the rules and regulations of the Federal Communications Commission (FCC);

(G) One (1) standard white pages directory listing; and

(H) Toll Blocking or toll control for qualifying low-income customers.

Pursuant to Section 392.451 RSMo, applications proposing to offer basic local service in small telephone company areas are required to offer and advertise the availability of all of the services, which the commission has determined are essential for purposes of qualifying for the state universal service fund.  As set forth in the Stipulation of Facts in Case No. IO-2002-1083, and as revealed in each carrier’s Commission-approved tariffs, Universal and State Discount do not provide items  (C), (D) and (F) above.  Thus, Universal and State Discount do not provide all the items determined by the Commission as essential for qualifying for the state universal service fund.

State Discount and Universal have affirmed to offer all of the services which the commission has determined are essential for purposes of qualifying for the state universal service fund.

As noted in the Second Report and Order in Case No. IO-2002-1083, State Discount stated in its certificate application for Case No. TA-2001-334 that it would “provide all forms of basic local telecommunications service, including all options and features provided by all incumbent providers…” Moreover, in the Stipulation and Agreement in Case No. TA-2001-334, State Discount agreed to offer and advertise the availability of, and charges for, telecommunications service, which the commission determined as essential for purposes of qualifying for the state universal service fund.  This stipulation was specifically set forth for service in small company service areas.
In Case No. TA-2001-183, Universal affirmed that it would, throughout the service area of small incumbent companies, “offer all telecommunications services which the Commission determines are essential for purposes of qualifying for state universal service fund support.” Further, Universal agreed to advertise the availability of, and charges for, such essential services.  As was also noted in the Second Report and Order in Case No. IO-2002-1083, the Commission specifically granted Universal’s certificate on the condition that Universal would offer services essential to qualify for state universal service fund support.

State Discount and Universal fail to provide all of the services which constitute the Commission’s standards for providing basic local exchange telecommunications service.

Commission Rule 4 CSR 240-32.100 sets forth the minimum technologies and service features constituting basic and interexchange telecommunications service as provided by basic local telecommunications companies.  This rule is sometimes referred to as the “Modernization Rule.” The minimum elements for providing basic local telephone service are:

(A) Single line service;

(B) Availability of dual tone multifrequency signaling (i.e., touchtone dialing);

(C) Electronic switching with Enhanced 9-1-1 access capability or enhanced version thereof;

(D) Digital interoffice transmission between central office buildings;

(E) Penetration of the International Telephone and Telegraph Consultative Committee’s Signaling System Number Seven (CCITT SS7), or an enhanced version thereof, down to the tandem level of the switching hierarchy;

(F) Availability of custom calling features including, but not limited to, call waiting, call forwarding, three-way calling and speed dialing;

(G) Equal access in the sense of dialing parity and presubscription among interexchange telecommunications companies for calling within and between local access and transport areas.

State Discount and Universal conform to the Modernization rule with the exception of item number (G); State Discount and Universal do not provide equal access to long distance carriers. Therefore, State Discount and Universal are not in compliance with the minimum standards set forth by the Commission for carriers offering basic local telecommunications service.

Conclusion:

Based on the foregoing, the Staff determines that Universal and State Discount are not providing basic local telephone service in any service area of Missouri. Providing basic local telephone service, either on a resold or facility basis, entails providing all of the services which the Commission has deemed essential for the purposes of qualifying for the state universal service fund. Universal and State Discount do not provide all of the services which the Commission has determined essential for the purposes of qualifying for the state universal service fund.  As stated by the Commission in its Second Report and Order in Case No. IO-2002-1083: “Because neither MSDT nor Universal is providing all of those services, they are not providing basic local services in accordance with the certificates granted by the Commission.”
 Moreover, State Discount and Universal do not conform to the minimum standards necessary for providing basic local telecommunications service in Missouri, as set forth in the Modernization rule.

Staff Recommendation:

The Staff recommends that Universal and State Discount be permitted to continue offering prepaid service throughout their services areas of Missouri. The Staff offers two options to that end.  The Staff’s preferred option is for the Commission to commence proceedings pursuant to Section 392.410.5 to alter or modify the certificates of State Discount and Universal (as well as all other prepaid resellers) to reflect that such companies are not authorized to provide basic local exchange telecommunications service but rather, local exchange telecommunications service.  Authorizing certificates to provide local exchange service would, in the Staff’s opinion, be consistent with the certificates of service authority to provide local exchange telecommunications service previously granted by the Commission. 

Alternatively, the Staff recommends the Commission permit State Discount and Universal to continue operating with a certificate to provide basic local telephone service.  Staff does not recommend canceling Universal and State Discount’s certificates.  State Discount and Universal have passed the statutory criteria for obtaining a certificate to provide basic local exchange telephone service; however, the service provided by these companies is not basic local exchange telephone service.  Rather, State Discount and Universal are providing local exchange telephone service, as defined in Section 386.020 (31).  Having met the higher standard to qualify for a certificate to provide basic local exchange telephone service, the Staff recommends State Discount and Universal be permitted to continue to provide the lesser service which constitutes local exchange telephone service.

In the Staff’s opinion, permitting State Discount and Universal to operate as local exchange carriers would be consistent with the Report and Order in Case No. TT-99-237.
  In Case No. TT-99-237, AT&T expressed the view that it was providing “local exchange telecommunications service” as defined by Section 386.020(31) RSMo 2000, and not basic local exchange service. AT&T pointed out that it was “…. not offering, …not holding out, and … not provisioning…” its service as basic local service.  In the Staff’s opinion, a reading of the express terms of the Report and Order in Case No. TT-99-237 leads the ordinary reader to the conclusion that it is possible to provide “two-way switched voice service within a local calling scope” without such service constituting “basic local exchange telephone service.” Rather, such service constitutes local exchange telephone service.

This concludes the Staff report.  The Staff is unaware of any other matter that affects, or is affected by, this matter.

� Order and Judgment, Cole County Circuit Court Case No. 04CV323251, September 28, 2004. The Judgment is subject to appeal.


� Universal also requested authority to provide service in Spectra’s service area. However, pursuant to its authority granted in Case No. TA-2000-598, Universal was already authorized to provide service in the former GTE areas. Spectra acquired GTE exchanges pursuant to Commission authority granted in Case No. TM-2000-182 and Century Tel acquired the remaining GTE exchanges pursuant to Commission authority granted in Case No. TM-2002-232. Competitive local exchange carriers who were previously authorized to provide service in GTE areas were automatically authorized to provide service in Spectra and Century Tel areas once those transactions were finalized pursuant to Commission authority.


� TDS Telecom is composed of Stoutland, New London, and Orchard Farm Telephone Companies.


�  Case No. IO-2002-1083. Second Report and Order. Page 11.


� See, for example, Case No. TA-96-322, RE: In the Matter of the Application of AT&T Communications of the Southwest, Inc. for a Certificate of Service Authority to Provide Basic Local Exchange and Local Exchange Services. See also, Case No. TA-96-347, RE: In the Matter of the Application of Dial U.S. for a Certificate of Authority to Provide Basic Exchange and Local Exchange Intrastate Telecommunications Services Within the State of Missouri. See also, Case No. TA-98-575, RE: In the Matter of the Application of MCIMetro Access Transmissions Services, LLC, for Certificates of Service Authority to Provide Basic Local Telecommunications Services, Local Exchange Telecommunications Services, Exchange Access Services and Interexchange Telecommunications Services in the State of Missouri and for Competitive Classification.


� RE: In the Matter of AT&T Communications of the Southwest, Inc. Tariff Filing Proposing Direct Inward Dial for Digital Link Service. Order Denying Motion to Suspend Tariff; December 10, 1998.
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