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CASE NO. TR-2001-65

SOUTHWESTERN BELL TELEPHONE, L.P.

D/B/A SOUTHWESTERN BELL TELEPHONE COMPANY

DIRECT TESTIMONY OF CRAIG A. UNRUH

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A.
My name is Craig A. Unruh and my business address is One SBC Center, Room 3528, St. Louis, Missouri, 63101.

Q.
BY WHOM ARE YOU EMPLOYED AND IN WHAT POSITION?

A.
I am employed by Southwestern Bell Telephone, L.P. d/b/a Southwestern Bell Telephone Company (SWBT) and serve as Executive Director – Regulatory.  I am responsible for advocating regulatory policy and managing SWBT’s rate and tariff organization in Missouri.  My professional and educational background, and experience before the Missouri Public Service Commission (Commission) are summarized on Unruh - Schedule 1.

1)
Introduction

Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

A. The purpose of my direct testimony is to explain that the Commission initiated this case to develop a more permanent mechanism for regulating the rates charged by Competitive Local Exchange Carriers (CLECs) for providing switched access service.  I will also explain that while some parties may try to expand the scope of this case in an effort to lower ILEC switched access rates, the Commission has no authority to lower SWBT’s switched access rates, since SWBT is a price cap regulated company in Missouri pursuant to Section 392.245 RSMo 2000.  Since the Commission has also indicated a desire to investigate the actual costs of providing switched access service, SWBT is also sponsoring the testimony of David Barch.  Mr. Barch will present SWBT’s own cost results for SWBT’s provision of switched access service in Missouri.

Q. WHAT ARE THE MAIN POINTS THE COMMISSION SHOULD UNDERSTAND ABOUT YOUR DIRECT TESTIMONY?

A. The Commission should understand the following points about my testimony:

· This case was established to determine a long-term solution for determining maximum prices for switched access service offered by CLECs.

· SWBT is a price cap regulated local exchange carrier (LEC), and the price cap statute does not permit the Commission to reduce SWBT’s switched access rates.

· The current “interim” mechanism whereby a CLEC’s switched access rates in an exchange are capped at the switched access rates of the incumbent LEC (ILEC) in that exchange is a reasonable long-term solution.

2)
Purpose of the Case

Q. WHY DID THE COMMISSION INITIATE THIS CASE?

A. The Commission initiated this case subsequent to Case No. TO-99-596.  In Case No. TO-99-596, the Commission determined that, on an interim basis, a CLEC’s switched access rates in an exchange should be capped at the switched access rates charged by the ILEC in that exchange.  In its Order in Case No. TO-99-596, the Commission cited a lack of cost information for the provision of switched access service and indicated its desire to establish a new case to develop a long-term solution.

Q. PRIOR TO THE COMMISSION’S DECISION IN CASE NO. TO-99-596, HOW WERE CLEC SWITCHED ACCESS RATES REGULATED?

A. Prior to the Commission’s Order in Case No. TO-99-596, as a condition to the certification of a CLEC to offer local exchange service, the CLEC agreed, through stipulation, to cap its switched access rates at the lowest rates of any ILEC where the CLEC was competing.  The cap was necessary in order to permit the CLEC to be classified as a competitive telecommunications company.  Beginning in 1996, SWBT and other parties, including the Commission Staff, agreed and stipulated that a CLEC could be classified as a competitive telecommunications company pursuant to Section 392.361.3 RSMo. so long as the CLEC agreed to cap its switched access rates.  In Case No. TO 99-596, the Commission determined that, on an interim basis, a CLEC’s switched access rates in an exchange were to be capped at the ILEC’s switched access rates in that exchange.  Therefore, when a CLEC competes in both SWBT territory and Verizon territory, the CLEC’s switched access rates in SWBT territory would be capped at SWBT’s rates and the CLEC’s switched access rates in Verizon’s territory would be capped at Verizon’s rates.  In its Order in Case No. TO-99-596, the Commission also noted that CLECs could petition the Commission to establish prices above the cap and that such petitions would be reviewed on a case-by-case basis.
Q.
WHY DID THE COMMISSION ESTABLISH THIS SWITCHED ACCESS RATE CAP MECHANISM AS AN “INTERIM” MEASURE?

A. The Commission did not know the cost for CLECs to provide switched access service at the time it issued its Order in Case No. TO-99-596, so it established the rate cap as an interim measure and indicated it would open a new case.

Q.
DOES THE CAPTION OF THIS CASE EXPLAIN THE INTENDED PURPOSE OF THE PRESENT CASE?

A. I believe it does.  The caption of this case is:

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.


The caption of this case, as well as its history, make it clear that the purpose of this case was to investigate the cost of switched access services, and to adopt a permanent solution addressing CLECs’ switched access rates.

Q.
DO YOU ANTICIPATE THAT OTHER PARTIES MAY ATTEMPT TO ALTER THE DIRECTION OF THIS CASE?

A.
Yes.  I expect some parties (e.g., interexchange carriers) to advocate that this case should become a broad access charge docket with the goal of lowering ILEC switched access rates.

Q.
DOES THE COMMISSION HAVE THE AUTHORITY TO CHANGE THE DIRECTION OF THE CASE?

A. While the Commission may have the authority to generally investigate a wider range of issues than just the switched access rates charged by CLECs, the Commission is limited in its authority in terms of what action it can take in this proceeding.  Most importantly, the Commission does not have the authority to lower the switched access rates charged by price cap regulated companies, which may be the result sought by some parties who may want to expand the scope of this case.

3) 
Price cap regulation limits the Commission’s authority to reduce price cap companies’ switched access rates

Q. PLEASE ELABORATE ON WHY THE COMMISSION DOES NOT HAVE THE AUTHORITY TO REDUCE THE SWITCHED ACCESS RATES CHARGED BY PRICE CAP REGULATED COMPANIES.

A. In 1996, SB 507 was passed by the Missouri legislature to usher in a new level of competition in the local exchange marketplace.  SB 507 paved the way for CLECs to enter the local market.  This law also set in motion a path toward reduced and equal regulation for CLECs and ILECs.  As an initial step toward reduced and equal regulation, SB 507 created price cap regulation
.  Price cap regulation replaces rate-based rate of return regulation once a CLEC enters an ILEC’s local market.  Price cap regulation reduces and limits the Commission’s authority over a price cap company’s rates.  Price cap regulation creates caps on ILEC rates, including switched access rates, which establish the maximum prices for the price cap regulated services.  Price cap regulated companies are free to price below the maximum rates, but cannot be forced to do so.

Q. IS SWBT A PRICE CAP REGULATED COMPANY?

A. Yes. The Commission, in Case No. TO-97-397, approved SWBT as a price cap company effective September 26, 1997.  In addition to SWBT, Verizon
 and Sprint are also price cap regulated companies.  

Q. HOW ARE THE OTHER ILECS REGULATED?

A. They are regulated under traditional rate-based rate of return type regulation where the Commission has the authority to establish permissible tariff rates based on a cost of service analysis for the ILEC.

4)
The Commission should maintain the status quo with respect to CLEC switched access pricing

Q. WHAT SHOULD THE COMMISSION DO WITH RESPECT TO CLEC ACCESS RATE CAPS IN THIS PROCEEDING?

A. Since the Commission has expressed a desire to investigate the actual costs of switched access, I anticipate that parties may be deeply divided on what “costs” are appropriate and I expect a wide range of numbers to be presented.  As a result, I anticipate a significant amount of time to be spent on this “cost” issue.  However, the Commission should focus on CLEC switched access rates and how these CLEC access rates are to be regulated in the competitive marketplace.  While SWBT would prefer that CLECs’ switched access rates be capped at SWBT’s switched access rates since SWBT has the lowest switched access rates of any of the large incumbent LECs and, as I explain below, SWBT questions why CLECs would need switched access rates as high as some of the ILECs’ switched access rates, SWBT could support the current environment where a CLEC’s access rates are capped at the rates of the ILEC in whose territory the CLEC is competing.  While a cap at SWBT’s exchange access rates is a better solution, it would not be unreasonable to continue the status quo.

Q. EVEN THOUGH SWBT COULD SUPPORT THE STATUS QUO FOR CLEC SWITCHED ACCESS RATES, DO CLECS REQUIRE SWITCHED ACCESS RATES THAT ARE AS HIGH AS SOME OF THE ILECS’ SWITCHED ACCESS RATES?

A. I question whether CLECs really need to have switched access rates that are as high as access rates currently charged by some ILECs.  Historically, ILEC switched access rates were priced higher than they might have otherwise been priced, in order to provide support for lower prices for basic telephone service.  Since CLECs often purchase unbundled network elements (UNEs) from an ILEC to provide service to their customers, the CLEC may not require the same level of support through switched access pricing levels that the ILEC historically relied upon.  In other words, the prices the CLEC charges for its retail services may cover its cost for providing those services.  This is particularly true since CLECs can choose whether or not to provide service to all customers, and many choose only to serve more profitable business customers.

5)
Summary

Q. PLEASE SUMMARIZE YOUR TESTIMONY.

A.
I have explained that the Commission’s initial direction in this case was to investigate the cost of switched access and to establish a long-term solution for CLECs’ switched access rates.  SWBT could support the status quo as the long-term solution for CLEC switched access rates.  While SWBT believes a better solution is to have CLEC switched access rates capped at SWBT’s switched access rates rather than other ILEC rates, whose rates tend to be significantly higher than SWBT’s rates, it would not be unreasonable for the Commission to continue the status quo.  Additionally, I have explained that the Commission would have limited authority to engage in broader access reform efforts in this case in that the Commission does not have the authority to lower the switched access rates charged by price cap regulated companies.
Q.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A.
Yes.

� See Section 392.245 RSMo 2000.


� Verizon’s local exchange properties are being purchased by CenturyTel of Missouri and the Commission has determined that CenturyTel will also be price cap regulated after it completes the purchase of Verizon’s properties (Ordered 10 in Report and Order issued May 21, 2002 in Case No. TM-2002-232).
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