Before the Public Service Commission
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Suggestions in Support of the Stipulation and Agreement 


COMES NOW the Staff of the Missouri Public Service Commission (Staff) and for its Suggestions in Support of Stipulation and Agreement states as follows:

1.
Cass County Telephone Company (“Cass County” or “Company”) is a small local telecommunications company as defined by Section 386.020(30) RSMo 2000.  Section 392.240 RSMo 2000 allows the Commission to examine the rates of any telecommunications company and, after a hearing, to determine the just and reasonable rates to be observed.  However, the Commission need not hold a hearing, if, after proper notice and opportunity to intervene, no party requests such a hearing.  State ex rel. Rex Deffenderfer Enterprises, Inc. v. Public Service Commission, 776 S.W.2d 494 (Mo. App. 1989). 
  


2.
 The Staff conducted a detailed regulatory audit of Cass County.  The audit was based on the unadjusted book balances for the test year ending December 31, 2002 updated for known and measurable changes occurring during 2003.  The Staff’s Accounting Schedule (Attachment A) generated an earnings excess of $319,998.  That schedule included the Staff’s Standardized Telephone Depreciation Rates.  

 Cass County agreed to an earnings reduction in the amount of the aforementioned $319,998.  The Staff’s excess earnings revenue requirement was not the subject of negotiation or compromise.  The Staff believes that this settlement is a reasonable reduction and should be approved by the Commission.  

3.
On February 5, 2004, the Staff, Cass County and the Office of the Public Counsel filed a Stipulation and Agreement (“Stipulation”) proposing to reduce Cass County’s gross intrastate revenues by approximately $319,998 on an annual basis. 

4.
 To eliminate the $319,998 in overearnings, the Stipulation provides for and the Staff recommends that the Company reduce its rates in three areas: (1) carrier common line (CCL) terminating access rates (2) MCA Tier 4 and Tier 5 business and residential rates, and (3) revise the rate elements and corresponding rates charged by Cass County to local government for enhanced E-9-1-1 telephone service. 

To accomplish these reductions, the Staff has applied $154,948 in annual reductions towards the InterLATA and IntraLATA terminating CCL rates, $154,948 annually toward the Tier 4 and Tier 5 MCA rates, and $10,102 in annual reductions towards the enhanced E-9-1-1 service.  

Cass County has no mileage charges, and touchtone is included in the basic local rate.  The residential single party monthly rate is $6.50 to $8.50 depending on rate group, and the business single party monthly rate is $13.00 to $17.00 depending on rate group. 

The proposed stipulation reduces Cass County’s terminating CCL rate from $.07141421 to $.04460333.  The company’s existing originating CCL rate remains unchanged at $.02990131 per minute.  The company applies the same switched access rates for intraLATA and interLATA traffic.  Cass County has relatively high switched access rates in comparison to other companies.  Cass County has the 11th highest switched access rates in Missouri among 43 incumbent local telephone companies.  If the Commission approves the proposed reduction to Cass County’s terminating CCL rate then the company’s ranking would move from 11 to 24.  These rankings are essentially based on adding a company’s applicable switched access rates at both the originating and terminating ends of a call.  Cass County’s composite switched access rate would move from $.2039 to $.1771 per minute.  In comparison with other companies, Miller Telephone Company has a No. 1 ranking representing the highest switched access rates in Missouri with a composite switched access rate of $.2663 per minute.  In contrast Ozark Telephone Company has a No. 43 ranking representing the lowest switched access rates in Missouri with a composite switched access rate of $.0473.  The average state-wide composite switched access rate is approximately $.09 per minute based on weighting a company’s composite rate with the company’s percentage of total access lines to total access lines in Missouri and then summing the resulting company rates.  In this respect, Cass County’s switched access rates might still be considered relatively high even with the proposed reduction to the company’s terminating CCL rate.  

The table below represents the current and proposed rates for MCA Tier 4 and 5 services:




Current Rate


Proposed Rate
Tier 4

Business 

    $46.75


        $45.75


   

Residential

    $21.55


        $20.55

Tier 5

Business

    $70.70


        $57.79

Residential

    $32.50


        $28.27

Cass County provided documentation that the Tier 5 Business rate of $70.70 was priced much higher than competitors’ offerings. Consequently the proposed reduction in Tier 5 Business rate is greater than the reduction in Tier 5 residential or Tier 4 business and residential. The final proposed rates were the result of negotiations between Cass County, Staff, and OPC. The total overearnings assigned to MCA reductions is $154,948 annually.

The existing tariffed 911 rates consist of several recurring and non-recurring rate elements: including network access rates, mileage, trunk terminating, automatic location identification data base administration, selective routing recurring and non-recurring charges, trunk dial unit charge, call answer unit charge, call transfer unit charge, and others. Staff continued its efforts to simplify and standardize 911 rate elements and rates, and these were agreed to by Cass County and OPC resulting in $10,102 rate reductions. 

The proposed rate elements and accompanying rates are the same as those stipulated in other overearning cases (i.e., Steelville and Miller telephone companies): 

Trunks between Central Offices


$25 per trunk

Trunks between Central Offices and PSAP

$25 per trunk

Database Records Charges





Initial upload of Records, One time charge

$992

Database Record Charges, per record charge

(move, add, change)




$0.38

The Staff supports the reduction of E-9-1-1 rates because of the annual savings to local government and to promote public safety.

5.
The Stipulation requests the Commission authorize the use of the Standard Small Telephone Company depreciation rates for Cass County’s general and operating plant accounts.  Those depreciation rates are set forth in Appendix B of the Stipulation.  The recommended depreciation rates only recover the original capital cost of plant and exclude net salvage.  Net salvage cost is included with other annual expenses to determine the revenue requirement calculation.  The inclusion of net salvage cost as an expense is in accordance with the Staff’s current depreciation methodology.  The recommended Standard Small Telephone depreciation rates were developed by the Staff and reflect the Staff’s view of the life that Cass County’s plant will experience. Small telephone companies such as Cass County will never have sufficient “churn” in plant to develop “normalized rates of retirements” or data on which to base depreciation rates.   The recommended depreciation rates were developed from historical data of other telephone companies with similar property and the use of engineering judgment.

6.
The Stipulation provides for a rate moratorium for three years from the effective date of the new tariffs, so that none of the parties to the Stipulation will file any case with the Commission, or encourage or assist in filing any case with the Commission requesting an increase or decrease in the Company’s revenues, unless there are extraordinary circumstances that have a major effect on the Company’s intrastate operations.  The Staff recommends approval of this provision because the Stipulation is the result of a thorough audit of the Company’s books and its results in rates that are fair to both the Company and its customers; it is bilateral in nature, so it will apply to requests for both rate increases and rate decreases; and it will tend to limit cost and expense associated the rate cases which may ultimately be passed on to the Company’s customers.  The Staff further notes that the provisions of the rate case will not prohibit revenue-neutral tariff filings.


7.
After the parties entered into and filed the Stipulation and Agreement with the Commission, the Staff became aware of a criminal indictment against USP&C, Inc., a company with alleged ties to Cass County.  The federal indictment alleges that USP&C, Inc. billed telephone and Internet consumers for unauthorized charges.  To investigate this matter, the Staff requested and was granted additional time to conduct a follow-up investigation before the Staff submitted its Suggestions in Support.  On February 25, 2004, the Staff submitted additional data requests to Cass County, which Cass County answered promptly on March 3, 2004.  


The Staff’s follow-up investigation did not reveal any evidence that would justify delaying the revenue reduction for the customers of Cass County.  The federal indictment does not name Cass County, nor does it name any employee of Cass County.
  The Staff’s thorough audit of the Company’s books and the follow-up investigation did not reveal any misconduct by Cass County.  Furthermore, the Stipulation and Agreement does not prevent the Staff or the Commission from conducting a follow-up investigation should the United States Attorney’s Office file an indictment against Cass County or any officer or employee of Cass County.  


WHEREFORE, for the foregoing reasons, the Staff requests the Commission issue a notice and time for intervention, and issue an Order to approve the Stipulation and Agreement setting forth the authorized depreciation rates in the Order.
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� As of the date of these Suggestions, the Commission had not issued notice or set an intervention date.  


� A flat rate of $25 per trunk per month was approved in the following proceedings:  (1) Case No. TT-2001-115, In the Matter of the Access Tariff Filing of Green Hills Telephone Corp., Order Approving Stipulation, dated March 20, 2001; and (2) Case No. IR-2004-0061, In the Matter of the Investigation in the Earnings of Steelville Telephone Exchange, Inc., Order Approving the Stipulation and Agreement dated September 25, 2003.


� The indictment does name several part owners of LEC, LLC, which is the principal shareholder of Cass County.
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