M E M O R A N D U M

To: 
General Counsel’s Office

Through:
John VanEschen and Natelle Dietrich

From:
Walt Cecil, Telecommunications Department

Subject:
Staff Recommendation to Suspend Southwestern Bell Telephone L.P.,  d/b/a SBC Missouri Tariff Filing Number JI-2004-1466

Date:
July 1, 2004

Background

 On June 10, 2004, Southwestern Bell Telephone, L.P., d/b/a SBC Missouri (SBC), an incumbent local exchange carrier, submitted proposed revisions to P.S.C. Mo.-No. 35, General Exchange Tariff, Sections 6, 15 and 45 designed to increase rates for certain nonbasic services under Section 392.245.11 of the Missouri Revised Statutes (2000).  These revisions bear an effective date of July 10, 2004.  On June 22, and, again, on June 25, 2004, SBC submitted a substitute sheet (Section 15, Revised Sheet 2) to correct proposed rate increases exceeding the maximum 8 percent allowed by 392.245.11 RSMo 2000 and to remove an unclear footnote.

Proposal

P.S.C. Mo.-No. 35 Section 6, Sheets 4.01, 6, 7, 11, 12 and 15 contain rates and other information pertaining to directory services.  Similarly, Section 15, Sheets 2, 4 and 15 contain rates and other information pertaining to directory assistance while Section 45, Sheets 36 and 36.01 pertain to Plexar®-II rates and services. In this filing, Directory Services refer to the publishing of business and residential names, phone numbers, extra listings, alternate listings and so forth in various directories.  Non-published directory services also fall within the purview of these services.  Directory Assistance services refer to the various means of accessing the information contained within directories.  Plexar®-II services are a form of private branch exchange (PBX) services with the switching functionality based in SBC’s central office.  

Observations and Analysis

Staff notes on P.S.C. Mo.-No. 35 Section 15, Sheet 2, Subsection 15.2, SBC is maintaining a set of maximum and minimum rates not actually applied to customers bills.  These are similar to the “phantom” rates approved by the Commission in IT-2004-0226
.  The rates actually charged for the services to which the minimum and maximum rates apply are on this same sheet in subsection 15.3.  

In accord with the Commission’s directive in Case Nos. IT-2004-0015
, IT-2004-0225, et. al.
, the Telecommunications Department Staff (Staff) analyzed SBC’s filing with respect to statutory requirements and compared proposed rates changes to changes in various macroeconomic indicators.  Staff also requested and received from SBC a spreadsheet indicting the rate change history for each service for which a price change is proposed in this filing.

Section 392.245.11 states (emphasis added):

 11. The maximum allowable prices for nonbasic telecommunications services of a large, incumbent local exchange telecommunications company regulated under this section shall not be changed until January 1, 1999, or on an exchange- by-exchange basis, until an alternative local exchange telecommunications company is certified and providing basic local telecommunications service in such exchange, whichever is earlier. Thereafter, the maximum allowable prices for nonbasic telecommunications services of an incumbent local exchange telecommunications company may be annually increased by up to eight percent for each of the following twelve-month periods upon providing notice to the commission and filing tariffs establishing the rates for such services in such exchanges at such maximum allowable prices. This subsection shall not preclude an incumbent local exchange telecommunications company from proposing new telecommunications services and establishing prices for such new services. An incumbent local exchange telecommunications company may change the rates for its services, consistent with the provisions of section 392.200, but not to exceed the maximum allowable prices, by filing tariffs which shall be approved by the commission within thirty days, provided that any such rate is not in excess of the maximum allowable price established for such service under this section. 
The highlighted portion of the statute allows a large price cap regulated company to increase its rates for nonbasic telecommunications services on an annual basis by up to eight percent.  Section 392.245.11 requires an analysis of each of the proposed nonbasic rate changes to ensure compliance with the eight percent limit.  Staff has examined each proposed rate increase, and found the proposed rate increases to vary between slightly more than three percent and a maximum of eight percent. Therefore, the proposed rates increases are less than or equal to the maximum of eight percent allowed by statute.  Staff, with respect to the maximum allowable increase, finds the proposed rate increases consistent with Section 392.245.11 RSMo 2000.   

As discussed below, Staff further analyzed the proposed rate increases with respect to the various yardstick economic indices mentioned in the Commission’s Report and Order in Case No. IT-2004-0015.  Specifically the Commission indicated the CPI-TS or the GDP-PI should be considered in determining whether a proposed rate increase is just and reasonable.  In its analysis, Staff examined changes in the aforementioned indices as well as the consumer price index for all goods (CPI-all) and the producer price index for wireline telecommunications services providers (PPI-TS). The period chosen for analysis is May-to-May for all indices except for the GDP-PI.  This period was chosen as it comes closest to matching the apparent SBC price cap filing cycle.  As full year 2004 data are not available, Staff elected to use 2002 and 2003 data for its GDP-PI analysis.    The following tables summarize Staff’s research of macroeconomic indices.  

	 Index
	May 2003
	May 2004
	% Change

	CPI-all
	183.5
	189.1
	3.05%

	CPI-TS
	98.1
	95.9
	-2.2%

	PPI-TS
	85.9
	83.7
	-2.56%


	 Index
	2002
	2003
	% Change

	GDP-PI
	103.949
	105.686
	1.67%


As previously mentioned, the proposed increases in this filing vary from a minimum of approximately 3.4% to a maximum 8%.    Based on the Commission’s directive in Case No. IT-2004-0015, those rates changes that exceed the changes in relevant economic indices require further examination.  Nearly all of SBC’s rate changes exceed   changes in the indices included the preceding tables.  The next step in Staff’s analysis required the comparison of SBC’s proposed rates whose changes exceed the aforementioned indices with the rates for similar, preferably identical, services offered by competitors and other incumbent local exchange carriers.   It appears the changes in the Plexar®-II rates (2.1%, 3.4%) either approach or meet the changes in the above macroeconomic indices and appear to be acceptable.     

The following tables indicate the proposed changes in Directory Services and Directory Assistance rates in dollar values and percentage terms and compare the proposed SBC rates to selected CLEC and ILEC rates for similar/comparable services.  It is not always possible to identify and compare the relevant rates of each company’s service to another’s, so there are blanks where it was not possible to identify an apples-to-apples comparison.  Plexar®-II rates changes are omitted from the following tables.

Staff notes that SBC’s proposed rate changes for directory listing services and directory assistance services rates changes vary between 7% and 8%.  These changes translate to monetary changes ranging between $0.05 and $0.24.  The dollar value of the proposed rates varies from $0.68 to $3.31.  

Staff has examined the prices of other incumbent local exchange carriers (CenturyTel of Missouri, ALLTEL Communications, Sprint Missouri, L.P., and Mid-Missouri Telephone Co.) and a few competitive local exchange providers (AT&T Communications of the Southwest-Local Services, MCIMetro Access Services, L.L.C. and Sprint Communications L.P. (the CLEC)) and found SBC’s prices to be generally among the highest of all rates examined.  Blanks in the table indicate a one-to-one comparison was not always possible.  For example, Sprint Communications L.P. (CLEC) does not tariff (and does not appear to offer) additional residential directory listings while SBC and other companies identified below do.

SBC Proposed Directory Assistance and Listing Rates Changes

	Directory Listings
	SBC Current Rate
	SBC Proposed Rate
	SBC %Change
	SBC $ Change

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Residence
	
	
	
	

	extra listings
	$1.92
	$2.07
	7.81%
	$0.15

	alternate listings
	$1.78
	$1.92
	7.87%
	$0.14

	
	
	
	
	

	Business
	
	
	
	

	extra listings
	$3.07
	$3.31
	7.82%
	$0.24

	alternate listings
	$2.85
	$3.07
	7.72%
	$0.22

	
	
	
	
	

	Access Service Business Listing, each
	$2.30
	$2.48
	7.83%
	$0.18

	Access Service Residential Lising, each
	$1.50
	$1.62
	8.00%
	$0.12

	
	
	
	
	

	Operator Services/DA
	
	
	
	

	Residence - Nonpublished number
	$2.14
	$2.31
	7.94%
	$0.17

	Nonlisted - primary number
	$1.62
	$1.74
	7.41%
	$0.12

	Nonlisted - additional number
	$1.62
	$1.74
	7.41%
	$0.12

	Sent paid directory assistance call
	$0.63
	$0.68
	7.94%
	$0.05

	DA billed to third number
	$1.29
	$1.39
	7.75%
	$0.10

	Alt billed DA initial listing
	$0.63
	$0.68
	7.94%
	$0.05

	
	
	
	
	

	National DA
	
	
	
	

	Sent paid request (Res and Bus)
	$1.18
	$1.27
	7.63%
	$0.09

	Alt billed (Res and Bus)
	$1.27
	$1.37
	7.87%
	$0.10

	
	
	
	
	

	Business Category Search
	
	
	
	

	Sent Paid Request
	$1.25
	$1.35
	8.00%
	$0.10

	Alternately Billed Request
	$1.45
	$1.56
	7.59%
	0$.11


The following table compares service rates among selected carriers for those SBC proposed rates where  Staff has concern.  For example, SBC’s residence extra listing proposed rate is $2.07/month while the next closest rate is CenturyTel’s (identified on the table as Ctel) at $1.80/month and SBC’s Business extra listing at $3.31/month  with Sprint Communications’ L.P. (CLEC) rate is $3.45/month.  (Sprint Communications’ L.P. services are generally not available to SBC’s customers.)

Comparison of SBC Rates with Selected Alternative Providers and Other Incumbents

	Directory Listings
	SBC proposed
	Sprint CLEC
	AT&T CLEC
	MCI-Metro CLEC
	CTel
	Sprint ILEC
	AllTel
	Mid

Mo

	Residence
	
	
	
	
	
	
	
	

	extra listings
	$2.07
	N/A
	$1.50
	$1.50
	$1.80
	$2.00
	$0.50
	$0.25

	Business
	
	
	
	
	
	
	
	

	extra listings
	$3.31
	$3.45
	$1.50
	$2.45
	$2.25
	$2.70
	$0.75
	$0.25

	alternate listings
	$3.07
	$2.00
	$1.50
	$2.45
	
	$2.70
	$1.30
	$0.25

	
	
	
	
	
	
	
	
	

	Operator Services/DA
	
	
	
	
	
	
	
	

	Residence – Nonpublished number
	$2.31
	$2.00
	$1.50
	$2.50/ $1.60
	$1.85
	
	
	$0.25

	Nonlisted - primary number
	$1.74
	$2.00res $3.50bus
	$1.50
	$1.50/ $1.20
	$1.80
	
	
	$0.25

	DA billed to third number
	$1.39
	
	$1.33
	
	$0.55
	$.59
	
	

	
	
	
	
	
	
	
	
	

	National DA
	
	
	
	
	
	
	
	

	Sent paid request (Res and Bus)
	$1.27
	$1.99
	
	
	$1.10
	$0.95
	
	

	Alt billed (Res and Bus)
	$1.37
	$1.99
	
	
	
	$0.95
	
	

	
	
	
	
	
	
	
	
	

	Business Category Search
	
	
	
	
	
	
	
	

	Sent Paid Request
	$1.35
	
	
	
	$1.10
	
	
	


While the macroeconomic indices referenced above may indicate the proposed directory services and directory assistance services increases may not be reasonable, macroeconomic indices do not reflect the individual circumstances that a firm may consider to determine whether or not it must increase a specific price or by how much it must be increased.  SBC is not increasing all of the prices for the various uses and combinations of each service. Further, according to an SBC spokesperson, the proposed rate increases will generate a minimal revenue increase. The Staff notes that directory services and directory assistance services have not been found competitive because of their relationships to basic local services.  SBC notes that there are other providers of these services
 who do charge higher prices than does SBC.   

Finally, Staff also examined the history of increases of the twenty rates contemplated by this proposal. Based upon the information provided by SBC, of the rates in question fourteen were increased last year (2003), sixteen were increased the year before (2002), and fourteen were increased in 2001, six in 2000, and two in 1999. SBC’s rate increases have tended to be around 7% and 8% although there have been increases of two and three percent also.  Staff notices that from May 1998, the first year SBC would have been eligible to increase its prices under price cap regulation, the change in the CPI-all indicates consumer prices have increased more than 16% while the CPI-TS indicates consumer telecommunications prices have fallen by more than 5% for the same period.  

Staff contacted SBC to get an explanation why the proposed directory service and directory assistance rate increases are reasonable. SBC indicated that the proposed rate increases are individually determined and that the market baskets that are used to determine macroeconomic indicators contain many products and services whose behavior is not indicative of the performance of the indicator-some prices decline or do not change as the indicator increases.  Furthermore, end-users can avoid higher a la carte prices by purchasing those services as a bundle (meaning that the sum of the tariffed individual prices is higher and that the end-user does have a means of avoiding the high price).     

Plexar®-II services are enterprise services that are deemed competitive in St. Louis and Kansas City. Further, the Commission found Sprint Centrex services, which are similar to Plexar®-II services, competitive throughout the State
.  The enterprise customers using these services should be sufficiently sophisticated to choose the most cost effective option for their needs.  Staff does not object to these proposed increases.    

Staff is concerned that the services identified in the table comparing service rates across companies and reproduced below may be excessive:

· Directory Listings

· Residence

· Extra Listings

· Business

· Extra Listings

· Alternate Listings

· Operator Services/Directory Assistance

· Residence
· Nonpublished number
· Nonlisted - primary number
· Directory Assistance billed to third number
· National Directory Assistance

· Sent paid request (residential and business)
· Alternatively billed (residential and business)

· Business Category Search

· Sent Paid Request
Staff recommends the Commission suspend the instant filing because the company has not provided sufficient support as to the reasonableness of the proposed rates for directory assistance and directory services.   
 FILLIN "TYPE PSC MO NO AND SHEET NUMBERS" \* MERGEFORMAT 
�In the Matter of the Tariff Filing of Sprint Missouri, Inc., d/b/a Sprint, to Modify Rates in Accordance with Sprint’s Price Cap Regulation Pursuant to Section 392.245, RSMo 2000. Order Denying Motion to Suspend.


� In the Matter of Southwestern Bell Telephone Company, L.P., d/b/a SBC Missouri’s Proposed Revised Tariff Sheet Intended to Increase by Eight Percent the Rates for Line Status Verification and Busy Line Interrupt as Authorized by Section 392.245, RSMo, the Price Cap Statute.  Report and Order.  P. 34.


� In the Matter of the Tariff Filing of Sprint Missouri, Inc., d/b/a Sprint, to Modify Rates in Accordance with Sprint’s Price Cap Regulation Pursuant to Section 392.245, RSMo 2000. Order Denying Motion to Suspend.


� Competitive local exchange carriers, interexchange carriers, wireless services providers, and Internet services providers all provide some kind of directory services.


� IO-2003-0281.  In the Matter of the Investigation of the State of Competition in the Exchanges of Sprint Missouri, Inc. Report and Order.  Issue 6, pp 39-41.
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