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Statement of Staff

COMES NOW the Staff of the Missouri Public Service Commission and in response to issues raised at the January 13, 2004 Commission agenda discussion, states:

1.
In this tariff filing, rates are being changed that are charged to customers; customers are other telephone companies purchasing access.  For purposes of this tariff, other telecommunications companies are considered “customers.”  In addition to rates that are applied to customers, “maximum allowable prices” (characterized by some parties as “phantom rates”) on Sprint’s “Schedule of Maximum Allowable Rates” that are not being charged to customers are also being changed.  In its Staff Response to Commission Order Directing Filing of January 12, 2004, for those services where Staff indicated “Increase – (Not to Customers)” (Appendix B), Staff was referring to changes to the “phantom” maximum allowable prices.   Appendix A to that filing listed the services whose non-basic rates Sprint proposes to change and where customers will be impacted by those changes.

2.
In its review of this tariff filing, in addition to its mathematical review to ensure that no rates were in excess of the price cap in Section 392.245, Staff considered the various “yardsticks” discussed in the Commission’s order in IT-2004-0015 (“the SBC case”), although the Commission has in the past referred to that case as a “test” case with minimal revenue impact to the company in both agenda discussion and in a dissent attached to the decision itself.  Another distinguishing factor between the SBC case and the present cases is that the revenue impact of Sprint’s proposed non-basic rate increases is approximately 400 times greater than the revenue impact at issue in the SBC case.  Further, the relationship between Sprint’s proposed revenue increase and its overall Missouri revenues is far greater than the relationship between SBC’s proposed revenue increase in the SBC case and its overall Missouri revenues.
  

3.
Staff, as noted in Staff’s Recommendation and Supplemental Recommendation, reviewed various CPI and GDP indices.  As previously noted, the annual change in these factors ranged from –2.6973 percent (CPI-TS) to +2.8398 percent (CPI-Local Services, or CPI-LS), while most non-basic rate increases ranged from 6 percent to 8 percent.  While an increase of 6 to 8 percent is clearly above the highest economic indicator of 2.8398, it is not clear to Staff whether the Commission expects Staff to rebut the just and reasonableness of all non-basic price cap adjustments given the indications in the SBC case that that case was a “test” case.  Staff also reviewed a proprietary document provided by Sprint that compared the revenue increase based on the various rate adjustments Sprint proposes to the total potential revenue increase Sprint could have obtained if it increased all rates by the maximum 8%.  By this and the related filings, Sprint will experience an aggregate increase to revenue of less than the CPI-LS.

4.
At the time of the filings and recommendations, none of the services had been found to be effectively competitive, so Staff could not consider any competitive pressure that would moderate the price increases.  Staff also considered the potential impact of labor cost fluctuations.  However, with approximately 600 rates in question, a 45-day tariff filing does not provide adequate time for Staff to examine each rate independently or in a group of services to determine its sensitivity to labor cost fluctuations.  To accomplish this in the SBC case, Staff sent nearly one hundred discovery requests to the parties and talked with operator services subject matter experts in order to gain an understanding of the labor intensity of the 2 proposed services.  Further, since each service or group of services involves a different amount of labor on behalf of the company, Staff would not be able to complete a random sampling of the rates to determine the appropriate labor factor that should be applied to the filing in general, or each individual rate specifically. 

5.  Given more time, or less voluminous filings, Staff would also consider customer usage patterns to determine the impact of social and economic factors associated with these rates.  Again, because of the specific nature of this type of review, a random sampling of the rates would not provide an adequate review under this method. 

6.  Staff would also compare the proposed rate increases to similar rates of other incumbent and competitive local exchange companies.  Although a statistically valid sampling of comparison rates could provide additional information for analysis, it is difficult to make this type of sampling because if one rate in the sample is higher than all other carriers, the assumption would be that all six hundred rates are higher than other carriers and therefore not just and reasonable.  Further, it does not make sense to compare a rate increase for a service such as Caller ID with a service such as Extended Area Service and draw the same conclusions as to the justness and reasonableness of the rates.  

7.  Reviewing the history of Sprint’s rate increases for each proposed service is also possible if Staff had additional time or a smaller number of rates to review.  However, the history review of rate increases should be fully encompassing to provide a complete view of proposed increases; a sampling would not be a valid indicator of the justness and reasonableness of the overall proposed increases and resulting rates.     

8.
As previously indicated, Staff is able and willing to undertake such extensive reviews, but it would require approximately six months to complete this additional examination on a service-by-service level for all the non-basic rates that have been put at issue in this case.

9.
No other party suggests any specific facts rebut the Commission’s “rebuttable presumption” established in Case No. IT-2004-0015.  Staff remains uncertain whether it is expected to attempt to rebut the presumption that “proposed increases of eight percent or less are just and reasonable”
 under all circumstances where the “yardsticks” or other factors may not be met.  After considering all information previously filed and the uncertainties of its obligations, Staff has found no reason to suggest Sprint’s proposed rates are not just and reasonable.

WHEREFORE, the Staff provides this response to the Commission’s Notice of Discussion and Order Directing Filing.
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� As an example to express this concept: if Sprint’s proposed revenue increase was $100 and its overall Missouri revenues were $1000, then relatively, SBC’s proposed revenue increase would be $0.01 and its overall Missouri revenues would be $100,000.  These numbers are not representative of any actual proportions and are not based on actual relationships or revenues, and are simply illustrative.


� Report and Order, In the Matter of Southwestern Bell Telephone Company, 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, Case No. IT-2004-0015 at 34.
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