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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.
ARE YOU THE SAME CRAIG A. UNRUH THAT FILED DIRECT TESTIMONY IN THIS CASE?
A.
Yes.  
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
A. My testimony responds to the rebuttal testimony of Barbara A. Meisenheimer, Bill Peters and Christopher C. Thomas.
  Due to the nature of this case, which I believe is largely a legal interpretation of the Missouri Public Service Commission’s (Commission’s) authority under the price cap statute, I will not respond to all of the allegations made in rebuttal testimony, particularly the points made regarding the “reasonableness” of the proposed price increases currently suspended.  I recognize the Staff witnesses’ desire to provide information to the Commissioners on the “reasonableness” of the proposed increases; however, I will not address the majority of the evidence presented regarding the reasonableness of the proposed price increases as I believe such an investigation is unlawful and unwarranted.  Silence, however, does not imply agreement with this evidence.  

My testimony explains that the price cap statute is a balanced and integrated set of regulatory components that is designed to direct the Commission’s regulation of price cap companies.  The 8% price increase component for non-basic, or optional, services is a reasonable trade-off when viewed in the context of the more stringent pricing control over basic local services and exchange access service.
Q.
WHAT ARE THE MAIN POINTS THE COMMISSION SHOULD UNDERSTAND ABOUT YOUR TESTIMONY?
A.
The Commission should understand the following points about my testimony:

· The 8% price increase limit for non-basic, or optional, services is a reasonable balance when viewed in the context of the more restrictive regulation of basic local services and exchange access services.

· The legislature was specific in directing the use of an economic indicator (i.e., CPI-TS or GDP-PI) for basic local services and exchange access services, which, likewise, makes clear that it did not want economic indicators, or other factors, to be used for limiting the price increases of non-basic, or optional, services.

· Pricing changes must be viewed in the broader context of the marketplace where customers continue to see promotions, packages and bundles that offer price reductions.

Price Cap Legislation Provides an Integrated Method of Regulation   
Q.
DID THE PARTIES FILING REBUTTAL TESTIMONY FOCUS ON THE 8% COMPONENT OF PRICE CAP REGULATION?
A.
Yes.

Q.
IS THIS APPROPRIATE?

A.
No.  Focusing solely on the 8% component of price cap regulation does not tell the whole story.  The legislature tackled the difficult issue of how best to regulate incumbent local exchange companies (ILECs) and create the proper incentives to increase efficiency for the ultimate benefit of consumers.  The legislature settled on a set of integrated components that established the framework the Commission is to follow as it regulates the ILECs who face increased competition due to the market opening measures of SB 507 and the federal Telecommunications Act of 1996.

Q.
WHAT ARE THE MAIN COMPONENTS OF THE PRICE CAP STATUTE THAT HAVE BEEN OVERLOOKED IN REBUTTAL TESTIMONY?

A.
A key component of the price cap statute is the maximum prices established for basic local services and exchange access services.  The maximum prices for these critical services are governed by the change in a telecommunications related factor called CPI-TS
.  CPI-TS measures the change in telecommunications service prices including local (both basic and optional services), interstate toll, intrastate toll and wireless services.  The legislature dictated that this index be used to strictly regulate the price for basic local service as most people have historically considered basic local service to be an essential, non-optional service.

An additional component of the price cap statute is the concept that price cap regulated services will become classified as competitive over time as the services face effective competition.  Once a service is classified as competitive, the maximum prices under price cap regulation (i.e., the maximum prices obtained through application of CPI-TS and the 8% change) no longer apply and the ILEC is free to price its services as it deems appropriate in the marketplace just as the ILECs’ competitors do today.

Q.
SO THE LEGISLATURE INCLUDED THE 8% LIMITATION ON PRICE INCREASES FOR NON-BASIC SERVICES AS A REASONABLE BALANCE TO THE MORE RESTRICTIVE TREATMENT OF BASIC LOCAL AND  ACCESS SERVICES?
A.
Yes.  It is clear from the statute that the legislature applied a more strict set of constraints to basic local service, but in return, granted more flexible pricing, subject to an 8% cap for an interim period of time, for optional services.  This approach also permits companies some flexibility to manage the erosion of financial support resulting from the loss of revenues on high margin services because of competition (e.g., the loss of business revenues that have historically supported low prices for local residential service).   

Q.
ISN’T IT ALSO CLEAR THAT THE LEGISLATURE DID NOT INTEND FOR ECONOMIC INDICATORS, OR OTHER FACTORS, TO BE APPLIED TO PRICING FOR NON-BASIC SERVICES?

A.
Yes.  Had the legislature intended for the Commission to use economic conditions, or other factors, to evaluate the “justness” and “reasonableness” of prices for non-basic services, it would have indicated so in the statute.  Clearly, the legislature had this intent as it relates to pricing for basic local services and exchange access as the law requires the use of CPI-TS to limit the prices for these services.  As mentioned, the CPI-TS inflation factor includes pricing changes for non-basic services in its calculation.  Conversely, the statute does not contemplate the use of economic indicators, or other factors, to judge whether or not an 8% or less price increase for a non-basic service should be permitted.  
Focusing Solely on a Particular Price Increase Distorts Marketplace Realities

Q.
DOES AN ISOLATED REVIEW OF THE PROPOSED PRICE INCREASES DISTORT THE REALITIES OF THE MARKETPLACE?

A.
Yes.  The parties’ rebuttal testimony focuses the attention on two particular price increases proposed by SBC Missouri.  While this is a direct result of the Commission’s action to suspend this particular tariff filing, this, unfortunately, distorts the realities of the marketplace.  Certainly, SBC Missouri has increased prices on certain services.  However, SBC Missouri has decreased the prices on services as well, especially through the use of promotions, packages and bundles.  SBC Missouri continuously offers promotions, which result in lower prices for consumers.  Additionally, many customers choose to purchase SBC Missouri services in packages or bundles where customers can benefit from price discounts over “a la carte” pricing.  Pricing changes, both upward and downward, naturally occur in competitive markets.  
Q.
WHAT SHOULD THE COMMISSION DO IN THIS PROCEEDING?
A.
There is but one option, in my opinion, and that is to approve the tariff.  The Commission must approve the tariff since it complies with the price cap statute (i.e., the increase is within the 8% annual limit).  The Commission does not have the authority to examine whether or not price increases for non-basic services are just and reasonable.  If the proposed price does not exceed the maximum allowable price, the tariff must be approved.
Q.
PLEASE SUMMARIZE YOUR SURREBUTTAL TESTIMONY.

A.
My testimony has demonstrated that the 8% limit on price increases is one component of an integrated and balanced approach directed by the legislature for regulating certain ILECs.  The legislature was specific as it directed the use of economic factors to control pricing (i.e., CPI-TS, GDP-PI) for basic local service and exchange access service.  Likewise, the legislature was specific as it granted additional pricing flexibility (i.e., the 8% cap) for non-basic, or optional, services and did not authorize the use of economic indicators or other factors when determining the maximum price for these non-basic services.
Q.
DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

A.
Yes.
� Barbara A. Meisenheimer testifying on behalf of the Office of Public Counsel (OPC), and Bill Peters and Christopher C. Thomas testifying on behalf of the Commission Staff (Staff).


� See, for example, Meisenheimer, pp. 12-15; Thomas, pp. 10, 12.


� Or, at the price cap carrier’s choice, an alternative economic indicator measured by GDP-PI less a productivity factor.  SBC Missouri is using the CPI-TS factor. 


� Competitive local exchange companies are subject to a cap on exchange access rates pursuant to the Commission’s decision in Case No. TR-2001-65.
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