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Decision as 09 028 SEP 14 1988 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFO~~IA 

In the M~tt~r of tl?-e.Al?plication of rn:U)l2{rU~rUi~'Gr~\n 
the Comm1ss1on's D1V1Slon of Ratepaye~UU ~ U\JLrW~ 
AQvocates for Modification of ) Application 88-05-009 
Resolution No. T-12079 Re Revenue ) (Filed May 6, 1985) 
Requirement Impact of 1988 Attrition ) 
for Pacific Bell. ) 

---------------------------------) 
Application of GTE california 
Incorporated, a corporation, 
(U 1002 C), for authority to increase 
certain intrastate rates and charges 
for telephone services to offset 1989 
financial attrition. 

) 
) 
) 
) 
) 
) 
) 

----------------------------------) 
In the Matter of the Application 
of PACIFIC BELL (0 1001 C), a 
corporation, for a review of its 
cost of capital and capital structure. 

) 
) 
) 
) 
) 

---------------------------------) 

Application 8-8--07-017 
(Filed July lS, 1988) 

Application 88-07-019 
(Filed July 150, 1988-) 

9PXNlW ON AmITI9H METB()OQLQGX ISSUES 

SUlDJDaxy 2: Decisio,n 

This decision considers and adopts a stipulation 
presented by the' Division of Ratepayer Advocates (ORA), Pacific 
Bell, GTE California Incorporated (GTE-C), Toward Utility Rate 
Normalization (TURN), and AT&T Communications of California 
(AT&T-C) resolving three disputed operational attrition issues. At 
issue are: (1) a data point forecasting controversy;' (2) questions 
about the calculation of the composite salaries and wages factor; 
and (3) clarification of the productivity sharing mechanism. The 
parties' stipulation is designed to. facilitate the Commission's 
consideration of the- 19'89 operational attrition advice letters of 
Pacific Bell and GTE-C~ due fer filing OCtober l~ 1988. 
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FJ;::occ<hlral Bac);g:tOUJ)g 

The three disputed issues have surfaceQ in past attrition 
reviews, and in anticipation of the 1989 attrition proceedings, ORA 
requested that the Commission formally clarify them. ORA's request 
was Qocketed as an Application For Modification of Resolution 
T-12079. 1 

In Decision (D.) 88-06-024, issued June 8, 1988, the 
Commission considered ORA's request and the responses of Pacific 
Bell and GTE-C, and opted for a focused review of the three issues, 
as follows: 

*1. Based on our earlier determination that 
Pacific Bell's use of the linear regression 
model comports with the 'spirit' of the 
adopted attrition methodology, we will 
allow the parties to· explore the issue of 
the number of data points (also referred to 
in Resolution T-12079 as the 'issue of the 
number of months.'). We expect that, in 
addition to ORA, both Pacific Bell and 
General Telephone will address this issue • 
We do not wish to explore the second and 
third subissues raised by ORA ('switched or 
total access lines' and "how to use the 
linear reqression formula'), since we have 
determined. that Pacific Bell's overall 
approach is within the 'spirit' of our 
prior decisions. Given time constraints 
and our narrow focus, we intend to resolve 
only those issues which will expedite our 
review o!! the 1989 operational attrition 
filings. 

1 Resolution T-12079 was the Commission's order relative to 
Pacific Bell's 198:8: attrition review. ·In addition to ordering a 
revenue requirement reduction of $64.911 million, the Commission 
specified the filing dates for.1989 financial and. operational 
attrition showings (July lS, 1988- and October 1, 1988, 
respectively), and required Pacific Bell to file its 1988 actual: 
realized productivity factor, as well as an advice letter to flow 
through any associated ratepayer share of productivity savings, :by 
January 31, 1989. 
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W2. In the area of the compo$ite salaries and 
wages factor, we will allow a re-examination 
of the appropriateness of including the team 
incentive plan and benefits plan for 
purposes of the 1989 attrition calculation 
only. Again, we expect both Pacific Bell 
and ORA to address this issue. It is 
uncertain from the pleadings whether this 
issue impacts GTE-C, but if it does, the AU 
can take the appropriate steps to ensure 
that GTE-C addresses the issue as necessary 
to develop the record. 

w3. We will require that three of the four 
implementation issues raised ~y DRA. in 
connection with the productivity sharing 
mechanism be addressed by Pacific Bell and 
ORA, to the extent necessary to clarify 
those issues in connection with Pacific 
Bell's January 31, 1989 filing (Resolution 
t-12079, Ordering Paragraph S) and its 1989 
attrition filing. These issues are: 
(1) whether excess productivity savings 
should be shared with interest; (2) whether 
rebates should be on a one-time basis or 
spread over a time interval: and (3) what 
rates should be affected. We do not wish to 
review at this time the issue whether the 
savings are to· be shared for only one year 
or more, since that issue need not be 
decided either to process the January :3.1, 
1989 advice letter, or to· implement our 1989 
attrition order. W (0.88-06-024, 
mimeo. pp. 7-8.) 

We also encouraged the parties to consider whether any or 
all of these operational attrition issues could be resolved via 
workshops. At the June 21,. 1988 Prehearing Conference the parties 
reported to the assigned Administrative Law Judge (ALJ) that they 
wished to hold workshops on June 29 - 30, 1988 to attempt informal 
resolution of these matters. The ALJ reserved hearing dates in 
August, but encouraged the parties to- proceed with workshops. 
Thereafter ORA served a MNotice of Settlement ConferenceM and the 
workshops were held as planned. The workshop participants were 
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ORA, Pacific Bell, GTE-C, TURN, AT&T-C, and the Commission Advisory 
and Compliance Division. 

Pursuant to a JU!'l.e 24, 1988 ALJ Ruling, at the conclusion 
of the workshops ORA filed its Attrition Methodology workshop 
Report (the Report), including attached stipulation~ This 
document, filed on July 12, 1988, was signed by ORA, Pacific Bell, 
GTE-C, AT&T-C, and TURN, and embodied their consensus resolution of 
all disputed issues. On July 18, 1988, the ALJ issued a Ruling 
allowing opening and reply comments on the Report. DRA and Pacific 
Bell filed opening comments on August 12, 1988~ GTE-C filed its 
opening comments on August 29, 1988. 2 No party chose to file 
reply comments,. due on September 7, 1988. 

The Workshop Report 
The Report and its attachment, the stipulation, are 

appended to this opinion (the Appendix). The parties reached 
agreement on all issues, premised on applicability of the 
stipulation solely to the 1989 attrition review, and the further 
caveat that: ". •• (T)he decision of a party to. sign the Report 
does not necessarily constitute its endorsement of any agreement 
reached in the Report.. Therefore, the Report cannot be cited as 
either binding or persuasive precedent in any future proceeaing.~ 

The Report also· differentiates between "interested 
parties," who actively participated in discussions of the issues 
and concurred in their resolution, and "other parties" who 

2 GTE-C requested and received an extension of time t~ file its 
opening comments since it wiShed to address the consensus 
resolution of the productivity sharing me ehani sm in light of the' 
Commission's pending Second Interim opinion in Application 
87-01-002. The Commission acted on that matter on August 24, 1988., 
and GTE-C filed its comments on August 25, 1988. 
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participated minimally or not at all in particular discussions, but 
did not object to the consensus resolution. 3 

Issue No ~ 1 - NUmber of Data 
foints (Number o.t Months) 

The opening positions of the four interested parties 
(ORk, Pacific Bell, GTE-C, and TURN) diverged considerably,4 but 
ultimately they agreed that Pacific and GTE-C should use 60 Wraw' 
(i.e., actual monthly) data points in the linear regression 
equation to determine the growth rates in access lines and in 
revenue per access line, for 1989 attrition purposes. 

None of the parties who filed comments addressed this 
issue further, and it appears', reasonable to- adopt the consensus 
view that use of 60 raw data points is appropriate for use in the 
1989 attrition review. 

Issue No. 2' - Inclusion of Team 
Incentive Plan and Benefits Plan in 
%be CQlRPsite Wages and Salari~s Fact2r 

Interested parties (ORA, Pacific Bell, and TURN) agreed 
that specific, quantifiable changes in contractual element~ related 
to Pacific Bell's Team Incentive Plan and Benefits Plan should be 

included in the determination of the growth in composite salaries 
and wages. However, ORA and Pacific Bell disagreed about the 
treatment of certain wsecondary effectsW such as estimated 
increases or decreases in employee participation in a benefit plan 

3 For example, GTE-C is listed as an ·other Party~ relative to 
two issues which either do not directly impact it (the wages and 
salaries factor issue), or which arguably did not impact l.t 
directly at the time the workshops were held (the productivity 
Sharing mechanism). 

4 DRA argued that 49 moving average data points should be used: 
Pacific Bell argued th~,t 66 moving averaqe data points should be. 
used: GTE-C argued for the use of six annualized data points: 'I'O'RN 
commented that use of 60 date points would be appropriate. 
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flowing from contractual changes in the offered benefit. ORA 
argued for exclusion of such "secondary ettects,~ while Pacitic 
Bell wished to include them in recoqnition that they are part of 
the total benefits package. Additionally, Pacific Bell argued for 
inclusion of estimated benefits impacts (such as medical cost 
increases) which can be estimated by the application of an 
independently verifiable escalation factor. 

The interested parties ultimately agreed that "secondary 
effects" and the estimated benefit cost increases should not be 
included for attrition year 1989.$ None of the parties who filed 
comments addressed Issue No.2 further, and it appears reasonable 
to adopt the consensus resolution. Therefore, for purposes of 
attrition year 1989, we will recognize specific, quantifiable 
changes in contractual elements related to Pacific Bell's Team 
Incentive Plan an~ Benefits Plan, but we will not recognize 
"secondary effects" and estimated benefit cost increases. 

Xsse No. 3 - ProdQctivitv; Shoring HsSAanip 

Should· exc:ess proc:luc:ti vity 
gvings be shared yitb interest? 

Interested parties (ORA, Pacific Bell, and TURN) agreed 
that the Oecem:ber 31, 1987 to December 31, 198~ time period should. 
be used for measuring 1988 productivity savinqs. However, Pacific 
Bell disagreed with DRA and TORN that interest should be applied in 
1988 to the ratepayers' portion Of excess 1988· productivity 
savings. Nonetheless, the final consensus resolution is in accord 
with the DRA/TORN position. 

Interested parties agreed that it is appropriate to use 
the average 90-day commercial paper interest rate covering the time 
period July 1, 1988 to December 31, 19S8, as published by the 

5 This resolution was based partially on the tact that 19a9 is a 
collective bargaininq year~ 
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Federal Reserve Statistical Release ("Annual Interest RatelW'). 
However, the parties disagreed on the accrual time period. ORA and 
TORN argued that productivity sharing interest should begin on the 
first day of 1988 since Pacific Bell will have the use, during all -of 1988, of any revenues that will eventually be shared. Pacific 
Bell argued that interest should begin to· accrue on the first day 
of 1989, when the actual amount to be refunaea will be known. 

Finally, the interested parties compromised and opted to 
use a mid-year accrual date (i.e., July 1, 1988). They developed· 
the following formula for calculating and applying interest: 

(Ratepayers' Share of Annual Produetivity 
Savinqs, divided by tw~J multiplied by (one-
half of the Annual Interest Rate~. 

In its comments ORA suggested a further clarification of 
the formula whieh is apparently unopposed. 6 ORA suggests that 
for the period January 1, 1989 until the date the surcredi t 
imple:entation takes place (presumably following the commission's 
aetion on Pacific Bell's January 3-1, 1989 advice letter), the 
formula for calculating interest should reflect not only the 
productivity refund but also any interest accrued during 1988 and 
each succeeding month. DRA suggests the following [corrected] 
formula be used monthly to calculate the 1989 portion of the 
interest, based on the monthly 90~day commercial paper interest 
rate as published by the Federal Reserve- Statistical Release: 

[Ratepayers' Share of Annual Productivity 
savings plus the Accumulated Accrued Interest] 
multiplied.by (one-twelfth of the Annual 
Interest Rate) .. 

The consensus reached on the interest question tor the 
1989 attrition year appears reasonable~and will be adopted as more 
specifically detailed in the ordering paragraphs which follow. 

6 Neither Pacific Bell nor GTE-C addressed DRA's suggested 
clarification in reply comments. This order corrects DRA's 
formula, which ineluded a misplaced bracket, to effect ORA's 
intention. 
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Should rebates occur on a one-time 
basis o:t, :mb'ead over.. a tilDe intc:rva.1? 

InteresteQ parties (ORA, TURN, Pacific Bell, anQ AT&T-C) 
had various positions. ORA recommended that any produetivity -sharing rebate be spread from the Qate the 1989 attrition advice 
letter is resolved to December ~l, 1989. TURN argued for return of 
the money as soon as practicable, with the Qetermination whether to 
employ single or multiple rebates to depend upon the amount 
available tor sharing. .TURN asserted that the rebate period should 
not exceed four months in any event. AT&T-C supported TURN's 
position. All other parties recommended rebates be made on a one
tilne basis. 

There was general agreement among the parties that the 
rebate be handled in the shortest practicable time, and eventually 
a consensus centered around a four-month period. However, in the 
event the size of the rebate makes such an interv-al impractical, 
the parties agree that Pacitic Bell :may spread the rebate over a 
lesser number of months, proviQed that the interested parties (ORA, 
TORN, and AX&T-C) concur with Pacific Bell's proposal. 

The parties have provided no, guidance about their 
definition of "ilnpractical," so it is difficult to· know whether 
adoption and use ot the tour-month consensus figure will be 
feasible until the rebate amount is known. For now, we will, aqree 
that the 'leur-month period seems to be a reasor.able figure, but we 
recognize that events Inay overtake our desire for certainty in this, 
area, anQ it may be necessary in a situation of "~praetieality* to 
follow the alternative course ot action the parties themselves 
recommend and permit Pacific Bell to dis~urse the re~ate over a 
shorter period, under the conditions outlined above. 

WhSlt . rates shoul,g be attegted? 
Interested parties (DRA, Pacific Bell,. TO"RN, and AT&T-C) 

agree that the benefits of any productivity sharing should accrue 
to enQ users. They further agree that the> customer rebates should 
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be accomplishea using the proceaures establishea in Pacific Bell's 
Tariff Schedule A2 (Rule No. 33). Interested parties also agreed 
that customer billing surcharges/surcredits applicable to all 
intratATA services (including access services) provided by Pacific 
Bell should be adjusted to' reflect the productivity sharing rebate. 
These agreements will be adopted for attrition year 1989, as more 
specifically detailed in the ordering paragraphs which follow. 

Tbe Productivity Sharing 
)Jechanip ..tox:...£tE=C 

During the pendency of this matter, the Commission was 
considering the A!J's Proposed Decision in GTE-C's general rate 
proceeding, including a recommendation that a productivity sharin~ 
mechanism similar to that in place for Pacific Bell be implementee 
for GTE-C. Now the Commission has adopted D.88-08-061. However, 
there are some chronologically driven differences that must be 

recognized. G'I'E-C had a 1988 test year, rather than an attrition' 
year,' and the adopted GTE-Cproductivity mechanism will be 
premised initially on G'I'E-C's actual experience in 1989, the 
attrition year following the 1988 test year. While 1989 will be a 
productivity sharing year for G'I'E-C, actual implementation will be 

triggered by a January 31, 1990 advice letter (similar to Pacific 
Bell's January 31, 1989 aavice letter to flow through 1988 
productivity savings). 'I'herefore, the productivity sharing 
implementation issues discussed in this order for the 1989 
attrition year are of somewhat less immediacy for GTE-C than for 
Pacific Bell. Nonetheless, given 0.88-08-061, GTE-C has now 
formally expressed its concurrence with the procedures agreed upon 
in the Report: 

7 In contrast, Pacific Bell had a 1988 attrition year, and will 
make its productivity sharing advice letter, to reflect 1988 
experience, by January 31, 1989 • 
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"In light of the foregoing, GTEC concurs with 
the procedures agreed upon in the Report for 
sharing productivity cost savings in excess of 
the savings that the co~ission has built into 
the attri~ion to~ula in D.88-08-061. However, 
shou1a ~he Commission m04i~y ~e a~~rition 
meehanism in response t~ a petition to Modify 
D.88-0S-061, or as a result of its decision in 
Phase II of I. 8·7-11-033,. the sharing mechanism 
in the Report would have to be revised ~or GTEC 
to conform to that decision." (GTE-C Comments, 
pp. 2-3.) 

Given GTE-C's concurrence, we need only underscore that 
the procedures outlined in the Report apply to it in the absenc¢ of 
a contrary Commission decision. 
Find,ings of Fact 

~. ORA., Pacific Bell r GTE-C, 'I"ORN rand AT&T-C have presented 
the stipulation appended heretor as a consensus resolution of three 
interpretive operational attrition issues that would otherwise be 

disputed in the 1989 attrition year reviews of Pacific Bell and 
GTE-C. 

2. The parties to the stipulation agree that Pacific Bell 
and GTE-C should use 60 "raw" (i.e., monthly) data points in the 
linear regression equation to determine the growth rates in access 
lines and in revenue per access line, tor 1989 attrition purposes. 

3. The parties to the stipulation agree that specific, 
quantifiable changes in contractual elements related to Pacific 
sell's Team Incentive Plan and Benefits Plan should ~ included in 
the determination of the growth in composite salaries ana wages for 
attrition year 1989, but that "secondary effects" and estimated 
benefits impacts should be excluded in the determination of the 
growth in composite salaries and wages for attrition year 198'9 .. 

4. 'l'he parties to the stipulation agree that 1988 
productivity savings should be measured by the December 31, 1987 to 
December 31, 198'8 time period and that interest should be applied 

- 10 -



• 

• 

• 

A.SS-OS-009 et a1. AlJ/LTC/jt * 

in 1988 to the ratepayers' portion of excess 1988 pro~uctivity 
savings. 

s. The parties to the stipulation agree that the average 
90-Qay commercial paper interest rate, as published ~y the Federal -Reserve Statistical Release ("Annual Interest Rate"), should ~e 
used covering the time period July 1, 19$8 to December 31, 1~88, 
anQ that a July 1, 1988 accrual date should be used. 

6. The formula for calculating and applying interest is 
agreeQ to be: (Ratepayers' Share of Annual Productivity savings, 
divideQ :by twoJ multiplied by (one-half of the Annual Interest 
Rate). DRA suggests (an~ no party explicitly opposes the 
suggestion) that for the period January 1, 1989 until the date the 
surcredit ~plementation takes place, the formula for calculating 
interest should reflect not only the productivity refund but also 
any interest accrued during 1988 and each succeeding month. DRA 
suggests the following formula be used monthly for the 19S~ portion 
of the interest calculation, based on the monthly 90-day commercial 
paper interest rate as published by the Federal Reserve Statistical 
Release: (Ratepayers' Share of Annual Productivity Savings plus 
the Accumulated Accrued Interest) multiplied by (one-twelfth of the 
Annual Interest RateJ. 

7. 'rhe parties to the stipulation agree any produeti vi ty 

sharing re:bate be returned to ratepayers over a four-month period~ 
however, in the event that the size of the re:bate makes such an 
interval "impractical" the parties agree that Pacific Bell may 
spread the rebate over a lesser number of months, provided that all 
interested parties concur with Pacific Bell's proposal. 

S. The parties to the stipulation agree'that the benefits of 
any productivity sharing should accrue to end users·; that Pacific 
Bell should follow its 'I'ariff Schedule A2 (Rule No. 33) in making 
such rebates; and that customer billing surcharges/surcredits 
appliCable to all intraLA~A services (including access services) 
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provided DY Pacific Bell should be adjusted to reflect the 
productivity sharing rebate. 

~. Following iss\,lance of 0.88-08-061, G'I'E-C filed cOIlmlents 
in this Docket formally concurring in the procedures for sharing 
productivity cost savings which are the subject of the appended 
stipulation. 

10. 'I'he consensus resolution of the disputed operational 
attrition issues reflected in the Appendix will eliminate several 
areas of controversy that would otherwise complicate the 
Commission's review of Pacific Bell's and GTE-C's 1989 operational 
attrition advice letter filing'S: therefore, adoption of the 
settlement will further the p@lic interest. 
conelysi2D-of Law 

The stipulations appended to ~his opinion are in the 
public interest and should be adopted for purposes of facilitating 
the Commission's review of the 1989 operational attrition advice 
letter filings of Pacific Bell and G'I'E-C • 

QBDgR 

IT XS ORDERED that: 
1. The stipulation appended hereto is adopted for purposes of 

the Commission's review of the 1989- operational attrition reviews 
of pacific Bell and GTE California Incorporated (GTE-C), as more 
particularly set forth below. 

2. In their 1989 operational attrition advice letter filings, 
due October 1, 1988, Pacific Bell and GTE-C shall use 60 "ra~ 
(i.e., actual monthly) data points in the linear regression 
equation to determine the growth rates in access lines and in 
revenue per access lines. 

3. In its 1989 operational attrition advice letter filing, 
Pacific Bell shall include only specific, quantifiable changes in 
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contractual elements relative to its Team Incentive Plan and 
Benefits Plan, in accordance with the preceding discussion. 

4. 1988 productivity savings shall be measured by the 
December 3l, 1978 to Oecember 3l, 1988 t~e period, and interest 
shall be applied in 1988 to the ratepayers' portion of excess 1983 
productivity savings. The average 90-day commercial pape= interes~ 
rate, as published by the Federal Reserve Statistical Release 
(NAnnual Interest Rate"), shall be used covering the time period 
July l, 198a. to Oecember 31, 1988, based on use of a July 1, 1988 
accrual date. The formula for calculating and applying interest 
is: (Ratepayers' Share of Annual Productivity Savings, divided by 
two-J multiplied by (one-half of the Annual Interest Rate]. For the 
period January 1, 1989 until the date surcredit implementation 
occurs, the formula for calculating interest, based on the monthly 
90-day cownercial paper inter~st rate as published by the Federal 
Reserve statistical Release, is: (Ratepayers' Share of ~ual 
Productivity Savings plus the Accumulated Accrued Interest] 
~ultiplied by (one-twelfth of the Annual Interest RateJ. 

s. 'I'he agreement of the parties that My productivity sharing 
rebate be returned to ratepayers over a four-month period is 
adopted, consistent with the preceding discussion. 

6. 'I'he benefits of any productivity sharing shall accrue to 
end users. 

7. Pacific Bell shall follow its Tariff Schedule A2 (Rule 
No. 33) consistent with the agreements contained in the Appendix. 

8. CUstomer billing surcharges/surcredits applicable to all 
intra~A services (including access services) provided by Pacific 
Bell shall be adjusted to reflect any proauctivity sharing rebate. 
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9. The proceaures outlinea in the Appendix tor sharing 
productivity cost savin9s apply to GTE-C subsequent to issuance of 
0.88-08-061. 

This order is effective today. 
Dated SEP 14 1988 , at San Francisco, California. 
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President 

DONALD VIAL 
FREDERICK R. DUDA 
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APPENDIX 

P0gc 1 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOR..>';!A 

In the Matter ef the Application 
cf the Ccmmission·s Division of 
Ratepayer Advccates for Modification 
of Rescl~tion NO'. T-12079 Re 
Revenue Req~irement Impact of 
1988 Attritio~ fer Pacific Bell. 

) 
) 
) 
) 
) 
) 
) 

---------------------------------) 

"1~ ~ 210~:'-.; I.' _ - ... 0 ... 

$.;t-.: H~t..r..C:SCO '~rF;CE 

AppNa:.,,~· 0'"' 86-05-009 

ATTRITION METHODOLOGY WORKSHO? REPORT FILEn BY THE 
DIVISION OF RATEPAYER ADVOCATES,. IN COMPLIANCE WITH Tr:1E 

ADMINlSTRATIVE LAW JUDGE'S JUNE 24. 19Sa RULING 

In cempliance ~ith the Administrative Law Judge"s June 24, 

1988 Ruling. the Divisien ef Ratepayer Advocates (DRAJ hereby 

s~bmit.s a Repo:rt (attached heretO') desc:ril:>ing the :res~lts of 

technical .... orkshops held on J~ne 29 al'ld 30, 1988, .... hich addressed 

three "interpretive" issues related to the opera.tiona1 attrition 

methodolcgy. These disputed issues concern the proper nl..\%tlber 

cf data peints to' be used in the fo:recasting methodo109Y; 

the inclusion O'f va:rious team incentive and :benefits plans 

in the calculatiO'n O'f g:rO' .... th in composite .... ages and salaries; 

and three iss~es related to the productivity sha:ring mechanism 

(see D.88-06-024, pp. 7-S). -

, ,'. < 
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A??Etl:DIX 
PJ9C' 2 

As sho~n in the Repo~t (Attachment A), ag~eement ~as 

reached on each of the disputed issues. Ho~ever, it must be 

emphasized that the ag~eements contained in the Report are 

applica~le only to this 1989 attrition p~oceeding. Additionally. 

it is unde~stood that the decision of a party to sign the Report 

does not necessarily constitute its endorsement of any agree~ent 

reached in the RepOrt. Therefore. the Report cannot be cited as 

either binding or persuasive precedent in any future proceeding. 

Decision NO. 88-06-024 notified all parties on the service 

list for the Pacific Bell rate case (~.e5-01-034) anc the GTE 

California Incorporated (GTEC) rate case (A.87-0l-002) as ~e:l as 

the appearances at the June 21, 1988 prehearing conference in this 

proceeding, of the technical ~orKshops scheduled fo,r June 29 and 

30. Accordingly, notice of the ~orkshops had vide circulation. 

Interested parties had ample opportunity to participate. 

Workshop participants included DRA, Pacific Bell, GTEC, 

To~ard utility Rate No,:"malization. AT&T-Communications of 

California, and the Commission's Advisory & Compliance Division. In 

the Report, the parties are described as either -interested parties~ 

or "other parties" for each issue. "Interested parties" are those 

parties who actively participated in discussions on the issue and 

~ho expressed affirmative concurrence in the agreed-upon resolution 

of the issue. "Other parties" are those parties vho participated 

minimally or not at all during the discussion of the issue, yet they 

did not o~ject to-' the agreed-upon resolution of the issue. G'I'EC is 

listed as an "other party" vith respect to tvo of the three issues 

because those t~o issues,- at present, on.ly relate tc>Pacific :sell. 
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APPE~DIX 

Page 3 
In com~liance with the ALJ's June 24, 1988 Ruling. it is 

respectfully requested that the attached Report be adopted by the 

Commission ~ith respect to those parties identified vith each issue 

as Winterested parties.~ 

July ll, 19Se 

- 3 -

California Public Utilities 
Commission 

505 Van Ness Avenue 
San Francisco" CA 9·n02 
(4lS) 557-3272 
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Report On Resolution Of C~rtain Interpretive Issues 
Concernlng The Operatlonal-AttrltlOn M~thOdologY 

Issue No. 1 .. Number of Data Points (Number of Months) 

Interested Parties: DRk, Pacific Bell, GTE California 
Incorporated, and TURN 

O~her Parties: kT&T and CA&CD 

The DRA's position vas that 49 moving average data 

points should be used, vhile Pacific Bell (wPaci!ic-) a=guec 

that 66 moving average data points should be used. GTE 

California Incorporated (CTEe) recommended the use of six 

annualized data points, vhich it had used in its pr~vious 

att~ition filings. TURN commented that the use of 60 data 

points vould be appropriate. AT'! and CA'CD did not recommend 

a specific number of data points that Pacific or CTEe should 

use. The par-ties recognized that the attrition formula 

supported reasonable interpretations for all cf the parties· 

positions. Hovever, in the spirit cf compromise, the 

interested parties agreed that for 1989 attrition purposes, 

Pacific and GTEC should use 60 "rav" (~, actual mcnthly) 

dat~ points in the linear regression equation to deter.mine the 

grovth rates in access lines and in revenue per access line. 

The parties Agreed that the attrition formula, which calls for 

"five years of recorcied ciata" including six months of actual 

test year recordeci ciata,~ can be read to support this 

compromise position. 
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Issue No. 2 - Inclusion of Team Incentive ~lan and Benefits 

plan ln the Composlte WaQes and Salarles Facto~. 

Interested Parties: DRA, pacific Bell and TURN 
Other Parties: GTEC, AT&T and CA&CD 

All interested parties agreed that specific. 

quantifiable changes in contractual elements related to the 

Team Incentive Plan and Benefits Plan should be included in the 

determination of the gro~th in composite salaries and wages. 

Ho~ever, the DRA argued that estimated benefit impacts and 

Rsecondary effects,R such as an estimated increase o~ decrease in 

employee participation in a benefit plan because of a cOl"I'::-actual 

change in the offered benefit, should nOt be included as a part 0: 
attri':lon. Pacific believed that such secondary effects should be-

. included, because such effects are part of the total compensation 

package. In addition, Pacific believed that estimated benefit 

impacts such as medical cost increases should be included in the 

growth in the composi te ~ages and· salaries component. Pacific 

stated that increases in medical costs can be estimated by 

application of an independently verifiable Data Resources .. Inc. 

("DR!") escalation factor to the medical expense component. 

Other parties expressed no other recommendation regarding the 

possible inclusion of secondary effects or estimated benefit 

cost increases. 

After much discussion,. the interested parties agreed 

that ~secondary effects" and estimated benefit cost increases 

will not be. included as part of 1989 attrition. This resolution 

vas based par'tly in recognition o·f the fact that 1989 is a labor 

contract bargaining year. 
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:ssue No.3 - Productivity Sharing Mechanism 

3. ~Whether excess productivity savings should be shared ~ith 
lnterest?" 

Interested Parties: DRA, pacific Bell and TURN 
Other Parties: GTEC, AT;T and CAtCD 

AS on initial matter, all interested parties agreed that 

the time period for measuring the 1988 productivity savings for 

Pacific should be from December 31. 1987 to December 31, 1988. 

The DRA and TUR~ bOth argued that interest should ~ 

applied in 1988 to the ratepayers' portion of Paci!ic's eXCeSS 1988. 

productivity savings. Pacific did not believe that such interest 

... ·as properly applicable, according to the Conunission· s adoptee! 

productivity sharing mechanism. After discussing the matter 

thoroughly, the interested parties decided that interest yould be 

applicable for 1988; ho~ever, the interested parties agreed that 

issues such as the p·roper interest rate and time period for accrual 

of interest needed to be resolved. 

Regarding the proper interest rate, the interested parties 

agreed that the average 90-day commercial paper interest rate 

covering the time- period July 1, 1988 to December 31, 1988, as 

published by the Federal Reserve Statistical Release (hereinafter 

~Annual Interest Rate"), would be used. 

Regarding the accrual time period.,. the DRA. and TURN both 

recommended that productivity sharing inter~st should begin to 

accru~ on th~ first day of ~, sinc~ Pacific will have use of ~ny 

revenues that will eventua.lly be shared for all of 1988. On the 

other hand, Pacific believed that interest should begin to accrue on 

the first day of ~, when the actual amount t~ l:>e refunded, 
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if any. ~ill become knovn. Af~er ler.g~hy discussions. ~he 

interested parties reached a compromise po~ition that interest 

~ould begin to accrue at mid-year (~, July 1. 19S5}. 

The formula for calculating and applying such interest vas agreed 

upon by all interested parties as follo~s: 

(Ratepayers' share of Annua! Productivity Savings, 
divided by t~oJ multiplied by [one-half of the 
Annual Interest Rate) 

Although GTEC ~as present during the discussion on this 

issue, GTEC stated that it ~o\,lld be premat\,lre for it to com."t\e~t 0:'1. 

Issue No. 3 at this time. As stated in D.88"-06-024, dated J\,lne 8, 

1988, a prod\,lctivity sharing mechanism is an issue in GTEC·s peneing 

1968 general rate case (A. .. 6·7-01-002"). GTEC reserved t.he right to 

address this issue at a later date in this proceeding once a final 

decision is issued in its general rate case .. 

b.. ftWhether rebates should be on a one-time basis or s read 
over a tlme lnterva ?~ 

Interested parties: DRA, Pacific Bell; TURN and ATo.:r 
Ot.her ~arties: GTEC and CA&CD 

There vas considerable discussion on the ace~table time' 

interval for distributing productivity savings vith interest. The 

DRA recommended that productivity sharin9 rebates should be spre~d 

from the date the 1989 attrition advice letter is resolved to 

Deceml:>er 31, 1989. TURN vantec:i to have the money returned as soon -
as practicable and the dete~ination of vhether a single refund or 

multi~le refunds should be utilized should depend upon the amount 

available for sharing. TURN further stated that in no instance 

- 4 -



• 

• 

• 

A.8S-05-009 et ~l. /ALJ/LTC/Jt 

A??E~DIX 

P~9" 8 

should the refund period exceed 4 ~onths. A~&T suppor~ed ~U~~'s 

position. All other parties recommended refunds ~ made on ~ 

one-time bazis. There ~as general agreement among the inte~ested 

parties that the rebate should be handled in the shortest time 

practicable. All interested parties eventually agreed that the 

productivity refund ~ould be spread over a 4-month period. Ho~ever. 

in the event th~t the amount of the refund makes such an interval 

impractical. ?acific may spreac the re:unc over a lesser n~~r o!. 

months provided that all interested parties concur vith Pacific~s 

refund proposal. 

DRA subsequently discussed this proposal vith ~~ durin~ 

seve:-al telephone conversations and TURN stated that it does nOt 

have a problem ~ith the above-described agreement • 

c. ftWhat rates should be affected?ft 

Interested Parties: DRA, Paeifie Bell, TURN and AT&T 
Other ?arties: GTEC and CA&CD 

The interested parties agreed that the benefits of any 

sharing should accrue to end users. All interested parties further· 

agreed that any customer refunds should :be accomplished 1J.sing 'the 

proeedures established in Pacific's Tariff Schedule A2 (Rule No. 

33). The interested parties also agreed that the customer billing 

surcharges/surcredits applicable to all intraLATA services 

(including access services) provided by ?acific be adjusted to 

reflect the productivity sharing rebate • 
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CONCLUSION 

The undersigned respectfully request that the Commission 

expeditiously approve this Attrition Methodology Workshop Repo:-t 

Filed By The Division Of Ratepayer Advocates In Compliance With The 

Administrative La..., Jud.ge"s June 24, 1988 Ruling 'Without modi!ication 

as a settlement of the issues discussed herein, as they apply to the 

~interested parties~ hereto. 

Respectfully submitted, 

DATE NW.E ?ARTY RE?RESEN'I'ED 

7L"/W ~~ DRA 

±!iL :1[111 ZZ Paei fic Bell 
[ 

71!, /..t'V ~tIJ.w&. GTEC 
I I 

,6.' &<t ~~tt<' TORN . , 
'))l£Lgg ~lJ~ ATtT 

j I 
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CERTIFICATE OF SERVICE 

I hereby certify that I have this cay served th~ !o~egoin9 

document upon all kno'Wn parties of record in this proce.-e.-ding by 

mailing by first-class mail a copy thereof properly addressed to 

each such party. 

1988. 

Dated at San Francisco, Califo~nia, this 11th d~y of July, 

(END OF APPENDIX) 

lsI CINDY 1. PHlLAPIL 

Clndy 1. Phllapii 
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Federal Reserve Statistical Release (wAnnual Interest RateW). 

However, the parties disagreed on the accrual time period. ORA and 
TURN argued that productivity sharing interest should begin on the 
first day of 1988 since Pacific Bell will have tn'e use, during all 
of 1988, of any revenues that will eventu;ellY ~ shared. Pacific 
Bell argued that interest should begin to a rue on the first day 
of 1989, when the actual amount to be ret ded will be known. 

Finally, the interested parti~compromised and opted to 
use a mid-year accrual date (i.e., JU~ 1, 1988). They developed 
the follo~ing formula for calcula~tiniand applying interest: 

(Ratepayers' Share of An al Productivity 
savings, divided by two multiplied by (one-
half of the Annual Interest Rate). 

In its comments ORA~9gested a further clarification of 
the formula which is apparently unopposed.o DRA suggests that 
for the period January 1, ~8~ until the date the surcredit 
implementation takes PlacJ (presumably following the Commission's 
action on Pacific Bell,s'January 1,1989 advice letter), the 
fo=mula for ealeulatin4 interest should reflect not only the 
productivity refund ~t also any interest accrued during 19S5 and 

/ 

each succeeding mon~. DRA suggests the following formula be used 
I 

monthly for the 1989 portion of the interest calculation, based on 
the monthly 90-dai commercial paper interest rate as published by 
the Federal Resefve Statistical Release: ~ 

[Rat~ayers' Share of Annual Productivity 
sav~gsJ plus the Accumulated Accrued Interest 
multiplied by (one-twelfth of the Annual 
Int'erest Rate J • 

T~ consensus reached on the interest question for the 
1989 attriiion year appears reasonable, and will be adopted as more 
speeifieaily detailed in the ordering paragraphs which follow. 

/ 
I 

6 N~ither Pacific Bell nor GTE-C addressed DRA'$ suggested 
clarif'cation in reply comments. 
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Should rebates occur on a one-time 
~sis 2t ~ead ov~t a time int~rval? 

Interested parties (DRA, TURN, Pacifi~ Bell, and AT&T-C) 
had various positions. DRA recommended tha~ny productivity 
sharing rebate pe spread from the date th~9$9 attrition advice 
letter is resolved to Oecember 31, 1989.;lTURN argued for return of 
the money as soon as practicaple, with/the determination whether to 
employ single or multiple repates to;4epend upon the amount 
availaple for sharing. TURN asse~d that the rebate period should 
not exceed four months in any event. AT&T-C supported TURN's 
position. All other parties

7
reiomItlended repates Pe made on a one-: 

time pasis. 
There was general/agreement among the parties that the 

rebate Pe handled in the ~ortest practicable time, and eventually 
a consensus centered around a four-month period. However, in the 
event the size of the rebate makes such an interval impractical, 
the parties agree that!pacific Bell may spread the rebate over a 

I 
lesser number of months, provided that all interested pa~ies 
concur with pacific/Bell's proposal. 

The pa~es have provided no· guidance about their 
definition of *impractical,* so it is difficult to know whether 
adoption and use/of the four-month consensus figure will be . 
feasible until;tne rebate amount is known. For now, we will agree 
that the four~~onth period seems to be a reasonable figure, but we 
recognize th~ events may overtake our desire for certainty in this 
area, and it! may pe necessary in a situation of *impracticalitT"' to 
follow the/alternative course of action the parties themselves 
recommend/a.~d permit Pacific Bell to dispurse the rebate over a 
shorter period, under the conditions outlined above. 

/ !bat rates sb.cmld be att~ed? '. 
/ Interested parties (ORA, Pacific Bell, 'I'ORN, and AT&T-C)' 

aqree (hat the benefits of any productivity sharing should accrue 
to ~ users. ~ey turther aqree that the customer rebates shoul~ 

- $ -
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in 1988 to the ratepayers' portion of excess 1988 productivity 
savings. 

S. The parties to the stipulation agree that the average 
90-day commercial paper interest rate, as published by th~e~eral 
Reserve Statistical Release (*Annual Interest Rate*), ~l~:be 
used covering the time period July 1, 1988 to DcCemb~ 31, 1988, 
and that a July 1, 1988 accrual date should ~e use~ 

6. The formula for calculating and applying interest is 
/ 

agreed to- be: (Ratepayers' Share of Annual Productivity savings, 
divided ~y two) multiplied by (one-half of ~ Annual Interest 
Rate]. DRA suggests (and no party explici"tt1y opposes the 
suggestion) that for the period January V, 1989 until the date the 
surcredit implementation ta~es place, ~ formula for calculating 
interest should reflect not only the~oductiVity refund but also 
any interest accrued during 19S8: and"each succeeding month. ORA 
suggests the following formula be }sed monthly for the 19'89 portion 
of the interest calculation, based on the monthly 90-day commercial 

I 
paper interest rate as publishea by the Federal Reserve Statistical 
Release: (Ratepayers' Share/6f Annual Productivity savingsJ plus 
the Accumulated Accrued Interest multiplied by (one-twelfth of the 
Annual Interest RateJ. ;I 

7. The parties to/the stipulation aqree any productivity 
sharing rebate be retu~ed to ratepayers over a four-month period: 
however, in the event /tbat the size of the rebate makes such. an 
interval *impractieal/' the parties aqree that Pacific Bell may 
spread the rebate ov'r a lesser number of months, provided that all 
interested parties !concur with Pacific Bell"s proposal. 

S. The parties to· the stipulation aqree that the benefits o! 
any productivity/sharing should accrue to end users: that Pacific 
Bell should foltow its Tariff Schedule A2- (Rule No. 33) in making 
such rebates: 'nd that customer billing surcharges/sureredits 
applicable to all intraLATA services (including access services) 
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contractual elements relative to its Team Incentive Plan and 
Benefits Plan, in accordance with the preceding discussion. 

4. 1988 productivity savings shall be measur~ by the 
December 31, 1978 to Oece~er 31, 1988 time per~o&, and interest 
shall De applied in 1988 to the ratepayers' p~tion of excess 1988 
productivity savings. The average 90-day ~~ercial paper interest 
rate, as pUDlished ~y the Federal Reserve~ta~istical Release 
(wAnnual Interest Rate"), shall be used/covering the time period 
July 1, 1988 to Oeceml:>er 31, 1988, ~ased on use of a July 1, 1988 
accrual date. The formula for calc~ting and ap~lying interest 
is: (Ratepayers' Share of Annual pfoductivity Savings, divided by 
twoJ multi~lied DY Cone-half of ~e Annual Interest RateJ. For the 
period January 1, 1989 until ~ date surcredit implementation 
occurs, the formula for ea1cu~tin9 interest, based on the monthly 
90-day commercial paper int,lest rate as published by the Federal 
Reserve Statistical Releas~, is: [Ratepayers' Share of Annual 
Produetivity Savings) Pl~ the Accumulated Accrued Interest 
multiplied by [one-twelf'th of the Annual Interest Rate) • 

S. of the parties that any productivity sharing 
rebate be returned to ratepayers over a four-month period is 
adopted, consistent ith the preceding discussion. 

6. The ~enef~ s of any productivity sharing shall accrue to 
end users. ;t 

7. paclflcj'Bell shall follow its Tariff Schedule AZ (Rule 
No. 33) consistent with the aqreements contained in the Appendix. 

s. custo/.er billinq surcharges/surcredits applicable to all 
intraLATA se1ices (includ.ing access services) provided. by Pacific 
Bell shall be adjusted to- reflect any productivity sharing rebate. 
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