
• 

• 

"'j ,! ,," 1l9J'U " I' .. I, I I . , 
I!'\ .. !,,'. I llli UJu 6 w ~'.J~L.b 

Decision as 12- 039 DEC. 9 1988 
',. 

BEFORE '!'HE POBLIC U'l'ILITIES 'COMMISSION OF THE STATE OF CALIFORNIA , ' 

In the Matter of the Application of ) 
A'l'&T COMMO'NICATIONS OF CALIFORNIA, ) 
INC., a .corporation, for authority ) 
to increase certain intrastate ) 
rates and charges'applicable to ) 
telecommunications.services ) 

Mailed 

Application 85-~~~g2\ 2 19S5 
(Filed November 18:,· 1985-) 

furnished within the State of ) 
California (U 5002 C). ) 

-------------------------------) 
(See Decision 86-11-079 for appearances.) 

OPINXON ON XOTION TO REOPEN PROCEEDING 
lOB AI! A'l'TRXnON RmEW 

On August 4, 1983 the Commission's Division of Ratepayer 
Advocates (ORA)· filed a "'Motion to Reopen Proceeding- to Provide for 
an Attrition Review-' (Motion). ORA contends that AT&T 
Communications of california (AT&T-C) will enjoy increasinq volumes 
of business with stmultaneously decreasing access costs resulting 
in earnings on rate base substantially greater than those currently 
authorized. Therefore, ORA. recommends that Application 
CA.) 85-11-029 be reopened to determine an appropriate attrition 
mechanism for AT&T-C. 

This decision denies ORA's Motion without prejudice to a 
possible submission of another pleading a~ter careful review and 
monitoring ofAX&T-C's earnings experience under the pricinq 
flexibility currently being considered in A.87-10-039. 
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PRA's Position 
In its Auqust 4, 1983 Motion DRA pointed out that by 

Decision (D.) 88"';06-036 dated June 17, 1988 we authorizedl AT&T-C 
a rate of return of 14% on equity and l2. 3-5% on its (california 
intrastate) rate base. 

DRA contends that there has been a significant change in 
economic conditions since DRA and AX&1'-C ~ormulated their 
respective showings in this 1986 general rate case. For example, 
there has been significant growth in the interLATA toll market 
since 1986, primarily resulting from SUbscriber Plant Factor (SPF) 
to SUbscriber Line Usage (SLU) 2 price reductions and the direct 
assignment of Wide Area Telephone Service (WATS) and ~S/800 and 
due to -the Tax Reform Act of 1986. 

DRA asserts that because of the elasticity effects of 
SPF-SLU and other reductions~ call volumes have increased along 
with simultaneously reduced access costs. This qrowth in revenues 
should signi~icantly reduce rates aeeordinq to DRA. DRAalso 
claims that AT&T-C's proposed method.' of refunds reflects a 40% rate 
reduction for a six-month period, coupled with a further reduction 
in January l~ 198"9-.. -. 

1 D .. 88-06-036 reco~irmed the rate of return we previously 
authorized for AX&T-C by D.86-11-079 dated November 14, 1986. 

2. The change trom SPF to SLO allocation factors, on a gradual 
implementation plan, results in an annual reduction in access 
charges to AT&T-C tor each year until 1992. 

SPF is an allocation factor in which the minutes of use are 
weighted by a complex formula which reflects the average length of 
haul of each call.. This factor was prescribed by the 1971 (Ozark 
Plan) Telephone separations Manual. 

SLO is an allocation factor which is a measure ot the relative 
usage of each subscriber of exchange and. toll telephone service. 
It is based on the actual minutes of use of each service - This 
~actor dates back. to the 1947 Telephone Separations Manual. 
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ORA arques that as a result of this refund strategy and 
the further decrease in prices, it may be'expected that A1'&T-Cwill 
not only increase its sales to existing customers, but will capture 
new business from customers switching from other interexchange 
carriers tO'take advantage of AT&T-C's lower prices. ORA argues 
that rurther and, greater elasticity effects will result from these 
price reductions' and it contends that an attrition adjustment 
woulcl help customers realize the long awaitecl benefits of the SPF 
t~ stu phase down. 

ORA asserts that the rate of return reported to the 
Commission is considered proprietary by AT&T-C, and while those 
figures ,are untested, the combination of those earnings with 
improved productivity, significantly reduced workforces, and other 
possible adjustments, demonstrates that AT&T-C will collect about 
$100 million of revenues in excess of its currently authorized 
return, absent an attrition adjustment. 

For these reasons ORA recommends that the Commission 
reopen A.S5-l1-029 'for the purpose of determining an appropriate 
attrition mechanism tor A'r&T-C as it, has done for every-other large 
energy and communications 'utility in CAlifornia. 
AT'T-C's Response 

A'r&T~ argues that ORA's Motion is procedurally and 
substantively invalid, and is inconsistent with the commission's' 
effort to find a viable alternative to rate-base rate of return 
regulation for AT&T-C. 

In support of its arc:rument on procedure,., AT&T-C asserts 
that following eight weeks of hearings in 1986 and 19~7, the 
commission issued 0.88-06-03,6 on June 17, 1988:.. Thereafter, 
pursuant to various applications for rehearing, the Commission 
granted, limited rehearing only on the issue of AT&T-C's refund, 

,method.. A1'&T-C asserts that all other issues were finally and 
~f.ctivelydisposedof by D.8:8-06-036, and therefore DRA's. Motion 
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is out of order under Rules 43 and 85 of the Commission's Rules of 
Practice and Procedure'. 

~&T-C further asserts that ORA;s action in filing the 
Motion is a blatant disregard of the Commission;s effort in 
Investigation CI.) S5-11-013 to find a viable' alternate to· 
traditional eost-of-ser-rice re9"Ulation for AT&T-C •. Specifically 
I.8S-11-013 andA.S7-10-039 were designed to determine the extent 
to which the Commiss·ion's· regulation of AT&'I'-C should be relaxed. 
Therefore, AX"&'l'-C pleads that ORA's Motion is fundamentally 
inconsistent with the Commission's observation approach under the 
market flexibility concept, and should be rejected. 

As to the merits of DRA;s Motion based on the high first 
qua:cter 19BB rate of :eturn., AT&T-C contends that further analysis 
shows extremevol.atility of earnings for other recent periods which 
must also be conSidered. As examples AX&T-C points to its 198$ 
monthly earnings which fluctuated from -24.25% to +27. S6%; for 198·5 
the range was -24.13%, to +33.22%; and for 198:7 the low was -62.86% 
to a high of +5-0 .95-~. In addition, AT&'r-C claims that for two 0'£ 
the three years, ;~&'I'-C's intrastate earnings were substantially 
below its authorized. rate of return. 

Therefore ,. high earnings for a single quarter cannot 
possibly be relevant for rate making. pw:poses, and do not provide 
an indication of actual annual earnings, according toAT&'l'-C. 
Piscussion 

. We recognize the concern JU'&'l'-C has expressed over the 
exclusive use of the traditional return on rate base for its 
California intrastate operations. Other concerns were also voiced ./ 
in the concurring opinion of Commissioners Vietor Calvo and Donald 
Vial. in 0.86-11-079. After commenting on AT&'I'-C's small California. 
intrastate rate base as compared to its overaJ.l.expense.level these 
Comm.l:ss;i.oners opined that: "In the next year (1987), the 
Commission will be re-examining its proper role in the regulation 
of the interLAXA market generally and' of AT&T specifically." 
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Now that we are in the midst 0·£ reviewing AT&T-C's 
A.87-l0-039 for pricing· flexibility, it is important that we focus 
our attention on implementing a decision in that proceeding before 
addressing a brief period. of high ea.rninqs based on past rates. 

More specifically, we have recently struggled with the 
question of AT&'t-C's status as a dominant carrier in a competitive 
market. 'the record in this proceed.ing i3 replete with situations 
where AT&T-C's bUSiness judgments are necessarily conditioned. by 
competitive pressures; however, we have eond.ucted this rate case in 
the traditional manner usually applied to a monopoly utility .. 

We addressed these concerns directly in 0.87-07-017, 
where we laid out a regulatory frame· .... orkunder wh.ich A'I'&'I'-C eould. 
apply for pricing flexibility. In A.87-10-039, weare considering. 
AT&'I'-C's application in which A'r&T-C proposes pricing band.~ under 
th.e observation approach, which was one option offered: to· it in / 
0~S7-07-017. ~ . 

If A'r&'r-C is gr~ted. pricing flexibility in A. 8·7-l0-039,. 
then we will expect parties, including ORA, to participate actively 
in the monitoring program. We ~11 also expect to receive periodic 
reviews by ORA. and AT&T-C of the benefits that customers are 
receiving due to pricing flexibility and the greater 
competitiveness we hope to foster. In addition to· the factors· that 
will be explicitly considered in the monitorinqprogram,. DRA will 
be free to observe any other indicators of market behavior that. it 
believes,relevant • 
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For these reasons we believe that ORA's Motion to reopen 
this proceeding for an attrition review is untimely. We are just 
now reviewing the application that would· implement 0.S7-07-017, 
and currently there is no· experience under the observation approach 
to evaluate. Depending on the results once O.S7-07-0~7 is 
implemented, it may become appropriate to conduct an attrition 
review; alternatively, it may be reasonable to· continue pricing 
flexibility or to expand it further. ORA will be free to make such 
proposals or arguments based on the full range of factors that have 
been outlined for the monitoring program- as well as any others ORA 
believes to be si~ifieant. 

We will not set a firm schedule for sucn review at this 
time. A.S.7-1.0-039 is still pending" and we neither wish to
constrain ORA from raising this issue at any appropriate time nor 
designate a review date that could be premature. However, we do 
believe that a year or more of experience under the observation 
approach would seem to be a minimum requirement for assessing its 
results. We may offer further guidance in this regard when we 
render a decision in A.S7-10-039. 

Finally, in an effort to address AT&T-C's claims of 
significant periods of poor earnings contrasted with briet periods 
of higher than authorized earnings, ORA should analyze the earnings 
results for the entire period, since the beginning 01: AT&T-C's 
reorganization on January 1, 19S4 until the end of the o~servation 
period. ORA should then measure and contrast the overall periods 
of high earnings,versus poor earnings, against the earnings. 
necessary to satisfy the then authorized rate 01: return, in 
preparing its recommendations for our consideration. 
Pindingsotbct 

1. The Commission bas stated its concern that ~&T-C's 
Cali~or.nia intrastate rate base is small in comparison t~ its 
overa.ll revenue and expense levels and therefore may no lonqer be· a 
proper base for determination of ~&T-C's authorized aarninqs. 
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2. High earnings for one quarter~ without analysis o.f actual 
earnings versus those authorized tor other prior years, do. not 
yie~d a complete comparison to. determine reasonableness o.f rates. 

3. We are currently considering certain parameters tor 
pricing tlexibility ot AT&T-C's California intrastate services,. 
Any reasonable review of earnings otAT&T-C would entail monitoring 
the experi~nce of AT&T-C under the yet-to-be-authorizedpricing 
flexibility for a year or more. 

4. 0.88-06-036 was intended toreso.lve all remaining issues 
carried-over to Phase II of AT&T-e's Test Year 1986 rate 
application (A.85-11-029) and that decision is tinal and effective,. 
except for the limited- rehearing o.f AT&T-C's refund plan. 

s. Application 85-11-029 incorporated a 1986 test year 
during which AT&T-C's operations and organization were quite 
different than those planned for 1989 and subsequent years; thus it 
would be_unreasonable to reopen a record involving such a stale 
test period. to observe rate o.f return for AT&T-C'sehanged present 
and future operations. 
conclusions 0: LaY 

1. ORA's Motion to. reopen a completed 1986 test year record,. 
in order to. review rate o.f return, in the face o.f AT&T-C's changed 
organization and operations, is untimely and should be denied .. 

2. One-quarter year o.f higher earnings is not an adequate 
justification for reopening' this record; therefore ORA's Motion 
should be rejected. 

3. In view o.f the changing regulatory environment pl~ed 
for M&T-C, including limited pricing flexibility, ORA should be 
encouraged to carefully monitor AT&T-C's market power as well as 
the costs and benefits o.f its services to its customers. Based on 
a full analysis o.f a year or more o.f operation with such pricing 
flexibility, ORA should be free to- raise an issue of excessive 
rates or earnings if it believes such exist at that time .. 
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ORDER 

:IT :IS ORDERED that: 
1. The ~ivision of Ratepayer Advocates' "Motion to Reopen 

Proceedings to Provide for an Attrition RevieW- is denied without 
prejudice. 

2. Future pleadings tor similar attrition reviews, or to 
initiate Orders Institutinq Investiqations into the reasonableness 
of earnings, or prieinq of services by ~&T Communications of 
california, Incorporated (AX&'l'-C) should be based ona full 
historical analysis ot rates of return enjoyed tromthe tfme of 
AX&T-C's initial reorqanization (January 1, 19S4) to the .time when 
a year or more of experience under whatever pricinq flexibility is 
qranted to AX&'l'-C under A.87-10-039 is available for analysis by 
the Commission and its staff. 

This order becomes effective 30 days from today. 
Dated· DEC"9 1988, at San Fr~cisco,california .. 

ST tu.\lLEY w. r.~ULET'!' 
Pl'cs:ccnt 

DONALD ViAL" 
FREDERICK R. DUDA 
C. MITCHELLWILI{ 
JOHN :s. OHANIA.V 

Col:llllissioocrs 
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