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PHASE' ONE 
OPINION AFTER REHEARING AND 

XOOWCAAlON Of OEexSXQN 8:8-06-036 

By Decision (D.) 88-09-033 we granted a further hearing 
in this matter limited to, six issues (identified at page 7 of that 
decision). A prehearing conference- was held on september 28, 1988: 

at which time Administrative Law Judge CALJ) , Colgan announced that, 
because of the ~ount of time which the complete resolution of 
these complex issues, might require, the rehearing would be 

bifurcated. with a first phase hearing solely addreSSing the 
question of revisions to- rate reductions for the ongoing rates of :' 
M&T Communications of California, Inc .. (AT&T-C),. (i.e .. whether the 
uniform reduction adopted in 0'.8'8-06-036, for all Switched services 
is appropriate or whether a change to a proportional r"ed.uction 
based on, the cos't reduction for ,oach o,f 'the$e. services ought to be,! 

adopted instead). This bifurcated: treatment assuredth.a.t this 
decision on the rate 'reduction"question could be issued. in time to.: 

. 'I' 

be reflected in the dec-ision on A'I'&T-C'srate' flexibility proposal': 
which is also issued today.. In the Phase II' . hearings we will 

, " . I, ,,' 

address matters which need not :be decided in. time for inclusion in ., 

the rate flexibility decision', namely, whether the Commission 
should adopt a method other than a prospective surcredit'for 
returning 'to AT&T-C's ratepayers AT&T-C expense savings accrued. 

, ,. .' '1"" 

before January 1, 198:8-, and whether, ·if a surcredi.t'is adopted. it. 
should be uniform· for' all switched services or proportional to 
A1'&T-C's' reduction in costs for each service. , . . ' , , 

The rate reductions being addressed'in Phase I, the 
ongoing rate reduction phase, include the $16,3.6 million iD. annual, 
revenue requirement reductions reflecting prior Comm£ssion 
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~ decisions which reduced the access charges AT&T-C pays1 and the 
revenue savings to A'I'&'I'-C from implementation of the 'I'a~ Reform Act 
of 198.6, which this Commission had ordered A'I'&T-C not to flow 
through immediately, as well as a $4.4 million annual revenue 
reduction adopted in the second. phase of this Commission's review 
of AT&T-C's 1986 test year results of operation$~ 

• 

• 

The Phase I rehearing of the present matter was held on 
October 19, 1988 ~ A':C&'I'-C, 'O'S Sprint Communications Company 
(Sprint), MCI 'I'elecommunications Corporation (MCI), and the 
Commission's Oivision of Ratepayer Advocates (DRA), each presented 
the testimony of. one witness. Eighteen exhibits. were. identified 
and all but three of those were received during the hearing. with'· 
the concurrence of the ALJ those three exhibits, Exhibit RH 12, 
RH l7, and RH lS were' late filed. 'Copies. were served on all. 
parties and. these exhibits were received on October 24, 19 8.S • 'I'his. 
phase was submitted upon the filing ,of post~hearing briefs on 
October 28:, 198.8. Five ~rties filed briefs, the' four parties 
named above and ,Toward Utility, Rate No:cualization ('rtJRN), a 
consumer organization representing the interests o'f residential 
ratepayers. 

MCI"s brief was not timely received by our Docket Office'.' 
, , 

Howeve;J:, MCI filed a motion. requesting that' the. Com.tn!.ssio:o. accept. ': ' 
its late':"filed brief which explains ,that all other parties Mld the~ 

,',II,', 

ALJ, were timely served, but thAt MCI's messenger reached the DoCket·, 
. .,' 

Office l~te due to- office absences and traffic' delays. Since no' 
party will be prejudiced by the acceptance' o,f' this late-filecr 
brief, we wil:l order it to be accepted. 

,> :' 

1 The qreates'C'part. ofth.i:s: reduc:t.ionisdue to the- annudl : 
incremental change from the' subscriber plant, factor (SPF) method of , ' 
apportioning non~traffic sensitive costs between toll and loccU I 

services, to a subscriber line usage ,(SLU) method • 
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A. Positions o( the PArties 
1. ATiT=C' 

AT&T-C"s witness, Robert B .. Stechert,. claims that this 
commission's decisions regarding ~&T-C's passing through the 
savings due to the SPF to SLU phase-clown. of the local exchange 
carriers have maintained existing rate relationships amonq WATS,. 
800, and MTS rates. s.ince 19S5... He adds that the discount level. tor. 
WATS service compared· to· MTS has ranqed between·Z3 .. 9% and 29'.6% 
since A'I'&T-C began provid'inq WATS in california. in 19"8'4.; and that 
the discount level for 800' service has ranged between lZ.3% and 
22' •. a% since AT&T-C began providinqthat service in california that . . 
same year. AT&T-C describes these as *long-established rate 
relationships* upon which its customers have come to-rely and 
claims that a proportional flow-throuqh would deprive these 
customers of *anA'I'&T~C' "alternative"~ and'would force, them to. 
*turn elsewhere to 'satisfy tl:I,eir communications requirementsII'. 
AT'&T-C sees this as an unfair opportunity for . its competitors'. to. 
gain a market advantage~ 

stechert asserts that such. an ad.Vantaqe will result, . 
because like AT'&T":'C its. competitors' have rece,ived SPF to:SUT access:' ... .. 

charge decreases, but unlike A'I'&T-C they have' *unfettered freedom* :: .. 
in determining hoW-these decreases. will. affeCt· their ratedesign~' .•.• ' 
He arquesthat, maintaining the ra't;e relationship Detweenthese~' . 
three services' which. exists at present (WATSat Z~.~% less than M'I'S? 
and 800 service at 12.3% less)·will.protect AT&T~C from. unfair 
competition due to.thediscrepaney in available . rate desi9Xl options'~ 
among interexchange carriers .. ·· 

Based' on this diserepancy and on an . *increasing~y 
rivalrous* competition as manife~ted . in.' a .. 32.5% decrease iri . 
AT&T-C's WATSservice'usage and revenues and the fact that· 
competitors are now *su):)stantially under-pricing AT'&T-C's 800 
service rates,*Stechert. urges this,CoMmission'to go l:>eyondthe 
consideration of cost in determining howAT&T-Cshould·refleet.· 
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these cost decreases. Stechert added, however, that the rate 
flexibility AT&T-C seeks in I.8S-11-013 Nwould go a long way 
towards addressing the kind of problem that we see if these access 
charges are (not] directed on a uniform basis~w (Tr. 7457.) 

At the salDe time Stechert argues' ~ormaintaininq these 
present rate relationships" he asserts that AX&T-C"s rates must 
fully cover the costs of providing' the services. Thus, he 
testified that "if uniform flow-through cf access charge.reductions 
would cause any service to be driven beloW' its costs· we would not 
implement a uniform flow-through cf those access cbarges~" . 
(Tr. 74,&1~) 

steehe,rt calculates that application of a proportional' 
decrease to,MTS,. WATS, and' 800 service to. reflect the 1988- SPF to. 
SL'O' phase-down would resultin'WATS rates 20t beloW' M'l'SandSOO 
service rates 7.5% beloW' M'l'S. He further calculates 'that the~ 
percentages would diminish during each year of the phase-down 
through 19'92 when they would, be .1'3 .. &t and' O .. lt respectively. 

r:, ) 
On cross examination, by: counsel for. Sprint,. stechert 

explained that his determination: cf the discount levels. for 
AT&T-C's WAXS and, 800 services: was, calculated, by comparing the 
average %,evenueper minute generated, by A'r&T7C'S MTS service at 
present rates, and at, demand levels expected in 1988' to.' the average,: 
revenue per minutegeneratect byA'l'&T-C;S WATS., or 800. s~rvice ~t " 

current rates at anticipated" 1988: demand" ~evel$. Steehert 
testified that when estimating' the d'iscount levels for, the, 
comparable servi~e offerings of Sprint and MC!, AT&T-C applied the 
AT&T-C service 'demand proj'ections to the current rates of ,those 
carriers. 

2. J2.BA 
DRA's witness, 'James.J. Simmons, urges. the Commission to 

require AT&T-C to. apply the; ,~ccess cbarqereductions: on.a service- : 
by-service basis in proportion to the saVing'S' experienced. .He· 
asserts. that ~s methodology wo~ld~ result in lower MrS rates. than- • 

- s-

.• j-, 
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AT&T-C's proposal and that it would and should eliminate 
anticompetitive concerns raised by the Applicants for rehearing. 
He agrees with AT&T-C that it is this commission's desire to bring 
rates closer to economic costs, but dismisses AT&T-C's position 
that this methodology will not have such an effect, stating that 
"'(s)uch a conelusion could only be reached,through a Supplemental 
Rate Design'" proceeding or through further hearings in a reopened 
AT&T-C general rate case.. Simmons goes on to- state that if the' 
Commission were to qrant a petitiontoreoperi AT&T~C's general rate: 
case, ORA would recommend a supplemental rate design proceeding 
prior to implementation of a regulatory flexibility' plan for 
A'l'&T-C, similar to-what this Commission ordered for Pacific 'Bell, in ," 
1'.8:7-11-033, the proceeding' addressing New', Regulatory- Fra:eworks 
(NRF) for local exchange companies. 

3.. EX 
Mcr's witness, Mary ,E_ Wand" takes the position that it:­

is in the public interest and consistent -with prior" commission 
precedent torequire'AT&T-C to spread~ cost savings- in ,a manner that: 
identifies-cost- changes forpartieular services-to the'extent' ' 
possible and then to- adjust'those' rates-to ref~ectsu~ co~t 
changes. She adds that for cost reductions- which' cannot be 

associated with a partieularservice, an across the board rate 
change ,is appropriate. 

Wand puts reductions in the carrier Common Line Charge 
(CCtC) which are due to" ,the SPF to- StU transition into the first 
category, and the remairdng cost reductions, n~ely rate' case 
reductions, changes in the federal tax rules and~ any other 

, I 

reductions that cannot be associated with. apartieular ,service into-' 
the second. category.. She argues that :the -, collllllission -should set 
rates as close to cost 80S: ,the available ,information and its policy:, 
guidelines allowand,p~ints out, that a.m.ajority, of the cost ~vin~ 
at issue,here can be ,directly assoeiat~dwith'the- CCLC • 

(: . 

- 6 -



• 

• 

• 

A.SS-ll-029 ALJ/AC/pc 

Wand states that the reduction in the CCLC due to the 
most recent SPF to SLU phase-down affects per minute costs and 
therefore affects MTS costs much more than it does w.ATS or SOO 
service. She asserts that this is because switched services such 
as MTS generally are assessed a CCLC for both the originating and 
the terminating ends of a call while WAl'S and 800 service, which 
are directly assigned,. only have a CCLC on the-open line end. All 
the parties .aqree that this is the case. As a consequence,. she 
says~ Al'&l'-C's H'rS rates should receive' twice the per minute cost 
reduction that its ~S and 800 services receive. She goes on. t~ 
claim that such treatment furthers the purpose of striking the 
reasonable balance between an appropriate contribution to NT$. (non~" 

traffic sensitive) costs from access services and the maintenance 
of.fair exchange rates which. we sought when' we established the SPF 
to SLU phase-down in D.8:5-06-1l5, and adds that a uniform-
percentage reduetionas orderedbyO';'SS-06-036-.is inconsistent with:: 
that SPF to SL'O' goal. In· its post;"'hearing· brief,. MCX. reminds us. 
that because ot direct assigmnen~ ot. cl,osed end costs torWA'l'S/8:00 • 
in 198.7,. and the tact that.SPF to: StU reductions affect only the 

I 

CCLC component. of access charges,' each arm.ual SPF to SW phase-down:, 
after 1987 reduces AT&T-C"s access costs· tor ~s service (which . 
generally 'has. a CCLC component on' each end),. more than its access ';' 
costs for WATS/800service. Consequently" a uniform pass-through,. I, • 

I 

requirement will result. in lower rate reductions for: M'XSthanwould; 
be warranted by A proportionate pass-through based on service eost~, 

Wand disputes Finding of FaCt 89 1nD.S:S;'Oo";'03.6" clailrd.ng:' 
that no evidence shows that customer,s will. be anymore or less, 
confused by a uniform. percentage rate adjustlnent. than with a 

" . . .' ',' 

differential reduction. in the per minute rate tor switched' services,. 
f '. • '1' 

or that such rates are more or' less'costly to administer~ . FUrther;r 
she points out that the implementation otthe' direct assiCJ1UD.ent of Ii ',' 
WA'l'S in 1987 was, in at.fect, a'difterential: rate reduction. In.' , 
that year we' ordered . r~duetions to- rates affected by' the direct 

- ,. -
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assignment of WATS costs instead of the annual SPF to SLU phase­
down. 

Further, wand asserts that uniform reductions would 
permit AT&T-C to short change customers of some services while 
passing through phantom cost reductions to customers o·f other 
services, resulting incross-subsid.i.zation and an adverse impact on 
the competitive marketplace. 

4.. $,print 

Richard A. Pu:key testified on behalf of Sprint. Purkey ~ 
like the witnesses for ORA and Mel, takes the position that rate 
changes should not be uniform across all services- but should 
reflect the changes in AT&'I'-Crs access costs associated with each 
service category. He also· contends that where service categories. 
are disproportionately impacted by access rate, changes, rate 
changes should reflect costs within service categories as well. 

His testimony also.points out that while M&'I'-C,claims to 
support uniform percentage rate adjustments in the'present 
proceeding, Advice Letter(AL) lOS: which it filed in response; to .. : .' 
O.S8'-08-066 (in which among ,other things we ordered a partial stay; 

, . I, 

of 0 .. 88-06-036 and required certain.tariff, revisions to- accomplish:: 
uniform percentage adjustmentsh fails· to- comply with our order " 
directing uniform' percentage' adjustmen:ts because while it reduces' 
MTS, WATS, sao, and' SDN (software. defined, network) rates by, an' 
overall uniform 10.4%, rates within each of these' broad service 
categoo:r;i.es. were not uniformly reduced. It does not, .'for example,,": 
reduce full and half-state, WA'I'S and 800, service rates unifo:c:nly ~d . 

, . I' . 

does not treat call set up rates for ~S uniformly with other rate' 
reductions or uniformly with 800 service'set up rates • 

. purkey notes,that' A1'&'I'-C: explained. its rate· design 
variations with respect to WA'I'S by StAting,that the' application~ of::" 

\ ' '\ I 

a uniform percentage reduction to half stat~·'WAXS rates would driv:e 
rates below cost. Purkey opines. that to 'the extent suchcat~orie;.> 
as full-state and half-state service or off,:",peak and business hoU%j' . 

- s 

1 
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costs differ, then the rate reduction should reflect the impact of 
the access charge change on those costs. 

He states that application. of a uniform percentage 
reduction departs from cost-based ratemaking and thus insures 
economically inefficient rates. He claims that the regulatory 
changes that gave rise to the flowthrough required in this 
proceeding have decreased MTS costs by approximately 1l..4%:, While 
those for WATS- and 800 services have decreased by about 6%, and SDN' 
services have decreased by between 7% and·. 8%~ 

Purkey claims that this Commission's directive with 
respect to rate reductions resulting from the direct assignment of 
the closed end ofWATS/SOO lines is analogous to. the present issue.· 
He cites commission Resolution 'l'-~1091at p-~ '5 where we found that': 
the bulk of. the access redu~ions. for 1~87" are. properly attributed' 
to WATS/S'OO services, and'where we- conc.luded', ,that by' a rate 
reduction only to WATS· and 8'00" services, A'I'&'I'~cwill' continue to: ... 
aliqn its rates. with its'accessexPense • 

Purkey . states.' that· the: way top~eserve the . price to. cost 
relationships which this Commission approved·, in,D.86-11-079, the 
A'I'&'I'-C general rate proceeding, is topass.through,costs:i.n. 
proportion tOo the access cost reductions experienced . by. each 
service. He' says that to do otherwise' allows .AT&'I'~C to effect a ' . 
major restructuring of rates of: its: switched serv:!:ees,~ which is. , 
compounded by AT&T-C'S,applieation of· the "'un'iform'" requirement !or~i 
major service categories but not to the individual service 'eate<Jory;' 
rates which this commission: approved. . .' " 

Purkey also claims that uniform percentage rate 
reductions might reduce the price of individual services below 
-costs which might then force- non-clominant:IECs (interex~9'e 
carriers) to set their prices below' the-ircosts., thereby.weakening 
the non-dominant IECs and reducl:nq competition in'lnterexchanqe" 
markets'. ' Finally, he also points out, that in the ~&'I'-C rate 
flexibilityproceedinq,. I.85~11-Ol3.,' thisComxnissionhasallowed 

- 9 - . 

"', 



• 

• 

• 

, . 
A.SS-ll-029 ALJ/AC/pc 

rate setting flexibility around a wreference ratew• He arques that 
a uniform percentage rate reduction could result in reference rates 
that have little or no relationship-to costs. or competition, and 
that qrantinq AX&T-C rate flexil:>ility around such reference rates 
would permit AT&T-C to then increase rates that were set below 
costs, thus leading the Commission to erroneously conclude that 
such services are not subject to. sufficient competition to. warrant 
long-term relaxed requlatory treatment.. He says such, below cost' 
rate setting will impact on market ,entry andtbe gro'Wth and 
financial health of non-dominant IECs .. 

Finally, Purkey disputes our findings of tact regarding 
customer contusion and increased ac1m1nistrative'costs were 
proportional distribution of cost savings to be adopted.. He points;; 
out that each of the ALs which AT&T-C has ,filed,in this proceedinq;.' 
97, 100" 101" and lOS, included widely divergent percentage rate' 

, " . I 

reductions to various rate elements "and he asserts that no- evidence;: 
of customer contusion, or < increased ad:m:inistrative cost has been 
shown to exist as it relates'to. ong.oing rate. reduCtionS. 

5. :mmt. 
'l'ORN'did not present a witness in this phase oftbe 

. ,'. 

rehearing, but filed apost-hearinq.brief" in which it, like" the 
other parties excep,tA'X&T-.C,', argueS: that this COmmisS;ion should 
order·a proportionate rate' reduction'because a uniform percentage 
adjustment for switched services will shortchange users of MTS and 
impose a competitive disadvantaqe':on the o.ther common' carriers.. 
(CCes.). TORN . asserts that residential ratepayers, who. represent 
the majority ofM'I'S users, will, unfairly subsidize AT&T-C's 
efforts. to. gain a competitiveedqe in itS. WATS., and ~OO service 
offerings,. , and, that competition in :i.nterexchange markets will, be ' ' 

impeded'if the uniform: percentaqe'adj:ustment is: authorized .. 
'l'tJ'RN. disputes A'r&T-C"s '. claim. that there are historic:al, 

rate relationships which ought to:,bemaintllined', arquing that· the., 
relationship betwe'enM'l'S and·WATS rates'.has actually fluctuated' ',: 

- 10 -
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over the past several years, and that, as AT&T-C's Stechert 
conceded, MTS and 800 service are not very cross-elastie anyway, 
and thus there is no relevance to any such relationshi~. FUrther, 
TORN states that this Commission has already qranted AT&T-C some 
level of rate flexibility by its decision in D.87-07-017, and 
should not permit further modification of AT&T-C's current rate 
design in light of that imminent ability to adjust rates. 
B. Disscuasion 

As all the parties have pointed out"" the greatest 
proportion (around 80%) of the cost reductions which A'r&T-C is 
being directed to' flow through to its customers' in this proceeding ~ 
is attributable to aceess ehArge reductions stemming, from,the 
annual SPF to SLO' transi t!on:.. This, transition is a means ot, 
apportioning N'l'S costs. between tol,l and local 'services. 
Specifically, this annual shift affects the' CCLC element ,of aecess " 
charges which AT,&T-C and other lECs pay the local exchange 
carriers • 

We determined that AT&T-C'spresent rates were reasonabJ.:e' 
in its last rate proceeding.. Now-those rates,must ~e reduced in 
some way to' reflect these c:ostreductions, especially, the: SPF, to' 

,.,1' 

SLU reductions. In contrasting the effects of the two proposals 
for reducing rates,:.'uniformand,proportional,'the essen'tiaJ.: 
argument of the parties be tore ~s '~' the present, phas:e of this 
proceeding is about whether it is more impe,rtant to preserve the. 

relationship. of overall rates,between AT&'l'-C"s:.major switched, 
service categories or, to preserve the relationship. l:>etweeneach 
rate and its underlying, cost. We are convinced that Orderin9' ' 
Paragraph 3' inD .. 88-06~036 which ordered uniformratereduCt'ions ~ " . 
unreasonably inconsistent . with' our previous' policy 'in this. area and' 
that it should be' amended to: insteadrequ:f.re pr'oportional' rate " ' 
adjustments which 'will preserve 'the' reJ.ati~nship-,o! rates to c:osts~: : 

.' • ' . 'I 

We disagree' .with AT&T"';C"s suggestion'that adoption' of a· 
proportional rather than a unif~rm: ratereduc:tion necessarily 

- 11 -
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ignores this Commission's long-standing rate design goals in favor 
of blind adherence to a single automatic cost-factor adjustment. 
We do not deny the importanee of the many rate design factors we 
cited in D.84-06-111, such as rate relationships, elasticity of 
demand and related revenue repression, and general effects on 
customers. However, it must be remembered that it is not the 
purpose of the present proceeding to. redesign rates, but'only to 
return certain overcollections to AT&T-C's ratepayers. 
Furthermore" as AT&T-C itself points out, this Commission intended 
that the SP! to- SLU phase-down whieh accounts for the major portion 
of these rate changes be accomplished uniformly and. without any 
significant alteration of AT&T-C's established rate design. 
Contrary to' AT&T-C's interpretation, we believe the best way to 
avoid significant alteration of, the established rate design is to 
preserve the relationship of, rates- .. to costs where that. isfeas1blej: 

This position is'nota'change from any earlier one •. OUr 
, Ii. 

policy with respect to SPF to SLUhas, :been, since its inception,' 
one o.f "gradually and ~oderately diminishing. access se:vices· ' 
revenue requirement"'. (D.85-06-115 at p,.40., A policy,.of gradual. 
and mod.erate change is consistent with our general policy to. move.: " 
telephone rates' toward costs. It is inconsistent, however,witha' 
policy.which would.alter the relationship-of rates, to.costs.every 
year. of the phase-do~ without providing rate'deSign hearings .• ' 
AX&T-C's, claim that there is a clear and convincing precedent ford 

, . 

uniform percentage' adjustment misconstrues our SPF to' SLU' policy. ' 
The "precedent .. it refers to. consists of two years, .19'8;& when 'a 
uniform percentage adjustment would not have altered. the- .. 
relationship o.f rates to. co.sts because we had not yet implemented, 
the WATS/soo closed end'cost assi<JXlment thereby removing half' the :.~. 
.. '. 

CCLC charges from these services, and 1987' when we .2.!lll!:' implemented 
the WATS/800 cO,stassignment. The 1988' phase~own is the first. one 
where this rate/costrelationshl.p,has.been specifically :befo.re us.' 

12 
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Sprint's purkey testi£ied~ based on workpapers filed with 
the Commission by AT&T-C with At 100 and 101, that AT&T-C's overall 
10.37% 1988 access cost savings is attributable to its major 
switched service categories in the following percentages of 
expected 1988 pre-flowthrough revenues: 

$erv;ice 

M'I'S 
WA'rS 
SOO 
SON 

l!e;ccentage 

11.41% 
&.09' 
5.93 
7.5-3 

We believe that these figures reasonably represent the change in 
,the relationship 0'£ rates to, costs for each of these serv-iee 
categories resulting f:rom cost'changes experienced byAT&T";'C 
through June 30, 1988. However,. as A'r&T-C pointed out in its 

. -'"' ~ , . 

comments to the ALJ' s proposed decision filed in "this matter' on 
November lS,. 198:8:, these percentages do not reflect further flow- ,: 
through adjustments ordered after June' ,3.0·,. 198:8; i.e;,. adjustments. 
due to 0.8'S-07-022 which increased AT&T:-C"s ,,:ccess expenses to 
provide support for the int:rastate High Cost Fund,. in D.8"8-08-0&1,': 

, " , which reduced the :revenue requirement of General Telephone o,f 
California, Inc,. (GTEC), and thereby decreased AT&T-C"s:~ccess 
expenses. Furthe:r,. the, percentages'cited;byPl.trkey do not refleet:I" 
the 1989,SPFto SLU reduction which AX&T-C will :receive. 
Therefore, we will adopt these percentages as appropriateth:rough," 

, ' -I 

June 3-0,198.8 and direet AT&T-C to file a rate design based on 
these figures, but further adj,usted on a proportional basis to 
reflect its later expense changes.: 

A'r&T-C"s comments propose a methodology which would'",-dd " 
its 1988, cost reductions and its 198.9, cost reductions and would 
then apply that " reduced 'am9unt in determining"the appropriate 
tariff rates for 198:9'.. 'Becausethese ,19SS: and19S9 figures' are " ' 

" .'.,. ' .' " '. I . 

based on different volumes,. thismethodolO9Y is inappropriate' sinc~ , 
it could: result' in M&T-C pas.singthrough.less' than its actual cost' 

";i:"' 

- 13~ - ' 
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reduction. Inste~d, we will direct AT&T-C to develop its tariffs 
to be effective January 1, 1989, by beginning with 19S$ rates which 
incorporate expense savings due to the 1985 SPF to SL'O phase-doown 
and other smaller rate changes reflected in Advice Letters 100 and 
101, and expense savings due to Gl'EC attrition reflected in Advice. 
Letter 109; and to then add. 19'8-9 rate changes,. including the 
proportional effects of the 1989 SPF to, SL'O reduction ~nd. any other 
ad.ju~tments this Commission may order. 

We are troubled by Stechert's testimony that it is. 
AT&T-e"s intent to comply with Ordering Paragraph 3 o,f D.88-05-035;: 
only to the extent that uniformly spread :rates will,. in ~&~-C's 
opinion, cover costs. This position presents two obvious problems~ 
Fi:rst, as we found in D.SS-OS-O·&&,.such an .. .interpretation ... of 
Ordering ParagraphS: would permit AT&T-C to- deviate from the clear 
requirement of that ordering paragraph that rates be uni.form. 
Second,. even if it wore somehow reasonable to deviate from the 
plain lanquageof our order inthat'wlJ.Y, AT&'l'-C"s costdecis.ions. 

" apparently would be premised upon cos't data which are not:beforeus 
in this proceeding. Before we could adopt such, a rate spread it: 

" ' 

would be necessary, as, DRA poin.ts. out,. fer A'l'&T-C to: present. cost>; 
evidence in support of such a rate, design deviation in. a proeeed..ing 
at which other parties were' provided the' opportunity to test the' , ;' 
accuracy of AT&T-C's cost claims,. as., we required: ofil:acifie Be-ll,:,iJi,' 
the NRF for local exchange companies proceeding,. X.87-11-033. 
Al though" we are not here retaixdng: the ,uniform. rate reduCtion we:' . 
previously ordered, we are stillconce:rned,with how'AT&1'-Cwill 
implement the adopted rate reduetionwithin each s)ervice ea.tegor:y~', 
The approach,Stechert'testified about, with respect to 
implementation of our prior order is.'· not satisfactory. Absent ari.:., 

. , .• , ~ . . ,I,' 

evidentiary record, we, agree with· Sprint"s Purkey that theX'e is. no.: 
basis for .A1'&T-C, to, 'deviate ~r.om: these adopted percentages for lJ:tly 
rate within the service clJ.tegories.. Rates with.in serY"iee ., 
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categories should uniformly reflect the proportional effect of the 
CCLC change on t~e service category. 

Although any rate flexibility granted in A.S7-10-039 
would allow AT&T to alter the cost/rate relationship- in the future, 
it is the purpose of our 7-year SPF to SLU phase-down to pass cost 
s.avings through to. customers on a service catego:r:y basis. We 

therefore intend for AT&T to minimize the discrepancy between costs 
and rates, at least through 1992', by applying a proportional 
percentage adjustment to all its Subsequent SPF to SLU filin~s. 

Further, we agree with the applicant's for rehearing of 
this matter that there is. no. evidence in the record to. support a:' 
conclusion that a uniform. percentage rate. adjustment for SWitched:'" 
services will'minimize customer confusion and administrative cos.ts. •.. 
We will therefore modify 0.8:8:-06-036 by striking Finding of>.' 
Fact 89. 

Finally,. we note tha.t: in addition to the comments we 
received to the ALJ"s· proposed decision from AT&T;"C; we also 

, . 
received and considered: comments from. MCI arid Sprint • As a '~':::: 

consequence o.f the comments of these two parties we have clarified, . 
the second ordering paragraph" below'..".~ 

C. Pxocedural issue!; 
1. W!:;fect of' this Oxsle;J; 

Because. of the need to incorporate this decision into· 
AT&'r-C's rate flexibility decision inA.S7-10-0,3.9~ we will make 

: .: 

, . 
this dec,ision effective today. However, it should:be kept: in mind'! ,.c' 

that our resolution of the issues for which rehe~ing ha$~n 
granted is only partial as'a.result of this decision .. Further 
hearings· on November '28, '1988· address, the remaining issues. 
regarding treatment of memorandum account sums. 

2.. 8eIDce List , : ' 
.An updated ,service'list is attached to this decision as .; ., 

I{ 

Attachment A. This is. the official, service list for thi.:s • I , • 

- 15 



• 

'. 

.. 
A.SS-ll-029 ALJ/AC/pC w 

proceeding until such time as it is updated further by the 
Commission or an ALJ. , ' 

~ings of Pact 

1. MCl's post-hearing brief was not filed on time. 
2. It is the Commission's qeneral policy to move the rates 

for telephone sel:Vices toward costs. 
3. ~he majority of cost s4vings which AT&T-C is being 

directed to flow through to its customers is due to the annual SPF 
to SLU phase-down. 

4. The cost savings to A~&T-C from the SPF to stu phase-down 
arises from reductions in the CCLC. 

S. AT&T-C's basic switched service categories, WATS, SOO 
Service, MTS, and SON, cio' not benefit uniformly from reductions in 
the CCLC. 

6. A service category rate, reciuction which reflects 'the cost 
savings for that category would. retain the relationship-between 
A'r&T-C's costs and its rates; a uniform rate reduction would change 

" , 

those relationships., 
7 • The d.iserepancy between costs' and rates can be minimized: 

• ' I 

during the remainder of the SPF to: SLl1 phase-down by applying rate,:,' 
cMnges which reflect the cost, savings for eaeh service category" 
realized from,the phase-down. 

S. There is'no evidence in the record to' supPOrt Finding of::~ 
" , ,." . "I 

Fact 89: in 0.88-0&-03,6 which. states that a uniform rate reduction 
for A1'&T:-C's switched. service rates will minimize customer 
confusion and' administrative., costs .. 

• • <., '. ',. 

9.. In order to ineorporate this decision into the AT&T-C 

rate flexibility decision, this decision should be effeetive 4t' 
,once. 
Conclusions of' Law 

1. Acceptance of MCI's late-filed, brief will not prejudice : 
any party. 

..;.' 1&'-
",:. -,,'," 
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2. Orderinq Paraqraph 3 of 0.SS-06-036· is inconsistent with 
the general Commission poliey of moving r~tes closer t~ costs 
insofar as it requires unitorm rate reductions rather than 

proportional rate reductions based upon the cost differences 
attributable to reductions in CCLC charges. 

3. Proportional rate reductions based upon cost differences 
attributable to reductions in CCLC charges stemminq from ?resent 
and sUbsequent SPF to SLU cost adj ustments would be consistent with , 
general commission policy. 

4. Finding of Fact 89 in· 0'.88-06-03,6, should be stricken for 
lack of factual basis. 

ORDER 

IT" IS ORDERm)- that: 
l. MCI's late-filed post-hearing brief is accepted. 
2. The, first sentence of Orderinq Paraqraph: 3: of D'.88-06";036 

is amended to read as·follows: . 
Within 10 days 'of the effective date of this 
order AX&T-C shall file an advice letter with 
revised· tariff sheets to- re~leet '·a "proportional 
percentage adjustment of its ongoing'ratesand 
surehargesforswitched, services consistent . 
with the diseussion,findinqs,. and conclusions. 
of this decision.. The effective date .'of the, 
tariff rev1sions should be January l:,. 1989. 

'rhese tarittsheets shall be etfeetiveon,January 1, 1989. ' All 

future SPF to SLO' filings shall refl:e~ this' same 'proportional ;' ' 
percentage adjuStment methOdolO9j"_ Inclividuai rate elements within:: 

, " 

each service' category shall uniformly reflect· the proportioria.~ ." : 
e:ffect of' '!:he :'CCLC->:banqe 'on t:hat, servicecateqory • 

••• .':,., ...... ," '" • ~ •• ~ III ........ ".'~. • , ' 

'\., " " "" .. c" I"" :. 
~"'" .'" -, ..... ,., 

---., '. ,'" '- ,';- ~ .­. . 
~. ..... ' 

'.: ...... ,' ~ 
h 

,,~ "'. .- .. ~, 
II' _. ,..tI .... 
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2. orderinq Paraqraph 3 of 0.88-06-036 is inconsistent with 
the qeneral commission policy of moving rates closer to costs 
insofar as it requires uniform rate reduetionsrather than 

proportional rate ~eduetions based upon the cost differences 
attributable to reductions in CCLC charges. . 

3. Proportional rate reductions based upon cost differences 
attributable to reductions in CCLC charges stemming from prese~t 
and subsequent SPF to SLtr cost adj ustments would be consistent with., 
general commission policy. 

4. Finding of Fact 89 in 0.8S-06-036 should be stricken for 
lack of tactual basis. 

ORDER 

IT' IS ORDERED, that: 
1. MCl's late-tiledpost-hearin9' brief is accepted. 
2. The tirst sentence ,of' Ordering paragraph l of lj.SS-06-¢3:6" 

is amended to read as fo~lows: 
, . 

Within 10 days of the effective date o! this. 
order AX&~-C shall file an advice letter with 
revised tariff sheets to- reflect", a proportional 

'percentage adjustment of its on9'oing~ rates and 
surcharges :for switched 'services consistent, ' 
with thedisc:u.ssion, findings, and,conclusions 
of this decision~ The effective date 'of the 
tariff, revisions should be January "1". 1989. 

, ' 

These tariff sheets shall :be effective on, Janua.ryl,. ,1989. All 

future ,SPF' to SLtT filings shall r~lect, 'this same proportional' 
percentage adjustmentmetlloClology. Individual rate elements within: 
each service" cate9'ory shall: unifonnly reflect the proportional' 
effect' 'of tA~:;CcLc-~Change 'on that, service category. 

,~\., .. "" ....... ~.~ "" .... ~ .... ,.' .. ~. . . 
.Itt""" ." ' •. ~ ~ ... ' .. '"~: -..... , ......... .,.,.-

, ........ ;, .......... -. "" -::;~ 
~,. .,.... '- , .... "I-,jIIIII. -... " .... . -.... -

................... "'If'" ,"'" 

"", ~" 
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3. The challenge to Finding ot Fact 89 ot 0.88-06-036 ~y 
applicants for, rehearing is accurate. Finding ot Fact 89 is 
stricken • 

. This oraer is effective toaay. 
Dated December 19, 1988, at San Francisc~, california. 

STANLE'::l W. HO'LE'I"l' 
President . 

DONALD VIAL 
FREDERICK R. DODA 
G. MITCHELL WILK 
JOHN B. OHANrAN 

commissioners 

.,. 

,'. ! 
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PHASE ONE 
QPXHION AFTER REHEARlHG 

By Decision (D.) as-09-0~3 we granted a further hearing 
in this matter limited to six ~ssues (identified at page 7 of that 
decision). A prehearing conference was beld on September Zs., 1988 '/ 
at which time Administrative ,LaW Judge (AIJ) Colgan announced that 
because of the amount of t~e ... which the complete resolution of 
these complex issues mi9ht~require, the rehearing would be 
bifurcated with a first ph~sehearing solely acldressinq the 
question of revisions to rate reductions tor the ongoing rates of 

. I . , 
A'X&T communications, of california" Inc. (A'X&l-C), (i.e. whether the., 
uniform reduction adopted in D .. 88-06-036 for all switched services" 

is appropriate or whether a change to: a1pr ~ortional reduction , ' 
based on the cost reduction for, each of ese services ought to. be " 

adopted instead).. This bifurcated trea entassured that this 

deCiSio.n on, the rate.,reciuction questi~n could be issued in, taO' to., . 
be'reflected in the decision on A'r&T-C' . rate .flexibility proposal::, 
whieh is also issued today. In the P se II hearings we will· , 

, I " ' , ',' 

address matters which need not be. d. tC d. ed in time for inclusion in ' 
the rate flexibility decision, namel" whether the commission, 
should adopt a method other than a rospecti ve' surcredi t for 
returning to AT&T-C's r~tepayersAi&T-C expense savings,accrued 
before Jan'uary 1, 1988, andWheth-k, if a surcredit is adopted it 
should be uniform for all switchea·servie~s or'proportional to· 

, I ,", 
AT&T-e'g reduction in costs for taCh,' service." " 

,The rate 'reduct'ions bing addressed inJ?hase I, the . ' , 

ongoing rate' reduction phase" nclude, the $16~.6 million in annual"" 
revenue requirement reduction reflecting' prior commission 

- Z -
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decisions which reduced the aecess charges AT&T-C paysl and the 
revenue savings to' A'r&T-C from implementation of the Tax Reform Act 
of 1986, which this Commission had ordered AX&T-C not to flow 
through immediately, as well as a $4.4 million annual revenue 
reduction adopted in the second phase or thiS Commission's review 
of AT&T-C's 198:5 test year results of operationr,' 

The Phase I rehearing of thepresen~tter was held on 
October 19,198-8.. A'r&T-C, 'Os Sprint communications Company 
(Sprint), MCl Telecommunications corporatiol (MCl), and the 
Commission's Division of Ratepayer Advoeatis CORA), each presented, 
the testtmony of one witness. Eighteen ~its were identified ' 
and all but three ,of those were received d.uring the hearing.. With' 
the concurrence of the AlJ those:· three exhibits,. Exhibit RH 12',. 
rut l7, and. RH l8 were late-filed. 
parties and these exhibits were rece' ed onocto~r 24/198S.. 'I'llis: 
phase was submitted upon the filing ofpost-hearinq briefs()n 
October 28:, 1988. Five parties fi dbrie'fs,. the tour parties 

, . , 

named above and 'roward' Utility Ra N~,rmalization (TORN),. a 
consumer' organization representz' the interests. of residential ' 
ratepayers. . , 

MC!'s brief was not t ely received by our Docket Office. 
However, MCl filed a motion re~esti~g that the Commission accept . , 
its ,late-f,iled brief whiche~ains. th,at all other pa.~es and the,,"; 
AIJ were timely, served,., but t'fat. Ma's messenger reach~d the' Docke~": 
Office late due to office abrences andtraftic. delays ... ; . Since no, :,' 
party will bo prejudiced by t:e acceptance of this late-:-:filed' 

brief, we will order it to; e .... cepted. , ' , , 

, I 
I 

1 The qreatest part,otthis reduction is,duete> the annual ' ... 
incremental, chanqe :from' ~e . s~scriber plant' ·factor. (SPF) "method of 
appo;tioninq non-traf~ig'set;lsitive·eosts. between te:ll and,local '. ~, 
servJ.ces; to a ,subscriber 1 lone usage (SL,U) 'method.. .,' 

... I, 

- 3 -
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assignment of WATS costs instead of the annual SPF to SLU 
phasedown. 

Further, Wand asserts that uniform reductions would 
permit AT&T-C to short change customers of some services while 
passing through phantom cost reductions to' customers or other 
services, resulting in cross-subsidization and an adverse impact on 
the competitive marketplace~ 

4. S,print 

Richard A.Purkey testified on behalf. of' Sprint. Purkey ~,: ' 
, . / 

like the witnesses 1!or DRA,and Me:!, talcesthejPOsition that rate 
changes should not be unito~ across all services but should 

" , , / ' .' , 

reflect the changes in A'I'&'X'-C's. access costs 'associated with each 
service category. He also cO,ntends' that w,f.ere service categories 
are disproportionately impacted byaCceso/ rate'changes, rate, 
changes should refleCt costs within servf. cecategories as well. . ' 

His testimony al50 pointsou]lthat while,~&T-C claimstQ, ' 
support uniform, percentage rate adjus ents in, the present ' I, 

proceeding, Advice Lette~ CAL) 108:w 'ch it'filed in.response to, 
D.8S-0S-066 (in which' among other' . ngs', we ordered, a partial' stay 
of D.88-06-036 and required certa! ,tariff revisions to: accomplish' ' •• , , ' 

, " 

uniform percentage adjustments), f 11s.: to comply with our order ' 
directing' uniform percentage' adju$tmentsbecause while itrea.uces 
MTS, WA'l'S, SOO, and,SDN csoftwar1o.,etinednetwork) rates by an ' 
overall uniform: 10.4%,. rates,' within each. of, these broad s.e%:V'ice, 
categories were not uniformlyi: rfd.Uced.~' ~t does not,. for exa:m.ple,., " 
reduce full and. half-sta.te WMf an~ SOO serv-ieerates unitoDly and:;: .' 
d.oes not treat call set: up,: rates 'tor WA'l'S uni:tormly with. other rate::~',' 
reduction$ or ~itormly W~th";SOO- ~rvice set up'rates.;, ,'.', ' .: , 

. Purkey notes that f\T&'X'-C' explained ,its . rate design " 
variations with respect to,WA'X'S by stating that "the application o'! . 
a uniform percentage r~dudion to half , sta1:~ . WATS r~tes WOUld. 'drivej,: . 
rates below co~t.. PurkeY'fPines'~t 'to- the extentsu~ Cat~ories !~' . 
as tull-state and bAlt-Slte service or off-peak and business hOllr ' . 
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ignores this Commission's long-standing rate design goals in favor 
of blind adherence to a single automatic cost-factor adjustment. 
We do not deny the importance of the many rate design factors we 
cited in 0.84-06-111, such as rate relationships, elasticity of 
demand and related revenue repression, and general'effects on 
customers. However, it must be remembered that it is not the 
purpose of the present proceedinq to redesign rates, but only to 
return certain overcollections to AT&T-C's ratepayers. 
Furthermore, as AT&T-C itself points out, this. Commission ,intended 
that the SPF to SLU phase-down which accounts' for the major portion .,' 

. I. 
of these rate changes be accomplished uniforml:y and without any·· 

I . 

significant alteration of~&T-C'S estab~shed rate design. 
Contrary to AT&T~C'S interpretation, w]lbeiie.ve the best way to , 
avoid significant alteration of the established rate design is to 
preserve the relationship of rates trf costs where that is feasible. : 

This position is not. a chinqe from. any earlier one_ Our 
I . : 

• 

policy with respect to SPF t.o, SLu.tas been, since its inception, 
one of *qradually and moderatelYf~:minishing access, services ' . 
revenue require.ment* ~ (0.85-06"11$ at p. 40.) A policy of qradual: 
and.moderate' change is consist ntwith our general'policyto'move 
telephone rates toward costs. It,is inconsistent,. however, with, a , 
policy which would alter the relationship of rates to costs every . ,: 
year of the phase-down with t providinq rate· design he,arings •. 
AX&T-C's claim that, there' a clear and convincing precedent for A,. 

uniform percenta9'e~ adjus nt misconstrues o,ur,' SPF t~ SLU' policy. 
. '.. . 

The *precedent" it'refers to'consists of two-years, 19S&when a 
uniform , percentage adjus ent would'not have , altered· the. 
relationship of ratest 
the ~S/800 cloGed.en 

costs 'because we··.had not' yet ,implemented 
cost assigronent thereby removing half the:' , 
services" and· 198.7 when we mll:l implemented,: 
ent;;' The 1988 Phased~Wn is the first one i 

elationship has been specifically bet~re us.~" 

CCLC charges tron thes 
the WATS/SOO cos1: ass' 
where this rate/c:ost .. 

- 12 -
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Sprint's PUrkey testified, based on workpapers filed with 
the commission by AT&T-C with AL 100 and 101, that AT&T-C's overall 
10.37% 1988 access cost savings is attributable to. its major 
switched service categories in the following percentages of 
expected 19S8 pre-flowthrough revenues: 

Service Percentage 

M'rS 
WATS 
800 
SON 

11.41% 
6.09 
5 .. 93 
7'.53 

We believe that these figures reasonably represent the change in 
the relationship' of rates. to costs for each of these service' 
categories resulting from cost changes experienced by ~&T-Cfor 

, '., /' '. 1988.. Theretore,. we w1ll adopt these'percentage change t1qures and 
direct AT&T-C to.'tile a'rate design which,reflectsthem. 

" ' '/ " , 

We are troubled bystechert's testilnony that it is " :' 
A'l'&'l'-C's intent to· comply with Orderingiaraqraph 30t 0 .. 88-06';"036 ': 

I ' , 

only to the' extent that unitormlyspre~rates. will,. in ~~T-C' s ' 
opinion, cover costs,. , This position Jtt"esents. two. obvious problems.. 
First,' as we found in 0.S8-08-066, su6han "interpretationH' of 
Ordering Paraqraph 3 would permit .M4'l'';'c to deviate trom the cl~ar ' 
requirement of that 'orderinq:para aph that'rates,be uniform. 
Secona." even it it were' somehow r asonablctodeviate- tromthe, 
plain language of our ,order in ,t '" way, A'l'&'l':"C' s 'cost decisions, 
apparently would be premised' up n'cost'data which are not betore us' 
in this proceeding. Beforei wcould adopt such a rate spread it 
would be necessary, as DRA:po'nts out, for AT&T-C to-present cost 
evidence in support of such rate design, deviation in a proceeding I:,' 

I J '.'" ,'I 

at which other parties were- rovided the: opportunity, to test the ',I, 

accuracy ot ~&'l'-C's co~caims" as we reqUiredot Pacific 'sell in:' ' 
the NRF tor local 'exchange companies proceeding, I.87-11:..033 .. '., 
Although,' we ,are not here etaining the: 'un!'form rate reduct,~on' we 
previously ordered, we still c'oncernedwith how A1'&T-cwill 

" 

" "' 

-13-



• 

• 

• 

A.8S-11-029 ALJ/AC/pc 

implement the adopted rate reduction within each service category. 
The approach Stechert testified about with respect to 
implementation of our prior order is not satisfactory. Absent an 
evidentiary record~ we agree with Sprint's Purkey that there is no. 
basis for AT&T-C to deviate from these adopted percentages for any 
rate within the service categories... Rates within service 
categories should uniformly reflect the proportional effect of the 
CCLC change on the service category. 

Although any rate flexibility granted in A.a7-10-039 
would allow AT&T', to alter the cost/rate relationship. in the future,. 
it is the pUrpose of our'7-year SPF to SLU phase-down to. pass. cost, 
savings through to customers on a service category basis. We 
therefore intend for AT&T to minimize the diserepancy between costs', 
and rates,. at least through: 19'92, by' applying a proportional, , 
percentage adjus:tment to. all its, subseqUent SPF to. SLU filings,. 

. Finally, we agree with the ~Plicants for rehearing of 
this matter that there is noevidencei in the record to, support a 
conclusion that a uniform 'percentagEI' rate adjustment tOl:: switched 
services will minimize cUstomer, cox/fusi~n andadmi~istrative coSts.:, 

I· ' 
We will therefore modify 0.8$-06-036 by striking Finding of ' 

Fact 8'9. ' / 

c. Pr~OO::!G!~~iS Orde~ 
Because of the neer to- i~corporate this' decision into, " 

AT&T-C's rate flexibility decision in,A;'S.7-10-03~, we will:make ' 
this decision efiectiv~' todly • However,. it' should. be' kept, in mind 
that our resolution of the/issues fo~ which rehearing' has been . 
grantecl is only partial ad 'a result of this decision_ FUrther ' '., . ' 

hearings on November .28, A98S, adclress, the remaining issues 
, 'f' '" " ' 

regarding treatment of m~:morandum.8occount sums. 

2. service List :I . ,., .' 
An updated service list, is attaChed to this decision as 

Attachment A. This is/theOffici~l'service'listfor this 
! 
I 

\ 
~ 

- 14,-
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proceeding until such time as it is updated further by the 
commission or an AIJ. 
Findings Of' Foct 

1. MeI's post-hearing brief was not filed on time. 
2. It is the Commission's general pol:i.,.cy to move the rates. 

for telephone services toward costs. 
3. The maj ori ty of cost savings which AT&T-C is being 

directed to tlow through to' its customers is due to the annual SPF . 

to SLU phase-down. 
! 

4. The cost savings toN.C&T-C from the SPF to' SID phase-down 
arises from- reductions in the CCLC-. / 

5-. AT&T-C's basic switched serce categories,. WATS,. 800 

service,,_ MTS, and SON:, do- not benefit. unifOrmlY.' from reductions. in 
the CCLC. , _ ' " . 

6~ A service category: rate reduction which reflects the cost 
savings for .that cateqory would. retl'ain·the· relationship l:>etween . 

- . I, .• 

AT&T-C'S costs and its rates; a un4.:form·rate reduction would chanqe 

those relationships. " . i" ,-' . 
7. The discrepancy betwee.costs and.'rates can be lIlinimized '. 

clurinq the remal.ncler· of the SPF' 0, SLtT, phase-down by applying rate-

=i:~~:::;:;:s:~=:CV:Sr:::~a:::: :::ry of ., . 
Fact 89' in D.88'-06-03& which j~tes . that a uniform rate reduction 
for AT&T-C's switched' servicel ra.teswill miniXuze customer' 
confusion and administrative costs. 

9'. In order to inco orate this decision into the' AT&'I'-C 
rate flexibility decision, "5 decision should' be effective at 
once. 
conclusions of Lay 

1. Acceptance of. Mel's late-filed brief will not prejudice' . i 

, .... 

, "", 

any party. ' .;... 
." 

Il 
~ 
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2. Ordering Paragraph 3 of 0.88-06--036 is inconsistent with 
the general Commission policy of moving rates closer to costs 
insofar as it requires uniform rate reductions rather than 
proportional rate reductions based upon the cost differences 
attributable to· reductions in CCLC charges. 

3. Proportional rate reductions DaseduPon cost differences 
attributable to reductions in CCLC charges stemming from present . 
anel subsequent SPF to SLU cost adj USbents would be consistent with ' 
general Commission policy. /1 . 
lac:k o~o fa~:"'~~:~s~"c:t S9 in OOSS7036 

shoUld Joe stricken tor· 

ORPER 

XT XS ORDEREJ) that: . / 
1. 'rhe Commission's OOC'keJot.fice shall accept Hel's late 

filed post-hearing brief.' 
2 •. 'l'he.tirst sentence of ordering Paraqraph 3- of D.88.-06-036-' 

is amended to· read·astollows: 
effective date' o:!·this 

ile an advice. letter with 
s to reflect a proportional'· 
t· of its ongoing rates'and 

ched .services-consistent 
,'findings, and. conclusions 

Within. S. d'-ays of th 
order'· AT&T-C shall.· 
reviseel tariff shee 
percentage .aeljustm 
surcharges. for swi 
with the discuss1 
of .'. this decision .. 
tarift.revisions 

'. 'I'heetfective date of the 
ould be 'January 1,1989 .. 

'l'hese tariff she s.shall be effective on January l." 
l.989. All future' SPF to S ;0'. filings shallrefleet this, same 
proportionalpercentaqe a 

- 1'6 -

, / 
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2. Ordering Paragraph 3 of D.88-06-036 is incons;i.stent wi 

, . the general Commission policy of moving rates closer to costs 
insofar as it requires unifor.m rate reductions rather than 

• ) 

~ ., 
,,' 

proportional rate reductions based upon the cost dif 
attributable to reduc~ions in CCLC charges. 

3. Proportional rate· reductions based upon 
attributable to reductions in CCLC ~harges stemm~:n~ 
and subsequent SPF to SL'O' cost adjustments consistent with 

general Commission policy. 
4. Finding of Fact 89 in D.88-06-036 be stricken for 

lack of factual basis. 

1. 'l'he Commission's. 
filed. post-hearing :brief • 

2. 'l'he first sentence 
is amended to read as fol..Lc""~,,, 

Office shall accept MCI's late 

Ordering Paragraph 3. of 0.83-05-03S· 

Within 10 d'ays . the effective- date of this 
order A'l'&'l'-C ~w~.. file an advice letter with 
revised' tar to reflect a'proportional 
percentageo£ its: ongoing rates and 
surcharges switched services· consistent .. 
with the sion, findings, and conclusions 
of this .. The effective date of the 
tariff sions should.be-January 1,. 19S9. 

These tariff . 

each service 
eff~ct of 

shall be' effective on January 1, 1989.. All' 
filings shallre£leet this same proportional 

~'tlnex:"~t methodology.. Individual rate elements within ' 

shall unifor.mly reflec~ the proportional 
CCLe change on that service category:. ' 

.'" , .. ~ - 17. 
•• :. ~ " I ," ... , ,f • 

,J", . • * ,~ .:, " '," 
.... ' , , 
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3. The challenge to Finding of Fact S9 of 0.88-06-036 by 
applicants for rehearing is accurate. Finding of Fact 89 is 
stricken. 

This order is effective today. 
Dated ,. at San Francisco,. california • 

• / 
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