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PHASE ONE
OPINION AFTER REHEARING AND
D N D TON -

By Decision (D.) 88~09-033 we granted & further hearing
in this matter limited to six issues (identified at page 7 of that
decision). A prehearing conference was held on September 28, 1983 
at which time Administrative Law Judge (ALJ) Colgan announced that’
because of the amount of time_which the complete resolution of
these complex issues might xequire, the rehearing would be
bifurcated with a first phase hearing solely addressing the
question of revisions to rate weductions for the ongoxng rates of _
AT&T Communications of California, Inc. (AI&T-C), (i.e. whether the .
uniform reduction adopted in D.88-06-036 foxr all switched serv;ces x
is appropriate or whether a change to a proportzonal reduction

based on the cost reduction for. cach of these sexvices -ought o be'[ o

adopted znstead) Thxs bifurcated txeatment assured that this .
decision on the rate reduct;on question could be issued in time to {

be reflected in the decision on AE&T-C's rate flex;b;l;ty proposal o

which is also issued today.  In the Phase IT hearxngs we will

address matters which need mot be decided in time for inclusion ;n e

the rate flex;b;l;ty~dec;s;on, namely; whether the Commission
should adopt a method other than a pxospect;ve surcredit for
returning to AT&T-C’s ratepayers AI&T-C expense savings’ accrued _
befoxe Januvarxy 1, 1988, and whether, lf a surxcredit is adopted zt

'should be uniform for all sw;tched serv;ces or proport;onnl to

Ar&T-C's reduction in ¢osts for each servmce.; ‘
The rate reductlons be;ng addressed in Phase I, the

ongo;ng rate reduction phase, include the $163 6 million ;n,annual,l '”

revenue requ;rement reductxons reflectlng prxor Commission -
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decisions which reduced the access charges AT&T-C paysl and the
revenue savings to AT&T-C £rom implementation of the Tax Reform Act
of 1986, which this Commission had oxdered AT&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 ATET-C’s 1986 test year results of operations.

The Phase I rehearing of the present matter was held on -
O¢ctober 19, 1988. AT&T-C, US Sprint cemmunications.Company
(Sprint), MCI Telecommunications Corporation (MCI), and the
Commission’s Division of Ratepayer Advocates (DRA) , each presented
the testimony of one witness. Eighteen exhibits were identified
and all but three of those were received dur;ng the hearing- with
the concurxence of the ALJ those. three exhibits, Exhibit RE 12,
RH 17, and RH 18 were late filed. -Copies wexe served on all’

parties and these exhibits-were~receivedvon_0ctobe: 24, 1988. Thiét“.d

phase was submitted upon the filing of post-hearing briefs on
October 28, 1988. Five parties filed briefs, the four paxties
named above and Toward Utility Rate No:malmzat;on (TURN), a

consumer oxganization represent;ng ‘the. 1nterests of resident;al
ratepayexrs. ' ‘

Howevex, MCI filed a motion request;ng that' the Commission accept .
its late-filed brief which explaxns that all other partxes and the

MCI’s br;ef was nct t;mely'rece;ved by oux Docket 0£f1ce.n&

ALT were tlmely‘served but that’ MCI‘s messenger reached the Docketg-”mﬁ
Office late due to'office absences and traffic delays. Since no '

party will be prejudxced by the acceptance of thas late-fxled"_
brief, we will ordexr it to be accepted-,"

»

1 The greatest part of this reduct;on is due to’ the annual

incremental change from the subscriber plant. factor (SPF) method: ofngﬁg
apportioning non-traffic sensitive costs between toll and local BT

sexvices, to a subscr;ber l;ne usage (SBU) method.

_.3}-u
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Positi r the Parti
1. ATET=C

AT&T-C’s witness, Robert B. Stechert, claims that this
Commission’s decisions regarding AT&T-C’s passing through the
savings due to the SPF to SLU phase-down of the local exchange
carriers have maintained existing rate relationships among WATS,
800, and MTS rates since 1985. He adds that the discount level for.
WATS service compared to MTS has ranged between 23.9% andf29.6§ ,d
since AT&T-C began providing WATSrin.Calircrnia,in 1984; and that
the discount level for 800 service has ranged between 12.3% and-
22.8% since AT&T-C began providing that service in Callrornxa that
same year. AT&T-C describes these as 'long-establzshed rate
relationships” upon which its customers have come to rely and
claims that a prOportional tlow-through would deprive these
customers of ”“an AE&T-C ’alternative'” and ‘would torce them to
7turn elsewhere to satisfy their communicat;ons requ;rements” - s
AT&T-C sees this as an unfair opportunity for its.competltors to ‘”””'
gain a market advantage. _

Stechert aseerts that euch an advantage will result
because like AI&T-C its competitors have received ‘SPF to»SLU access
charge decreases, but unlike AI&T—C they have ”unfettered !reedom”LV
in determining how these decreases will agfect their rate deszgn.
‘He argues that malntalning the rate relationship between these.
three services which exists at present (WATS at 23. 9% less than Mms
and 800 service at 12.3% less) w;ll protect AT&T—C'rrom,unfaxr 3
competxticn due to the discrepancy 1n avaxlable rate des;gn.optzcns
anong 1nterexchange carrzers.i : _ .

Based on thls dlscrepancy and on an’ 'increas;ngly -
rivalrous” competition as manltested in a 32. 5% decrease in
AT&T-C’s WATS service usage and revenues and the fact that
competltors are now‘”substantlally under-prxcing A&&T—C’s 800
service rates," Stechert urges thiS-CommiSSLOn to go-beyond the -
consxderat;on of cost in determzn;ng how A&&T—C should rerlect
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these cost decreases. Stechert added, however, that the rate
flexibility AT&T-C seeks in I.85-11-013 “would go a long way
towards addressing the kind of problem that we see if these access
charges are [not] directed on a uniform basis.” (Tr. 7457.)

At the same time Stechert argues for maintaining these
present rate relationships, he asserts that AT&T-C’s rates must
fully cover the costs of providing the services. Thus, he
testified that ~if uniform rlow—through of access charge reductzons ‘
would cause any service to be driven below xts costs we would not |
implement a uniform flow-through ot those access charges.”

(Txr. 7461.)

Stechert calculatesuthat applxcatxon.ot a proportlonal
decrease to MIS, WATS, and 800 service to reflect the 1988 SPF to -
SLU phase-down would result in wzms rates 20% below MTS and 800
service rates 7.5% below MTS. He further calculates that these
percentages would diminish during each year of the phase-down
through 1992 when they would be 13.6% and 0.1%. respectxvely.

On cross examination by counsel for Sprlnt, Stechert
explained that his determination of the discount levels for
AT&T-C’s WATS and 800 servzces.was calculated by comparing the
average revenue per ninute generated by A&&T-C's MIS serv;ce at
present rates, and at demand. levels~expected in 1988 to the average
revenue per minute generated by AT&T-C’s WATS. or 800 service at !
current rates at anticipated“ 1988 demand levels. Stechert
testified that when estimating the discount levels for the o
comparable serv;ce offerings of Sprint and MCI, Am&r-c applled the ©
AT&T-C service demand progections to the current rates of those B
carriers. - :

2. DRA : L o ‘ A
DRA‘s witness, James. J. Simmons urges the’Commission to |
require AI&T—C'to-apply the access charge reductxons‘on a servzce-?
by-service bas;s in proportxon to the savings experxenced. He '
asserts that th;s methodology would result 1n lower-MmS rates-than
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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 e:fect, stating that
7[sjuch a conclusion 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 grant a petition to reopen AT&T-C’s general rate:
case, DRA would recommend a‘supplemental rate design proceeding ‘
prior to. lmplementataon of a regulatory flexlbillty plan for.

AT&T-C, similar to what th;s.Commission ordered for Pacarlc ‘Bell rn}”""g

I1.87-11-033, the proceedlng addressing New Regulatory Frameworks
(NRF) for local exchange companies. )

3- MCX ‘ ‘
MCI’s witness, Mary E wand takes the posrtaon that it
is in the public interest and consistent with prior. Comm1551on

precedent to require AT&T-C to spread cost savings 1n A mannex’ that\"i””f

1dentitxes-cost changes for particular servicesrto the" extent
possible and then to- adjust those rates,to reflect such cost
changes. She adds that for’ cost reductlons which cannot be
associated wath a particular sexvice, an across the board rate
change is approprzate- ‘
Wand puts reductrons 1n the Carrier Common Llne Charge
(CCIC) which are due to the SPF to~SLU transltaon into the first
category. and the remalning cost reductlons, amely rate case_-
reductions, changes in the rederal tax rules and- any other

reductions that cannot be associated wath a partlcular service 1ntod-"-”

the second category. She argues that the- Commassron ‘should set
rates as close to cost as the avaalable informatron and its pollcy‘
quidelines allow and poznts out that: a. majorrty of the cost sav;ngf

at issue here can be. dlrectly assoclated,wrth the [olos Fo "‘ ‘5;- _,3
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wand states that the reduction in the CCLC due to the
nost recent SPF to SLU phase-down affects per minute costs and
therefore affects MIS costs much more than it does WATS or 800
service. She asserts that this is because switched services such
as MIS generally are assessed a CCLC for both the originating and
the terminating ends of a call while WATS and 800 service, which
are directly assigned, only have a CCLC on the open line end. All
the parties agree that this is the case. As a consequence, she t‘
says, AT&T-C’s MIS rates should receive twice the per minute cost
reduction that its WATS and 800 sexvices receive. She goes on to
claim that such treatment furthers the purpose or‘stiiking'the |
reasonable balance between an appropriate contribution to NTS (noné&
traffic sensitive) costs from access sexrvices and the maintenance '
of fair exchange rates which we sought when ve established the SPF
to SLU phase-down in D. 85-06-115, and adds that a un;:orm ;
percentage reduction as. ordered by D.83-06-036 is lncon51stent wzth
that SPF to SLU goal. In its post-hearing brier MCI reminds us.

that because of direct assignment ot closed end costs for. WA&S/&OO
in 1987, and the fact that SPF to SLO reductions. affect only the
cCLC compcnent of access charges, each’ annual SPF to SO phase—down
after 1987 reduces-Am&T-c's access costs for Mms service (whzch |
generally has a CCLC component on’ each end) , more than its access vJ*
costs for WAES/aoo service. Conseqnently; a uniform pass-through
requxrement will result in. lower rate reductzons for: MIS than would

‘(.

.be warranted by'atproportzonate pass—thxough based on’ servxce cost-a-
wWand dzsputes Finding or Fact 89 in D.88-06=036, clalmmnq

that no evidence shows that customers will be any more or less

confused by a uniform percentage rate adjustment than with a

differential reduction in the per minute rate for sw:tched servzces

or that such rates are more or less costly to administer.. Further, :

she points out that the . 1mplementaticn of the direct. ass;gnment ofu“'ﬂ_fg

WATS in 1987 was, in effect, a dzfterentaal rate reduction. In o

that year we orderxed reductxons to rates affected by the dzrect

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

Further, wWand assexrts that uniform reductions would
pexnit AT&T-C to shorxt change customers of some services while
passing through phantom cost reductions to customexs of othex
sexvices, resulting in cross-subsidization and an adverse impact on
the competitive marketplace.

4. Sprint

Richard A. Purkey testified on behalf of Sprint. Purkey,
like the witnesses for DRA and MCI, takes the position that rate y
changes should not be uniform across all sexvices but should -
reflect the changes in AT&T-C’s. acceSS'costs“associated’with each 5
service category. He also contends that where service categorzes ‘
are d;sproportxonately'meacted by access rate changes, rate
ohanges should reflect costs wmth;n service categories as well.

His testimony also. po;nts out that while ATET-C claims to
support uniform perxcentage rate adjustments in the present ‘
proceeding, Advice Letter (AL) 108 which it filed in response to ;[
D.88-08-066 (in which among other things we. ordered a paxrtial stqyy‘_
of D.88-06-036 and requixed certain . tariff. revisions to accomplish
uniform pexcentage adjustments), fails to comply with our oxdex - fﬁ_
directing unifoxrm pexrcentage adjustments because while it reduces
MTS, WATS, 800, and SDN (software defxned network) rates by an” |
overall uniform 1.0.4%, rates within each of these broad service .,l
categories were not’ unrformly reduced. It does not, for example,.t

reduce full and half-state WATS and 800 service rates unifomnly and;jlo"

does not treat call set: upvrates fox WAIS un;formly~w1th othexr ratef_
reductions or un;formly'WLth 800 sexrvice set up xates. '

- Purkey notes. that AT&T-C explained its rate design o
varxat;ons with respect to WATS by stating that the application o£

a uniform pexcentage xeduction to half state WAIS xates would drrve';V””

rates below cost. Purkey opines that to the exrent such.oategorlesh
as full-state and half-state servmce or off—peak and bus;ness hour
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costs diffex, 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 11.4%, while
those for WATS and 800 sexrvices 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 of wnmS/soo lines is analogous to-the present lssue-n
He cites Commission Resolution T-11091 at p. 5 where we ‘found that
the bulk of the access reductmons for 1987 axe properly attributed”
to wnmS/aoo services, and where we~concluded that by a rate
reduction only to WATS and 800 services, AT&T-C w;ll continue to -
align its rates with its access expense.ﬂ_ o

Purkey states that. the way to- preserve the pr;ce to~cost
relationships which this: cOmmlsszon approved in.D. 86—11-079, the
AT&T=-C general rate proceed;ng, 1s,to-pass through costs in
proportion to the access’ cost reductions experzenced by'each
sexvice. He says that ‘to do otherwise ‘allows AT&T-C to effect a’
najoxr restructuring of rates of. its.sthched services, which is.
compounded by AT&T-C’S application of the. ”uni:orm’ reguxrement ror
major sexrvice cntegor;es-but not. to the individual service category‘
rates which this CommmsSLOn approved-‘ -

_ Purkey also claxms that uniform percentage rate
reductions might reduce the prxce of indxvidual sexvices below
<osts which m;ght then rorce-non-dominant IECs (xnterexchange
carriers) to set their pr;ces below their costs thereby weakenlng
the non-dominant IECs and reducing competztzon in interexchange
markets. Fxnally, he also‘points-out that’ in the’ AI&T*C rate

flexibility proceeding, I 85—11—013 thls Comm1531on has allowed ‘fﬁv-vf*
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rate setting flexibility around a “reference rate”. He argues that
a uniform percentage rate reduction could result in reference rates
that have little or no relationship to costs or competition, and
that granting AT&T-C rate flexibility around such reference rates
would permit AT&T-C to then increase rates that were set below
costs, thus leading the Commission to exroneously conclude that .
such services are not subject to sufficient competition to warrant
long-term relaxed regulatory treatment. He says such below cost
rate setting will impact on market entry and the growth and
financial health of non-dom;nant IECs.

Finally; Purkey disputes our rmndlngsxof fact regarding
customer confusion and’ zncreased administrative costs were .
proportional distribution of cost savings‘to-be adopted. He points:

out that each of the ALs which AT&T-C bas filed in this proceedlng,‘V" N

97, 100, 101, and 108, included w:dely'dzvergent percentage rate

reductions to various rate elements and he asserts:that no ev1dencep ,~“7

of customer confusion or- 1ncreased~administrative cost has been
shown to exist as it relates to‘ongoing rate reductlons.
5. ITURN - -

TURN did not present a witness 1n this phase.or the
rehearlng, but filed a post—hearing brier in whidh it, like the
other partles except AI&T-C ‘argues that this. comm;ssmen should
order a proportionate rate’ reduct;on because a unlform percentage)ﬂf
adjustment for switched serv1ces w111 shortchange users off MIS and
inpose a competitive dxsadvantage on the other common carriexrs:
(0CCs) . TURN asserts that residential ratepayers, who- represent
the majority'or ‘MTS users, will unfairly subsidize AT&T-C’S
efforts. torgaxn a competitlve edge in 1ts.szS and 800 serv1ce
orferlngs, and. that competiticn in: 1nterexchange markets. wmll be
impeded if the uniform percentage adjustment is authorized. ‘

TURN. disputes Am&T-C's claim that ‘there are hlstorzcal

rate relat;onshlps which ought to be maintained, arguxng that. the.%l"ef

relatmonsh;p-between MIS and wnms rates ‘bas actually rluctuated
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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-elastic anyway,
and thus there is no relevance to any such relationship. Further,
TURN states that this Commission has already granted 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. Discussion , _

As all the parties have pointed out, the greatest
proportion (around 80%) of the cost. reductlons which AT&T=C is _
belng directed to flow through to its customers ln,thls proceedlng,
is attributable to access charge reductions stemming from the ‘
annual SPF to SLU transition. This transition is a means of
apportioning NTS. costs.between toll and local serv1ces.
Specifically, this annual shift at!ects the: CCLc element of access
charges whzch Amar-c and other IECs pay the local exchange
carriers. - : - _ :

' We determined that AE&T-C's‘present rates were reasonablef
in its last rate proceeding. ow~those rates must be reduced in

some way to reflect these cost reductions, especlally ‘the SPF'tos;f}dfsﬁ

SLU reductions. - In contrasting the effects of the two- proposalS‘
for reducing rates, unirorm -and- proportlonal, the essential |
argument of the parties be!ore us in,the present. phase of this -
proceeding is about whether it is more 1mportant to preserve the\«;
relatlonshlp of overall rates. between Ar&T—C's major switched -
service categories or. to preserve the relatlonshlp between each . |
rate and its underlying cost. We axe convznced ‘that Orderlng -
Paragraph 3. in D.88=06-036" wh;ch ‘oxdered uniform rate reductions lS
unreasonably 1nconsistent with oux - prevxous pollcy in this area and
that it should be amended to instead reguire proportlonal rate

i

adjustments which will presexrve’ the relationship~of rates to costsq«,d" _
We disagree with AT&T-C’s suggestlon that adoption of a '

proportlonal rathexr’ than a uniform rate reductlon necessarlly
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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 D.84-06-11ll, 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 pornts out, thrs Commission intended .
that the SPF to SLU phase-down which accounts for the major port;on;
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 rnterpretat;on, we believe the best way to
avoid srgnrfrcant alteratxon of the establrshed rate desrgn is to
presexve the relatronshrp'of rates to costs where that is feasrblem‘ﬁ
This posrtron is not a ‘change’ from any earlrer one. QOuer
policy with respect to SPF to SLU has been, since its rnceptron, a
one of gradually ‘and moderately drm;n;shrng access sexvices.

revenue requirement”. (D.85-06-115 at p. 40.) A policy of gradual, L

and moderate change is consistent with oux general polrcy to move

telephone rates toward costs. It is inconsistent, however, with a ..'”'i“

policy which would alter the relatronshrp of- rates to costs every
year of the phase-down wlthout provzdrng rate- desrgn hearrngs.

AT&T-C’s claim that thexe is a clear and convrncrng precedent for . a'“"”

uniform perxcentage adjustment misconstrues our SPF to SLU policy. V_”
The "precedent” it xefers to consists of two years, 1986 when a - |
uniform percentage adjustment would not have altexred the ]
xelationship of rates to costs because we had not yet rmplemented j
the WATS/800 closed end cost assrgnment thereby removing. half the || .-
CCLC chaxges from these servrces, and 1987 when we only 1mplemented‘

the WATS/8OO cost assignment. The 1988 phase-down is the frrst one” ,
where this rate/cost relatronshiprhas been specrflcalky before us.‘ o
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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 sexvice categories in the following percentages of
expected 1988 pre-flowthrough revenues:

Sexvice Pexrcentage

MTS. 11.41%

WATS 6.09

800 : 5.93

SON 7.53
We believe that these figures reasonably represent the change in
‘the relationship of rates to costs for each of these sexvice
categories resulting from cost changes experienced by“AI&TLCW
through‘June 30, 1988. However, as AT&T-C pointed out in rts
comments to the ALJ’s proposed decision f;led in this matter on .
November 15, 1988, these'percentages do not reflect £urther'£low-\~
through adjustments oxdexed after June 30, 1988- ec, adjustments '
due to D.88- 07 022 which 1ncreased Am&m—c S accese expenses to
provide support for the intrastate ngh Cost Fund in D. 88-08—061
which reduced the revenue requlrement of General Telephone-of : !
California, Inc. (GTEC) . and thereby decreased AT&T-C’s access . .
expenses. Furthex, the. percentcges clted by Purkey do not reflect\”_”
the 1989 SPF to SLU xeduction which A&&T-c wrll recerve. ‘ MT
Therefore, we will adopt these percentages &o approprrate through
June 30, 1988 and direct AT&T-C to file a rate desrgn based on
these figures, but further adjusted on a propoxtional bcsrs to
reflect its later expense changes. -

ATET-Cs comments Propose a methodology-whlch would add

its 1988 cost reductions and its 1989 cost reductions and would ‘
then apply that reduced amount in determlning ‘the approprlate o
taxiff rates fox 1989. Because these 1988 and- 1989 figures are ’L’__
based on different volumes, thls methodology is lnapproprlate since

BN

it could result in M&T od po.ss:.ng through. less than .Lts actual . cost‘f
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reduction. Instead, we will direct AT&T-C to develop its tariffs
to be effective Januvary 1, 1989, by beginning with 1988 rates which
incorporate expense Savings due to the 1988 SPF to SLU phase-down
and other smaller rate changes reflected in Advice Letters 100 and
101, and expense savings due to CTEC attrition reflected in Advice |
Letter 109; and to then add 1989 rate changes, including the |
proportional effects of the 1989 SPF to SLU reduction and any other
adjustments this Commission may oxrder.

We are troubled by Stechert’s testimony that it is ‘
AT&T~C’s intent to comply with Orderxng Paxagraph 3 of D. 88-06-036
only to the extent that uniformly spread rates will, in AT&T-C’s o
opinion, covexr costs. This position presents two obvious problemsbf 
First, as we found in D.88-08~066, such an ~interpretation” of
Ordering Paragraph 3 would pexmit AT&T-C to deviate from the clea:
requirement of that orderlng paragraph that rates be uniform.
Second, even if it were somchow reasonable to deviate from the
plain language of our order in that way, AT&T-C’S COSt decisions |
apparently would be premised upon cost data which are not before usV
in this proceeding. Before we could adopt such a rate spread it f 
would be necessaxry, as DRA.poxnts out, for AI&T-C to»presenz cost

evidence in support of such a rate des;gn deviation in a proceed;ngr:f 

at which othexr parties were provzded the’ opportunity to test the

accuracy of AT&T-C’s cost claxms, as we requlred of . Pacxf;c Bell. ;n}f‘f

the NRF for local: exchange companies proceed;ng, X.87-11-033.
Although, we axe not here retaining the uniform rate reduction we
previously ordered, we are stmll concerned with how AT&T-C will
implement the adopted rate reduct;on._;gh;g each sexvice category..
The approach Stechert’ testifxed about with respect to
zmplementat;on of ouxr prxor order is. not sat;sfactory. Abseat an
evidentiary record, we agree with Sprint’s Puxkey that there is- no

basis fox AT&T-C. to- devuate-from these adopted percentages for any “fo

rate within the servxce categormesw Rates wmth;n se:vnce
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categories should uniformly reflect the proportional effect of the
CCLC change on the sexvice category.
Although any rate flexibility granted in A.87-10-039
would allow AT&T to alter the cost/rate xelationship in the future, -
it is the purpose of our 7-yeaxr 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 discrepancy between Costs
and rates, at least through 1992, by applying a proportional
percentage adjustment to all its subsequent SPF to SLU filings. N
Furthex, we agree with the applicants for rehearing of }\/("
this matter that there is no evidence in the record to support a . f‘ e
conclusion that a uniform pexcentage rate adjustment for sw:tched
services will minimize customer confusion and admrnrstratrve covts.‘
We will therefore modify D. 88—06—036 by str;k;ng F;ndrng of' | '
Fact 89.
 Finally, we note thdt in add;tron to the comments we
received to the ALJ’s proposed decrs;on from AI&T-C, we also
received and considered comments from MCI and Sprxnt. As &
consequence of the comments of these two partxes we have clar;fxed L
the second orderxng paragraph, below. , 'L JT‘
Because of the need to incorporate this decision into“
AT&T~C’s rate flexlblllty decision in. A.87-10-039, we will make
this dec;sron effective today. However, it should be'kept in m;nd
that our resolution of the issues for which rehear;ng has been N
granted is only partial as a result of this dec;s;on. Fu:therf |
heaxrings on Novembexr 28, 1988 address. the. remaining xssues
regardrng treatment of memorandum account sums
- 2. ic ist . :
An.updated service  list is attached to this decision as
Antachment A. This is the off;czal sexvice list for thls
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proceeding until such time as it is updated further by the
Commission ox an ALJ.
Eindings of Fact .

1. MCI’s post-hearing brief was not filed on time.

2. It is the Commission’s general policy to move the rates
for telephone services towaxrd costs.

3. The majority of cost savings 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 AT&T-C from the SPF to SLU phase-down"
arises from reductions in the CCLC. :

S. AT&T-C’s basic sthched sexvice categor;es, WATS, 800 .
Sexvice, MIS, and SDN, . do not benefxt uniformly from. reductxons zn
the CCLC.

6. A service category rate reduction which reflects the cost.
savings for that category would retain the relatmonsh;pvbetween ,
ATST-C’s costs and its rates; a un;form rate reduction would change’””
those relationships. S

7. The discrepancy between costs and rates can be m;nmm;zed .
during the remamnder of the SPF. to SLU phase-down by apply;ng rate -
changes which reflect the cost savings for each service category
real;zed from the phase—down. o

8. There is.no evidence in the-record to support Fxndxng ofﬂ:[
Fact 89 in D.88- 06—036 which states that 2 uniform rate reduct;on o
for AT&T~-C’s switched sexvice rates w111 m;n;m;ze customer - ‘
confusion and adninistrative. costs. :

9. In order to anorporate th15~decxsxon ;nto the Am&T-C
xrate flexlbxlxty decxsmon, th;s decxsmon should be effectlve at
once.

" Con clusions of Law

;o

any party.

1. Acceptance of MCI 8 late-fxled brlef wxll not Prejud;ce‘}fV’”w
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2. Ordering Paragraph 3 of D.88=06-036 is inconsistent with
the general Commission policy of moving rates cleser to-costs
insofar as it requires uniform rate reductions rather than
proportional rate reductions based upon the cost dlfferences
attridutable to reductions in CCLC charges. ‘

3. Proportional rate reductions based upon cost differences
attributable to reductions in CCLC charges stemming from present
and subsequent SPF to SLU cost adjustments would be consistent thh
general Commission policy. ‘

4. Finding of Fact 89 in D. 88-06—036 should be stricken for e
lack of factual basis.

QRDEER
IT‘IS ORDERED that'
1. MCI’s late-filed post—hear;ng brlef‘ls accepted. ‘
2. The flrst sentence. of Orderlng Paragraph 3 of D. 88-06-036

is amended to read as follows-'

‘Within 10 days of the eftect:Ve date of th;s

- ordexr AT&T-C shall file an advice letter with
revised tariff sheets to- reflect a proportional
percentage adjustment of its ongoing rates and
surcharges for switched services consistent
with the discussion, findings, and conclusions
of this decision. The effective date of the
tarifse revisions should be January L, 1989- ‘

These tarzzf sheets shall be eftect;ve on January 1, 1989. All
future SPF to SLU filings shall rezlect this same proportmonal
percentage adjustment methodoloqy Individual rate elements wlthzn

each service category shall’ unitormly retlect the proportlonal ‘erft
effect of the CCLC change on that sexvice category. .

H o
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2. Ordering Paragraph 3 of D.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 based upon cost differences
attributable to reductions in CCLC charges stemming fror present
and subsecuent SPF to SLU cost adgustments would be cons;stent wzth
general Commission policy.

4. Finding of Fact 89 in D. 88-06-036 should be stricken for f
lack of factual bas;s.

QRDER

IT IS ORDERED. that: : :
1- MCI's late-filed post—hearlng brzer Ls accepted.

2. The first sentence of Orderlng Paragraph 3 of D.8 8-06—036
is amended to read as rollows.

Within 10 days of the efzective date of this
order AT&T-C shall file an advice lettexr with
revised tariff sheets to reflect a proportional
‘percentage adjustment of its ongoing rates and
surcharges for switched services consistemt =
with the discussion, findings, and conclusions
of this decision. The effective date of the
tariff revisions should be January 1, 1989.

These tariff sheets shall be effectlve on January 1, 1989. AllL-
future SPF to SLU‘:ilings shall retlect this same proportzonal L
percentage adjustment methodology Indxvidual rate elements wzthxn‘ L

each service catagory shall unitormly reflect the proport;onal
effect o:’the CCLc'change ‘on that servzce cateqory-

."s‘
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3. The challenge to Finding of Fact 89 of D.88-06-036 by
applicants for rehearing is accurate. Finding of Fact 89 is
stricken.

This order is effective today.
Dated December 19, 1988, at San Francisco, Califormia.:

STANLEY W. HULETT -
‘ President
DONALD VIAL )
FREDERICK R. DUDA
G. MITCHELL WILK
JOHN. B. OHANIAN"
Commissioners
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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 (ALJ) Colgan announced that
because of the amount of tzme which the complete esolution of
these complex issues m;ghtwrequlre, the rehearing would be
bifurcated with a first phase ‘hearing solely ad&ress;ng the
question of revisions to rate reductions for the ongoing rates of
AT&T communmcat;ons =>4 Callrornza, Inc. (AQ%F-C), (i.e. whethex the
uniform reduction adopted in D.88-06-036 for all. switched services
is appropriate or whether a change to a pr‘%ortional reduction
based on the cost reduction for each ort:?Zse servmces,ought to be

adopted instead) This pifurcated trea ent ‘assuxed that thzs _
decision on the rate reductxon quest;on could be issued in time to }”
be reflected in the decision on AT&T-C’s rate rlexlbllxty proposal

which is also issued today. In the P se IX hearmngs we will

address matters which need not be dec ded in time for inclusion 1n 5 7”' .

the rate flexib;l;ty decision, namely, whether the COmm;ssxon
should adopt a method other than a rospect;ve surcredlt for
returning to AT&T-C’s ratepayers A&kr-c expense savings acerued
before January 1, 1988, and whether, 1! a surcredit is adopted it
should be uniform for all swztcheé servzces or proportzonal to
Am&T-C's reduction ln costs £or/each service.

‘The rate'reductlons being. addressed 1n Phase I, the

ongoing rate reductlon‘phase, nclude ‘the- $163 6 m;ll;on in annual f;-*w‘”'ﬂ

revenue requlrement_reductlon ‘rerlectlng prior Commission
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decisions which reduced the access charges AT&T-C pays1 and the
revenue savings to AT&T-C from implementation of the Tax Reform Act
of 1986, which this Commission had ordered AT&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 operetions;' _

The Phase I rehearing of the present matter was held on
October 19, 1988. AT&T-C, US Sprint Communications Company
(Sprint), MCI Telecommunications“cOrporatioﬁ((MCI), and the .
Commission’s Division of Ratepayer'advocates«(DRA), each presented '
the testimony of one witness. Eighteen its were 1dent1f1ed '
and all but three of those were recelved/durlng the hearing. w;th )
the concurrence of the ALY those three fexhibits, Exhibit RHE 12,
RE 17, and RH 18 were late—flled. Copies were ‘sexved on all -
parties and these exhibits were rece ed on October 24, 1988. This:
phbase was submitted upon the f;lzng of post-hearing briefs on
October .28, 1988. Five parties fi 2d- brlefs, the four partzes
named above and Toward Utilzty Ra Normalization (TURN) , a
consumer organxzation represent1 the.interests of res;dentxal
ratepayers. B ' izg '

‘MCI’s brief was not t ely received by our Docket o:rxce.
However, MCI leed a motion re estxng that the Comm;ssmon accept
its late-flled brief which e axns,that all other parties and the
ALT were timely served, but that: HCI’s messenger reached the Docket

i

Office late due to office aby ences and traffic delays.: Since no . jhf__jf

party will be prejudiced by e acceptance ot thzs 1ate-f11ed
brief, we will oxder- it to accepted. ’

1 The greatest: part of thls reduction is due to the annuwal = -
incremental change from the ‘subscribexr plant factor . (SPF) method of

apportioning non-traffig sensitive costs between toll and local N*-‘"

serv1ces, to a. subscrlber line usage (SBU) method._‘
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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 of other
services, resulting in cross-subsidization and an adverse impact on
the competitive marketplace.

4. Sprint

Richard A. Purkey‘testitied on behalr of Sprint. Purkey, :"‘*u

like the witnesses for DRA and MCI, takes the sition that rate
changes should not be uniform across all servxces but should
reflect the changes in AI&T-C's access costs assoc1ated with each

service category. He also contends: thats/here servzce categories _i--.;‘
r

are disproportionately impacted by access/ rate changes, rate
changes should reflect costs within sexv ce categories as well.

His testimony also poxnts o that while Am&r-c claims to"' o

support uniform percentage rate adjus ents in the present.
proceeding, Advice Letter (AL) 108‘w .Ch it filed in response to.

D.88-08-066 (in. which among other - Angs we ordered a partial stay t .

of D.88-06-036 and required certai tarirr revisionsAto acconplish
uniform percentage adjustments), fails to’ comply with our order .
directing uniform . percentage adjustments because while it reduces o
MTS, WATS, 800, and SDN (scrtwar detined network) rates by an.
overall uniform 10.4%, rates; within each of, these ‘broad service .
categories were. not uniformly néduced. It does not, for 43:&11:::1:&1.&,“"j

reduce full and. half-state wnm and 800 service rates uniformly and.7}1f%f
does not treat call set up'rates for wnrs unirormly with other ratew%“ (

reductions or unitormly With 800 serv;ce set up-rates.

Purkey notes-that%nm T-C explained its rate design DN
variations with respect to WATS by stating that the application of

a uniform percentage redu ion.to~hal£ state Wzmsxrates would drrve1j'f,
rates below cost. Purkey pines ‘that to the extent such categoriesir_[_;

as full-state and- halt-state service or ot!—peak and business hour
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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 D.84-06-111, such as rate relationships, elasticity of
denand 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 AT4T-C itself points out, this Commission intended
that the SPF to SLU phase-down which accounts for the major portion -
of these rate changes be accomplzshed unlrormly and without any
significant alteration of AT&T—C's establashed rate design.
Contrary to AT&T-C’S 1nterpretatlon, we, belleve'the best way. to
avoid significant alteration of the established rate design is to .
preserve the relationship of rates td’costs where that is zeassble.‘
This position is net a chanqe from any earlier one. Our s“‘
policy with respect to SPF to SLU as been, since its inception, |
one of ”qradually and moderately, diminishing access services.
revenue requxrement” (D. 85—06*115 at p. 40.) A policy of gradual
and moderate change is consistg¢nt with our general policy to move
telephone rates toward costs. It is 1nconsistent, however, wlth a
policy which would alter the, relat;onsh;p of rates to costs every
year of the phase-down withgut providing rate design hearings. -
AT&T-C’s cla;m that ‘there jis a clear'and convincing precedent for a.
uniform percentage adjus nt misconstrues oux . SPF to SW pollcy. o
The "precedent" it refers/to consists of tworyears, 1986 when a
uniform percentage adjus ent would not have altered the ‘
relationship of rates t costs because,we had not yet 1mplemented
the WATS/800 closed en ‘cost asslgnment thereby removing half the.
ccre charges fron thes _services, and 1987 when we only zmplemented
the wzmslsoo cosr ass ent. The 1988 phasedown is the fixst. one: 3
where this rate/cost elationship-has been speclrically'berore us,

.
|
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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
20.37% 1988 access cost savings is attributable to its major
switched serxvice categories in the following percentages of
expected 1988 pre-flowthrough revenues:

Sexvice Pexcentage

MIS 11.41% .
WATS 6.09
800 5.93
SDN _ 7.53

We believe that these fiqures reasonably represent the change in
the relatlonsth of rates to costs for each of these sexrvice
categories resulting from cost changes experzenced by AT&T-C- zor .
1988. Therefore, we will adopt these: percentage change figures and‘_
direct AT&T-C to file a rate deslgn.whlch retlects them.

We are troubled by Stechert’s testimony‘that it 15
AT&T-C’s intent to- comply with Orderxng aragraph 3 ot D.88-06-o36
only to the extent that unlrormly'sprea rates-w111 in AI&T—C'
opinion, cover costs. Thls,p051tlon esents two obv;ous problems
First, as we found in D. 88-08-066, s an “interpretation” of ‘
Orderlng Paragraph 3 would permlt Amﬁr-c to devmate from the clear
requirement: of that orderlng'para aph that: rates be un;form.‘
Second,. even if it were’ somehow'r asonable to~deviate~zrom the

plain language of our order in 't way, AI&T-C's cost dec;szons ]fg“ffﬁ
apparently would be prem;sed up n cost data which are not before ust,5

in this proceeding. Before we /could adopt such.a rate spread lt
would be necessary, as DRA poj nts‘out,‘for AT&T-C to present cost

evidence in support of such rate:deSign deviation in a'proceedrmgﬁpfjm?

at which other partles.were rov1ded the- opportunlty to test the

oh

accuracy of AI&T—C'S cost ¢ aims, as we requmred of Pacxfmc Bell 1n”ﬁ‘ g

the NRF for local exchange companmes proceedzng, I. 87-11-033.,v :
Although, we are not here etalnlng the unlform rate reductxon we .
prev;ously ordered, we ar stxll concerned w1th how AE&T-C‘wzll
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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.87=10-039
would allow AT&T. to alter the cost/rate - ‘relationship in the 1uture;j
it is the purpose of our 7-yeaxr SPF to SLU phase—down to pass cost
savings through to customers on a.serv1ce category hasxs., We
therefore intend for AT&T to*mznlmaze the dascrepancy between costs
and rates, at least through 1992, by applymng a proportional |
percentage adjustment to all its. subsequent SPF to SLU tlllngs.

Finally, we agree with the a pllcants for rehearang of ‘
this matter that there'is no evidence’ in the record to support a
conclusion that a uniform percentage/rate adjustment for switched 93'
services will minimize customer confusion and’ administrative costs
We will therefore modzfy D. 88-06—036 by striking Finding of

Because of the nee to—lncorporate thas dec151on into

AT&T-C’s rate flexlblllty decision in A. 87-10-039 ‘we wlll make f,}ﬂvdf |

this decision effective today. However, it ‘should be- kept in mxnd
that our resolution of: the issues for ‘which rehearlng has been.
granted ls only part1a1 a a result of thas decision. Further.
hearlngs on Novembexr 28, n988 address the remalnzng lssues
regarding treatment of memorandum.account suns.

An updated service llst 1s attached to this dec;sxon as A
Attachment A. This isfthe offxczal service list for this ‘ :

|
|
\
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proceeding until such time as it is updated further by the
Commission or an ALJ.
Findi ¢ Fact

' 1. MCI’s post-hearing brief was not filed on time.

2. It is the Commission’s genexal poligy to move the rates
for telephone services toward costs. '

3. The majorlty of cost savings which AT&T-C is being
directed to flow through to 1ts.customers is due to the annual SPF.
to SLU phase-down.

4. The cost savings to AI&T-C from the SPF to SIU phase—down :
arises from reductions in the CCLC.

5. ATST-C’s basic switched service categories, WATS, 800
Service, MITS, and SDN, do not benetfit unltormly from reductions in
the CCLC. - . ' : :

6. A serv;ce category rate reduction which reflects the cost
savings for that category would retéin the” relatlonsh1p~between .
AT&T-C’s costs and its rates, a undform xate. reduct;on would change
those relatzonshlps. _ :

7. The discrepancy betwee costs‘and rates can be n;n;mazed
durlng the remainder of the SPF to SLU phase-down by applylng rate
changes which rerlect the cost savings tor each serv:ce category
realized fron the phase-down., : o

8. There is no evidence in the record to support Fxnd;ng of
Fact 89 in D.88-06-036 which dtates that a uniform rate reduction
for AT&LT-C’s switched serv;ce/rates wall m;nmmize customer
confusion and administrative/costs. -

9. In order to incorporate this decxszon,znto the A&&T—C
rate zlexnbellty decision, is decision should be effective at
once. S ) | | |
1. Acceptance of MCI's late-filed brief wzll not prejud;ce
any party.‘ ' ‘ '
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2. Ordering Paragraph 3 of D.88-06-036 is inconsistent with
the general Commission policy of moving rates cleoser 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 based upon cost differences
attridutable to reductions in CCLC charges stemming from present ‘
and subsequent SPF to SLU cost adjustments would be consistent with '
general Commission policy. //

4. Flndxng of Fact 89 in D. 88—06—036 should be str;cken tor
lack of factual basis.

IT IS ORDERED that:
1. The Commission’s Docke ortice shall accept MCI’s late
filed post-hearing brief. : :
2. The first sentence of Ordering Paragraph 3 of D. 88—06—036
is amended to read as follows: : ‘

Within . S‘days of th e!fective date of this
order AT&T-C shall file an advice letter with
revised tariff sheets to reflect a proportional -
percentage adjustment of its ongoing rates -and .
surcharges. for swi ched sexvices consistent
with the discussioh, findings, and conclusions
. of ‘this decision. § The effective date of the-
tarifef. revisions ould be January 1, 1989.'

These tarxfr shedts shall be efzectlve on Januwary 1,
1989. Al) !uture SPF to S U rilings shall retlect this same
proportional percentage a ustment.
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2. Ordering Paragraph 3 of D.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 difference
attributable to reductions in CCLC charges.

3. Proporticonal rate reductions based upon cospdifferences
attributable to reductions in CCLC charges stemming/from preseat

and subsequent SPF to SLU cost adjustmcnts would/be consistent with

general Commission policy.

4. Finding of Fact 89 in D.88-06-036 hould be‘strxcken for :

lack of factual basis.

IT IS ORDERED that:

1. The Commission’s Docke OEf;ce shall accept MCI’s late
filed post-hearing brief. |

2. The first sentence of Orderlng Paragraph 3 of D. 88—06—036
is amended to read as follo 23

within 10 days of the effective date of this
oxrder AT&T-C s--ll file an advice lettexr with’
revised tariff/sheets to reflect a proport;onal
percentage adfustment of its ongoing rates and
surcharges fgr switched. sexvices consistent .
with the digcussion, findings, and. conclusxons
of this de¢ision. The effective date of the
tariff xe isions should be January 1, 1989.

These tarxff sheeth shall be efﬁect;ve on January 1, 1989. ALl
future SPF to SLY f;llngs shall reflect this same pr0port;onal

percentage adju tment methodology. Indxv;dual rate elements with;np‘

each service cf tegory'shall unafo:mly-reflect the proportional
effect of th ceLe change on that sexvice category.’
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. 3. The challenge to Finding of Fact 89 of D.88-06-036 by
applicants for rehearing is accurate. Finding of Fact 89 is
stricken.

This oxrder is effective today.
Dated , at San Francisco, California.




