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QRINION
I. Summaxy

Today’s decision grants, in part, AT&T Communications of
California, Inc.’s (AT&T-C) request for limited regulatory
flexibility in accordance with the guidance we set forth in
D.87-07-017. We allow AT&T-C both upward and downward flexibility
in its rate bands. However, in instances where the regquested
flexibility is greater than + 15%, we limit the authorized rate
band to 15% above and below the reference rates. In instances
where AT&T-C has requested less than 15% flexibility, rate bands
are adopted as proposed at hearings. Since AT&T=C’s reference
rates will change as a result of other decisions we make ‘today, we
will order a compliance filing by AT&T-C to incoxporate its new
reference rates. and rate bands that we authorize-today.

We adopt AT&T-C’s proposed definition of new sexrvices
which will be allowed to be in;roduced via the advice letter
process after uniform costing methodeology is developed in an
application. However, we will not allow AT&T-C’s PRO California
applxcatzon to be the forum for developlng a uniform costing
methodology for new services. By AT&T=-C’s own admission, PRO
California is not a “new service” and therefore an 1nappropr1ate
vehicle to developruniform costing methodology'ror all future new
services. _ S

We order that the advice letter process for new services“
must take the full forty days allowed under General ‘Order (GO) 961&‘
instead of a shortened period as proposed by AT&T—C. ;

Finally, we adopt CACD’s proposed monitoring plan to ald ‘
the Commission in ~observing” the erzects or the flexibility we
grant AT&T-C today.




.
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II. Procedural Backgxound

By its Application (A.) 87=10=039, AT&T-C seeks approval
of its plan for limited regulatory flexibility consistent with the
Observation Approach defined by the Commission in its Interim
Opinion of July 8, 1987 (D.87=-07-017). D.87=07=-017 was our first
decision in Investigation (I.) 85-11-013, which we opened in 1985
to establish a framework for consideration of whethexr, and on what
terms, regulatory flexibility should be granted to AT&T-C, the
dominant firm in the interlATA telecommunications market.
Originally, in I.85-11-013, our approach was to determine that
AT&T-C’s market power was-greatiy attenuated or absent before
easing regqulation of AT&T-C. Parties filed extensive comments and
reply comments stating their positions on AT&T-C’s market power and'
the state of competition in California. In D.87-07-017, aftexr’ B
reviewing these comments, Werrecognized that it would not be
possible, even after extens;ve proceedings, to-reach any concrete
conclusions or predictions about AT&T-C’s market power. Therefore,
we laid out the parameters of the Observation Approach which would -
allow AT&T-C to file' an application reducing the need for
conclusions regarding market power prior to implementing regulatoryﬁ
change. o o
Under the Observation Approach, the effects of regulatory
flexibility would be measured rather than predicted. Limited :
flexibility would be granted initially and the results closely
monitored to assess actual market place responses and any benefits ﬁ
or costs to ratepayers. As we stated in D. 87-07-017, the pricing
flexibility which we would be willing to grant initially under such
an Observation Approach would be relatively limited because of ouxr -
concerns about the potential adverse 1mpacts ot Am&r-c using such
flexibility to wield market power.:

In D.87-07-017 we offered AI&T-c'the option to file an
application following the orxgxnal approach envisioned 1n the
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1.85-11-013 in which the granting of flexibility would rest on a
prior determination that AT&T-C’s market power was too weak to
allow it to engage in anti~competitive practices. (Also known as
the Prediction Approach.)

In addition to offering AT&T-C the choice of filing an
application under eithexr the Prediction Approach or the Observation
Approach, the Commission also initiated the developrment of a
monitoring plan in D.87-07-017. In compliance with Oxdering
Paragraph 2 of D.8§7-07-017 the Commission Advisory and Compliance
Division (CACD) filed a report, presenting a monitoring program
which CACD believed would enable the Commission to measure and
assess the impact flexibility may have on AT&T~C’s competitors and |
customers of interLATA services in California. The proposed
monitoring plan was the outcome of workshops participated in by
many parties. CACD’s proposed monitoring plan and parties’
conments on that plan will be discussed in a later section below. .

On October 30, 1987, AT&T-C opted to file an application
under the Observation Approach. The Division of Ratepayer
Advocates (DRA) filed its opposition to AT&T-C’s original ‘
application, arguing that AT&T-C’s submission of financial and cost
data was incomplete, and that AT&T-C bad failed to address certain .
matters required by D. 87-07-017.‘ Several other protests were filed'
to that application by the following parties: General Telephone ‘
Company of California, U.S. Sprint Communications Company (US |
Sprint), MCIX Telecommunications’COrporation (Mci), Toward Utility_v}*
Rate Normalization (TURN), baci:ic’Bell, and several independent
telephone companies. Some of these protestants also argued that
AT&T-C had not provided sufficient cost justification to support
its application for rate tlexibility. ATET~C replied to these
protests on December 8, 1987, requesting a waiver of those sectzons;ﬁ
of Rule 23 of the COmmxssxon's Rules of Pract;ce -and: Procedure
which required a detailed cost presentatzon by'Am&T-c.
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Additionally, AT&T-C sought a ruling from the Commission on the
completeness of its application.

On December 21, 1987, the assigned Commissioner issued
his ruling which directed AT&T-C to amend its original application.
AT&T was ordered to comply with Rules 23(c) and 23(e) by amending
its application ”to provide three intrastate rate of return
summaries, using a depreciated rate base for 1988, showing
intrastate results if (1) rates were raised the maximum amount
requested for all services for all of 1988, (2) rates were-loweredh
the maximum amount requested, and (3) rates were maintained at the -
midpoints.” (Assigned Commissioner Ruling, p. 3.) The ruling |
also concluded that Rules 23(¢) and 23(j), requiring information be
provided by rate classifications, should be waived. Likewise, the
requirements of Rules 23(f), 23(i), and 23(l), were also walved.

On February 3, 1988, AT&T=-C filed its amended applzcatzon
in oxder to comply with the requirements of the assigned
commissioner’s December ruling. As allowed by the assigmed
Commissioner ruling, several parties filed comments on AT&T=C’s
amended application: DRA, TURN, MCI, US Sprint, Can:oma
Association ot Long Distance Telephone Companies (CALTEL), and
pacific Bell.l 1In its comments, DRA recuested and was granted an f
opportunity to file additional reply comments. f

 On April 6, 1988, AT&T~C submitted a lettexr to the then'f
assigned Administrative Law Judge (ALY) and all parties of recoxd ..
offering modifications to its initial proposal. Additionally,
AT&T-C sought the ALJ’s support in conducting a settlement
conference in an effort to- resolve outstanding issues without’ the

need for additional comments or hearxngs. The ALY gave AT&T~C and’ e

all parties until May 10, 1988 to continue its settlement
discussions, requiring submission of a joint status report. By

1 Pacific Bell later withdrew its protest-on April 14, 1988.

—s—
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letter dated May 10th, 1988, AT&T-C with the concurrence of all
parties, requested additional time to continue settlement
discussions. AT&T~C requested until May 31, 1988 to submit another
joint status report outlining any agreements which may be reached
and stating whether there is any reason to continue settlement
discussions. On May 31, 1988 AT&T=C informed the ALY that further
settlement discussions would not be productive, and proposed that
further comments be solicited on AT&T-C’s proposal.

A prehearing conference was scheduled for June 16, 1988
where the ALJ established the schedule for the remainder of this
proceeding. AT&T-C was ordered to serve testimony incorporating
any modifications to its amended application on July 15, 1988. In
addition, AT&T~C was instructed toatile a separate document or
rposition papexr” addressing’whether hearings were necessarxy for.
each element of its proposal. Any'additional“comments‘on,
monitoring plan issues were also to be included in that position
paper. All other parties were required to f£ile testimony and
position papers on August 26, 1988. (lLater extended to August 30,
1988.) AsS to each issue of AT&T-C’s proposal parties were
instructed to—stateﬂin‘their position papers whether they believed
hearings were necessary and their basis for that opinion.

On August 9, 1988, MCT filed a motion‘tofcompel responses
to information requests and for adjnstmént to the procedural
schedule. The ALY directed MCI and AT&T-C to meet and confer
immediately in an effort to informally resolve their discovery
dispute. Their dispute centered on the detail of cost data that
AT&T~C should be required to provide parties under the Observation
Approach. The parties were unable to reach agreement. In
addition, US Sprint filed a similar motion to compel ,
on September 1, 1988. AT&T~C filed its response to MCI‘s motion -
on August‘zz,'i988‘and to US Sprint’s motion fo-compel on
September 9, 1988. ' '
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On September 16, 1988 the ALJ issued a ruling resolving
both discovery motions and determining which issues would be
addressed in hearings. While still asserting that cost data was
irrelevant under the Observation Approach, AT&T-C offered to
provide cost data restricted to long run incremental costs (LRIC)
on a service-by-service basis in the spirit of compromise. The ALJ
adopted AT&T-C’s suggested compromise regarding the motions to
compel. .

Based on evaluation of the position papexs filed by the
parties, the ALJ ruled that three issues would be addressed in .
hearings and were the proper subject for,rebuttal‘testimony. Those
issues were: (1) should upward flexibility be allowed in the rate
bands? (2) what is the approprinte'width of the rate bands? and
(3) what conditions should control AT&T-C’s offering of new o
services? Other issues regerd;ng AT&T-C’s proposal, werxe bel;eved
by the ALJ to be adequately addressed by the parties’ position ,
papers. However, parties were allowed to file additional comments -
" on these issues in their finnl briefs in this proceeding.
Hearings commenced on Octobexr 3, 1988 and. concluded on
" October 6, 1988. This matter was submitted upon the filing of
concuxxrent opening briefs on Octobexr 18, 1988 and concurrent replyf_
briefs on Octobexr 25, 1988. The parties filing briefs im this
~ proceeding included AT&T-C, US Sprint, MCI, DRA, CALTEL, and TURN

Finally, in compliance with the ALJ’s ordex, AT&T-C submitted la.te- o

filed Exhibit 17. No party has objected to the admission of

Exhibit 17 into evidence. Mr. Sidney Webb, while participating ;n SRR

the hearinga, did not’ file either openlng or reply briefs.
Commont s
Comments on the ALJ's proposed decision were~£i1ed by

MCI, US Sprint, TURN, and. DRA. Reply comments were filed by'AI&T-cf“Qf

and DRA. 'These comments‘have been reviewed: and. carefully

considered by the cOmmission. Any changes required by the oommentsv'fff

have been Incorporated in this opinion.
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III. Summary of ATET-C’s Cuxrent Proposal

In order to understand better the sections to follow we
will now briefly describe AT&T-C’s current proposal. Our summary
of AT&T-C’s proposal here is not an endorsement of the entirxe
package. Our endorsement ox rejection of each of the elements of
AT&T-C’s proposal will be discussed in later sections of this
decision. | |

Fundamentally, AT&T-C seeks approval of rate bands around
the rates adopted by the Commission in AT&T-C’s current rate case
(A.85-11-029), and the ability to change rates and introduce new
services through established advice letter filing procedures.
AT&T-C maintains that this would afford it some relaxation of -
present regulatory restraints while still providing sufficient
protection to AT&T-C’s California customers and competitors.

The first component of AT&T-C’s proposal are rate bands
for each rate element of its Message Toll Service (MrS) , Wide A:ea
Telephone Sexvice (WATS), 800 service, and Private Line SerVice,
including a limited band for new'aervices; AT&T~C’s proposed rate‘
bands for its MIS, WATS, and 800 service are set forth in . ‘
Appendix B to this decision. A&&T-c'proposes a rate band of plus
or minus- lo%afor all private line. service elements. Additionally,
AT&T-C proposes that any new service offering’ will have an . upward -
flexibility no greater than 10% above its original price, and 2 3
downwaxd flexibility set at or above the LRIC for the new serVice-n

The second basic element of AT&T-C’s proposal is the .
flexibility to introduce new aervices, in a mannexr which ATET-C
believes is more consistent- with the streamlined procedure
currently allowed all of AT&T-C"s interexchange competitors.‘
AT&T-C has returned. totthe definition of new services of its’
oxiginal application, meaning an offering which cuatomers.perceive

as a new service and which has a combination of technology., access, RN

features, or £unctions that distinguishes it £r0m any~existing
service.

The third basic element of" A&&T—C's proposal is the 7
adoption by the Commiaaion of a. atanda:dized coating ‘methodology

which AT&T~C will use in aupport of  future advice letter: £ilings.§w;"

Following the adoption of thia standardized methodology ATET=C -

R
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proposes to provide appropriate cost information with any advice "
letter filing seeking to revise a rate outside of an approved rate
band or when it introduces a new service. Given the time frame of
this proceeding, AT&T-C recognized and urged that the Commission
not approve such a standardized costing methodology in this
proceeding. AT&T-C recommends that the issue be addressed in
AT&T-C’s A.88-08-051, its request to provide AT&T~-C PRO california..
AT&T=-C acknowledges, however, that its PRO=-California does not meet
its own definition of a new service. '

The fourth basic element of AT&T~C’s proposal ms a |
request for, in its view, limited exceptxons from existing advice
letter filing procedures. First, ATLY-C seeks a S-day notice
period to adjust rates wnthin approved rate bands. AT&T-C
maintains that its compet;tors-currently enjoy this limited notxce
period for any rate changes. Second, AT&T-C requests a :
20=-day notice period for any revisxon of a rate element below the
lower band of an approved rate band, and for anygreduqtion of an' .
existing rate for which no rate band has been established, whenéver‘
that revision is conszstent with a national plan already approved
by the Federal Communications Commission (FCC). .

The fifth basic element‘pt AT&T~C’s proposal is a
monitoring plan. AT&T-C supports the CACD recommended monitoring
plan in all respects except the scope of its proposed pilot ‘
program. The details of AT&T-C and other parties comments on o
CACD’s monitoring plan will be discussed in a later section of th1a~'
decision. The final element of AT&T~C’sS proposal consists of .
several additional commitments by AT&T-C designed to assure the
Commission that AT&T-C cannot abuse what it views as limited
flexibility outlined above. AT&T-C commits to: (1) maintain
statewide average rates; (2). introduce all new services on a
statewide basis; (3) make only four revisions within approved rate \
bands per sexvice per year; (4) not impose restrictions on the
resale and sharing of its services; (5) not abandon any service
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except by formal application ;o~the Commission: (6) not seek to
withdraw any service from a community on a geographically
diseriminatory basis; (7) use the formal application process for
any new service submission or for the revision of existing service
where that submission or revision departs from the approved
standard costing methodology: and (8) use the formal application
process for any service submission that utilizes a combination of
existing tariff services discounted in order to provide a
competitive response to a specific customer.

AT&T~C believes that its proposal, summarized above,
meets all of the requirements of the Observation Approach as ‘
defined in D.87-07-017. In the sections to follow we will discuss 5
the concerns of other parties regarding AT&T-C’s proposal. |

Parxties have disagreed since Am&T-c'riled its original
application in October, 1987 as to whether AT&T-C should be allowed‘
upward flexibility from its current rates in a rate band proposal
under the Obsexrvation Approach. It is our understanding that
disagreement over this issue was a major reason the parties were
unable to settle thzs case. Both sides of this controversy rely on
D.87-10-017 to support their view.

A. DRA’s Pomition

DRA believes that AT&T-C should be granted no upward
flexibility from current rates. DRA believes that present rates
should represent the upward cap. in the rate bands. DRA points to
various sections of D.87=07-017 to support its concern regarding
the dangers ot‘upward flexibi1ity.

~“Based on widespread agreement among regulatory
economists, we posited in the OII that the
effects of loosening of interLATA regulation
would hinge on the extent of AT&T-C’s market
power. If pricing flexibility is granted while
AT&T-C reta;ns szgnirlcant market power, it may
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engage in various types of antzcompetltlve

pricing practices. It may increase its return

above levels realized by truly competitive

firms through the formation of an oligopelistic

market with price following by the OCCs. On

the other hand, it could undercut the 0CCs by

predatory pricing practices supported by cross-

subsidization from noncompetitive services.”

(D.87-07-017 nmimeo. p. 7.)

DRA argues that the Commission recognized that the.
ratepayers, AT&T=C, and the other common carriers (0CCs) had
potentially conflicting as well as common interests. DRA believes
that the Commission acknowledged that a rate flexibility plan
requires a balancing of these interests. A plan such as AT&T-C has
proposed in DRA’s view, would benefit AT&T-C and some ratepayers
with high volume and elastic demand and could: harm other ratepayers
with low volume ox inelastic demand. as well as the OCCs.

DRA notes that the Commi551on offered ATET-C tweo
alternatives for seeking relaxed regulation. D.87-07=-017 invited
AT&T-C to file a proposal under either the Prediction Approach’
developed in I.85-11-013 ox the Observation Approach developed in
D.87-07-017. Under the Prediction Approach, the Commission | |
directed AT&T-C to demonstrate a reduction in market power and to
use such measures to help predict the outcome of any flexszlxty..*
DRA interprets this decision as allowmng AT&T=C greater tlexszl;ty
the more convincing its demonstration of lack of market power under
the Prediction Approach. However, under the Observation Approach,
DRA notes that the cOmmLSSLOn.would not require any showing of the
absence of market power. The Observation: Approach would require. a
monitoring program and permit less pricing tlex;bllxty initially. .
Thus, in DRA’s view the Commission offered AT&T-C a tradeoff
between price flexibility andfa‘demonstration of the absence of.
market power. However, DRA maintains that the Commission did not
offer specific¢ guidelines to define the degree of pricing
flexibility appropriate under each app:oach. The:ezore, DRA.
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believes that the Commission intended to proceed cautiously because
of its repeated concerns regarding AT&LT=-C’s possible abuse of its
market power.
DRA acknowledges that the Commission stated that if

AT&T-C proposed rate bands with midpoints set at the rates approved

in the pending AT&T-C rate case (A.85-11-029), then AT&T-C was not'
. required to file further “detailed cost studies” (Id., p. 68). DRA
maintains that this requirement seemingly allows AT&T-C greater
discretion if it accepts the 1986 rate case rates as midpoints than
if it chooses midpoints which are even slightly different. DRA
believes that such an interpretation is clearly incorrect and that'
the Commission’s language reinforces its interest in limiting rate:
flexibility. DRA notes that with this language, the Commission is.
expressing strong interest in using the 1986 rate case rates as a -
reference. With the delay of requlatory flexibdility until 1989,
DRA points out that the 1986 rates do not necessarily reflect |
changes in input prices and product;vzty_whmch has occurred in the
interim between the test year 1986 and the present. o

DRA argues that in determ;nxng the regulatory zloxszllty

that should be granted to AT&T-C under the Observation Approach, ‘
the Commission must realize there is some inherent risk to the
ratepayer. Indeed, the Commission expressed a concern about “the.
potential harm to ratepayers ot allowing companywide flexibility” -
(Id.,-p. 5)- Additionally, DRA argues that the Commission, by.
calling Zor a monitoring plan to track the effects of requested”
flexibility, clearly recognized the risks of granting a dom;nant ‘
carrier regqulatory flexibility. By accepting DRA’s proposed cap at'
current rates, while‘at the same time allowing other customexr’ s
rates to be 1owered, DRA claims the Commission will xeduce the
potential adverse effects of rate tlexibxl;ty while retaining

nearly all of its benefits. DRA concurs with the Commission’s goalf L
of bringing the benefits of a competit;ve telecommun;catmons marketﬁ“"*

to California. DRA also agrees ‘that while the goal of the
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Commission was not to protect AT&T-C’s rivals, the 0CCs,
nonetheless, their existence is vital for effective competition in
California (Id., p- 18). DRA believes upward flexibility will
hinder the development of effective competition.

Further, DRA believes that there should be a slow
transition from the current rate design to one in which competition
drives prices toward costs. Because calling patterns of customers
have evolved as a result of historical rate design, both customers:
and telecommunications providers would be disrupted by sudden
change in the rate relationships among services. DRA claims this
is further support for their propeosal to cap the rate bands at
current rates.

DRA argues that allowing AT&T-C to changé its rates up
and down within the rate band with a cap at current rates would
provide the obvious benefit of raising no customer’s rates while
allowing some customers’ rates to decrease. DRA points to its
recent motion to reopen AT&T-C’s general rate case because DRA
believes AT&T-C is currently earning in excess of its authorized
rate of return. Existing rates provide AT&T-C with a reasonable
rate of return, in DRA’s view, justizfinngOacircumstance where

AT&T-C would need upward flexibility. DRA assertS'that_by'denyipgf‘
the company the ability to increase its rates above current rates ﬁ‘

in noncompetitive services, the Commxssmon would reduce the ab;lxty
of AT&T=-C to engage in predatory pricing and other antx-competxtxve
pricing policies.

DRA does not. believe that A&&T-C provided any conv;nc;ng
evidence as to why it needs. upward flexibility. AT&T-C alleges :
that it needs the ability to raise its rates to bring rates more. ;n
line with costs. But in DRA!s view the reco:d.zndzcates that the..

cost of providing serv1c35~was-below'the bottom of the proposed f'

rate bands. DRA is not persuaded by;AI&m—C's argument that it
needs to be able to raise its rates in the event of future cost
increases. DRA.poxnts to Exhibit 17 to show that the trend of

R
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AT&T-C’s network costs is lower rather than higher costs. In
addition, since current rates are well above current incremental
costs, DRA maintains prices could increase significantly before
AT&T-C would have to increase its rates. Further, DRA points to
the testimony of AT&T-C witness Stechert, anticipating increased
productivity for AT&T=C. The margin between current costs and
current rates, combined with expected productivity gains associated
with competition, will in DRA’s view, more than offset any
potential increases in costs during the initial phase of rate
flexibility. Therefore, DRA claims there is no need for upward
flexibility at this time.

Finally, DRA raises the question of whether the
Commission can legally grant AT&T~C upward pricing flexibility.
DRA cites Public Utilities (PU) Code § 454:

7(a) ...no public utility shall raise any
rates or so alter any classification,
contract, practice, or rule as to result
in any increase in any rate, except upon a
showing before the Commission and a
finding by the Commission that the .
increase is justified.”

* N N

The Commission shall permit individual,
residential, public utility customers
affected by a proposed rate increase to
testify at any hearing on the proposed
increase...” _ 3

ATS&T-C’s proposal allows it to raise residential and :
other rates within the rate band using procedures similar to advice
letter ‘filings with provisions for comments within a specified o RS
numbexr of days. DRA acknowledges that it could be arqued that the| - .:
proposed procedure constitutes a showing within~the,meaning of
§ 454. However, DRA believes that it would be a far better _
practice for the Commission to conduct publiéihéaringsjbefore any=f
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increase in residential rates were allowed. This, in DRA’s view,
is another reason not to grant any upward flexibility.

Further, DRA cites PU Code § 454.22 for the proposition
that the Legislature has only authorized zones of rate freedoms or
rate bands for the transportation industry. ~ DRA suggests that
since the lLegislature amended PU Code § 454 to exclude passenger
stage corporations from the provisions of that section, supports
DRA’s argument that the flexibility sought by AT&T-C in this
proceeding must fall within the provisions of § 454. DRA argues
that the problems surxrounding the need for public hearings before
any rate increase is»granted.cdn-be solved neatly if the Commission
simply adopts DRA’s position and forbids upward rate flexibility.
B. TURN’s Position

Like DRA, TURN maintains, as it has from the beginning of
this proceeding, that upward flexibility is inconsistent with the
laws of California. TURN cites PU Code §§ 451 and 454(a) for the
proposition that all public utility charges must be just and
reasonable, and the utility carries the burden of proving that such
a rise in rates is justified.

2 PU Code § 452.2 reads as follows:

~Notwithstanding Section 454, the commission may, upon
application, establish a ‘zone of rate freedom’ for any
passenger stage transportation service which the commission
finds is operating in competition with another substantially
similar passenger stage transportation service or competitive

passenger transportation service from any othex means of
transportation, if the Commission finds that these
competitive transportation services will result in reasonable
rates and charges when considered along with the authorized -
zone of rate freedom. An adjustment in. rates or charges
within a zone of rate freedom established by the Commission
is hereby deemed just and reasonable. The Commission may,
upon protest or on its own motion, suspend any adjustment in
rates or charges under this section and institute proceedings
pursuant to Section 491.” ,
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TURN argues that just and reasonable rates connotes some
narrow range of reasonableness, but that range is heavily dependent
upon the relationship that particular rate shares with rates for
other servigces or service elements. TURN notes that AT&T=-C’s
guiding principles recognize the importance of historical rate
relationships. Under a rate flexibility scheme, that relationship
is subject to flux, making it possible to distort those historical
relationships. Thus, in TURN’s view, it is impossible to determine
the reasonableness of rates into the future, unless the Commission
can conclude that even if AT&T-C wexe to exercise its upward |
flexibility to the absolute limit of every 'service element, the
resulting rates would be reasonable regardless of the cxrcumstancesL
surrounding the increase. Unless the Commission can do-thzs, TURNﬁ'
asserts that the Commission is empowering AT&T-C with the abxlity
to charge rates which are not just and reasonable.

TURN also cites PU Code § 728 to support its position
that upward flexibility is illegal. TURN notes that after a |
hearing, if the Commission finds the rates demanded by a utility
are not just and reasonable, the Comm1551on '-..shall determine andf’
Lix, by order, the just, reasonable, or sufficient rate, .
classifications, rules, practices, or contracts to be theregzter
observed and in force” (PU’Code‘§'728). TURN arques that the
lanquage of § 728 implies that rate flexibility is not within the
realm of just and reasonable rates. The Code’s reference to 7rate”
as opposed to ”"rates” is instructive in TURN’s view. The remaining
directives within the Code § are all plural which '_re'inrofcés TURN’s .
notion that the Legislature intended that only a single rate, not a
rate band with many possible rates, could be deemed just and .
reasonable in considering the entire array of rates for services
and the relationship between those services.

TURN believes that in light of the language found in K
these code sections, the Commission would‘be,imprudent to follow a
path of rate flexibility, particuiarly'upward'tlexibility, without
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a clear directive from the Legislature. TURN argues that the
necessary and convenient clause of PU Code § 701 is a general
mandate for the Commission’s power which should not be used to
circumvent the Legislative intent behind other sections of the PU
Code.
C. ATI&T-C’s Position

AT&T-C maintains that upward pricing flexibility, within
limited rate bands to be approved by the Commission, was clearly.
intended by the Commission as part of the Observation Approach and
is not prohibited by any law, rule, or regulatory principle.
AT&T-C points out that such upward flexibility is a central element.
of the Observation Approach and is necessary for any Commission
determination of whether competition in the intrastate interLATA
market could be an eventual substitute for traditional rate base,
rate of return regulation. ' Moreover, in‘AT&T-C'S‘ViéW, upward
flexibility is absolutely essential if AT&T-C is to réspond to the
needs of its customers and to operate effectively in the long |
distance marketplace. ' - |

AT&T-C relies on D.87-07-017 to support its proposition |
that upward flexibility is an intégralvpart of the Observation -
Approach. AT&T-C agrees that “...narrow rate bands around rates
approved in AT&T-C’s general rate préceeding-..appear to be the
most promising avenue of :lexibi;ity if the Observation Approach is
followed.”  (Id., p. 5.) Further, AI&T-C‘qupteé-that decision for i
the proposition that a detailed assessment of AT&T-C’s costs would
+ only be necessary if Am&r—c‘requeste&-a 'ch#nge in :he‘midpoints orﬁ
the bands from rates to be adopted in A.85~11-029.~ (Xd., p. 68.)
AT&T~C asserts that the form of limited flexibility envisioned by |
the Commission most‘cartainly”includes the flexibility to adjust
prices upward as well as downward within those bands. AT&T~C
proposes that the rates adopted by the Commission in AT&T-C’s
general rate proceeding will constitute a reference point between
the upper and lowerx limits of the proposed rate bands. Thus AE&T-C:§'
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coined the term ”“reference rates” to refer to the approximate
midpoint of its rate bands.

AT&T-C disagrees strenuously with the assertions of DRA
and TURN that upward pricing flexibility is illegal. AT&T-C
discusses at length in its brief the dramatic changes that long
distance telecommunications businesses have undergone since the
breakup of the Bell System on Januvary 1, 1984. AT4T-C suggests
that both Federal and State Commissions have recognized that the
sort of traditional regulation necessary for utilities to provide a
monopoly services is no longer applicable to the highly competitive
intexLATA marketplace which has emerged. AT&T~C asserts that its
competitors are nearly universally free of traditional rate base,
rate of return regulation. AT&T~-C points. out that 28 of the
nation’s 39 multilATA states have already granted-Am&T-C'seme rormf
of regulatory flexibility. (Exhlbxt B to AT&T~C’s Application
Anendment, February 3, 1988. )_

AT&T-C claims that this Commission has also acknowledged
the evolutionary development in the communications industry and is’
fully aware of the need to adjust existing forms of requlation to
accommodate this transformation. Citing D.84-06-113, AI&T—C‘poznts
out that the Commission relieved all of AT&T-C’s competitors of the'
requirements of the traditional rate of return utility regulatzon.
All of these 1nterexchange companies are now £ree to introduce new’ .
services and to adjust prices up or down in response to the demnnds‘
and pressures of the~compet1tive narketplace, without prior
Commission review. Aw&T-c‘podnts out that no one has challenged
the authority of this Commission to grant all othex lnterexchange
companies what amocunts to-complete ratemaking flexibility. ;

AT&T~C further cites D.84-06-113 for the propos;tzon that
the Commission’s. intention was, when it had gained more experzence~’
with this new competitive industry, to exanine whether and to-whatf*
extent AT&T-C should also be granted some degree of regqulatory e
flexibility. (Id., p. 95.) AT&T-C asserts that the Observation =
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Approach, including upward pricing flexibility, is a reasonable and
legally permissible first step in that process. AT&T-C alleges ‘
that there is nothing in the PU Code which binds this Commission to
the use of a traditional rate base, rate of return form of
regulation. It is obvious to AT&T-C, that the Commission has the
same statutory discretion to consider flexible regulation for
AT&T-C as it had in granting complete flexibility to the other
interexchange companies.

AT&T~C believes that PU Code § 702° provides the .°
Commission ample statutory authority to establish an appropriate
and effective form of flexible regulation for all interexchange
companies, including AT&T-C. AT&T-C believes that the Commission
is not restricted to a cost of sexrvice form of requlation.

AT&T-C asserts that the Commission is not required to set
rates which preoduce revenues exactly equal to a revenue requlrement
determined pursuant to a rate ‘base, rate of return method of
requlation. AT&T-C cites Federal case law for the proposmt:on that
the touchstone, at both the State and Federal level, for
determining whether rates are just and,reasonable‘xs whethexr they
fall within a so-called “zone of‘reasonableness? (Jexrsey. Central
Power and Light v FERC, (1985) 768 F 2nd 1500, 1503). AT&T-C. ‘
arques that the zone is bounded at the lower end by the investors” 1
interest against confiscation, (zzg_x_ngsgzgl_ﬁgg*zzngl;ng (1942) .
315 US 575, 585). AT&T-C cites Fammer’s Union Central Exchange s
versus FERC, (1984) 734 F 2nd 1486, 1502), tor the proposition that
the upper end of a zone of reasonableness is bounded by the

3 Section 701 states:

~The commission may supervise and regulate every public
utility in the State and may do all things, whether ‘
specifically designated in this part or in add;txon thereto,
which are necessary and convenxent in the exercise of such
power and jurisdiction.”
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consumer’s interest against exorbitant rates. AT&T-C believes that
any proposed altermative to cost-of-service regqulation must result
in a reasonable balance between those consumer and investor
interests. AT&T-C believes that the Commission’s Observation
Approach recognizes the existence of competition and is designed to
test how effective that competition is in driving prices toward |
costs, into the zone of reasonableness. Further, AT&T-C maintains
that the comprehensive monitoring plan recommended by CACD offers
the Commission a sufficient mechanism for detecting and ¢orrecting
any failure of interLATA market forces to accomplish this task.
AT&T-C does not believe that the Commission is abdicating its
responsibility by recognizing the competitive realities that now
exist in the long distance communications business. On the
contrary, AT&T-C asserts that the public interest will be more
adequately served by permitting*Am&T—c'to‘exercise limited
flexibility in adjusting its rates upward or downward, within the
approved bands, in résponse,to the demand and constraints of the-
competitive marketplace. |
AT&T-C does not believe that certainty regarding the

degree of competition is necessary prior to~the*grant of any ” ‘
requlatory flexibility, citing TURN v PUC, 22 3d 529 (1978). That
case dealt with TURN’s appeal of the Commission’s decision to
implement local measured service in certain geographic areas.
AT&T-C states that TURN alleged that the rate change at issue
constituted automatic rate increases with no justification that
such rates are just and reasonable. AT&T-C argues that the court.
found that where practical experience would provide the redquired
answers, it was not unreasonable to implement the rate change
requested and monitor the results to cbtain hard data. ‘

' AT&T-C maintains that the Commission is confronted with a
similar fact pattern in this proceeding. AT&Y-C cites D.87-07-017
for the proposition that the Commission has recognized the
impracticality of obtaining information on AI&TiC's market power
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and has proposed a limited experiment to develop practical
experience and information on that issue via its Observation
Approach. Second, AT&T~C points ocut that the Commission has
required a comprehensive monitoring program which in conjunction
with its continuing regqulatory authority, will allow the Commission
to act should any problem arise. Finally, AT&T-C arques that the
Commission has before it in this proceeding a sufficient record to-
find that this experiment in régulatory flexibility will offer a
reasonable and fair method for setting rate bands. AT&Y-C points
out the Commission has made it absolutely clear that it resexves
the right to withdraw any pricing flexibility if it determines, at
anytime, that the marketplace is unable to effectively control
AT&T-C’s behavior (D.87-07~017, p. 4). AT&T=C argues that the
commission’s selection of limited flexibility and its proposed
monitoring plan constitutes a reasonable discharge of its
responsibility to maintain rates that are just and reasonable.

AT&T-C suggests that this ~first step” of granting AE&T—C
limited regulatoxy flexibility is not a total abandonment of rate
of return regulation. AT&T-C contends that the limited pricing
bands proposed by AT&T-C are directly related to the rates which
the Commission has authorized in AT&T-C’s rate case. The
COﬁmission's'adopted rate will serve as the reference point fo:.thé
rate band thus allowing the Commission to establish just and |
reasonable rates, according to AT&T-C. AT&T-C argueé that the
Comnmission has ample statutory authority and discretion to grant
the degree of flexibility that they have requested in this
proceeding.

AT&T=-C claims that lmmited pricing :lexlbllxty, both
upward and downwaxrd, is essential for several reasons. First,
AT&T-C believes it needs the freedom to make adjustments within |
service categories to more closely match prices to cost. Sécond,w
AT&T-C claims to need the rreedom to make price. adjustments between
service categories to respond more effectively to competltxon by
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lowvering some prices and raising others. Third, AT&T-C claims it
needs the freedom to adjust prices to assure a reasonable return.
without the ability teo adjust prices in both directions, AT&T-C
believes it will have no opportunity to react effectively to the
demands of its customers and to respond to the competitive
pressures of the interLATA marketplace.

In conclusion, AT&T-C argues that the preclusion of
upward pricing flexibility would essentially destroy the
fundamental purpose of the Observation Approach. If the
Commission’s intention is to grant some flexibility and observe the
impact of AT&T-C’s exercise of that flexibility in order to -
determine if the marketplace is sufficiently competitive to control
AT&T-C’s behavior, upward flexibility is necessary for there to:be
a meaningful test. As AT&T-C Stechert testified:

#...the Commission has recognized that if
competition is effective, market forces will
maintain prices at reasonable levels. However,
in order to protect ratepayers against the
possibility that competition is not fully
developed and an effective substitute for
requlation, the Commission may wish to set an
interim ceiling on prices~-but that ceiling
must be high enough to permit a fair
opportunity to observe whethexr competition is
able to control market behavior. If the
ceiling is set too low, the observed outcome
will reveal little concerning the vigoxr of
competition.” (Exhibit 1 p. 5.)

D - Q mgu n ;m. 'M. :m“

Other parties that participated'actively in the hearings
do not oppose the concept of upward‘flexibility for AT&T-C. MCI,
US Sprint, CALTEL, and Mr. Sidney Webb, all agree that AT&T-C |
should be allowed some amount of upward'ratev:lexibility. chevéz;
the degree of that upward flexibility is an issue that all parties :
have varying opinions on and will be discussed in the section to |
follow regarding the width of rate bands.

- 22 -
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E. DRiscussion

' We agree with AT&T-C that we stated our position clearly
in D.87-07=-017 that we would entertain a proposal which included
upward pricing flexibility. We purposely used the term midpoint
rather than cap in discussing the relationship we expected AT&T=~C’s
rate bands to have with the rates adopted in its most recent
general rate case. In our numerous references to pricing
flexibility in that prior decision, we made no caveat suggesting
that it was only downward flexibility which we intended.  We
intended the Observation Approach to ertectively replace the
extensive data requirements and analysis necessary prior to ‘
granting flexibility under the Prediction Approach. Because of our
concerns about potential adverse impacts if AT&T~C uses such
rlexzblllty to wield market power, the pricing flexibility wh;ch.weg
would be willing to grant initially under the Observation Approach
would be relatively limited. But at no time did we suggest that :
only downward flexibility would be appropriate for cousideratmon.‘

We believe that AT&T-C has adequately rebutted the
arquments of illegality that DRA.and TURN have raised on this
issue. We note that the purpose of the Observation Approach 1s to
in fact observe AT&T-C’s behavior once that flexibility is granted.
Therefore, we believe that grant:ng AT&T-C some limited form of |
both upward and downward flexibility will result in just and ‘
reasonable rates. We believe we have ample authority under the PU
Code and case authority to grant this limited flexibility. W .
disagree with TURN’s assertion that’ publlc.witness_hearlngs were‘:
necessary before granting AT&T~C some limited upward flexibility.
AT&T-C may or may not choose to exercise the upward flexibility
that we grant them today. The purpose of thé_Observation.Approacﬁﬁ
is to give AT&T-C an opportunity to.respondgto‘the marketplace in-
setting prices around its current rate case prices.

We empbasize our comnmitment to carefully monitor the

effects of the tlexibmlity we grant AT&T-C today both upward and f“'  .
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downward. As we stated in D.87=-07-017 we will not hesitate to
rescind what. we give today if AT&T-C behaves in a way that is
detrimental to the interests of ratepayers. While we here endorse
the concept of upward flexibility, the amount of that flexibility,
both in an upward and downward fashion will be discussed in the
section to follow.

A. Xs The Cost Data That AT&T-C Made
Available To Other Parties Surfficient
To-Just&tY'The Size or Its Proposed

The debate over whether AT&T-C has adequately cost-
justified the width of its proposed rate bands has been
controversial throughout this proceeding. Prior to the
commencement of hearings MCI and US Sprint filed motions to~compe1
production of cost data. The debate focuses on what the COmmlss;on;
meant in D.87-07-017 when it said that “detailed” cost studies were
not necessary under the Observation Approach. How “detailed is ‘
detailed” is the cquestion the partxes could not resolve. As .
discussed earlier in this decision, the ALY rullng of September 16,‘
1988 ordered production of the results of the LRIC studies on a
service-by-service category, i.e. MIS, WATS, et¢. MCI and US
Sprint continue to maintain that that information ordered produced’
is inadequate to detexmine whether in fact AT&T~C could possibly ‘ 
price certazn rate elements below costs under its rate rlexlbllxty
proposal.

2. MC1’s Popition

MCI has consistently maintained in its statement of:
position, testimony, and briefs that the cost data AT&T-C has
provided regarding its rate bands is insufficient for the ;
Commission to determine whether the width of those rate bands are
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just and reasonable. MCI stresses that it has supported the
concept of relaxed regqulation for AT&T-C, including pricing
flexibility for new and existing services. However, MCI believes
that the record developed in this proceeding conclusively
demonstrates that the particular rate bands proposed by AT&T=-C do
not, in all cases, satisfy the requirements of the Observation
Approach. MCI asserts that thevevidence, limited though it was,
shows that AT&T-C’s rate bands do not cover the cost of providing a
service on a rate element by rate element basis. Within each |
service there are many rate elements. For example, within the MIS -
service there are many mileage rate elements. MCI arques that the
rate band around each rate element must be above cost. MCI
disputes AT&T-C’s assertion that so long as the service as a whole
is priced above costs, no harm can occur.

MCI calls AT&T-C’s proposal the “blind faith approach” ‘
rather than the Observation Approach endorsed by this Commission’ in‘
D.87-07=017. 'MCI asserts that AT&T-C itself raises the issue of

cost coverage for its proposed rate bands. But then AT&T-C clalmsi;'

that when other parties attempted to determine whether AT&T=-C’s
proposed rate bands do, in fact, cover costs, AT4T-C went back to
its earlier argument that its costs are not an appropriate. 1ssue
undex the Observation Approach. MCI asserts that the Commission’s
determination that detailed cost studies were not necessary undexr
the Observation Approach was not meant to preclude any analysis of
AT&T-C’s costs. :

MCX argues that in order to prevent cross-subsidization
and other anti-competitive‘pracﬁices_each proposed rate band must
cover the cost of providing a service on an rate element by‘rate" ‘
element basis. MCI agrees_thatftherObservation.Approach does not =

require a finding that a competitive maxket exists before granting .

any pricing flexibility to AT&T-C. Howevexr, MCI urges a cautious
approach to any relaxation of the regulatory procedures currently
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applied to AT&T-C. MCI witness Wand testified, ”...absent a
finding that AT&T-C lacks market power, the need to examine
AT&T=-C’s underlying costs is essential to prevent the specific
anti-competitive practices identified by the Commission” (Exhibit
12, p. 2). MCI asserts that if AT&T=C is permitted to implement
rate bands with floors below the cost of a particular rate element,
it will allow AT&T-C to set certain rates below cost and Cross-
subsidize if it chooses to do so. MCI believes that they have
demonstrated that below-cost pricing for certain rate elements may
inhibit competitlon and cause some AT&T=C ratepayers to Cross—
subsidize others, within the same service. For example, because
AT&T-C’s short-haul rates tend to be priced below cost, MCI
believes the effect of allowing AT&T-C’s proposed rate band would .
cause some ratepayers within an MTS serxvice to subsidize others.
MCI believes this same potential for cross-subsidization exists in’
the 800 and WATS markets as well. MCI relies on its Exhibit 14,
admitted into evidence under seal, to support its views. o
Exhibit 14 consists of tables derived from the c¢ost data that AI&Tf
C provided to MCI pursuant to the September 16th ALY Ruling. '

MCI disagrees with AT4T-C’s assertion that the concept of

cross~subsidization does not really apply within a service. MCI
argues that the record establishes that the same potential for

anti-competitive pricing exists within a service as well as between -

services. : , _
MCI clainms that AT&T-C does not dispute that many of its.
individual rate elements are pr;ced below cost at the lower end of.

the proposed rate bands. For example, AT&T~-C’s witness Mr. Parker,”

acknowledged that most of the rate elements for the night and

weekend portion of MTS are priced below cost at the lower end of
the proposed band.. Parker also verified that the rzrst m;leage

band for the day portion ot Mms-xs also:priced below cost. (Tx-
Vol. 2, p. 249.)

- 26 =




I.85-11-013, A.87-10-039 ALJ/KH/rsr

MCI believes that the testimony of its witness Wand
demonstrates, based on the summary cost results provided by AT&T-C,
that many of the proposed rate bands do not cover the cost of
providing a sexvice on a rate~element by rate-element basis.

MCI disagrees with the ALJ’s Ruling of September 1l6th to
the extent that it required AT&T-C to provide an LRIC analysis on a
service-by-service as opposed to a rate-element by rate-element |
basis. MCI argues that the summary cost results that were provided
by AT&T-C are in fact not responsive to the ALJ’s Ruling in its
brief. The c¢ost data, in MCI’s view, fails to allow, as ordezéd by
the ALY, ”...encugh analysis to determine if services are being
offered below cost...” (ALY Ruling of September 16, 1988, p. 3.)

MCI argues that the 4-page summary provided to MCT
pursuant to the ALT Ruling falls far short of permitting any kind
of reasonable analysis of whether AT&T=-C’3s proposed rate bands )
allow services to be offered below cost. The summary was supposed -
to represent AT&T-C’s LRIC for MIS, WATS, and 800 Service. MCI. .
witness Wand testified that the summary identifies AT&T-C’s access
cost and network cost on a per-minute and per-message basis for
each service. She states that all incremental costs other than
access costs are provided under a single item, AT&T-C network
incremental cost. (Tr. Vol. 4, .p. 403.) MCI continues to object
to the fact that AI&T-C'prqvided MCI with no underlying
calculations which could be used to verify thetsummary-results.

In addition, MCI believes that the reliability of the
cost summary provided byfam&r-c‘is in serious doubt. Several
errors were uncovered by MCI witness Wand and US Sprint witness
Purkey‘Azter receiving the cost summary shortly before hearings
commenced. MCI argues that in the absence of an opportunity to
review any of the underlying numbers, the parties and the
Commission cannot be sure whether there may be additional
inadvertent errors that remain undiscovered.
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Even more significantly, MCI claims that the parties and
the Commission have no way to verify that all appropriate
components were in fact included in the cost summary results. MCI
points to the testimony of AT&T-C witness Parker for the
proposition that it is impossible to determine what components were
ineluded in the cost summary. (MCI opening brief p. 13.) MCI
peoints to the confusion during the hearings as to whether or not,
for example, the cost study prepared by AT&T-C included a component
for return on capital. MCI argues that neither the parties nor the
Commission have any way of making an independent determination of
which components were or were not included in the cost study.

Based on these circumstances, MCI argues that AT&YT-C’s sumary cost
studies cannot be relied upon to support the proposed rate bands as
reasonable under the Observation Approach.

3. Us Sprint’s Position : .

US Sprint basically agrees with MCI that AT&T-C has
inadequately justified its costs supporting the lower end of the
proposed rate bands through its scanty cost data. US Sprint argues
that in failing to provide any more than minimal cost intqrmation;f |
AT&T-C places great reliance on thé,Commission(s lanquage at o
page 68 of D.87-07-017 where the Commission states that it “would |
be willing to consider limited flexibility relative to the rate
structure which will be adopted in A.85-11-029 [AT&T=-C’s rate |
case], using the Observation Approach, without a requirement that
detailed cost studies be submitted and scrutinized.” US Sprint
asserts that the Commission concluded that a ~detailed assessment
of AT&T-C’s cost would be necessary if AT&T-C requests a change ln
the midpoint of the band from the rates to be adopted
in A.85-11-029...such assessment would be necessary in order to
determine the reasonableness of the requested changes”

(Id., p. 68).
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US Sprint believes that midpoints as discussed in
D.87-07-017 must represent exact midpoints of the rate bands.

‘US Sprint points to AT&T-C witness Stechert’s testimony where he
stated, ”If you define midpoints in a technical fashion, to mean
symmetrical pricing upwards and downwards, then the flexibility we
have asked for is not around the midpoint” (Tr. Vol. 1, p. 54). US
Sprint objects to AT&T-C’sS creation of a new term, reference rates,
instead of midpoints. US Sprint argues that AT&T=C’s
interpretation of midpoints to mean reference rates has no support.
in any Commission decision. US Sprint submits that AT&T~C has
requested a change in the midpoint of its bands, by proposing more
downward flexibility than upward flexibility in its bands.

US Sprint argues that although the Commission indicated
it would not require AT&T-C to provide “detailed” cost information
under the Observation Approach, AT&T-C has supplied its own
definition of “detailed” as meaning little or no verifiable
information. US Sprint, like MCI, disputes the usefulness accuracyf
and adequacy of the summary results of AT&T-C’s LRIC studies :
provided pursuant to the ALY Ruling of September 16th, 1988.

US Sprint sought cost’ information in order to test the
assunmptions used by AT&T-C to establish its bands. US Sprint :
witness Purkey believes that the price bands proposed by AT&T-C are '
not limited because AT&T=C’s :1exib11;ty request appears to equal \
60% of the amount of Am&T-C'svnonaccess/bxllzng expenses, zncludlngj”
return on investment. (Exhlblt 8, p. 10.) US Sprint witness ‘
Purkey testified that ~the Commission and us Sprint have no way of
knowing what costs AT&T-C consxdered in its study, or whether it :
included all ¢osts relevant to such an analysis¥ (Exhibit 9, p. 2).

US Sprint objects that AT&T-C summarized its incremental
costs, other than access costs, in a single-line item in the cost
study results it provided to- interested parties. No detail was
provided regarding underlying assumptions or inputs to the models
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used in the cost studies. Likewise, US Sprint objects teo the fact
that no underlying calculations were provided. US Sprint argues
that the Commission has no way to verify AT&T-C’s promise that it
will not exercise its requested pricing flexibility in such a
mannex as to allow any service offering to be priced below its
LRIC.

US Sprint alleges that AT&T-C has merely created an
illusion of sufficient cost data to justify its proposed bands.
Therefore, US Sprint concludes that the inadequate cost data
provided makes it impossible for the Commission to determine
whether the rate bands are in fact just and reasonable.

4. IURN’s Pomition

TURN likewise objects to the limitations of the cost data’

that was allowed in this proceeding. TURN argues that consumers
are understandably concermned about possible cross-subsidies from
the relatively noncompetztive residential sexvices (MTS,
particularly short-haul) to more competitive WATS services.

Competitors are understandably worried about predatoxy pricing, in 3

TORN’S view. TURN believes that AT&T-C’s response to these

concerns in this proceeding has boiled down to a simple 'trust‘us.'*
TURN alleges that without providing the full methodology

behind its self-serxving cost studies, AT&T-C is allowed to claim
that ‘it will not price any service below its LRIC level. TURN

questions this ~“trust us” theme that runs. through much of AT&T~C’s f
testimony. TURN believes this ”trust us” approach is insufficient .

for a finding that the rates are just and reasonable.
S. DRA’s Position : :

DRA had joined in the motions of US Sprint and MCI
requesting additional cost information from AT&T-C. Like other
parties, DRA believes the cost data provided by AT&T-C has not been
tested or scrutinized. DRA believes that it would be 1napproprlate
zor the Commission to rely’ solely on AT&T-C’s reported costs. At
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best, in DRA’s view, AT&T~C’s cost figures can be used as general
guidelines. However, DRA argues that there is enough doubt about
the validity of these studies, brought out during the hearings, to
justify keeping the lower limits of the rate bands well above the
costs reported by AT&T-C.
6. AQKI-C’s Poszition

AT&T=-C argues that the Obsexrvation Approach is expressly
designed to avoid the submission and analysis of extensive cost
data. AT&T-C believes that the cost data it provided to other
parties pursuant to the ALJ Ruling is adequate. AT&T-C points out
that the Commission specifically considered the question of whether
AT&T-C should be required to provide cost studies (incremental or |
fully distributed) in conjunction with an application for
regulatory flexibility under the Observation Approach, and
concluded that such a demonstration would be unnecessary. AT&T-C
cites the much quoted portion of D.87-07-017 that states detailed
cost studies will not be necessary. Further, AT&T~C relies on the
assigned Commissioner’s Ruling of December 21, 1987 which stated
that detailed cost studies would not be necessary under the
Observation Approach. AT&T-C continues to maintain that the use or
request for detailed cost studies are irrelevant to a proposal
under the Observation Approach and expressly contrary to D.87-07-
017 and the assigned Commissioner’s Ruling. AT&T-C asserts that |
the cost data supplied on a service-by-service basis pursuant to . .
the ALT Ruling of September 16th, 1988 is adequate to determine if
services are being offered below cost, yet avoiding the detailed
cost studies that the Observation Approach was suppoﬁed.to
preclude. AT&T~C believes that it is beyond dispute that a
detailed cost study as requested by the other parties is not
required by the Observation Approach. Therefore, AT&T-C has not Y
attempted to address in any detail its underlying cost of providing.
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service and asserts that no such submission or analysis is required
in support of its proposal for limited regulatory flexibility.
7. Discussion
We agree with AT&T-C that it is time to put aside the

issue of cost studies in this proceeding. The purpose of the
Obsexrvation Approach was to avoid the burden of producing detailed
cost studies. We believe that the compromise endorsed by the ALT
in her September 16, 1988 Ruling is a reasonable one. While both
witnesses for MCI and US Sprint complamed that they did not ‘
receive adequate cost data to challenge the proposed rate bands of ‘1,
AT&T-C, they in fact did manage to discuss the width of the rate =
band in their testimony and propose modifications to those bands. |

To have excluded cost a.nalysis completely ‘would have been‘ c

inappropriate, but likewise the level of detail sought by MCI and
Sprint would not have allowed us to move forward expeditously with
this proceeding and would have evolved AT&T~C’s applicatlon into a
process more appropriate if the Prediction Approach was being used..
The Observation Approach, by. deginition, will allow us’ tof_
determine if flexibility granted to AT&T-C today benents or harms ‘
its competitors and consumers. We believe the Observatzon
Approach, taken as a whole, supports our finding that the rate
bands we adopt today are just and reasonable ,without the provision -
of detailed cost: studies. We will, however, consider the concerns o
‘of the parties based on ‘cost data available to them, rega.rd:.ng the .
width of the rate band in the section to follow. o

B. How Limited Should -
The Rate Bands Be Undear

All parties to this proceeding rely on language in
D.87-07-017 to support their diverse views on this subject. The
question truly boils down to "how limited is. limited” regulatory |
flexibility. Pa.rticularly because of the limited cost data that_‘ o
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‘ AT&T-C. Using that data she prepared tables that were attached to
her testimony (Exhibits 13 and 14). She testified as follows:

”A review of those tables shows that, in many
instances, the floors of the bands fall below
the costs calculated by AT&T-C. This is true
for MIS, WATS, and 800 Services. For example,
in the case of MIS daytime rates the proposed
floors for the initial minute appear to be
below cost for the first mileage band: in the
evening and night periods the floors would
permit below cost pricing in the majority of
mileage bands. The same pattern appears for
additional minutes of calling. In the case of
WATS the proposed floor for full state WATS
falls substantially below cost after 40 hours
of usage, and for half-state WATS after 15
hours of usage. The proposed floors for 800
service are -below cost for all off-peak usage.
In addition, I should- 'say that I have not had
the opportunity to review the model which AT&T-
C used to produce the cost estimates.” (Exhibit
13, pp. 4-5.) '

MCI argues that below cost pricing, if allowed, will
impede competition in certain markets, thereby depriving ratepayers
of the ultimate benefits of a more competitive marketplace.

Therefore, MCI recommends that the Commission adjust the floor of }

the rate bands so that each rate element is at least equal to the:
cost of that servica-

2. US Sprint’s Position

US Sprint believes that AT4T-C’s development of its =~
modified rate bands in texms of cents upward and downward from the
reference rates is inappropriate. US Sprint argues that stating
the scope of flexibility in cents, rather than as a percentage of
the reference rate, may inadvertently grant AT&T-C automaticalxy’
increasing price flexibility over time. US Sprint explains that
when reference rates are adjus;ed downward for expected access
chaxge reductions, AT&T=C’s modified price bands stated in cents
remain the same, and A&&T-C's‘:lexibility in relation to the
reference rate automatically increases. For example, US Sprint
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service and asserts that no such submission or analysis is required
in support of its proposal for limited regulatory flexibility.
7. DRiscussion

We agree with AT&T-C that it is time to put aside the
issue of cost studies in this proceeding. The puxpose of the
Observation Approach was to aveid the burden of producing detailed
cost studies. We believe that the compromise endorsed by the ALY
in her September 16, 1988 Ruling is a reasonable one. While both
witnesses for MCI and US Sprint complained that they did not .
receive adecquate cost data to challeﬁge the proposed rate bands of
ATET-C, they in fact did manage to discuss the width of the rate |
band in their testimony and propose modifications to those bands.

To have excluded cost analysis completely-would have been
inappropriate, but likewise the level of detail sought by MCI and
Sprint would not have allowed us to move :orward expeditously with
this proceeding and would have evolved AI&T-C'S application into a’
process more appropriate if the Prediction Approach was being used-

The Observation Approach, by derinition, will allow-us to
determine if tlexibility“granted to AT&T-C today benefits or harms
its competitors and consumers.l We believe the Obsexrvation
Approach, taken as a whole, supports our rinding that the rate
bands we adopt today are just and reasonable without the provision .
of detailed oost.studies. We will, however, consider the concerns .
‘of the parties ‘based on cost data available to them, regarding the
width of the rate band in the ‘section to tollow.

B. now'Ltlited Should
The Rate Bands Be Under

All parties to this proceeding rely on language in .
D.87-07-017 to support their diverse views on this subject. The -
question txuly boils down to “how limited is limited” regulatory
flexibility. Particularly because of the limited cost data that',




I.85-11-013, A.87=10-039 ALJ/KH/xsr

parties believe was allowed in this proceeding, there is an united
belief that the rate bands requested by AT&T-C are not ~limited.”
1. NCI’s Position

MCI urges the Commission to order AT&T-C to adjust its
rate bands so that the floor of each rate element is at least equal
to the cost of service identified by AT&T-C in its summary cost
studies. MCI argues that these summaxry cost results are the only
cost data in this proceeding.4 While MCI cannot verify the
accuracy of the cost summaries, MCI believes that for purposes of
this proceeding, the rate bands should be adjusted so that the
lower limit of each rate band is no less than the cost of sexrvice
calculated by AT&T-C on a broad service category basis. Assuming
the summaries are correct, MCI believes that this will prevent
cross-subsidy and other anticompetitive priczng actions which harm
both rxatepayexs and a viable competitive marketplace.

Additionally, MCI believes that where existing rates axe L

already balow cost, the rate band zloors should be equxvalent to
tke current rate. MCI contends that in no-event should AT&T=C be
perm;tted to reduce further below cost its rates-that already'are
below cost. MCI points out that AT&T-C has stated on several
occasions in this proceeding that one of the reasons for pricing.
rlexibility is to move rates closer to costs. MCI argues that ;f

AT&T-C is allowed to melement rate bands with the lower limit even

further below costs than current rates, the dangers of cross—
subsidies and predatory priclng will be increased- MCI witness
Wand performed an analysis of the summary cost data provzded by .

4 ATST-C did not offer its LRIC studies in evidence. However,
both MCI and US Sprint used that data to develop their own
exhibits, which were received under seal, analyzing the
relationship of AT&T=~C’s costs to the proposed rate bands.
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. AT&T-C. Using that data she prepared tables that were attached o
her testimony (Exhibits 12 and 14). She testified as follows:

72 review of those tables shows that, in many
instances, the floors of the bands fall below
the costs calculated by AT&T-C. This is true
for MTS, WATS, and 800 Services. Tor example,
in the case of MTS daytime rates the proposed
floors for the initial minute appear to be
below cost for the first mileage band; in the
evening and night periods the floors would
permit below cost pricing in the majority of
mlleage bands. The same pattern appears for
additional minutes of calling. In the case of
WATS the proposed floor for full state WATS
falls substantially below cost aftexr 40 hours
of usage, and for half-state WATS after 15
hours of usage. The proposed floors for 800
service are below c¢ost for all off-peak usage.
In addition, I should say that I have not had
the opportunity to review the model which AT&T-
C used to produce the cost estimates.” (Exhibit
13, pp. 4-5.) .

MCI argues that below cost pricing, if allowed, will
impede competition in certain markets, thereby depriving ratepayer"
of the ultimate benefits of a more competmt;ve marketplace. o
Therefore, MCI recommends that the Commission adjust the floor of .
the rate bands so that each rate element is at least equdl to the f
cost of that service.

2. US Sprint’s Position .

US Sprint believes that AT&T-C’s development of its '
modified rate bands in terms of cents upward and downward from: the
reference rates is lnapproprlate. US Sprint argues that stating:
the scope of. fleXLblllty in cents, rather than as a percentage of
the reference rate, may 1nadvertently grant AT&T-C automatzcally
increasing price flexibility over time. US Sprint explains that
when reference rates are adjusted downward for expected access
charge reductions, AT&T-C’s modified price bands stated in cents
remain the same, and AT&T-C’s flexibility in relation to the
reference rate automatically increases. For example, US Sprint
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suggests in a hypothetical presented in its testimony, 10%
reduction in MTS reference rates. US Sprint argues that such a
reduction in reference rates automatically increases the scope of
AT&T-C’s flexibility by 11%. It is US Sprint’s position, in order
to avoid unintended automatic increases in pricing flexibility
under the Observation Approach, that rate bands should be defined
as percentages of established reference rates.

US Sprint witness Purkey testified as follows:

#It is US Sprint’s position that if the
Commission grants AT&T-C’s application for
regqulatory flexibility under the Observation
Approach, that the rate bands approved for
AT&T=C’s MTS (including coin), WATS, 800, and:
private line rate schedules should not exceed
plus or minus five percent (5%) of the
reference rate for each of the rate elements
for which AT&T-C has requested flexibility.

The 5% rate band should be applied uniformly to
the rate elements of all service category for
which AT&T=-C has sought flexibility, with '
AT&T-C’s identified reference rates used as
nidpoints. To the extent that AT&T-C wishes to
maintain its MTS Dial Station and Coin Sent
Paid Rates, in respectively whole cent or
nickel increments, AT&T-C could be allowed to
round to the next whole cent or nickel when the
5% band would not allow AT&T-C any flexibility
for a particular band.” '

US Sprint argues that the 5% band would limit the
excessive flexibility requested by AT&T-C while still providing
AT&T-C with substantial incentive to achieve operating -
efficiencies. Likewise, the narrowed degree of doﬁhward pricing
flexibility will reduce, although not eliminate, opportunitiesfrorf
AT&T-C to price predatorily during the initial period of rate
flexibility. US Sprint axrques that its proposal is consistent with
AT&T-C’s principle of “rate stability” and would also allow AT&T~C.
to retain existing rate relationships, because the 5% band would
have as midpoints AE&T—C'srrates‘from»its rate case.
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CALTEL’s Rosition :

CALTEL argues that AT&T=-C’s original rate bands from its
October 1987 application should be adopted by the Commission.

CALTEL believes that ATET-C should de provided a level of upper

rate flexibility equal to the level ¢f any downward rate
flexibility it is provided. CALTEL understands that the initial
reference rates for the rate bands are those flowing from the rate
base/rate return analysis undertaken by the Commission in AT&T-C’s
most recent rate case (A.85~11-029). Further, CALTEL contends that
those reference rates will be adjusted to reflect decreasing: ”
levels ‘of access charges paid by AT&T-C to local exchange carriers
(LECs) as the LECs continue the SPF to SLU transition. In CALTEL’s
view, if the Commission is truly interested in “observing” ATLT-C’s
conduct under ~limited rate flexibility” and the effect of that
conduct on the marketplace, it should adopt symmetrical rate bands -
by which reference rates adopted in the general rate case form the .
nidpoints rather than almost the high points of the bands.

CALTEL’s othe:'area of concern regarding the rate bands
relates to the relationship of this proceeding to the upcoming
rehearing on D.88-06-036 which will determine the method of
refunding prior overcollections to AT&T-C’s customers. CALTEL
acknowledges that this issue may be beyond the scope of this
proceeding, but argues that rate flexibility and the manner in
which refunds are provided to ratepayers are inextricably .
interwined. CALTEL axgues that the danger is for refunds to lower
rates below the floors of the rate bands proposed by AT&I-~C.

CALTEL urges that any re!undS;orderedvpuréuant to the rehearing on
D.88-06~036 not permit AT&T-C to assess a tariff rate that is less
than the bands adopted today. If that is allowed, CALTEL argues
that the net effect would be to reduce the reference rates to
reflect rate refunds. CALTEL.points”ont'that73m&r-c'witnéés
Stechert testified that it was not AT&T-C’s desire to do so.
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4. TURN‘s Position

TURN argues that AT&T-C’s proposal is unsupportable as
#limited” rate flexibility. For example, TURN points out that
AT&T-C requests a rate band for directory assistance services of
56% (i.e., 28% upward and downward). TURN argques that this hardly
can be characterized as limited under the Observation Approach. In
fact, TURN argues that a band of this size would be hard to justify
even under the more liberal Prediction Approach offered to AT&TI~C
as an option in D.87-07-017. ‘

TURN maintains that many other rate bands undexr AT&T=C’S |
proposal call for flexibility of over 10% in either direction from
the reference rates. TURN argues that the percentage of |
flexibility over ~controllable” network costs is actually twice =
that amount when one considexrs that access charges, 2 rixed'cost,~‘
account for more than 50% of the expense of providing IEC services.
TURN finds it difficult to accept that AT&T-C could maintain that .
downward flexibility of roughly 20% of its controllable costs and
not drop prices below the LRIC of those services. TURN suggests
that the Commission must seriously question the veracity of the
reference rates established in AT&T-C’s last rate case if this is
true.
) TURN disagrees with AT&T-C’s assertion that a penny of
upward flexibility for the initial minute of MTS use is “the
absolute minimum flexibility possible.” TURN axgues that for
electric and gas utilities, customers are commonly charged for. uses
in fractions of a penny. Contrxary to AT&T-C’s belief, TURN clains .
that such a billing system has not created confusion for customers-\
Obviously, in TURN‘s view, pennies turn into millions of dollars Ln
the provision of utzlity’servzces in California and it urges the
Commission not to simply assume that a penny is the bare minimum
flexibility possible. -

Additionally, AT&T-C’s proposed upward Llexibility of
only one penny applies to only the initial minute of use. Since
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toll calls typically average more than 6 minutes, the ~limited”
nature of AT&T-C’s band quickly broaden for most ¢alls. TURN
argues that there is not much protection for the ratepayers in such
a scheme.

TURN also challenges AT&T-C’s rate bands as too broad
because the flexxb:.l:.ty plan fails to provide for an automatic tlow
through of any future preductivity sa.vmgs to consumers, even
though AT&T-C read:.ly admit that such savings are probable. TURN.
questions AT&T-C’s wish to exercise rate flexibility in order to
#obviate the need” for traditional rate of return requlation, and
thereby saving ratepayers the cost of regulation (Exhibit 1, p. 4).
TURN argues that ratepayers have fought ATET-C for years to receive
rate reductions which are long overdue. TURN maintains that m&'r-'?-
C’s proposal offers no mechanism whereby ratepayers m:x.ght readily
receive the rate reductions which AT&T-C boasts of in its test:.mony
(Exbibit 2, p. 2). Instead, in TURN’s view, AT&T-C’s proposal
requires ratepayers to rely on the generosity of AT&T-C and the ‘
hope that competitive forces will prod AT&T~C into returning some
fraction of those productivity savings to the consumer. (TURN’S
opening brief, p. 1ll.) .

TURN continues to object to a.ny program of rate bands
generally. However, TURN sets forth in its brief what it views as
a more reasonable and more limited approach to rate flexibility if
the Commission insists on going down that road. TURN suggests that
AT&T~C initially be granted 5% downward flexibility for all of its
services and service elements. TURN argues that this proposal is’ :
consistent with arguments presented both by DRA and US Sprint as to
the LRIC levels of AT&T-C’s services. This approach applies a .
truly limited band which, in TURN’s opinion, grants AT&T-C some
meaningful flexibility. “TURN points out that AT&T-C and its ‘
competitors are no more than a percentage point or two apart for

MTS services. (TURN‘s Oppdsition, Attachment G.) In TURN’s view 5

percentage points could easily cover any foreseeable -changés to the
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competitive environment which might drive rates further down. TURN
asserts that 5% flexibility over all of its c¢osts actually grants
AT&T-C roughly 10% flexibility over its controllable costs.

If the Commission truly believes that some upward
flexibility is both legal and justified, TURN recommends that such
upward flexibility be confined to WAYTS sexvice and be limited to
5%¥. TURN arqgues that if the Commission believes that upward
flexibility will truly test the competitive strength of AT&T-C,
then it should be confined to its most competitive service, WATS.
TURN cites testimony of ATET-C’s witnesses indicating that WATS is
the most competitive service AT&T-C offers. (Tr. Vols. 1 and 2, ‘
pp- 121, 200, 247.) TURN argues the importance of WATS customers
as more sophisticated business'customersjas opposed to the
residential customers who are major users of MTS and directory
services. This distinction will lessen the possibility that
unwitting customers of AT&T-C will be harmed by an unjustified rise
in rates. ' ‘

Further, TURN points out that for the purposes of
monitoring, WATS serv;ce represents CACD’s best chance of
deciphering the possible forces behind a rate increase. Curxent
rates are safely above LRIC, the users of the service are the most‘_
informed consumers, and the service is perceived to be rather
competitive. Consequently, should AT&T-C raise its rates for this
service and CACD cannot then identify a discermable increase in’
costs, TURN believes the Commission would be in a position to
conclude that the service is not quxte as competitive as hoped. |
The Commission could then hold off on upward flexibility for other
services until the WATS market exh;bits-more,competztlve behavior.

TURN recommends that this upward flexibility could be
granted by providing a waiver of up to 5% of AT&T-C’s January 1989
SPF to SLU access charge row—throughito-WAIS‘cuStomers.‘ USing_theW
SPF to SIU flow-through of access charges is desirable because it
will promote rate stability, which TURN points out is supposedly
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one of AT&T~C’s quiding principles in its request for rate
flexibility.

TURN recommends that these proposed rate bands should
not be altered until at least 12 months of monitoring data has been
gathered by CACD and the Commission staff is satisfied that all of
the necessary data has been provided by AT&T-~C and other parties.
TURN further recommends that no less than 90 days rollowingvthis
determination, AT&T-C may file an advice letter proposing
additional flexibility. TURN argues that the burden of proof in
this process clearly falls on AT&T-C to prove that the existing
level of flexibility is justified and that greater flexibility
would be beneficial to ratepayers.

Finally, TURN proposes that rate flexibility should not |
be implemented until ratepayers receive their long overdue refunds.
from AT&T-C. TURN argues that if AT&T-C in fact believes that rate
flexibility will enhance its ability to compete at some risk to the
ratepayer, then it should at least refund the money currently due :
ratepayers. Since the form of the refunds will be decided in a
separate proceeding (Rehearing of D.88-06-036 in A.85-11-029), the’
commission would be imprudent, in TURN‘s view, to oxrder rate
flexibility without a clearer picture of the final reference rates
to be used for the rate bands. TURN argues that the record in thla

proceeding leaves it far from clear that a significant reduction in coo

rates would still leave'the_rererence rates above the LRIC of
providing the service. (Tr. Vol. 3, pp. 288-306.)
5. DRA’g Position

PRA continues to maintain that only downward flexzblllty
should be granted to AT&T-C. DRA recommends 5% downward
flexibility for MTS sérvice and 10% downward flexibility for all |
other services. DRA.argues that its rate bands are narxow, meetxng
the COmm;sszon!s request for “limited” rate !lex1blllty. DRA
argues that AT&T-C’s rate bands are extremely broad. Citing one
exanmple, DRA.points out that for an average MIS call AT&T=C .
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requests a total of 22% of existing rates as its rate band. DRA
argues that this is extremely large when one considers that access
charges make up 60% of AT&T-C’s cost and are beyond the control of
AT&T-C. Thus, DRA maintains that the rate bands are actually 55%
of the costs that AT&T=-C controls. In fact, AT&T-C requests rate
bands that are as large as 56% of existing rates. DRA maintains
that this is a significant degree of flexibility and is not
consistent with the Commission’s call for limited rate flexibility
under the Observation Approach.

DRA argues that its propeosal of only allowing downward
flexibility as a workable solution to the possibility of cross-
subsidy and predatory pricing. With only downward flexibility
AT&T-C will not have the ability to fund price cuts in competltrve
markets by increasing its prices in inelastic, less competitive
markets. DRA’s proposal of allowing downwaxd flexibility while
capping rates at the 1986 test-year rate case levels reduces the ‘
means by which AT&T-C could fund cross-subsidies from less
competitive to more competitive services. DRA argues that since .
the Commission will not Jmow in which market segments AT&T-C still
retains market power, DRA believes capping the upper limit of
pricing flexibdbility at current rates is reasonable.

6. AT&T-C’s Position

AT&T-C argues that the rate bands it has proposed are
reasonable. AT&T-C’s roquested rate bands are produced in Appendix -
B to this decision. AT&T-C quotes D.87-07-017 ”...narrow rate
bands around rates approved in AT&T-C’s general rate proceeding,
A.85=11-029, appear to be the most promising avenue if the ‘
Observation Approach is followed.” (Xd., p. 5.) AT&I=C’s w;tness
Stechert testified that the rate bands proposed are 'sutf;c;ently
limited in scope to meet the Commission’s goal of protecting
ratepayers and conpetitors’ interests while at the same tine
permitting enough flexibility to test whether therharketplace is
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competitive enough to control the behavior of AT&T-C.” (Exhibit 1,
p- 7.)

As evidence of the limited nature of its proposed bands,
AT&T-C points out that its proposal is directly related to the
rates adopted by the Commission in D.88-06-036, AT&T-C’s most
recent rate case. AT&T-C notes that the Commission has granted
limited rehearing and AT&T-C will adjust the reference rates to
reflect any change in rates resulting from that rehearing .
proceeding. AT&T-C’s witness Stechert testified that AT&T-C does
not intend to change its reference rates for rate band purposes to
reflect any refund directed by the COmmission as a result of that '
rehearing. (Tr. Vols. 314-315.)

AT&T-C maintains that an .unportant limtation on the
ninimom sprea.d :or AT&T-C’s proposed rate’ bands is the fact that
ATET~C’s current billing system is. limited to whole cent :
increments. The flexibility requested for the MTS initial minute
in mileage steps 0 to 20, 21 to 40, and 41 to 70, is 0 cents upward\
and only one cent downwaxd, the minimam that’ can be billed to 4
customers with AT&T=C’s current billing system. (Exb.:.b:.t 1, p- 7.)
Likewise, the upward ﬂexibility fox MIS initia.l minute mileage ,
steps 71 to 100, 101 to 150, 151 to 300, and over 300 is also set .
at one cent. Similarly, the rate band for MTS additional m:.nutes o
is + one cent for the mileage step 0=-20, 21-40, and 4l—‘70.
(Exhibit 3, Attachment C.) Finally, for coin sexvices, AT&T-C o
requests upward. tlexibility of only 5 cents :or all mileage steps,
being the minimum possible for coin phones, and. asks to li:nit its
downwaxd flex:tbility to S cents for the rirst three mlleege steps. ‘, '
AT&T-C argues tha.t another feature of the limited. scope of its |
proposed rate band is that they are asymmetric, with greater
dowvnward than upward. ﬂexibility for all of AT&T-C’S public
switched network services. . AT&T=-C made this adjustment hoping to .
address the concerns of those parties who- believed AT&T—-C would
lower long-haul rates to meet competition and ra::.se short—h.a.ul
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while othexrs do not. AT&T=C contends that an adjustment to rate
bands for access costs fails to recognize the contribution above
cost built into various rate elements and thus overstates the rate
band width relative to cost when access costs are excluded.

The second assumption implicit in the parties’ analysis
is that no rate element is currently set below cost. AT&T-C
remarks that this is obviously untrue. AT&T-C maintains that the
Commission has long refused to allow AT&T-C to raise certain rates
to a level which recovers cost in consideration of various social
goals. The proposed access cost adjustment in such a case is pure
fantasy in AT&T-C’s view. For example, AT&T-C po:i.nts' out that MTS |
directory assistance is currently priced below its access cost. An’
adjustment to limit the proposed rate band to a percent of o
nonaccess cost would make no sense in AT&T-C’s view because such a
.~ band would never permit these rates to recover all costs.

Finally AT&T-C’s witness parker testified at length that ‘f
AT&T-C will not price any of its servic_es, i.e., MIS, WATS, 800
Service and Private Line, below the LRIC for that service.

We agree with the parties that the dispute over the wid'!:'.lii}‘» (
'~ of the rate bands centers on what we meant when we used the texrm
"limited"” rate flexibility in D.87-07-017. We are sympathetic to-
the arquments of the parties that the rate bands are too broad in
some instances. On the other hand, we wish to give AT&T-C encugh
flexibility today to fulfill its desire to respond more quickly in':
its marxkets and have aomething for our monitoring plan to monitox.

We agree with AT&T-C that asymmetrical xate bands axe
consistent with the Observation: Approach. We do not take the term
midpoint as literally as some parties propose. We find AT&T-C’s
development of the term reference rate" as z:easonable and
consistent with D.87-07-017. We note that the asymmetrical xate
bands are the result of AT&T-C’s attempts to accommodate othex
parties* concerns. '.l‘hez:efore, we' will adopt A'.t.'&'r-C's rate ba.nds as
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competitive enough to control the behavior of AT&T-C.” (Exhibit 1,
P 7.)
As evidence of the limited nature of its proposed bands,
AT&T-C points out that its propesal is directly related to the
rates adopted by the Commission in D.88=06-036, AT&T=C’s most
recent rate case. AT&T-C notes that the Commission has granted
limited rehearing and AT&T-C will adjust the reference rates to
reflect any change in rates resulting from that rehearing ,
proceeding. AT&T-C’s witness Stechert testified that AT&T-C does
not intend to change its reference rates for rate ‘band pu_.rposes to
reflect any refund directed by the Commission as a result of that
rehearing. (Tr. Vols. 314-315.) , o '
AT&T=-C maintains that an mportant limitation on the
minimam - spread for AT&T=C’s. proposed rate bands is the :cact that
AT&T-C’s current billing system is limited to whole cent 1
increments. The flexibility requested for the MTS initial minute L
in mileage steps 0 to 20, ‘21 to 40, and 41 to 70, is O cents upward"s
and only one cent downward, the minimum that can be billed to N
customers with AT&T=C’s current billing system. (Exbirit 1, p. 7-)
Likewise, the upward fle:d.bility ror MTS initial ninute mileage \‘
steps 71 to 100, 101 to 150, 151. to 300, a.nd over 300 is alse set
at one cent. Similarly, the rate band. :or MIS additional minutes
is + one cent for the mileage step 0-20, 21-40, and 41~70.
(Exbibit 3, Attachment C.) Finally, for coin services, AT&T=-C .
requests upward tlex:.bility of. only 5 cents for all mileage steps, .
being the minimoum possible for coin phones, and asks to limit its.
downward tlex:ibility to 5 cents :or the £irst three m.leage steps-
ATST-C arques that another feature of the linited scope of its
proposed rate band is that they are asymetric, with greater
downward tban upward: fle:d.bility for all of AT&T-C’s public _
switched network services. AT&T-C made this adjusment b.oping to :
address the concerns of those parties who believed AT&T~C would
lower lonq-haul rates. to meet competition and raise short-haul '
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rates where there is allegedly little or no competition. (Exhibit
3.) AT&T=C also proposes an asymmetric rate band for MIS discount
(evening and night/weekend). AT&T-C suggests that 5% of upward
flexibility should be allowed, yet only 2% of downward flexibility
is sought for evening discount and 4% for the night/weekend
discount.

Likewise, A'.!.‘&T-C's proposal requests asymmetric treatment
for AT&T-C’s WATS and 800 surv:Lces. Increases for WATS are limited .
roughly to 5% while decreases of 15% are proposed. AT&T-C requestsf”
that for 800 serv:ice, :an:reases are restricted to 5% while .
decreases of 10t are allowed for on-peak usage. AT&T-C proposes no{ |
decreases in the 800 band in off-peak: time period usage. As
another example of the reasonableness of its rate bands, AT&T=C
points out that ATLT-C proposes no rate band for the per-message _
charges for WATS and 800 service. For private line service, M.‘&'r-c =
proposes asymmetrical rnte band of plus or minus 10%. AT&T=-C ‘
maintains that no party to this proceeding has objected to such a -
rate band for private line: 'sexvices, except to the extent that a
party generally opposes any upward zlexibility. |
‘ ' AT&T-C objects to the nttempt of several parties’ to
transform its request for. m;g_ bands into a discussion of bands
around gosts. AT&T~C disagrees that it should be precluded from -
varying its rates more than. its underlying costs may vaxy AT&T-C.
argues that there are several a.ssunptions of .fact necessary to the
contentions of the othe:r: parties.’ First, AT&T~C says_ it must be

assumed that current rates exactly equal the sum of access cost, .. . .

network cost, and billing cost. Second, it must be assumed that no
rate element is currently ‘set, or should be set, below cost.
AT&T-C argues that neither of these assu:nptions is true.

The first assumption that current rates are set to equa.l
the sum of nccess cost, network cost, and billing cost is not true
because currently some rate elements provide a positive
contribution above. cost to the overall operation of t.ne company
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while others do not. AT&T-C contends that an adjustment to rate
bands for access costs fails to recognize the contribution above
cost bullt into various rate elements and thus overstates the rate
band width relative to cost when access costs are excluded.

The second assumption implicit in the parties’ analysis
is that no rate element is currently set below cost. ATET-C
remarks that this is obviocusly untrue. AT&T-C maintains that the
Commission has long refused to allow AT&T-C to raise certain rates
to a level which recovers cost in considerxation of various social _f
goals. The proposed access cost adjustment in such a case is pure

fantasy in AT&T-C’s view. Foxr example, AT&T-C points out that MIS

directory assistance is currently priced below its access cost. An
adjustment to limit the proposed rate band to a percent of )
nonaccess cost would make no sense in AT&T-C’s view because such a .
band would never pe:mit these rates to recover all costs.

- Pinally AT&T-C’s witness Parker testified at length that
AT&T-C will not price any of its services, i.e., MIS, WATS, 800
Sexvice and Private Line, below the LRIC for that sexvice.

7. DRiscussion » N

We agree with the parties that the dispute over the wideh '
- of the rate bands centers on.what‘we meant when we used the term xﬂ
*limited” rate flexibility in D. 87-07-017. We are sympathetic to .
the arxguments of the parties that the rate bands arxe too broad in
some instances. On the- other hand, we wish to give AT&T-C enough o
flexibility today to fulfill its desire to respond more quickly in -
its markets and have something for our monitoring plan to monitor.

We agree with AT&T-C that asymmetrical rate bands axe
consistent with the Obsorvation Approach. We do not take the term X
midpoint as literally-as somu'parties propose. We find AT&T-C’s
devalopment of the term- reharence rate" as reasonable and
consistent with D. 87-07-017. We note that the ‘asymmetrical rate
bands are the. result of ATaT-C’s attempts to\accommodate other g
parties” concerns. Therefore, we will adopt AT&T-C’s rate bands'a3 3
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proposed with certain limitations. We believe the limitations we
are imposing should alleviate the concerns of the othexr parties.

" First, we find merxit in tying the rate bands to
pexcentage points of increase and decxease as suggested by several
parties. However, we believe AT&LT-C’s desire to e¢stablish rate
bands in penny increments is reasonable given its current billing
structure. Even though AT&T-C has presented its proposed rate
bands in cents instead of percentages (see Appendix B), we can
determine that many of the proposed bands are in the 5-10% range.
However, as pointed out by DRA and TURN, other rate bands ptesent af
much. higher percentage change. We will oxder AT&T-C to adjust its-
rate bands so that no rate band is greater than + 15%. We do not
give AT&T-C permission to increase or decrease any rate band which.
is currently at a lower level in either or both directions up to
that 15% level. The + 15% cap/floor will only“appiy to rate bands |
that are currently larger than that. Likewise, we are not
requirlng symmetrical rxate bands in. all: instances. The 15%
cap/floor can be applied in one dixection only. | '

In keeping with ATET-C’s need to~bill by penny increments’ ‘ f-ﬂ}

we will allow AT&T-C to increase this + 15% band only if it is
necessary to round to the nearest penny.
We realize th;s‘degree of flexibility is grea:er than

that advocated by most parties . and less, in certa;n instances, thenf "‘ffjw

that requested by AT&T-C. We .are convinced that our compromise is .
a reasonable one. Given the evidence, we believe our approach wnllk

produce just and reasonable rates.

_ We caution AT&T-C that a pattern of below cost prxcing,
if it were to occux, would be a serious matter. As we stated in
D.87-07-017, allegations of anticompetitive pticing of ‘specific

services can be handled on a‘casé-by-case ba3£§'éhould the need

arise. As AT&T-C has pointed out, certain rates are;cﬁr:ently :

below costs, notably directory assistance, because of prior
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Commission action. We expect AT&T-C to use the flexibility we
grant it today to improve that situation, not make it worse.

We have not attached our adopted rate bands as an
Appendix to this decision because other proceedings we will decide
this year will impact the reference rates that form the basis fox
the rate bands. N

The Phase I opinion on the rehearing of D.88-06-036—also:§,
being issued today will impact those reference rates. Likewise,
the year-end SPF to SLU and access flow through cost adjustments
(Advice Letter 113) will alter the reference rates.

We thexefore will order AT&T-C to file an advice lettex
within ten days of the effective date of this order with taxiff
sheets reflecting reference rates wh;ch.;ncoxporate the changes

discussed above. In addition, AT&T-C’s tariff sheets shall include

tables of rate bands both invcents ‘and. percentages foxr each of its
rate elements consistent with the limitations discussed above. |

In addition, in the event AT&T-C dces not apply to change
the rate bands during 1989, we wish to give. direction: regaxrding the "
1989 yeax end SPF to SLU adjustment which will be effective .
January 1, 1990. We will allow the xate bands to remain the same
abscolute size in cents as they are January 1, 1989, after the
Janaury 1, 1990 SPF to SLU adjustment. For this purpose only we
will permit the percentage size of the Januaxy 1, 1989, rate. Dbands
to be increased proportionately. We do this so that the cont;nued K
reduction in costs which. AE&T-C receives due to the SPF to SLU- i
adjustment will not affect the range of flexib;liQy as expressed in ¢
dollars and cents we grant to AT&T-C today.

Finally, whatever refund—méchanism*is adopted in the
rehearing of D.88-06-036, shall not be incorporated into the
reference rates for ATET-C’s rate bands.
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C. How Should Changes
Within and Below The Adopted
Rate Bands Be Imwplemented?

1. AT&T-C’s pPosition

AT&T-C requests that it be allowed to change rates within
an approved rate band on five days’ notice through advice letter
filings. AT&T-C acknowledges that this would require a waiver of
Sections IV, V, and VI of General Oxrdexr (GO) 96=-A. AT&T-C points
out that this waiver has already been granted to ARL&T-C"s
competitors. AT&T-C refers to D.84~-01-037 stating that "The
provisions of GO 96=A are waived only to the extent of Section IV,
relating to filed and effective dates; Section V, procedure in
f£iling tariff sheets which do not increase rates or charges; and
Section VI, procedure in filing increased rates. In all other
respects, tariffs shall be filed in accordance with GO 96-A.

Taxiff £ilings will be effective five days aftex filing"

(Id., p. 7). For changes within its rate bands approved by this '
decision, AT&T-C is seeking only what its competitors already have,*
five-day effective dates for taxiff changes. ‘

AT&T-C seeks 20 days’ notice for a reductxon in exzst;ng ‘
rates below the approved rate bands.. AT&T-C maintains that
currently under GO 96~A they would be entitled to reduce rates
using the 40-day notice period. | .

US Sprint proposes that if its rate bands (5% upward and-f
downward) are adopted by the Commission, then US Sprint would agreef
that rate changes within their proposed bands could be approved
upon five-day notice. (Exbibit 8, p. 20.) However, if greater ,
flexibility than US Sprint has recommended is approved, US Sprint o
urges the full review period cur:en:ly provided under GO 96-A -
should be required to allow the Commission staff and interested
parties adequate time to»verify that A&&T—C's pr;ce chanqe would
not result in rates set below cost.
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US Sprint is adamantly opposed to allowing rxate bands to
be lowered by the advice letter process. US Sprint poses the
question of why should the Commission bother setting bands if the
lower limit has no meaning? US Sprint points out that the
testimony in this proceeding has focused on the relationship
between the flexibility requeated in one service and the
flexibility requested in another service. In particular, US Sprxnt
claims that concerns have been raised regarding the possibility of
predatory pxicing and cross-subsidization. US Sprint argues that
the limited banding concept of the Observation Approach will be
destroyed if AT&T-C is not required to justify changes be they
downwaxrd or upward in the rate bands through the application
process. ' ‘

3. MCI’s Position |

MCI likewise is concexned about AT&T-C’s proposal to
change the lower bound of rate bands approved by this decision via
the advice letter process. MCI argues that the first time AT&T-C
propoaed such a plan regarding lowering the rate bands was in its’
rebuttal testimony. MCI disagrees with.Am&r-C's attempt to
characterize this recommendation as a clarification of AT&T-C’s
proposal for revision to existing services. Furthex, MCI believes
this proposal is inconsistenr with the Observation Approach and
should be rejected.

MCI agreeﬁ that under the Obaervation Approach, AT&ET-C .
can request limited pricing flexibility, including relaxation of
certain procedures currently in place. However, MCI believes that '
AT&T-C’s propoaal goes far beyond that and in fact makes the‘lower
‘end of any. approved rate band illusory., MCI witness Wand testmf;ed
"I don’t understand the purpose of a lower band if [AT&T-C is]
lowering the rates,below that band.” (Tr. Vol. 4, p. 421.) .

MCI agrees with Sprint witness Purkey who testified that
allowing the lower end ofithe“rate~bandajtofbe-lowered‘by advice
letter violates the concept of the Observation Appréach.' This is
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particularly true if the purpose of the Observation Approach to
monitor the results of the granted price bands. If AT&T-C is
allowed to price outside of those bands, whether it is upwaxd or
downward pricing flexibility, then the monitoring plan will have
little effect. MCI urges that any change in the rate bands
approved by this decision today only be allowed through the
application process where the full impact of those proposed new
rate bands can be determined, and any changes that may be necessary
to the monitoring plan can be deliberated.
4. CALIEL’s Posjtion _ , ‘

CALTEL disagrees with AT&T-C’s proposal that changes
within preapproved rate bands be effective on 5-days notice.
CALTEL believes that the effective date should be no less than 14
days after the date of filing. CALYEL argues that even in- an era
of "limited regulatory flexibility”, the nation’s dominant long
distance carrier should not be permitted to. change rates without
~ some opportunity foxr review by affected consumers and compet:.tors-
CALTEL asserts that a 14-day effective date would permit those.
entities an adequate period of time to review the tariff changes
and raise issues of concern with CACD should they be warranted. By )
contrast, with the S5-day effective date, CALTEL arques that 'any
party wishing to express concerns with regard to such a tariff
£iling would have to do so pra.ctica.lly on the date of recexv:mg the
tariff filing through the US Mail. (CALTEL’S Statement o'f
Position, dated August 26, 1988, pp- 2-3.) :

CALTEL also disagrees with AT&T-C’s proposal to reduce
the lower end of its approved price rate bands by advice letter.
CALTEL suggests that the Commission should evaluate AT&T-C’s
proposal in light of all of the requests set forth in AT&T-C’s
application. CALTEL draws a distinction. between a company like

AT&T-C seeking limited rate flexibility in the form of rate bands

and a company like Southern California Gas Company still subject to
rate base, rate of return regulation and who may’ not alter its
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rates without a formal order of the Commission. CALTEL suggests
that AT&T-C is seeking to have the best of both worlds, i.e., to
escape the rate base, rate of return regulation applicable to
monopoly utilities while at the same time enjoying the benefits of
filing procedures designed for rate reductions by monopoly |
utilities. CALTEL arques that while an abbreviated procedure for
rate reduction (below.authorized rates) may be appropriate for an
entity that solely provides monopoly services, it is haxdly
appropriate for an entity such as AT&T-C which provides services in
many markets and enjoys. quasi-monopoly status in some. . '

CALTEL suggests that AT&T-C’s request is inconsistent
with the notion of limited rate flexibility. CALTEL believes that |
the Commission should have some time to "obsexrve" AT&T-C’s conduct = =
in setting rates within the rate bands for existing sexvices beforé{_‘ '
it permits AT&T-C to introduce pricing plans and rate reductions .
below the lower end of the rate band by advice letter. CALTEL
proposes that a 2-year period of observation be adopted and that :
ATET-C be required to file application for new pricing plans for
that same period. ' | i

5. IURN’s Posjition _ _ :

As discussed previously in an eaxlier section, TURN
believes that the proposed rate bands should continue in effect
unchanged until at least 12 months of monitoring data has been
gathered by CACD. In addition, TURN believes that the Commission
staff should be satisfied that all of ‘the necessary data has been
provided by AT&T-C. TURN suggests that no less than 90 days
following this determination, AT&T-C may file an advice letterx
proposing additional flexibility.

6. DRA’s Position |

DRA has no objection to allowing changes within the
approved rate bands on 5-days notice through tariff £iling.
However, DRA believes it is imperative that changes to those rate
bands, includixyxg'reducﬁi‘ons,, be dome through our application
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process. DRA arques that the intent of establishing rate bands was
to allow AT&T-C to have flexibility within certain comnstraints.
DRA points out that the Commission made it clear that any widening
of existing rate bands would be predicated on the result of the
Observation Apprcach. (D.87-07-017, p. 14.) DRA urges that any
widening, either upward or downward, of the rate band be
accomplished through an application so that the Commission can
reflect on the outcome of the flexibility already granted, before
approving any greater flexibility.
7. Discussjon

We find it reasonable for AT&T-C to be allowed to make
changes within rate bands approved by today’s decision on short
notice through advice letter filings. .

While we are sympathetic to CALTEL s argument that 5 daysf
allows for wvirtually no checking by other’ parties of AT&T-C’s o
submission, we are hopeful that only requests that fall within the 1
rate bands approved today will be sought. .Therefore, we order that.
changes within the rate bands may be made on 5 days’ notice and
will waive GO 96—A.accordingky.‘ We_néte that if the S-day notice
provision is changed for the non dominant. intexexchange carziers
pursuant to our Rulemaking (R.) 85-08-042, it should likewise
change for AT&T-C. AT&T-C shall serve such advice lettexs by
express mail on any party who so réqueﬁtsb

We axe concerned with the problems raised by other

parties with AT&T-C’s proposal to lower the rate bands through the -

- advice letter process. We believe it is necessary for us and. the
parties to obtain data through the monitoring- plan.of AT&T-C’s
behavior before increased flexibilmty is allowed. :

Therefore, we agree with the parties who recommended that
during this initial stage of limited rate flexibility, the

flexibility is limited. to‘whnt is approved today. AT&T-C must use’ .

the formal applicntion process if it wishes to make adjustments to
the lower end or the upper end of its rate bands. As ATT-C’s.

- 51 =
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reference rates are altered over time by other Commission actions,
the proportional size of the rate bands, around those reference
rates must remain consistent with today’s decision.

Finally, we are concerned about customexr notice of the
flexibility we grant AT&T-C today. We note that MCI and US Sprint
are not currently required to notify their customers prior to |
changing their rates; the S5-day advice letter filing is all that is
required. Therefore, it would be buxrdensome and J.mpract.:.ca.l to
require AT&T-C to give its customers advance notice of each time it
exercises fle:d.bility. ’ ;

We are aware that customers require effective notice of
price changes in order to exercise their options in a competitive
market. This is espec:f.ally true where customers subscribe to a
paxticular service rather than choose frequently among alternate
providers. Within the _price £lexib:£lity bands, we axe prov;d.ing L
ATET-C with the same options for rate changes now exercised by :.t.s t
competitors. We are unaware of any significant problems with
customer notice and price changes as pra.cticed., for example, by
0.S. Sp:j.nt and NMCI. ‘ :

-As with the other interexchange carriers, we will mot’
specify a particular mmer by which AT&T-C must notify customers o
of rate changes. However, as with its competitors, we will expect
ATET-C to make full use of the media and other means to inform '
customers promptly when AT&T-C exercises flexibility. While it is
true that customer diua.t.isfnction with such notice is a reason to
leave AT&T=-C for a competitor (and thus prov:ﬁdes a strong :.ncentxve
to AT&T-C), we will also continue to track customer complaints
regarding AT&T-C and the other carriers thxough our Consumer
Affairs Branch and the Public Advisor’s O:Efxce- ]

To the extent that AT&T-C contracts or spec:.fic service .
agreements with customers may include prices subject to pricing :
flexibility, AT&T-C should include clear notice of the appl:.cablef 3
flexibility and its terms in the’ contract or service agreement. .
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Finally, we will also require AT&T-C to send out a notice
to its customers explaining the rate flexibility granted by this
decision in the first practicable billing cycle. AT&T=C shall work
with ouxr Public Advisor’s Office in developing the text of that
notice.

VvI. What Conditions Should Com:rol ‘A)T&T-C’ s
—Offexing of New Sexvices?

What Should the Definition
of New Services be and
vhere Should the Costing
Methodology gor New Sexvices
L L . | T
' AT&T=C bhas returned to its original definition for “new
services,” found in its oriq:uml application of October 1987.
AT&T-C defines a new service as an offering which customers
perceive as a new service and which has a combination of

technology, access, features, or :Eunctions that d:.st:.nqu:x.shes it

from any existing services. In D.87-07-017 the Commission directed i
that for purposes of gra.nting initial regulatory flexibility, ‘
repricing or repackaging of. an ax:[sting service would not be
ccnsidered a new service. :

Thus, AT&T-C acknowledges that the de!in:!.t:.on does not
classify an optional. calling plan which discounts existing service
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reference rates are altered over time by other Tommission actions,
the proportional size of the rate bands, around those reference
rates must remain consistent with today’s decision.

Finally, we are concerned about customer notice of the
flexibility we grant AT&T-C today. We note that MCI and US Sprint
are not currently required to notify their customers prior to
changing their rates; the 5-day advice letter filing is all that is
required. Therefore, it would be burdensome and Aimpractical to
require AT&T-C to give its customers advance notice of each time it
oxercises flexibility. . : : . T

We are aware that customers require effective notice of |
price changes in oxder to’ exercise their options in a competitive
market. This is especially true where customers subscribe to a
particular sexvice rather than chcose frequently among alternate
providers. Within the price flexibility bands, we are providing ’
AT&T-C with the same options for r.ste changes now exexcised by its -
competitors. We are unaware of : any significant problems with”
customer notice and price chnnges as practiced, for example, by
U.S. Sprint and MCI. . :

As with the other interexchange carriers, we will not
specify a particular manner by which AT&T-C must notify customers
of rate changes. However, as with its competitors, we will expect -
AT&T-C to make full use of the media and other means to inform
customers promptly when AT&T-C exercises flexibility. While it is-
true that customer dissatisfaction with such notice is a reason to
leave AT&T-C for a competitor (and thus provides a strong incentive
to AT&T-C), we will also continue to track customer complaints
regarding AT&T-C and the other carriers through ouxr Consumer
Affairs Branch and. the Public Advisor’s. Office.

To the extent that AT&T-C contracts.or specific sexrvice
agreements with customers may include prices. subject to pricing (
flexibility, ATET-C should include’ clear notice of the applicable
flexibility and its terms in the contract or service agreement.
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ratés as a new service. Although AT&T-C has returnmed to its
original definition, in its Statement of Position filed July 15,
1988 AT&T-C had proposed a definition which categorized optional
calling plans as new services. Because of the opposition to this
modified definition by DRA, MCX, Sprint, and TURN, AT&T-C at
hearings returned to its original definition, in the rebuttal
testimony of Mr. Parker. o

AT&T-C arques that its proposed definition of new ‘
services is reasonable. AT&T-C acknowledges that it has committed
not to introduce a new service through the advice letter procedure '
until the Commission adopts a standardized costing methodology.
ATST-C requests that the Commission- adopt its definition of new
service and address. the issue of what standardized costing ‘
methodology to adopt in A.88-08-051, the PRO' California proceeding.
AT&T~C makes this recommendation despite the fact that its own ‘
witness Parker acknowledged that PRO Calirornia. does not neet
AT&T~C’S recommended de:inition of a new service. PRO California
is a discounted optional calling plan. AT&T-C’s raticnale fox.

doing the. costing methodology for new sexrvices in a proceeding tb.aLt ‘ ‘ 

is not itself" a. new serv'ice is the fact . that the cost..nq ‘
methodology study nust be done anyway both for the PRO’ CaliZoma[}
optional calling plan and for AT&T-C’s MEGACOM 800 service -
(A.88~07-020) . ATET-C arqgues. that since it’ will have to expend.
considerable resources on the presentation of its costing |
methodology in the PRO California. proceeding, it is an e:ticient ;
use of AT&T-C’s resources to establish a costing methodology tor o
all advice letter filings for new services that AT&T-C intends to
make under the regulatory 'ﬂex:i;bi'lity‘ granted today. o '
2. CALTEL’s Position - - S
CALTEL urges the Commission to reject A:L‘&'r-c's proposal
that its PRO Ca.lifornia application be the forum for developing
standardized. costing and pricing methodologies for future new - '

service applications. CALTEL. points out that A’.L‘&T-c admits that T
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PRO California is not a new service as AT&T=C presently defines
the term. Additionally, CALTEL does not believe that costing
methodology developed in a proceeding such as PRO Califormia, where
the service being evaluated is simply a repricing of an existing '
service, will be of any use to the Commission in developing
procedures for cost analysis of a true new service. CALTEL argues
that the Commission must evaluate the cost methodology for a new
service in a proceeding by which AT&T-C seeks to introduce a new
service by its own definition.

CALTEL points to one final reason for requn.rlng that the
application by which costing met.hodoloq:.es_ are developed for new
services be an actual new service application. CALTEL believes
that the scope of the derim.tion of new services itself w111 need
additional work. CALTEL points out that ATET-C has recognized that
its proposed definition of new services has not been - employed in
any other requlatory proceeding. (Tr. Vol. 2, p. 234.) CALTEL | ‘
further asserts that AT&T=C. itself admits that this de:tinit:.on has. -
been fraught with controversy since it was orig:.nally proposed and o
that the controversy has not. disappeared. CALTEL bel:.eves it is |
inevitable that there will be controversy over whether the first
"new service” proposed by AT&T-C actually falls within tbe.
definition which AT&T-C asks the Comm.ss:x.on to. adopt in this |
proceeding. CALTEL maintains that the detinition will have to be
refined and quite obviouly that should be done in a proceeding
where an actual new service is before the Comniss:.on for ‘
evaluation. Therefore; CALTEL believes that the Commission should -

address both the refin:mg of the definition of new services and the" h .

costing methodology for new services in one. applzcat;on- C:M.TEI. “
submits that PRO Cali:ornie is not the appropria.te appl:.catzon-
3. Us Sprint’s Pogition .
US Sprint argues that A.'I'&T-C's new. services derin;.tn.on :z.s
ill-defined. US Sprint claims that although A‘I’&'I.‘-c says it ha.s
returned to its new services definition conteined in its original
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application, several new elements are added. US Sprint argques that
it is not entirely clear why these elements are necessary or
advisable and how they fit into the overall picture of new
services. |

US Sprint joins in the opposition to the PRO California
application as the forum for development of uniform costing
methodology for new services.

4. MCI’s Position 2

MCI asserts that AT&T=C has only recently returned to 11'.5
definition of new services that embodied the principles laid out :m
D.87-07-017. MCI supports this definition for new services that
was contained in AT&T~C’s application of October 30, 1987 and was
readopted by AT&T-C in Mr. Parker’s rebuttal testimony. At the
same time, MCI vigorously opposes AT&T~C’s proposal to use its
pending PRO California applicatiozi as the test case for cost
methodology for all future new service ::iling's. MCT po:.nts out,
as did all other pmzes to the- proceeding, th.at AT&T~C has.
acknowledged that PRO Califormia is not a new service under ;
AT&T-C’s recommended definition. Witness Parker acknowledged t.hat
it is merely a pricing option._ MCI maintains that AT&T=-C has ,
failed to provide any justification for why it should: depart from
its own definition a.nd use FRO Califormia, ::ather than a truly new :
service to develop a uni::or:m cost methodology.

Further, MCI suggests. tha.t in light of the controversy
over the definition o:t‘.' new serv:.ces, it would make more sense for
the costing methodology and the refinement of the definition to be
done in an application that meets. t.he new service definition as: ‘
currently proposed. ' This would permit the’ Commission in MCI’s. v;ew
to refine and sharpen the de:in;tion so it would have some use in
future proceedings. (Tr. Vol. 2, p. 235.) 'MCI argues that if the
Cormission were to use the PRO Calirornia application as the test
case for new services, the Comission might ‘be vulnerable to cla:.ms
of denial of due process. MCI argues that a truly new service \
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should be the test case, wherein parties will be provided an
opportunity to litigate fully the appropriate guidelines for new
services and the appropriate costing methedology.
5. DRA’s Position
DRA joins with all other active participants in this
proceeding in opposing the use of the PRO California application as
the test case for cost and pricing methodology for new services.

DRA believes its concern is quite different from those of AT&T~C’s

competitors. DRA maintains that AT&T=-C’s competitors such as US
Sprint and MCI wish to ensure that the price of AT&T-C’s new
services are not too low. DRA on the other hand, in addition to
concerns regarding anticompetitive pricing, wants to ensure that
prices are not too high. This is why, in its view, a costing and
pricing standard must be developed in: the first application for a
new service under AT&T-C’s proposed definition. .DRA believes it is,;‘,‘:
* dangerous to attempt to develop a cost and pricing standard for a |
pricing option plan such as PRO California and hope that it alsc
applies to new services. DRA urges that the Commission wait until
AT&T-C files an application for a new service that meets its own -
proposed- dafinition before a costing and pricing standard is
developed. PRO Cal.utornia, in DRA’S view is an J.nappropria.te
vehicla. , ‘ :

6. IJURN’s Position : - o o

TURN states that it is pleased that AT&T-C has returned

to its original definition -of a new service. 'However,,.,rm ’ like
the other parties, is dismayed that AT&T-C proposes to use its
application for PRO California as a foruih for establishing a cost
methodology for new services when PRO. Calitornia is admittedly not -
a new service. TURN argues that this 1oqical inconslstency is
particularly troubling when one considers that AT&T-C’S deﬂnit:.on
of new services will be :na.king its maiden voyage in a subsequent -
application. If a cost methodology is already in" place as an
outcome of the PRO California application, when such a truly new
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service is introduced, it may prove difficult to apply a costing
methodology which did not have to consxder the vagaries of costing
a new service.

7- Discussion
We first turn to D.87=07-017 for guidance on the issue of
new services.

~We would want to be sure that the services
under consideration are indeed new serxvices and
not merely variations of existing services
disguised in an effort to escape traditional
regulation. Explicit and clear definition of
new services must be provided. The extent to
which AT&T-C may automatically possess market
pover in the areas of new services, either
because of its market power in other areas or
for other reasons, must also be addxessed.
(Xd., p- 64.)

We are relieved to see th;t AT&T-C has returned to its
original definition that is consistent with the guidelines stated
above. However, we share the dismay of the other parties in

AT&T-C’s recommendation that PRO California is an appropriate
vehicle to determine the uniform costxng methodology for new
services, when AT&T~C has acknowledged that PRO Califormia does not
meet its de!inition of new sexvices. Therefore, we agree with the;ﬁ
position of CALTEL, s Spr;nt, MCI, DRA, and TURN on this issue.
AT&T-C has made no compelling showing of why the costing
methodology for new services should be handled in,its PRO
California application.. In fact, the only. reason AT&T-C puts
forward is since it has to do costzng methodology in PRO
california, it therefore would: like it to be applicable to all
future filings. This is not an adequate reason. While we adopt
AT&T-C’s proposed definition of new services, we agree with CALIEL
that, in fact, in the first application of a new service this
definition will most probably be refined and improved. This is
another reason why we believe it is imperative that costing
methodology and a refinement of the definition be handled in an
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application that AT&T-C itself believes fits its definition of new
service.

Additionally, we note that the PRO California application
is moving forward expeditiously. We are concerned about the
ability of other parties to effectively participate in that
proceeding. Since the costing methodology will guide future

applications for new services, we believe it is important that the-

first new service application, not PRO California, proceed at a
pace that allows all interested parties to participate in an
effective manner. Therefore, we conclude that PRO California is

not the appropriate vehicle for 'c_osting' methodology to be resolved |
for new services. However, we do not intend to invalidate Ordering:

Paragxrapb 11 of D.88-11-053 where we designated PRO California as

the proceeding for interested parties to address the reasonableness*

and propriety of ATET~C’s interi:n ra.tes tor MEGACOM and
MEGACOM 800..

When AT&T-C desires to- file an application for its first ‘-

new service under requlatory flexibility it will be that

application where all pa.rties may pa.rticipate in first, development |

of costing methodology. for future new services and second,
refinement of the new services definition.

B. How Should New Services be
Introduced once Costing

Hethodolgi ha:? been Resolvod

1. ATET-C’s Position

once the issue of costing methodology is resolved, m:&'r-o'

proposes to file requests for naw services thr:ough. the advice _,; '
letter procedure, with some modifications. Currently, the adVice
letter process as laid out; in GO 96~A allows for approval of new ‘j
services on 40 calendar da.ys' notice. In addition to the.

‘ requirements of .GO 96-A, A:r&'.r-c proposes to provide standard
costing data (using the uniform costing :nethodology) with all
advice letter filings. However, AT&T-C seeks an amendment to
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GO 96~A recuesting that a new service or a revision to an existing
service that has already been approved by the FCC be approved on
only 20 days’ notice. AT&T-C acknowledges that this would require
a waiver of Sections IV and V of GO 96~A. (AT&T=-C Exhibit 4, p.
13.) AT&T-C argues that a reduced notice period as requested is
appropriate because “an initial opportunity to review the essential
nature of the proposal would already have occurred during the
review of the filing before the FCC.” AT&T-C cites D.84-01-037 for
the proposition that the Commission has already waived these |
sections for AT&T-C’s competitors. AT&T-C argues that its major
competitors compete on a national level with AT&T-C. Thus, AT&I-C
claims that every filing before the FCC is scrutinized clesely by
its competitors- AT&T=C claims that the essential nature of any
proposal that is part of a national program of AT&T-C would be
revealed in AT&T-C’s FCC filing. Therefore, AT&T-C concludes it
would be appropriate for the California filing to be reviewed in
less time. , . ' B

For new services that are not part of an FCC review,
AT&T~C acknowledges that the timeframe set out in GO 96-A is
app:opriate, i.e., 40-day review. period.

2. CALIEL’s Position . ‘ S :

The issue of AT&T-C’s introduction of new services is\thej‘”
issue of most concexrn to CALTEL in this proceeding. CALTEL
believes that AT&T~C should be required to introduce new services
by application rather than by advice letter. CALTEL argues that |
with the adoption of rate bands, AT&T-C would have been provided a .
significant level of rate flexibility and correspondingly, the
Commission would have been provided with the challenge of obserVLng
and evaluating AT&T-C’s conduct with that rate flexibility. CALTEL‘
believes it is inappropriate for the Commission, consumers, and
AT&T-C’s competitors to be burdened with having to quickly respond
to AT&T-C’s filing of advice letters by which it seeks to introduce =
new services.  CALTEL recognizes that AT&T~C has narrowed its
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proposed definition of new services, but nonetheless believes that
AT&T=C should bear the burden of proof that the approval of such 2a
new service will be in the public interest. :

CALTEL points out that as a practical matter, the burden
placed on AT&T-C’s competitors will be substantially greater if
AT&T-C is permitted to introduce new services by advice letter
rather than by application.

CALTEL points out that when an a.pplicat;on is filed, the
burden of proof falls squarely on AT&T-C, protests may be filed in
a 30-day timeframe, and most importantly the relief requested can
only be granted by an order of the Commission. By contxast, CALTEL
points out that advice letters filed pursuant to GO 96-A take -
effect 30 days after filing unless suspended by the COmmission, and
must be protested within 20 days of f£iling.. More importantly, the
practical effect is that a party protestinq an advice letter bears .
a burden of establishing that the advice letter should be '
suspended. This is unlike the applicatioa situation where the
burden is on where it should be, on the applicant, or AT&T-C.

CALTEL arques that the advice letter procedure operates
in practice to provide even less: time for a protest than that set
forth under the existing rules. In addition to the shortenmed time
to protest an advice letter, parties may not have been advised of
the existence of the proposed advice letter until several days ‘
after the filing itself. Unless a particular party has arranged to
bhave all such advice letters served on it by the utility, the usual
means of obtaining such notice is 'through the Commission’s Daily
calendar. TFor example, the Commission’s Daily Calendar for a
particular date contains notice of advice letter filings for
several preceding days. Parties must alsc account for the time for
the Daily Calendar to reach their office through the mail.
Therefore, in reality, parties have as few as 10 days to prepare
and file protests given these constraints. By contrast, a party
considering protesting an application have 30 days from the date of
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when the application first appears in the Commission’s Daily
Calendar. ..

Additionally, CALTEL points out that while the advice
letter procedure places substantial burdens on the protestants,
there is no corresponding public benefit by the reduced time
period. Protests that are frivolous can be rejected under Rule 8.2
just as easily as they can under GO 96-A, according to CALIEL. ‘

Finally, CALTEL notes that the new service proposals
which AT&T-C wishes to introduce by advice letter, may well have
been months or even years in preparation. Thus, while AT&T-C may
take as long as it wants developing the operational details and the
pricing and marketing strategies for a particulax new product,
interested parties are expected to formulate a response to that
proposal, somewhere between 10 and 20-days‘a:ter first being
apprised of it. CALTEL arques that this does not make sense.

CAernﬂurges that by requiring applications, the
protestants will have at least 30 days and the CommASSLOn may have
as long as it needs to consider: whether ‘the new service should be !

authorized. This gives the Commission the. opt;on to choose in some o ;

cases to disregard any protest and approve the. application

expeditiously or in other cases set the matter for formal publ;c
hearings. CALTEL. urges - that,the Commission not give up the broad.
array of options it possasaes when the proposal is in the- tozm of

an"application. ‘ ' S o

Finally, CALTELdproposes that AT&T-C be required to o
introduce new services by applicat;on.for a z-year period. 'CEUEED“"
points out that controversy surroundlng new services is likely to :
exist for some time until AT&T~C and other parties arrive at somer
understanding of the precise definition of new services.. AN
Therefore, CALTEL suggests that. after a 2-year per;od by which all ‘
new services will be introduced by application, the Commission can ‘
determine whather the reqnirement should be continued or not. '
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In the event the Commission does not adopt CALIEL’S
proposal that all new sexrvices should be introduced through the
application process, CALTEL particularly opposes AT&T-C’s
suggestion that the advice letter review time should be reduced to
a mere 20 days when the FCC has already reviewed such a service.
CALTEL points out that this proposal of ATLT-C’s would leave its
competitors with only a few days to prepare and file a protest to
any such advice letter. The Commission and CACD would similarly be
constrained in CALTEL’s view from taking any action with respect to
those proposals. CALTEL argues that we have not yet ”obse:ved"
enough to permit AT&T-C this extreme level of flexibility. o

Moreover, CALTEL points out that this Commissicn bas in .
the past rejected state filings by AT&T-C which were 'consistent'
with the national plan already approved by the FCC.” CALTEL '
concludes that this Commission wishes. to continue to conduct its ..
separate review of such plans. CALTEL argues that it makes ln.ttle
sense to sharply reduce the opportun:l._ty of interested pa.rt:.es to.
offer comments to this Commission with respect' to such plans.

3. US sprint’s Posmition S

-US Sprint does not opposo the use ot the advice letter ‘
process under. GO 96~A. for AT&T-C’s introduction of new services, iz -
the services are truly new and after the costing methodology h.as : ?i
been resolved in the first new service application. However, lz.ke
all other parties to the proceeding, US Sprint takes strong. o
exception to AT&T-C’s proposal that the time to review. serv:.ces
already approved by the FCC be shortened to a mere 20 days. s
Sprint argues that AT&T~C is asking this Commission to defer its
power, autbority, and jurisdiction over. certain of AT&T~C’s
services to the FCC. US Sprint argues that AT&T-C- has not ,
demonstrated any compelling reason for this- Commission to accede
authority to the FCC in this instance.
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4. MCI’g Rosition

MCI does not oppose the notion of advice letter filings
for true new services once costing methodolegy has been resolved in
the first application. However, MCI does oppose the 20~-day review
period for any new service that has already been introduced and )
approved by the FCC. MCI argues that this 20-day notice period
conflicts with PU Code § 455. Section 455 provides that any
revision which does not increase a rate: ”sShall become effective on
the expiration of 30 days from the time of filing thereof with the
Commission or such lesser time as the Commission may grant....” _

MCI believes that there would bave to be a change in the
underlying statutes before the Sections of GO 96-A which AT&T-C
seeks to have waived, could be allowed. o

Further, MCI asserts that AT&T=C has made no shomg tha.t
prior approval of a service proposal by the FCcC justifies a shoxter .
than 40-day review.period for advice letter £ilings. MCI witnéss i
Wand testified that AT&T-C’s assunption that’ less review time is
necessary for new. or existing sexvices already approved by the FCC
is flawed. (Tr. Vol. 4. p. 421.) There is no basis to assume that'
any review which may have taken place at the intexstate ‘ :
jurisdiction would be relevant to an ‘intrastate filing. MCI po:.ntst.
out that AT&T~C’S intra.state offering would not have been reviewed
before the FCC. mrther, MCI maintains that the underlying cost -
data provided in connection with an FCC riling would be dn.zferent ‘

than cost -'d““ developed-for an intrastate service. MCI concludes o |

that the different .cost data provided at each Jurisdiction would
require a sepmtcc review at the intrastate level even if.a pr:.or
review took place 2t the FCC. Therefore, MCI urges that the
Commission not al.}.ow the 20-day short:éned.‘f per:f,od-' for revi;ew..
5. IDRA’s Position - - :

DRA. urges that the time to review a new service f£iling
should be at least 45 days. DRA maintains that several tasks must -
be accomplished in this timeframe. ¥First, it must be »detemn‘ed :L:\
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the new service meets the definition of a new service. Second, it
must be determined that the general costing and pricing methodology
developed in the first new service application, is applicable for
the new service in cquestion. Third, that pricing and costing

methodology must be applied. Fourth, the cost information provided

by AT&T-C must be examined. Fifth, the parties must prepare and
submit protests if necessary. Sixth, the Commission must review
the findings and positions of the parties involved. DRA argues
that the above scenaric in their view would take at least 45 days.

DRA acknowledges that the current Commission practice under GO 96~A ;

allows for a 40-day period. However, DRA believes that the
possibility that rates for substitute services could go up; a
possibility that is generally prohibited in £iling under GO 96-A,
requires a small amount of additional time to determine the cost
and benefits of a new service. DRA beleives its request for an:
additional 5 days is reasonable and will not harm AT&T-C. .

DRA joins in opposition to AT&T-C’s proposal that advice

letters become effective within 20 days if that plan has. receivéd Lo
prioxr FCC ‘approval. DRA argues that the Commission must not. allow o

itself to relinquish its. authority over intrastate Lo
telecommunication policy to the l‘f'edara.l Government. DRA urgesAthe

Commission to consider new service advice letter filings as to the

cost and benefits that each service would bring to ‘California.
This review process: necessarily takes time. :
Finally, DRA peoints out that there are significant -
differences -in cost between the intrastate and the interstate
telecommunications market. For exa.mplo, DRA states that access

charges are different. DRA argues that there may be other costs or

- factors such as competition, technological ditterences, and legal -
restrictions that differ between the Federal and State
jurisdictions. (DRA closing brief pp. 6-7.)
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6. TURN’s Position

TURN joins in the unanimous opposition to AT&T=-C’s
request to have new services reviewed in the shorter than the
current advice letter time frame. TURN points ocut that simply
using an advice letter for the introduction of a new service is a -
major enhancement of AT&T=-C’s flexibility. TURN f£inds AT&T-C’s
distinction that several of these new services have previously been
reviewed and challenged at the Federal level to be hardly
comrortxng. The distinctions between the Federal and State
requests for new sexvices could be so fraught with problems that it

would take more time to resolve than the additional 10 to 20 days S

sought: by parties for Commission review of any new service. .
Therefore, TURN concludes that the Commission should give CACD and‘
interested parties at least 30 to 40 days to review any new serv:.‘ce‘g
propesal introduced by AT&T=C.

We note that all parties except for CALTEL seem able to
live with the introduction of new services by AT&T-C through the
advice letter process. This of course. assume3~that standard _
costing methodology has been resolved in its first new service
application as discussed in the prior section. CALTEL's<concern5' :
do have merit, and therefore even though we adopt the aavice letterﬂ'
process f£or new services today we note that for. any" particular -

advice letter filing we retain the. option to require AE&T-C'to-fxlef»u '

an appiication inastead if the protests so warrant. The Commission
will make that determination on a. casa-by4case basis. ;

Likewise we are persuaded by the parties that AT&T-C’s
request to bave a shortened time: period for servmces approved by
the FCC is without merit. ATET-C’s concern for speed must be
balanced against the:rights of other pa:ties to' be allowed
effective: participation in our process. That effective
participation necessitatesrtiming that: makes part;c;patzon
meaningful. ,
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Further, MCI and US Sprint are two of the very parties
that would ordinarily participate in the FCC process. They, like
all other participants in our proceeding, are adamantly opposed to -
a shortened review process. Several parties point out that there
may be substantial differences between the intrastate and
interstate filings for the same services. We agree that the review
that the FCC does for a new service may be~very.di££erenﬁ,than the
review done here at our Commission. ‘

We do not £ind DRA‘s request for a 45-day period.
compelling. We will authorize advice letter filings for new
services under the rules of‘GO'QG-A allowing a 40-day period
before the new service is authorized. However, we caution: AI&I—C'“'
that advice letters for new services fraught with controversy’ wzll
be rejected and instead AT&T-C will be ordered to file an E
application. AT&T-C must not abuse the flexibility we grant them :
today in introducing new services. For clarification, this advice'
letter process that we today approve will noﬁftake-erzect-until
AT&T~C has presented its standard costing methodology for new |
services in an application for a new service as discussed above.

"Only after the Commission has approved that costing methodolOGY'mayeuu .

AT&T=-C begin to~present its new service requests through the advice
letter process. . : SR U
C. What Rate Bands Should be

Adopted for New Services?

1. Parties’ positions

AT&T-C’s proposes that any new sexvice ofterinq be
allowed an upward rlexibility no greater than '10% above. its o
original price, and a downward rlexibility set at or above the LRIC
for the new service. This was not an’ issue oz particular !ocus ‘ 
during the hearings or in the parties’ briefs. It seems reasonable-
to assume that parties’ positions regarding: rate bands for new R
services are the same as their positions on rete bands for exist;ngi
eervices unless otherwise stated.
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US Sprint specifically argues that any new service |
. introduced should be limited to the same 5% price band (upward and
downwarxd) proposed by US Sprint for AT&T-C’s existing services.
(Exh. 8, p. 22.) ‘

MCI does not specifically address the appropriate size of
rate bands f£or new services. We assume that MCI believes that the
rate bands at least should cover costs on an ¢lement by element
basis, and does not oppose some upward flexibility. In addition,
MCY witness Wand testified that “The Commission should...use the
application for the first new service that is consistent with this
guideline as the test case :Or-sdeterminingi'how truly new services -
should be regulated.”  (Exhibit 13, p. 7.) It could be inferred
fxom this testimony, that MCI recommends that the issue of widtk ofi
rate bands for new services be deterred until the :irst new
services application. o

Likewise, CALTEL does not spec:.ﬂca.lly address the issue- : e

of rate band widths for new services. However, since. CALTEL is
quite adamant in its belief that all new services should be
reviewed by the formal application process for at least the next
two years, it is reasonable to assume that cu.m does not endorse: g
AT&T-C’s proposal at this time. . ‘;

Since both TURN and DRA oppose any upward ﬂex:.ba.ln.ty :Cor:
existing services, ‘it is reasonable to infer a similar objection to
upwaxrd ﬂexibility for new servicos.

2. Discussion

None of the partie’s,' including AT&T-C, spent much time -
developing the record on this issue. logically, it makes semse to
treat rate bands for new services in a manner consistent with what
we have adopted today for exis_ting_ sexrvices. We do not wish the ‘
parties to litigate, for example, the appropriateness of upward
flexibility every time AT&T-C attempt}itd'int:éduce a new service. g
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However, the first new service (not PRO-California)
AT&T-C attempts-to-introduce will be through the formal application
process with an extensive and thorough examination of AT&T-C’s
costing methodology. Likewise, we have ordered that the definition
of new services may be refined in that first application. It is
reasonable, therefore, to defer the approval of rate band widths
until that first new services application.

Parties are cautioned that we do not expect them to
relitigate the overall policy regarding rate bands adopted today.

VII. Should the CGIniesion Adopt.cgcn's
A. Packqround

In D.87-o7-017, the Commission ordered CACD (then the
Evaluation and COmpliance Division) to conduct ‘workshops and
develop a monitoring plan.which would enzble the Commission to
measure and assess the. ampact flexibility may have on ATET=-C’S
competitors and customers of interIATA services in California. g
(Id., Ordering Paragraph 2.) The Commission believed a monitoring
plan was an important p*erequisite to any grant of zlexlbzlity.
CACD held the required workshops and filed its monitoring plan on
Novembexr 18, 1987. CACD believes its proposal will help the
Commission achieve the objectives outlined in D.87-07-017.

CACD held its first workshop~onhhngust 31, 1987._ Prioxr
to that date, CACD requested that AT&T-C iistribute its draft
application for requlatory tlexibility to-all workshopﬁpartLCLpants
to help the development of a monitoring plan. The draft .
application (which eventually became A.87-20-039) outl;ned the
flexibility AT&T-C intended to request from the Commission and
recommended a monitoring plan which it believed: would complement
the flexibility it was seekinq.)”_ : o

CACD reports that all participants emphasized that the;r Y
involvement in the workshops should not be construed by the o
Commission as support for A&&T*C’s regqulatory- rlexabllity. with
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this understanding, CACD believes the participants talked
constructively about the monitoring plan suggested by AT&T-C. At
the conclusion of the session, AT&T-C was requested to revise the
monitoring plan it proposed, taking into consideration the numerous
suggestions made by the workshop participants. CACD directed
AT&T-C to obtain comments from the workshop participants and submit
a revised monitoring plan 10 days in advance of the second
workshop. ,
CACD held the second workshop session on October 19,
1987. CACD reports that during this session, participants
thoroughly discussed the revised monitoring plan and assessed the
merits and shortcomings of each measurement presented in its
various exhibits before they were adopted rejected, or modified. -
No one requested further workshops.

‘The workshop participants agreed that only CACD’s
recommendations should be presented in the report to the Commissionf;
tiled‘Nbvember'l&,'1987.‘ Comments on CACD’s’ proposed monitoring
plan were filed 20 daysrthereatter. _

The ALJY determined in- her September 16, 1988 rullng, that
the monitoring plan>wou1d not be.a subject for cross-examination et
hearings, but that parties’: suggestions reqarding the monitoring
plan as laid out in their position papers and briefs would be given
consideration by the Commission. Thus, parties have been given
several opportunities (as recently as. 0ctober 25, 1988 in their
reply briefs) to update their positions on CACD’s proposed
monitoring plan over the past year.' .

In its report, CACD. emphas;zes that its proposed
nonitoring plan iog_ﬁ_ng_‘g_in_gm suggest a method, scientific
or otherwise, to isolate changes in specific: measures which would-.-"
enable the Commission to draw causal relationships between such
changes and the flexibility exercised by AT&T-C.” (CACD Report, :
pp- 4-5.) CACD believes the Commission recognized this problem in
D.87-07-017 noting 'thatithe“observetion%ot[the results of
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requlatory flexibility may present difficulties similar to those we
encountered in trying to set criteria for the measurement of
current market power.” (Id., p. 4.) CACD believes the proposed
nonitoring plan presents several helpful indicators which,
collectively, can aid the Commission in assessing how well the
interLATA market is working. CACD believes it should be up to the
Comission to decide whether and how the monitoring program results
can be used in later decisions to either reduce, maintain, or
increase the amount of flexibility granted AT&T-C.

CACD recommends that the Commission require CACD to ‘
publish an annual report presenting the results of the monitoring
program 60 days aftaer receipt of the first year’s monitoring o
results. | o

The attachments to CACD’s. monitoring,plan~report are
included in this decision as Appendix C. These attachments would
form the basis of CACD’s annual reportfunder its monitoring plan.
The exhibits are designed to show'data as' they would.

appear in the annual report. The axggghngnsg to the exhibits
clearly specify the actual (raw) data to be: submitted, much of
- which'is confidential; it also recommends to the Comm;ssxon_wh;ch;y
carriers should be ordered to supply the data requested.. L
~ CACD believes interested parties should be given an =
opportunity to comment on that annual report. CACD proposes that
the annual report should thoroughly aggregate or othexwise arrange
the data submitted by various parties to guard against xnadvertent
release of any confidential information.. ) )
CACD believes the proposed monitoring plan, based largely
on workshop discussions, 1s-consistent with the flexibility AI&T—C
is seeking in A»87-1o-039. (CACD~Raport P 6.)

CACD’s " proposed monltoring plan.has two-major components.

The first suggests indicators-which would: help the Commission .
detect changes in the status of AT&T=C’S. competitors, atter limited
zlexibility is granted to AT&T~C.. The ‘second. component suggests
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indicators which would help the Commission detect important changes
in the degree of customer service and satisfaction.

In D.87-07-017, the Commission recognized that it is
necessary to monitor the impact regqulatory flexibility may have on
AT&T~C’S competitors. CACD recommends in its report that the
Commission adopt the following exbibits. (and their associated
attachments) to help meet this objective:

EXHIBIT 1 - Ease of Market Entry and Exit

EXHIBIT 2 - Customer chomce ‘Among Substitutable Serv:ces

EXHIBIT 3 - chpetltzve Capacity to Serve
(Intrastate Circuit Miles Installed
and Planned)

COmpetitive CapaCIty to Serve
(Swntching Capacity)

OCC Size and Growth Potentzal
(Revenue by Service Category)

OCC Size and Growth Potentxal
(Interstate and Intrastate .
Minutes of Use)

'OCC Market Share ‘ '
(Revenue by'Service Category)

occ Market Share
(Interstate and Intrastate
Minutes of Use) B
CACD believes these exhibits, viewed collectively, shouldfe
help inform the Commission about significant <changes in the‘status .
of interLATA competition after AT&T-C is. granted some Ilexzblllty.‘
CACD emphasizes that it will be very dzrricult to—analyze whether .
changes in the indicators being monitored directly result from the e
flexibility exexcised by AI&T—C. i
CACD believes the inzormation requested tor these
exhibits will not be unreasonably burdensome oOx onerous to-the
various parties who would be required to provide them.,
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Furthermore, CACD notes that the data shown in these exhibits is
presented in a manner which ensures that confidential 1n£ormat;on
is not disclosed on a company-specific basis.

The Commission recognized that it is necessary to monitor
the impact requlatory flexibility may have on California consurers
(D.87=-07-017.) CACD therefore devoted a si¢gnificant amount of
workshop time exploring which variables should be included in the
monitoring plan to achieve this objective. CACD believes the
following exhibits may be helpful in this regard:

EXHIBIT 9 - Private Line Installation

Commitments Met
EXHIBIT 10 - Private Line Held Orders

EXHIBIT 11 - Failure Rate Per 100 Private Line
Circuit Terminations

EXHIBIT 12 - Number of Troubles Reported on
- Intrastate Private Line Circuits

EXEIBIT 13 Average Duration (Hours)
Paer Trouble (Private Line)

EXHIBIT 14 Percent of Troubleﬁ Fixed in
Less thnn 48 Hours (Private Line)

EXHIBIT 15 Customer Satistaction
(Commission Complaints)

EXHIBIT 16 =~ Percent of Calls Not
Blocked (POP-POP)
EXHIBIT 17 - Percent of Calls Not Blocked
| (POP-LSO/Tandem)

EXHIBIT 18 - Average Speed of Answer

EXHIBIT 19 = Customexr Satis:action Survey

Howaver, CACD points out .in its report, only'Am&T—c has .
committed to providing the in:ornation neoded for these exhibits.-wﬂ
CACD states it is doubtzul from the workshop proceedings whethexr :
Other cOmmon.Carriers (OCCs) wmll be able to-readily and eas;ly
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furnish the same information. Before imposing a potentially
purdensome and onerous requirement on the OCCs, CACD recommends
that the Commission adopt a Pilot Program suggested by DRA. Under
this Pilot Program, DRA would work with AT&T-C over the course of
six months to “test” the overall viability of Exhibits 9 through
19.
CACD recommends that if the Commission adopts this Pilot

Program, DRA should be required to submit a report to all worksbdp“
. participants within 60 days after the end of the G-month test
period. This report should discuss:

Whether it was burdensome to' obtain the

data required in Exhibit 9 through 19.

Whether the data collected provided
meaningful results.

Whether OCCs should be required to~furnish
the sane data. ‘ .

Whethexr other measures are neceseary'

Other matters regardinggthe Pilot Program

that’ DRA.believes are lmportant.

CACD recommends that ell parties be allowed to comment on.
DRA’S report. CACD proposes that comments be submitted to CACD. and"
served on all parties within 20 days. CACD proposes that . tbe ’
Ccommission should then’ issue a Resolution adopting a set of
exhibits and attachments: to be used to help the Commission detect ‘
changes in the overall degree of customer sexvice and satis:action
after AT&T-C is-granted Limited £lexibility.-

Acknowledging the- directive in D.87-o7-017 to~con31der
the effect of regulatory flexibllity on universal servmce, cACD
believes there is no-likely measurable link between the two. CACD ]
maintains it is difficult to link customers’ decisions to-abandon,_j
retain, or subscribe to local exchange telephone service with .
changing conditions in the interlATA market which may be attributed L
to the actions of AT&T-C. Therefore, CACD recommends that speclzmcg"“
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universal service indicators should not be included in the
monitoring plan. :

Finally, CACD believes that, because of llmlted
resources, the Commission should seriously consider utilizing its
data processing capabilities to ensure the monitoring program is
implemented efficiently and effectively. In its report, CACD
offered to work with the Commission’s Data Processing staff, and
the various carriers which would be required to submit data, to
develop the procedures necessary to achieve this objective.

B- AT&T-C’s Position :

AT&T-C endorses CACD’s monitoring plan as being fully

consistent with the Observation Approach and, along with other

reports regqularly submitted by AT&T-C, will pexmit the Commission 3‘”‘

to sutficiently monitor the marketplace and detect impacts on
customers and competition. \ |

AT&T-C acknowledges that the Commission relinquishes no
regulatory authority if it were to grant the pricing flexibility -
proposed by AT&T-C. AT&T-C concedes that the Commission can modzfy
the flexibility granted at any time, quoting that the Commission

#...would not hesitate to rescind the tlex:billty granted earlier
ir it appears that the ratepayers are beinq harmed by the granted
regulatory changes. The ultimate result may be a oompletely
deregqulated AT&T-C, the statua quo,. or -sonme partza’ but contihulng
regulat;on.. (D.87-07-017, Pp- 4.) _

AI&T-C'maintains-that it was clear from the workshop
discussions that DRA’s pilot program ooncept was intended to be a
part of the evolving monitoring plan and not a prexequisite to
granting AT&T~C rloxibility. Furthermore, AT&T-C argues that . the
six-month “report and comment” procedure aftexr the pilot program |
recommended by CACD should relate only'towthe issue of whether OCCS
should be required to prov;de the same consumer data as AT&T=C.
AT&T-C contends that while it may be useful for DRA.to-assess the
first six nonths’ results zor trenda or impacts, DRA's anolysis '
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should not be part of CACD’s proposed six=-month “report and
comment” procedure, the only appropriate issue being whether the
OCCs must also supply data. AT&T=C supports CACD’s proposal that
there will be an opportunity at the end of one year’s accumulation-e
and evaluation of results to modify and/or enhance the measurement
tools to ensure their validity, relevance and appropriateness aS‘a“f
measure of the interexchange telecommunications market.

AT&T-C opposes US Sprint’s suggestions for additiens to
the monitoring plan (US 8print's proposal is discussed below) to |
identify AT&T=C’s ability to impact individual customer qroups with.
price changes thereby cross-subsidizing competitive services with
revenues from non-competitive‘services. AT&T-C describes Us .
Sprint‘s proposal as “an elaborate plan that attempts to monitor
price changes for thirty—eight customer'groups; (Am&T-C*Opening
Brief, p. 41.) AT&T-C argues that this plan would require an’
enormous amount of data through an’ extensive sampling process.
AT&T~-C claims accumulation of the data would “be #extremely
burdensome at best,” and argues it' does not possess the’ required
data to-identi:y the customer groups. chosen by US Sprint.

(Id., pp. 41=42.) AI&T-c'claims that US Sprint acknowledges that
even if the data were collectible, it would not be clear whether
the changos are a result of competitive torces, changes in cost, or
exercise of monopoly power. '

C. US Sprint’s Position ,

US Sprint argues that CACD‘s proposed ‘monitoring plan
contains serious flaws, and does not accurately rerlect the
discussions in the workshops as it relates to- collection and
reporting of market share indicators.

US Sprint. filed comments regarding the deficiencies of
the monitoring plan on December 8, 1987. Us Sprint alleges the

exhibits developed by the-CACD ‘fail to. collect and report absolute.ﬁﬁ‘

market share information as well as information reqarding change in"?
market share. TUS Sprint.contends intormationHregardinq absolute
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market share is critical to a complete evaluation of the response
of the market to any flexibility granted AT&T—~C. Further,
according to US Sprint, the Exhibits developed by CACD fail to

collect and report market share information by product segment. US
Sprint argues the Commission, in D.87-07-017, explicitly recognized

the need to collect measures of market power by customer segment..

US Sprint presented in'its December 1987 comments modified exhibits -

which reflect its recommended changes to correct the deficiencies
relating to collection of market share information of the
monitoring plan as presented in the CACD’s Report. '
Addit‘ionally, Us Spr:i.nt proposéd an additional set of
measures f£or the :nom.toring plan in a letter dated Novexbexr 23,
1987 to AT&T-C which would monitor the effects of AT&T-C pricing
flexibility on distinct customer groupings. US Sprint circulated
the proposed set of price indices to. all parties participating in
the workshops. Because of the very real possxbility of Cross—
subsidy which arises from the Observation Approach., US Sprint
arques the mclusion of these indices in the mom.tor:.ng plarx is

essential to a thorough evaluation of market performance. following

the introduction of limited pricing ﬂexibil:.ty.
Us Sprint developed dts price indices to evaluate the
impact of AT&T-C’s pricing ﬂexib:.lity on different customer

groups. US Sprint’s proposal would require that AT&T-C’s customers _

be divided into various groups based on their location, the amount

of calling, and whether they are residential or business users. US. '

Sprint’s plan then calls for. a sample of customer bill:.ng ‘
information to be drawn for each group of customers- Included” ::.n
this in!omt:.on, under US Sprint' s recomendation, ‘would be all
calls placed by each sample customer. US Spr:i.nt propose.s that
whenever AT&T~C changes rates, these calls of customers would be
rexated using the new AT&T-C rates to supposedly determine the
price impa.ct on different customer groups. . US Sprint believes this -
procedure would create a pr:i.ce :f.ndax fcr M:&'r-c ror each 1dent.1£ied

in
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customer group as well as an overall weighted index of AT&T-C’s
prices for sexrvice provided to all customers. US Sprint maintains
that these indices can then be compared to determine both the
overall price level for AT&T-C services, and the effect of price
changes on the relative prices paid by various customer groups.

US Sprint proposes that the samples of customer billing
information used to calculate the average prices or price index
values would not be redrawn for each calculation of the price.
levels. US Sprint believes the sample bills should be drawn only
once just prior to the granting of flexibility and the same bills
and calling patterns would be used for subsequent calculations of ‘;j, :
the index values. US Sprint argues that this approach keeps the ‘
quantity weights used to combine individual prices to generate the
overall index constant for the duration of the monitoring program.
In US Sprint’s view, this process would allow'any‘changes in the'
index to be a clear result of changes in- A'J.‘&T-C's rates.

(Exhibit 8, Appendix 8.) ,

Finally, US Sprint believes. CACD's momtor:.ng plan is -
unclear about the mechanisms that will be-in place for either the |
Commission, AT&T-C or interest parties to act upon the :.nf.omt:.on.jl

collected. US Sprint maintains that thevcOmmission'should~inclﬁdéﬂlv"'

clear procedures and an expeditious timetable :ollowing,release-offf
' the monitoring plan results for the Commission to consider the 1
effects of pricing flexibility and whether or not the rlexxbllxty
should be increased, restxzcted or otherwise modified.
D. MCI‘’s Position ' \
MCX believes that t.he monitoring plan recommended by CACD -
is consistent with the requirements of D.87-07-017, subject to ":
certain qualifications. MCI' consistently has maintained that the
monltoring plan,should not increase the regulatory'burden on- other
interexchange caxriers MCI argues that as a consequence - of

granting relief to AT&T=C from current: regulatory procedures, otherv,,*“f
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interexchange carriers should not be subjected to increased
regulation.

MCI urges the Commission to review carefully the
information requested by CACD to ensure that it is necessary in
monitoring any flexibility granted to AT&T-C, not as a means of
simply obtaining more information about the other interexchange
carriers or their customers. Specifically, MCI believes that it
should not be required to file the information contained in
Exhibits 9 through 18 of the Monitoring Plan. (See Appendix C to
this decision.) In MCI’s view, these exhibits are designed to
provide information about the impact orvréqulatory rlexibility'qn 3
AT&T-C’s customers, and should not be used to elicit information
about customers of MCY and US Sprint. Moreover, the Commission
does not need to review in:ormati9n~regarding‘the quality ot

service of the other interexchange carriers, according to MCI. Mci‘”

argues this exercise would increase the regulatory‘burden on the-
other interexchange carriers; at the same time, it would reveal no

useful information on whether granting rate flexibility to AT&T-C I
has resulted in a degradation of service to its customers. For .

these same reasons, MCI also requests that its customers not be’

included in the survoy*proposed in Exhibit 19 of the monitoring

plan. With these quali:;cationa, MCX supports the adopt;on of
CACD’s monitoring plan.

E. DRA’s Position

DRA expressaes concern regarding the adequacy of‘CACD’Si ﬁ
proposed monitoring plan. DRA stresses that the monitoring plan, e

should be considered supplementary to axisting“commiSSLOn statt

access to the books and racords.or.hm&xrc- DRA recommends that thﬁf'"”,'

adopted monitoring plan include language clearly affirming the
Commission’s right to. continue to monitor AT&T=C thxough
verification audits. :

Likewise DRA urges that it be made,clear that the
monitoring plan does not ‘exempt AT&ET-C rrom any current report;ng
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requirements. (i.e., those reports currently required by General
Orders, Statutes, Commission Decisions, etc.) For example, the
recent AT&T-C general rate case decision (D.88=06-036) imposed.
several specific reporting requirements on AT&T=-C. DRA believes
the monitoring plan should be in addition to all current
requirements, unless so specifically stated.

DRA believes the six=-month Pilot Program it will conduct
with AT&T=-C should cover all the exhibits, not just Exhibits 9-19
dealing with the impact of flexibility on California consumers.
Additionally, DRA suggests that all service and financial data
should be collected fxrom AT&T~C on a monthly basis and submitted to

the Commission on a quarterly basis within 30 days after the end of

each calendar quarter. DRA points out that some of the exhibits Ln
the CACD report call for reporting time frames of as much as a
year. DRA believes it would severely limit the six-month Pilot
Progranm. : ' ‘ S
DRA agrees with US Sprint that somé additicnal exhibits -
are needed for the monitoring plan. DRA believes CACD's.proposed’
monitoring plan fails to-lnclude a way ot monitcring the strategzc
behavior of AT&T-C directly. : -
DRA would carry US Sprint’s proposal a step further and .
request that the data necessary to develop price indices for
AT&T=C, should also be provided.by theVOCCS-. However, DRA g:ves
little detail regarding what these additional exhibits to the
monitoring plan should be. DRA offers to work with the OCCs to.
#york out the details of collection and compilation of this data.
In addition, the format for these exhibits as they are reported to
the Commission can be worked out between DRA and the ai'.'zected"
companies.” (DRA Response to CACD’s. Report, r;led December
1987, pp. 9=10.)"°

Finally, DRA recommends that the monitoring plan should

allow the Commission to add or delete information that it needs to‘ 1e“f

adapt to c.hanging market condit:.ons- (DRA Opening ‘Brief, p- 10.)
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IURN’s Pogition _

TURN refers to ”much,K needed changes” to CACD’s monitoring
plan in its brief. (TURN’s Opening Brief, p. l.) TURN filed
comments on December 8, 1987, stating its views on CACD’s proposal
and addressed the monitoring plan in its opposition to AT&T=C’s
Application for Rate Flexibility, dated August 30, 1988.

TURN points out that the Commission conceded that
monitoring presents the same difficulties as those encountered in
attempting to measure market power as envisioned under the
Prediction Approach. (D.87=-07-017, p. 4.) TURN believes that not
only will it be difficult to assess the competitive environment,
the Commission will also have a difficult time trying to measure:
the impacts on ratepayers. TURN argues that for states alreédy
experiencing rate flexibility, the results have been difficult to
decipher. (TURN Opposition, Attachment C, pp. 1-3.) \

' TURN maintains that following the ~Observe and Monitor”
approach also presents the Commission with the unlikely' task of.
munringing the bell.” While the Commission has stated that it w;ll“i
not hesitate to rescind the flexibility granted. TURN believes it is’
not likely to happen.  TURN claims that DRA, CACD, and other ‘
parties would be hard: pressed to derive enough intelligible data

from the proposed monitoring plan to be able to convince th.is
 commission to turn back the clock. .To TURN’s knowledge, no other
state has stepped backwards from the initial flexibility granted
A'.I.‘&T—C.

One of the obvious problems in 'I'URN' s view, wit.h «
monitoring an upward/downward tlexibila.ty plan is the inab:.l:.ty to "
link the upward and downward movements in any meaningful fashion. .
TURN poses the following: questions which it believes the: proposed
monitoring plan cannot answer. If AT&T-C lowers its WATS rates and
subsequently raises some of its MTS rates, was that a response to
competition or a perceived change in costs? If it was a response'\ ;
to a change in costs, which costs have changed? If it was based on
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a variety of considerations (i.e., a likely scenarie), what is CACD
to make of the results? Even more puzzling, how is CACD to assess
all of the dozens of likely AT&T-C rate designs which are likely to
unfold between review periods?

TURN acknowledges that on the customer service side, the
proposed monitoring plan is seemingly capable of measuring the
current level of customer satisfaction, although TURN believes
there is little effort made to differentiate between customer
classes. Just becavse customers on the whole might be pleased,
TURN argues the data provided may camouflage some customer classes
which are not satisfied with the level of service provided by |
AT&T-C. S |
TURN endorses US Sprint’s proposed additions to the
monitoring plan. ‘Further, TURN suggests that-the'chmission
consider requiring both MCI and US Sprint tofprovide gimilar data
at some point in the future. TURN realizes that providing this

level of detail may'be burdensome for the 0CCs, but TURN bQILQVes arvi o

true assessment of AT&T~C’s: competitive response cannot be
accurately" made’ without a view of what the competition is doing.
. Finally, TURN argues that the ‘monitoring plan will not’
detect. potential funure impacts.on service levels because it cannot;,
analyze those investments which are not made which should-be made - '

in oxdex to maintain the same level of sexvice,: 5=10 years.down*thegll‘ -

road. For instance, TURN suggests that it AT&T-C lowers the rates
of its most competitive services bel.ow coet, it may attempt to -
recover those expenses’ by'toregoing needed capital investment on-
the MTS side of the house. TURN points out that the current
monitoring plan makes no attempt to “ollow AT&T-C’s investment
levels or plans. = : :
G. Discussion @ o

First,: we ‘commend CACD'for its efforts in developing its
proposed monitorinq plan. ‘We' note that the ALY’s rejection of US o
Sprint’s original proposed addition to the plan to monitor the |
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effects of pricing flexibility on thirty eight customer groups has
prompted US Sprint to modify its proposal in its comments on her
proposed decision. US Sprint now proposes customer sampling of
either 4 or 8 groups. While we agree with the Proposed Decision
that US Sprint’s original proposal was too burdenscme, we f£ind
merit in the compromise put forth by US Sprint in its comments.

 AT&T-C correctly points ocut in its reply comments that it
would be inappropriate for us today to adopt US Sprint’s new
proposal raised for the. :irst time in comments on the proposed
decision. However, AT&T-C does express a w:.llingness to meet w:.th
CACD and US Sprint to consider the feasibility of adding to the
monitoring plan along the lines raised by US Sprint in its
comments. '

We believe the much more limited proposal made by TS
Sprint in its comments has merit. Therefore, we will direct cacp
to conduct meetings or workshops within 45 of the. effective date oz
this order, inviting all parties, to develop’ an additional . report
for the monitoring plan based on the four customer subgroups (MTS

residential, MTS business, WATS and 300) suggestad by US Sprint :.n
its comments. We authorize CACD to collect. information from AT&T-C,
for an additional report in its monitoring plan at the same time it
begins data collection for the rest of the. report. We strongly
encourage the parties to cooperate in developing a mutually ‘
acceptable addition to the monitoring plan along the lines 1a:.d out
in US Sprint’s comments. ‘

We adopt today CACD’s monitormg plan in full. ‘
Therefore, the exhibits and attachnents in Append:.x ¢ will form the '
basis for CACD’s annual report pursuant to its proposal with .
whatever additions developed pursuant to the above discuss:.on. S

We note that, parties' :ears that our regulatory overs:.ght
and authority.over AT&T-C is being- weakoned by this monitoring
plan, are unfounded. We relinquish no ragulz_xtory authority over
AT&T-C today. The monitoring plan, in conjunction -with_all '
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regqulatory oversight we currently enjoy, will allow us to determine
if the road toward rate flexibility is indeed the best one for
California to take. Today’s order gives AT&T-C a tremendous
opportunity to break from the traditional form of regulation it has
dealt with in Califormia. In this new era of rate flexibility, we
expect AT&T-C to be more cooperative, not less, in supplying the
Commission staff, both DRA and CACD, with requested information.
Likewise, unless specifically in conflict with an element of the
authority we grant today, AT&T=C shall continue to meet all of its
exlsting reporting requirements in effect here at the Commission.

We endorse the proposal to have a six-month Pilot Program‘ '._, o

for Exhibits 9-19, overseen by DRA. We disagree with AT&T-C that -
the only determination to be made at the conclusion of that Pilot
Program is whether OCCs should also submit data. Refinements eﬁd |
changes to those exhibits can also be made at the end of the Pmlot
Progranm pursuanr to the coxment and resolutlon.process ‘CACD
proposes. Thus, MCI and US Sprint need not’ supply information at
this time as part of the monitoring plan. The issue. remains open,
whether they and other OCCs will have to do so at a future date. ff
. We agree with CACD that: its proposed: monitoring plan wzll
present us with several helpful indicators which ‘collectively can.
aid us in assessing how'well the interLATA market ls-doing. IL
after obtaining- results we find that noxe in:ormation is needed, we'
can change the monitoring plan.v- '
We recognize that even with" today’s adoption or CACD’ s fﬁ.”
monitoring plan with the addition,already discussed, certain

details will have to-.be worked out: among the parties as to how~datac”;qm:

is actually going to be gathered and processed. - CACD has b
recommended that our data processing capabmlities be used to assxst‘ ’
CACD in. gathering data under the plan. We delegate. to CACD the

implementatxon of its proposed plan and: 1nstruct CACD to work.wmrh.* ..34
our Data Processing Staff and the parties to»determ;ne how the" dataf; L

should be submitted-

St
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The results of the monitoring plan will be recorded data,
which may be up to a year old. Thus, the results will be after the
fact. It is not appropriate to withhold rate flexibility pending
the implementation of the monitoring plan, particularly the Pilot
Program which will be in effect for six months. We bhelieve the
limited flexibility granted today will result in relatively small
changes occurring over an extended period of time. ‘

VIXX. Adoption of Non-Contested Issyes

AT&T-C offered several additional commitments as
conditions on its requlatory flexibility granted today. Since
these commitments are not disputed by the other parties5 and we .
believe they-are in the public interest, we adopt them today.
Therefore, as conditions of the authority-we grant today, Aw&r-c
shall:

1. maintain statewide average rates,

2. intzoduce all new-serv;ces on a- statewide
baszs. ,

,‘meke a mnximum of four revisions-within
approved rate bands: per service per year;

not impose restrictions. onjthe”resalefend-
sharing of its services, ‘ -

not abandon any service except by formal
_application to the Commission. ‘ '

not seek. to-withdraw anI service rrom a
community on a gecgraph cally
dzscriminatory basis,‘ -

use the tormal a plication process for any
new service sub sion or for the revision

5 CALTEL objects to condition 3 :equesting only twovrevislons
per year. However, we zind its.objection without merit.
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of existing service where that submission
or revision departs from the approved
standard costing methodology:

use the formal application process for any
service submission that utilizes a
combination of existing tariff services
discounted in order to provide a
competitive response to a specific
customer.

1. No party has objected to the admission of late filed
Exhibit 17 into evidence. |

2. TUpward pricing flexibility is consistent with the
Obsexvation Approach the Commission created in D.87-07-017.

3. At no time in D.87-07-017, did the Commission suggest
that only downward pricing flex:.bility would be appropr:.a.te under
the Observation Approach. : ‘

4. AT&T-C has adequately rebutted the -arguments of TURN and
DRA regaxrding the alleged lllegaln.ty_-v of upward pricing. flexibility. -

5. Because of concerns regarding the potential adverse L
impacts if AT&T-C uses rate flexibility to wield market power, :x.t o
is reasonable to grant relatively limited rate flexibility. |

: 6. The purpose of the Observation Approach is to nonitoxr
AT&T-C’s behavior once f.lexi'bility is granted. :

7. Public witness hearings are not necessary pn.or to
granting AT&T-C some limited upward tlexibil:.tyr : ‘

8. It is the cOmnission’s intention to caxefully nonitox the
effects of rate tlexibility, both upward and downward, granted -
today. :
9. The Commission stated in'D. 87-07-017 that it would not -
hesitate to rescind the nexibility granted to A'.r&'r-c irf it appears
that ratepayers are being harmed by the gra.nted regulatory changes.;,

10. One of the purposes of the Observation Approacb. was to
avoid the production of detailed cost studies by AT&T-C.
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11. The ALJ made a reasonable resolution of the parties
discovery disputes over the level of detail of cost data that was
required by AT&T-C, in ordering production of Long Run Incremental
Cost Studies on a service~by-service basis.

12. The cost data provided was adequate for parties to argue
for changes to the width of AT&T-C’s rate bands.

13. The Commission intended that only limited requlatory
flexibility be granted AT&T-C under the Observation Approach.

l4. Assymetrical rate bands are consistent with the
Obsexvation Approach. :

15. In order to alleviate the concerns of other parties and
comply with the directive that the rate bands be limited, it is
reasonable to alter AT&T-C’s propased‘rate bands in scme instances-f

16. There is merit in the suggestion of several’ partles that -
the rate bands should be tied to percentage points ot 1ncrease and
decrease.

17. AT&T~C’s argument that'it must establish its rate bands
in at least penny increments is reasonable because or its current
billing structure.

l8. Many of AT&T-C’s proposed rate bands are in the 5=10%
range.

19. Some of A&&T-C's proposad rate bands indicate a
substantially higher percentage change  in one or both directions.

20. The parties’ suggestion that the all rate bands be
limited to 5-10% change is too limited. : '

21. It is xeasonable for AT&T-C to adjust its bands so that 7
no rate band changes more .than 15% in either direction, except when o
necessary to round to the nearest penny. o

22. It is not reasonable to give Am&m-c permission to adjust
all its rate bands to +15%. - :

23. AT&T-C’s proposed refexence rates will be changed by
other decisions granted today.
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24. It is reasonable to require AT&T-C to file an advice
letter reflecting the new reference rates and rate bands consistent
with this order, showing both percentage and cent bands.

25. It is not reasonable to incorporate whatever refund
mechanism that is finally adopted in the rehearing on D.88~06-036
into the reference rates for AT&T=~C’s authorized rate bands.

26. It is reasonable to allow the rate bands to remain the
same absolute size in cents as they are on January 1, 1989, after
the January 1, 1990, SPF to SLU adjustment. : .

27. AT&T-C’s request to make changes within its approved rate
bands on five days’ notice through advice letter filings is
reasonable so long as such advice letters are served by any perty
requesting it by overnight mail.

28. It is reasonable to require AT&T-C to send out a customer
notice, developed with the Public Advisor’s Office, regarding the :
flexibility granted today during the first practlcable blllmng
cycle. ‘ .
29. AT&T-C bas not made a convincing showing that the lower jf
ends of. its rate bands should be approved throuqh the advice letter
process. :

30. It is reasonable to require AT&T-C to make adjustments top- v‘a‘

the upper or lower end of its rate bands by formal application. ‘

31. AT&T-C’s definition of a new service as an offering wh;ch
customers perceive as a new service and which has a combination- of
technology, access, features, or. functions that distinguishes it
from any existing. services, meets the’ guzdelines stated in
D.87=07=017. . : S

32. BY its-own«admission, AI&T-C’s PRO Ca11:orn1a eppllcatlon
pending before the Commission is not a new service. . .

33. AT&T-C has made no. compelling showing why uniform costmng
methodology for new services should be: developed in the PRO '
California application.
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34. Xt is reasonable to assume that the definition of new
sexrvices adopted today will be refined in the first new service
application that will also determine costing methodoloegy.

35. It is important to allow all interested parties to
effectively participate in the first new service application where
costing methodology for future filings will be determined.

36. Once uniform costing methodology is established in the
first new service application, approval of future new services via

advice letter filings is reasonable, allowing the effective date’ of .

the new services 40 days after filing unless otherwise authorized
by the Commission.

37. If the protests to these advice letter filings so
indicate, the Commission may require the £iling of an application
instead. o .

38. AT&T-C’s proposal to shorten the review time to twenty

days for new sexvices already approved by the FCC is without mexit

because this Commission has a strong interest in maxnta;n;ng its
independent review for intrastate services.

39. The appropriate width of rate bands for new services is

appropriately deferred to the first new'services appl;catmon since p' ‘

the record i=s minimal on this isgue.

40. CACD’s proposed monitoring plan adequately addresses ourpf
guidelines expressed in D. 87=07-017, except for the area discussed |

in Finding of Fact No. 44.

41. The Commission is not relinquishing any . requlatory
authority over AT&T-C by its grant of limited regulatory
flexibility today.

42. It is reasonable to conduct a six—month Pilot Progranm tor
Exbibits 9-19 of CACD's-monitoring plan, overseen by DRA.

43. Us sprint’s original suggested additions to the
monitoring plan inpose too great a burden on: AT&T-C and CACD
relative to the useful lnrormation that could be obtained.
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44. US Sprint’s modified proposal to add to the monitoring
plan, first presented in its comments on the proposed decision, has
nexit.

45. It is reasonable to require CACD to conduct meetings or-
workshops to develop an additional report for the monitoring plan
based on the four customer subgroups (MTS residential, MIS
business, WATS, and 800) suggestéd by US Sprint in its comments.

46. It is necessary for CACD to work out the final details o:
1mplement1ng the meonitoring plan, in consultation with our Data
Processing staff and interested parties.
conclusions of Law

1. Since no party objected to the receipt of late filed
Exhibit 17 into evidence, it should be received. :

2. Upward pricing flexibility, consistent with this decision
is just and reasonable and should be adopted by the Commission.

3. The Commission should rescind or alter the flexibility
granted today if it appears ratepayers are being harmed.

4. Under the Observation Approach the cOmmissxon should not.
require detailed cost studies. :

S. AT&T-C’s proposed rate bands should be limited in keepxng.
with the directives of D.87-07=017.

6. AT&T-C should establish its rate bands both in penny
increments and pexcentage points. :

7. AT&T-C should adjust its proposed rate bands so that no .
rate band changes more than 15% in either direction, except when
necessary to round to the nearest penny for billing puxposes.’ ‘

8. AT&T=-C’s rate bands that change less than 15% in either
direction should be adopted as proposed. :

9. The 15% cap/floor should not preclude assymetrical rates.

10. Since AT&T-C’s reference rates will change due to other.
pending Commission matters, a compliance filing should be ordered.:
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1l. Whatever refund mechanism adopted in the rehearing on
D.88=06=036 should not be incorporated into AT&T-C’s reference
rates. ,

12. The January 1, 1990 SPF to SLU adjustments should not
change the range of flexibility as expressed in dellaxrs and cents
granted today. ‘

13. AT&T=-C’s proposal to make changes within rate bands _
effective on five days’ notice through advice letter filings should: -
be adopted provided that AT&T—-C serves its advice letters on any.
party so requesting by overnight mail.

1l4. Sections IV and V of GO 96-A should be waived in
accordance with the preceding conclusion of law.

15. AT&T-C should provide customer notice through a bill
insert developed with the Public Advisor’s Office regarding the
flexibility granted today durzng the first practlcable billing
cycle.

16. AT&T-C should be ordered to make changes to the rate
bands adopted today through the formal application process.

17. AI&T-C's-definition of new services as described in
Finding of Fact 29 should be adopted. -

18. AT&T-C’s request that PRO Callrornla be the applicatlon :
where uniform costing methodology for new services is established
should be denied. :

19.  The first new services application that meets our adopted}.
definition should establish uniform costing methodology, refine thef”
new service definition and allow all. part;es to efzectively
participate.

20. Once uniform costing methodology is established in .
AT&T=-C’s f£irst new service application, future new service f£ilings b
should be handled through the advice letter process with the ‘
effective date of the tariffs 40 days after filing.
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21. The Commission should oxder the f£iling of an application
instead of an advice letter for new services if warranted by the
protests.

22. The Commission should not adopt AT&T-C’s proposal to
introduce new sexvices approved by the FCC on twenty days’ notice
in California. '

23. The appropriate width of rate bands for new services
should be deferred until the first new: servmce applicatxon is flled
by AT&T-C. .

24. The Commission should adopt AT&T-C’s monitoring plan in
full, including additions referenced in Conclusion of Law No. 27,
including the six-month Pilot Progran to be overseen by DRA.

25. AT&T-C should continue to meet all report;ng requzrementSw
currently in effect by Comm1551on decision, statute or rule.

26. US Sprint’s original proposed 2dditions to CACD’s
nonitoring plan should not be adopted.

27. CACD should hold: meetings oxr workshops-to‘conszder vhat
additions should be made to the monitoring plan as raised in US
Sprint's,comments on the proposed: decision-‘

. 28. CACD should work out the final details of implementing
the monitoring plan in consultation with our Data Processing statf
and interested parties.

2RDER

IT IS ORDERED that:
1. Late filed Exhibit 17 shall be received in evidence.
2. AT&T-C is granted limited regulatory :lexibilxty
consistent with this decision and subject to-the £ollowing
conditions. -

a. AT&T~C shall adjust its proposad rate bands
so that no rate band changes more than 15%
in either direction from the reference
rate, except when necessary to»round to the
nearest penny. ‘
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AT&T-C shall adjust its reference rates
discussed in section (a) above pursuant to
other year-end Commission actions.
Whatever refund mechanism adopted in
rehearing on D.88-06-036 shall not be
incorporated into AT&T-C’s reference rates.
The January l, 1990, SPF to SLU adjustment
shall not affect the range of flexibility
as expressed in deollars and cents granted
today.

Sections IV and V of GO 96=-A shall be
waived to allow AT&T-C to make changes
within its approved rate bands effective on
five days’ notice through advice letter
f£ilings, provided AT&T-C sexves such advice
letter !1linzs on any requesting party by
overnight mail. AT&T-C shall notify its
customers of the flexibility granted today
through a bill insert developed with the
Public Advisor’s Office during the first

. practicable billing cycle.

AT&T-C shall be reqnired to use the formal
application process to make any changes to
the rate bands authorized today.

AT&T-C shall not use its PRO California
application to develop a uniform costing
methodology ‘for future new service filings.

The advice letter process approved today
for new services shall not take effect
until AT&T~-C has filed a new service
application where uniform costing
methodology shall be established, the new
services definition shall be refined and
all parties shall be allowed’ to effectzvely
participate.

Azter‘unizormvcostin methodology is~
aestablished in the first new service
application, future new service filings
shall be handled through the advice letter
process under General Order 96-A.

AT&T~-C shall maintain statew1de average
rates;
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@

AT&T~-C shall introduce 2ll new services on
a statewide basis;

AT&T~C shall make a maximum, of four
revisions within approved rate bands per
service per year;

AT&T-C shall not impose restrictions on the
resale and sharing of its serxvices:

AT&T-C shall not abandon any sexvice except
by formal appl;catmon to the Commission:

AT&T-C shall not seek to withdraw any
service from a community on a
geographically discriminatory basis;

AT&T-C shall use the formal application
process for any new service submigsion or
for the revision of existing service where
that submission or revision departs from
the approved standard costing methodology:

AT&T-C shall use the formal application
process for any service submission that -
utilizes a combination of existing tarifs
sexvices discounted in order to provide a
competitive response to a specirlc
customer. .

3. CACD shall implement‘its'proposed monitoring plan in
full. CACD shall hold workshops within 45 days of the ezzectxve
date of this order to determine what additions should be made to
the monitoring plan, limxted-to the proposal made by US Sprint in
its comments to.the proposed decision. In addition, CACD shall
inform all parties by letter of the final details of implementing
the monitoring plan and the date for commencement of data
collection for the-ronitoring plan.

4. AT&T=-C shall continue to meet all Commission reporting
requirements currently in effect.

5. Within ten days of the.eftective date of this order,
AT&T~-C shall file advice letter tariff sheets re:lectimg all the.
conddtions discussed in this order. For administrative

sy

SAVOVEEy,
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convenience, AT&T-C shall consolidate the rate changes in the Phase
T opinion on the rehearing of D.88-06-036 and Advice Letter 113
with changes in this decision to produce a set of consolidated
tariff sheets. These tariffs sheets shall be effective on

January 1, 1989.
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

B ce"'rrw \,::Anm'.s Q'-'CIS!OM
WAS APPROVED-BY,THE ABOVE
cowa.,saowas. '!'CDAY.
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APPENDIX A
List of Appearances

aApplicant: Richaxd A. Bromlev and Michael P. Hurst, Attorneys at
Law, for AT&T Communications of California, Inc.

Protestants: Ihomas J. MacBride, Jr., Attorney at lLaw, for
California Association of Long Distance Telephone Companies; and
! and Kenneth K. Okel, Attormeys at lLaw, for GTE
California, Inc. ' o

Interested Parties: ¢, Hayden Ames, Attorney at Law, for :
Chickering & Gregory: Maxlin Axd, Attorney at law, for Pacific
Bell; Maxk Barmore, Attorney at Law, for Towaxrd Utility Rate ‘
Normalization (TURN); Messrs. Pelavin, Norberg & Beck, by Alvin
H. Pelavin, Jeffrey F. Beck, and Lizbeth M. Morris, Attorneys at
Law, for Smaller Independent Telephone’ Companies;

Cas¢iato, Attorney at Law, for Cable & Wireless, Inc.: Messrs.
Orrick, Herrington & Sutcliffe, by i i, Attorney at
Law, for Continental Telephone Company; John W. witt, City K
Attorney, by Willlam S. Shaffran, Deputy City Attorney, for City
of San Diego:; Alan M. Weiss, Attorney at Law, for MCI - S
Telecommunications Corpeoration; Phyllis A, Whitten and Craig D.
Dingwall, Attorneys at Law, for US Sprint Communications \
Company; Messrs. Davis, Young & Mendelson, by ’
Attorney at Law, for Citizens Utilities Company of Califormia,
CP National, GTE West Coast Incorporated, Happy Valley Telephone
Company, Hornitos Telephone Company, Kerman Telephone Company,
Pinnacles Telephone Company, Roseville Telephone Company, Sierxra
Telephone Company, The Siskiyou Telephone Company, Tuolumne ‘
Telephone Company, The Volcano Telephone Company, and The
Winterhaven Telephone Company: &, Kingston Gole, for Pacific Rim
Group; Mary Lvnn Gauthier, for Gauthier & Hallett; and S T
Webb, for himself. '

Division of Ratepayer Advocates: James S, Rood, Attorney at Law,
and Ihomas A, Doub. ‘

Commission Advisory and COmplia.hce Division: Xevin P, Coughlan.

(END OF APPENDIX A)
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APPENDIX B

TABLE 1 - Ty Wilesge stegg_T-c s ProPoeed Rate Bands

EACN AQOITICONAL

MILEAGE DIAL STATION cotw DIAL WINUTE FOR ALL CLASSES
s$TED INITIAL WINUTE IMITIAL 3 MINYTES Qf MTS SERVICE

Reference Reference Reference

Rate Rate Bang fage  Rage Bend  Rafe Rate §ang
0-20 .20 L19.20 3 ,5% .50 .60 $.10 L0911
21-40 .28 L2728 .73 .70 .80 A7 L1618
L1170 .30 «29-.30 .85 .80+ .90 .18 L1719
71-100 34 .352-.35% .90 .80 .95 .20 L18-.22
101-15%0 .36 .33-.37 1.00 .90-7,05 .21 +18-.23
151330 .38 .35+.39 1,10 1.,00=7.1% .24 “21-,20
GVER 300 .39 e 36+.40 .15 1.05-1.20 .24 L2126

Current

Lissoynt
Evening 20%
Night/Weekend L0%

rvi
Reference
Caltling Card s .30 el
station 1.00 T 90
Person 3.00 2.80
verity 1.00 -3%
Incerrupt 1.50 : S 1.30
Dir. Assct. .35 .25

(zoro rate band around per-message ch.rsc)

HALF STATE FULL STATE
Hours ‘ Reference ' ) Reterence )
ot Usags, fate  Rece Bend late. Rage 8and
0 - 15 $9.66 8.21 = 10.14 210.483 8.9 = 11.00
15 - 40 3.36 7.11 - 8.7% 9.35% 8.37 = 10.34
640 - 80~ 7.6 _ 6.7 = T.99 8.7% T.hdh - 9,79
over 30 T.01 5.96 - T.36 7.65 6.50 - 8.03

(zero rate band nround por--ossngo charge)
NALP gtAtE CORYLL gTaTE
Hours Retference . Reference
ot Ysege , Rete = Raxe B3nd , rase Rt 8and
M-F, 9a-9p $11.55% 10.40 = 12,13 $14.26 12.8% =14.97
ALL OTHER 5.20 5.20 - 5.46 6.3% .55 - 6.88

1/ Corxrection of typographxcal error in ATST-C'S ‘table based on test;mony'of
ATLT=C's thness Pa:ker.

(END OF APPENDIX B)
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APPENDIX C
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MONITORING THE IMPACT ON COMPETITION
Exhibits 1 through &
Attachments 1 through 8
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SXHIBIT 1

PURPOSE: To detect any change in the ease of market entry or
exit.

DATA SOURCE: Applications for Certificates of Public Convenience
and Necessity (CPCN) housed in CPUC's central
files. The CACD staff will be responsible for
collections and compiling the data.*

CARRIERS REPORTED: All non-dominant interLATA carriers.*

Year
1986 = 1987 : 1988

No. CPCN Appl. Filed
% Change from Prev.

No. CPCNs Granted
% Change from Prev.

No. CPCN Appl. Dnnlgd
%X Change from Prev. Year

No. CPCN Appl. Pending Dec.
% Change from Prev. Year

Avg. Assets Clafmed in Appl.
4 Change from Prev. Year

Avg. Liability Claimed in Appl.
% Change from Prev. Year

No., Cert, Carriers End of Year
% Change from Prev, Year

No. CPCNs Withdrawn
% Change from Prev,

* See Attachment 1




ATTACHMENT 1

It is recommended that the CACD staff compile the data below, separately for cach year begirmming with 1985.
Since the information is already available to the general public, the CACD staff should be authorized to
release this data in the form shown below to any requesting party.

Name or Appl. App ‘  Date kirst
for InterLATA | Appl. | Appl. Decision Tariff

L8V '€10-11-58"1

-

i
>
b
o
Qo
-3
~N-
=
Y
-
o.
Q\",'

o %18hdav
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.PURPOSE: T0 DETECT ANY CHANGE IN THE DEGREE OF CUSTOMER CHOICE AMONG SUBSTITUTABLE
SERVICES

DATA SOURCE: The CACD staff recommends that all non-dominant interexchange carriers
(NDIEC) be required to submit the information requested in Attachment 2.

CARRIERS REPORTED: The CACD staff recommends that the data submitted in Attachment 2
be reported in the following mamer:

PERCENT OF CERTIFIED NDIEL — OFFERING SERVICES. BELDW
Long ] . pnalog Ligital
Distance| WATS- | Directory | Credit| L.D. Private Private
Like | Assistance Caxd | Operator | Line | Line
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. The CACD staff recommends that all certified non-

dominant interexchange carriers be required to submit the
information requested below, separately for each year beginning

with 1985.

The CACD staff also recommends that, since this
information is already available to the general public, it should-
be authorized to provide this data in the form below to any

requesting party.

CARRIER NAME: PUC ID. NO.:

Year

TR L R N R o N N N R A A R N N A N N N N N NN NN LR NN N
R .

. .
a H

H . ‘ : v tAnalog :ngiraLéV1rtunl
H H r Watse : Of{rectory:Credit: L.D. :iPrivate:PrivatesPerivate

sLATA:D{stance: 'Like :Ass{stance: Card :Qperator: Line : Line : Line

. s .
. R I T T T T O O A X R T

2
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PURPOSED: To detect any change in competitive capacity te serve
by percent change in intrastate circuit nmiles
installed and planned.

DATA SOURCE: The CACD staff recommends that ATT-C, MCI, and U.S.
Sprint be required to submit the information in
Attachment 3.

CARRIERS REPORTED: CACD staff recommends that the information
submitted in Attachment 3 be reported in the
following manner:

P R N N A N N A L NN N R N N NN Ry Y Y L]

: Percentage Change in : Percentage Change (n
H ‘ Intrastate Circuic Intrastate Circuit Miles
H Carrfor H M{iles Installed™ : Planned fn the Next Two Years :

L R R L I N I A A L I T N N Y L L
.

ATT-C
19846-87
1887-38
U.5. Sprinc/
MCI Combfined
1986-87w

1987-88

* When fully multiplexed.
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The CACD staff recommends that ATT-C, MCI and U.S.

Sprint be reguired to complete this form.

During the workshop, MCI and U.S. Sprint indicated that
they may not be able to extract actual California-specific data.
from theixr voluninows data base where information is aggregated
on a network-wide or national basis. If they are unable to
provide the actual data, then they should make a reasonable
effort to estimate the data. They should explain, however, how
their estimates were derived and»whyvthgy believe them to be

reasonable.

The CACD 3tatr‘believe§_thaﬁ only the Commission staff

should have accesg-tofthis data in the form shown below.

INTEREXCHANGE CARRIER NAME:

-z Intrastate Circuit
Intrastate Circuit .. Miles Planned in
Year Miles Installed+ the Next Two Years

1986
1987
1988

* When ruily multiplexed.




1.35=11-013, A.87-10-039 ALJ/Kl/tey
APPENDIX C

Page 7
EXHIRBIT 4

PURPOSE: To detect any change in competitive capacity to serve
by percent change in switching capacity.

DATA SOURCE: The CACD staff recommends that ATT~C, MCI, and U.S.
Sprint be required to furnish the data requested in
Attachment 4 (shown here in a manner which protects
the confidentiality of the data submitted)
separately for each year beginning with 1986.

CARRIERS REPORTED: The CACD staff recommends that the data
furnished by ATT-C, MCI and U.S. Sprint be
reported in the manner shown below.

Percent Change
H Addicfonal Circuit Terms
Circuic Terme* =« Planned in the Next 2 Years*™ :

MCLI/US Sprint
1986-87

1987-88

Circuit terms is defined as the maximum number of calls that a
" switeh can-be equipped to have in progress at one time. Total
_ cfrcuit terms 13 therefore defined as the sum circuit terms for
all switches combined. '

The current year plus 2 years.
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ATTRIMENT o
The CACD staff recommends that ATT-C, MCI and U.S.
Sprint be required to furnish data requested below, separately

for each year beginning with 1986. All three carriers have

indicated that they are able to furnish this data.

. The CACD staff lhelieves that only the Commission'’s

staff should have access to this data in the form shown below.

CARRIER NAME: : Year:

* -

L N N R I A N N A N L R N A N R N N N N I I R R A N L T N WY
b .

: : : . . - Current

:Sufiteh Type/ Busy Hour Call Naximum Total
tManufacturer ;1 Quantity r  Capacity/sw . : Circuit Terms : Circuft Tornl

.-..--.--p------.-.-------.-.-...--o-n..-o--..----s....--.--;o--.--o--..-oo-

ADDITIONAL CIRCUIT TERMS PLANNED IN THE NEXT TWO YEARS (Reported Year Plus 2)

plann Methad & : ’ f ‘axim
tAcquisition of Addftional Suitches
:0ther Methods of Expansion

:Total Additional Circuft Terms Planned
fn the Next 2 Years

Busy Mour C-Lk c.pncity‘il tho number of c-LLs th.t can be ;u(tchod
duanq tho busf{est houyr of uses

Maximum Circuft Tormnlsw {n the mntfnuh number of calls that the switch
can be oquippad to~h-vo fn‘progroll at one time.

Current. Total Cfrcuft Tormu is dorivod by multiplying column 2 and
column 4. ‘

-
‘

K}
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PURPOSE: To detect any change in 0OCC size and growth potential
by percent change in revenue by service category.

DATA SOURCE: The CACD staff recommends that all interexchange

carriers be required to submit data regquested in
Attachment S.

CARRIERS REPORTED: The CACD staff recommends that the data
‘ submitted by all interexchange carriers in
response to the requirements in Attachment 5
be reported in the following manner:

'S

1987 1988

AIl=C
- Private Line
- Switcred:
- MTS
= WATS

= 800

All_QCCs
- Private Line

~ Switched: |

- MTS
- WATS

- 800




.
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The CACD staff recommends that all certified
interexchange carriers be required to submit the data recquested

below separately for each year beginning with 1986.

The CACD staff believes that only the Commission's

staff should have access to this data in the form shown below.

CARRIER NAME . Yesar

T T L T A N i
: Service H écvenue I
:Categories : FirsT QTr.,: Second Qrt. : Third Qtr. = Fourth GTr. : Total = '

T Y N T A N N N S A A N I R R A S AN A L AR

- Total
Private
Line

. .+ Total
Switched:>

< MTS

- WATS

- 800

MTS, WATS and 800 service are tdbchtcgor(bl of switched services. .
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PURPOSE: To¢ detect any change in 0CC size and growth potential

by percent change in interstate and intrastate Minutes
of Use (MOU).

DATA SOURCE: The CACD staff recommends that all Local Exchange

Carriers be required to submit data recquested in
Attachment 6.

CARRIERS REPORIED: The CACD staff recommends that the data ‘
submitted in Attachment S be reported in the -
following manner: ‘

Percent Change {n MQU

Interstate

Intrastate

.14 R
Interstate

Intrastate

Vs spring
Interstate M

Intrastate

AlL Others
Interstate

Inprnlﬁlto
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The CACD staff recommends that all Local Exchange
Carriers be required t¢o submit the data requested below

separately for each year beginning with 1984.

The CACD staff believes that gnly the Commission staff

should have access to this data in the form shown below.

LOCAL EXCHANGE CARRIER REPORTING:

YEAR:

sEmpsessemRsnsnsnnBEY LR Wy

Interexchange ' b

-
-

Carrier : First Qetr.: Second Gtr. : Third Qtr, : Fourth Qtr. :z Total .

L R A R L I N N L T N N N LA N N N N Y N Y

ATT-C

Interstate
Intrastace

LI

Intarstate

IATrastate
yispcing
Interstate

Intrastate

ALL Others

Interstate

Intrastate
Ioxnl,

Interstate

rntflitate
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'EXHIBIﬁ.%

PURPOSE: To détect any change in OCC market share by percent
change in the share of total revenue by service
category. ' '

DATA SOURCE: The E&C staff recommends that all interchange
carriers be regquired to submit data requested in
Attachrent 7.

CARRIERS REPORTED: The E&C staff recommends that the data
submitted by all interchange carxriers in
Attachment 7 be reported in the following
maAnner:.

Percent Change in Share of
Carriexr - 1987 . 1988

- Private Line
- Switched

- MIS

- waTS

- 800

. = Private Line
- Switched
- MTS
- WATS
- 800.
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Please refer to Attachment S.
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ZXHIRIT 8
. PURPOSE: To detect any change in OCC market share by percent

change in share of total interstate and intrastate
access Minutes of Use (MOU)-.

DATA SOURCE: The E&C staff recommends that all Local Exchange
Carriers be required to submit data requested in
Attachment 8. '

CARRIERS REPORTED: The E&C staff recommends that the data

submitted in Attachment 8 be reported in the
following manner:

Interstate

Intrastate
MeL

Interstate

Intrastate.

S Y3 Spreing

Interstate

Intrastate

.

Interstate

Intrau;nce
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ATTACHMENT 8

Please refer to Attachment 6.
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MONITORING THE IMPACT ON CONSUMERS

Exhibits 9 through 19

(DRA. Pilot Program)
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EXHIBIT 2

‘4

INSTALLATION COMMITMENTS

1987 CALIFORNIR INTRASTATE PRIVATE. LINE

1%

96

84

. 'my. | .m
|= percant o T2

8

The installation commitments met shows what percent of customer ' . .
due dates were met on or before the committed to date. CQurrently:B
there are a number (3%-5%) of non-California‘orders included in

the base since AT&T work centers located within Califormia are - .
also designated as the responsible reporting entity for c:.rcuzts :
which do not physically appear in the state. : a

The system from which the data for the above graph was produced :
retains the raw data for only three mon tbﬁ 'rheretore, it is not‘
possible to obtain earlier results. . _
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S CALIFORNIA PRIVATE LINE 1967

The Held Private Line Orde'x:é. éraph indicates the quantity of held
orders by age and type. The Customer Not Ready (C.N.R.) Tow -
shows how many orders are he‘ld,as a result of customer actions.
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FAILULE RATE PER 100 TERMINATIONS
CALINFMIA INTRASTRTE PAIVITE LDE 1997

bt _ |

’ .

¢

This graph depicts the number of failures per 100 private line
circuit terminations. A circuit termination equates to-a.
customer location or "virtual-location" in the case of certain
private switched services /(open end of Foreign Exchange circuits
and intermachine trunks on private switched networks).
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NUMBER OF TROUBLES

CRIFORNIA PRIVWTE LINE 1997

The number of troubles indicates the total quantity of customexr
troubles reported on California intrastate private line circuits.
The POP-POP troubles are those found to be in AT&T facilities or
equipnment, and the ACCESS troubles are those which are located in '
LEC facilities or equipment.. R : o
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EXHIBIT 13

AVERAGE DURATION (HOURS) PER TROUBLE

CALIFORNIA PRIVATE LINE 1987

4.5
40
3.5
3.04-
25
2.0
1.5 :
Lof—
0.5 .
0.0 |

|
|

T F M A W 3 3 A
S ATeT TR + ACCESS REFERRAL TDE [N TRVELE TN ACXESS

|
'}
!

*

The duration per trouble shows the average in hours that it takes -
to restore a failed private line circuit to normal operation '
after receiving a customer's report. In addition to the time _
required to isolate, repair and restore service faults in ATET & SR
equipment or facilities, the "AT&T TBL"™ columns include the time - Ll
taken by AT&T Technicians to. sectionalize problems which are R
ultimataly found to be in the LEC access. The "TROUBLE IN

ACCESS" columns include only the time taken by the 1EC to clear

troubles within the access portion of a.circuit and does not =~ .-

include the time expended by AT&T Technicians to determine that

the trouble is located in the LEC access. ' . ‘




o
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)

PERCENT OF TBLS FIXED IN LESS THAN 48 HOURS

CALIFORNIR PRIVATE LINE 1967

MY

. ™
L
A
&
9
L

,

The percent of troubles fixed in less than 48 hours shows data
for only six months since the database from which it was derived
will not retain the data for a lenger period of time. In !
addition, it is produced on a "demand" basis and is not 2
generally available report. : . . o :
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. EX‘HIBIT 15

CUSTOMER SAEISFACTION
SOURCE: CPUC CONSUMER AFFAIRS BUREAU MONTH:

DATA:

%

L A, ISR N S N S ENN R
‘ ' H
E

cow |8 8
88 ¢ gg

e e g e e -

<
[ )
T ]

|
!
|
|
|
|
I
|
I
1
o
|
|
!
|
1
|
1
|
1
I

ALl problems with service work such as appozntment not met,

quality of work unsatisfactory, job incomplete, charge

unacceptable, etc. All issues regarding the service prov1ded

by operator services such as attitude of operator, delays in
completing calls, incorrect coding of call, etc.

All problens regarding billinq such as denies all knowledge of -
call/charge on bill (Collect, Direct Dial, Third Number '
Billing), charges differ from those quoted, adjustments or-
refunds not received, credit/terns/collection issues, Directory
Assistant charges, etc.

RATE INCREASE'PROTEST

a1l complaints regardzng incraaseslin long distance prices.
o'rm '

All matters whicn.do-not fall in the other catagories
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CENT OF CALLS NOT BLOCK

1987 CALIFORNIA POP-POP

1 . . . , B
The percent of "POP-POP" calls not blocked is an indication of
how well the ATT-C switch to switch network processes calls. The
above graph is comprised of data from both interstate and N
intrastate service, and includes the impact of events outside of

California. Factors which contribute to blockage in the ngtwo:kﬁj_""

include:

1. Insufficient POPJPQP‘tEunkingl-- o
2. Transmission facility or switch failures.

3. Abnormal callinqrpatterns;to;a‘particul;rwlbcationﬂtf '7“

or community of interest. o
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EXHIRIT 17

PERCENT OF CALLS NOT BLOC]

1987 CALIFORNIR POP-LSO/TRNDEM

100.9
9.5
9.0
985
98.0
97.5
97.9
9 .54
9% .0

I

=Ll K resten orecTIvE

The percent of "POP LSO/TANDEN" calls not blocked is an _ B
indication of how well the access network between AT&T sw:tches g
" and LEC local serving offices (LSQ) or LEC access tandems ~
processes calls. The above graph portrays both interstate and
intrastate service, since the data cannot be directly broken downy
to "intraste only" ‘ '
Factors which contribute to blockage in the Network include:
l. Inadequate access trunking.
LEC transmlssion racility and switeh railures.

Abnormal calling pattarns to a particular
locution/conmunity ot interest. :

AT&T switch £ailures.
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EXHIBIT 18
AVERAGE SPEED OF ANSWER

SOURCE: AT&T MONTH:

CENTER LOCATION AVERAGE SPEED OF ANSWER

|
I
| (SECONDS)
l

PRIMARY ACCOUNT SALES CENTER

LAGUNA HILLS

MONTEREY PARK

PLEASANTON

VAN NUYS

AVERAGE:

|
I
I
|
|
SANTA CLARA |
|
I
l
I
l
|

ACCOUNT INQUIRY CENTER

LAGUNA HILLS -

. MONTEREY PARX

PLEASANTON. .

SANTA CLARA

VAN NUYS

— s e A T — . —— S — A S — —— — — A e —— " — " o T i St . e et ——

AVERAGE:

CONSUMER MARKETING SALES CENTER

_PLEASANTON

J
l .
PHOENIX |~
AVERAGE |
I
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EXHIBIT 19

Dear Long Distance Telephone Company Customer:

The California Public Utilities Commission is monitoring the long
distance telephone service provided by long distance telephone
companies in California and would appréciate'yQur taking a few
moments to complete the atﬁached’survey. Since this evaluation
is being sent to a small but representative sample of long |
distance telephone subscribers in‘yoﬁr area, it is‘very important
that you retprn the completed-questionhaire promptly to«ensu:éz

that the results reflect all viewpoints.

Please return the questiénn&iie in the enclosed postage-paid

envelope by .

Thank you veryﬂmuch‘zor your assistance. 1If you have any
questions or would like to discuss this sﬁbject, please feel £reef

to~cont§ct Dal Singh of my staff oﬁ.(4;5) 557-2041.

sincerely}

Public Staff Division
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. CALIFORNIA PUBLIC UTILITIES COMMISSION'S
LONG DISTANCE TELEPHONE COMPANY SERVICE EVALUATION
Instructions:

CIRCLE ONLY ONE NUMBER PER QUESTION.
ANSWER FOR ONLY ONE PHONE IN YOUR HOME OR BUSINESS.

What is the name of your local Telephone Company?

What is the name of your Long Distance Company?
(ALLNET, MCI, AT&T, SPRINT, etc. ) e

What is the area code and first 3 d;gzts of your
phone number°

YOUR TELEPHONE NUMBER (_ _ ) _ _ _ =X X X X

Area. Code

. How long have you had servzce at this address?
Less than 6 months cemvessssrasscsssecrtesesan
6~months to 2 years ;....;....................

0ver 2 years to 5 YEATS .ececscsman

Longer than s years,.-........................

What type of telephone sexvice do.you nave?
Pr:-vate Llne ReSldentJ.&l serssssrERPETETRTRETELISETES
Business.-.oi.";.ﬁnoont;l.bb....tD.-..‘.-I..--‘-I.;D

Do you or any of your relatives work 20r~any
telephone company?

YES .---.-.-.--v-'....'.-..--....-'----.-..o.....-'

. . ‘ . - f - -
No LA I NI A Yl B SR R I N A L N
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Approximately how many LONG DISTANCE calls (those
which require the dialing of an are: code for
completion) have you made from your phone in_the

last 30 davs?
NONE (SKip €O NeXt PAGE) .cvevevvscsccrsceccancnsen

1 tos AasswvaeaesresaTErESrEsEeS RN E XN RN RSN N
6 to lo 5 8 * s asRees RSP ASBOESTRAESTERSSFTREERBRETRRLIESTSTERNFS

11 to 30 I N I S A A A A BN N B A A A A I N N N N N N R

MORE m 30 LB O N W N R R R B O N N B A S B
On these LONG DISTANCE CALLS DURING THE LAST 30 DAYS,
how often have you noticed:

1-NEVER  3~OCCASIONALLY -
2~RARELY -FREQUENTLY A
-Static or noise on the line ...cvevee 1 3 5
Voices fading in and out cerrmeeenens

Voices eChOing weaescescerasccscnnscs

You can't hear‘the~other pdrty{.....;
The other party can't hear you cocamn .

Other veoices on the llne ceesresmenne

<

2

2

LOW VOLUME -evcsnccncnccsocracanvenns 2
. 2

2

2

2

Getting d;sconnected whxle talking ..

Receivmng a busy signal or record;ng
before you're finished d;alxng ceeene

Receiving the record;ng, "All
circuits are busy now ...", or a
:ast busy signal ..t....-‘l‘l."tﬁi... l

Having to redlal the number because
the <¢all did not go through ..c.ecvenas 1 -
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Regarding contacts with your ionq Distance
service company's Office Personnel in the
past 3 months:

Were the office personnel courteous while
assisting you?

I HAVE NOT HAD CONTACT WITH THEM IN
3 MONTHS (Skip'tO'QueStion #21) sssersssnnsae

YES LR A B A I R I T A A L I I A S T A Y A S R Y

NO LIC RN N B I A B B I N R S O B B S S I N R B

Were you satisfied with the help you received
from the office personnel?

CIC AN A S I IR I I Y

No LI A A I L AN N S S N A I B R B N O A A Y

(I£ "NO") Why not?

Were your most recent Long Dzstance Companay
charges correct?

YES (If yes, then'skip to Question #23) e

No L IR BB BN B R B B YR RN WS N U SR R R S R S N Y
I DON'T XNOW (Skip to Question #23) ....eeoww

(I “NO"A please explain the error)

22. If your most recent Long D;stance charges were NOT CORRECT,
has the problem been resolved o your. sat;s:act;on’

YES sPhs s vECEECIGSsALSEIESPELERSasRsLsREREREEDRER S
.

NO L R N N N Y N N N Y L
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About your Long Distance tele‘:fo%%nz’ez service
generally:

Considering your overall Long Distance telephone
service DURING THE LAST 30 DAYS, would yeu call it:

EXCELLENT LR A S A B I S N N N N A A
GOOD LIS R A S I A 3 I B S I N N
ADEQUATE LRC R SN B R I A S N A S SN LR B S

POOR LI I AN B I R N Y A B A S S R S A N

VERY POCR .

In comparison to your overall Long D;stance phone
sexvice 6 months ago, your Long Distance phone service
DURING THE LAST 30 DAYS has been:

mm BEmm --..-....'.I‘...'....-.....'.....
SOMEWHAT BETTER +sceecvecscrcccccccnnssnncanas
ABOUT THE SAME cevvecomencevssnmrsnvansnnnans
SOMEWHAT WORSE sveeecrcevncecsccesacccaconnnse
MUCH WORSE .cecscconcrscccsscsnncscscncsannane

Overall, are you satisfied or dissatisfied with
the telephone service you. are getting from your
Long Distance Telephone Company?

VERY SATISFIED ...--.--;.....................
SATISFIED scecencrcrccerennecnsnscocannsnrscan
Som mxSFIED ! -t----.-o-...-o-.-
SOMEWHAT DISSATISFIED ecevencocceccrcncncacses
VERX DISSATISFIED .ccctcceccsoscscrcrconnncnsn
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WE WOULD APPRECIATE YOUR ANSWERING THE FOLLOWING QUESTIONS; THEY
WILL BE USED FOR STATISTICAL PURPOSES ONLY.

26. Your sex is

MALE .cccvecccvccnncaccncssccnsncvoncssommsnnns

FEMALE ..vtccccoaccssccsssscsscnconcsscancsnans
Your.age is

Under 36 ..cecencecncsvecncocannannas creesmnne

36 LO 50 cecvsincncrtcnnncrerercnastsccssaccnan

OVEX 50 weevveccccccncescccncrssscnsncccancsss
The number of people in your'household is

1l to 2 .......--;............................

3 to‘ 4 ...-.-.-.-.h;.l..l-..Q..G...‘...I-..OIV.

5 OF MOLE sececccctscacnanonssaccansnssnaneese
Your family income is

LESS THAN $11,500 +uvenenreereessesesnenesnns

$11,500 £0 $25,000 wevreracsrancscsaonnamenen

$25,000 £0 $40/,000 «cnneenseesoonesnnnnaaeans

over $40,000 .;..;.......-.;...-.........f...

On average, how much do you pay for MONTHLY LONG
DISTANCE SERVICE? ,

mssmss .v.-'..’....I‘..‘.I...l.-‘-.b..‘l.-.... ‘

ss to 512 - - '. -s.-‘b.--'---.‘..-noop
$12 1.‘.0 $20 l-.....--.-t.l.'.-.-'..-.. ----- 1‘---"

OVER $2° ..l..--t......-rto.-.-.-'.t.l--.-.-’v
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- “APPENDIX C
Page 34

THE FOLLOWING SPACE IS PROVIDED FOR ANY ADDITIONAL COMMENTS

OR SUGGESTIONS YOU MAY HAVE REGARDING YQUR LONG DISTANCE
TELEPHONE SERVICE.

31.

32. TODAY'S DATE IS:

THE COMMISSION SINCERELY THANKS YOU FOR TAKING THE TIME TO
BE A PART OF THIS IMPORTANT SURVEY

(END' OF APPENDIX C)
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service and asserts that no such submission or analysis is requdred 3
in support of its proposal for limited regulatory flexibility/
7. DRiscussion

We agree with AT&T-C that it is time to put asjde the
issue of cost studies in this proceeding. The purpose bf the
Observation Approach was to avoid the burden of prodyling detailed
cost studies. We believe that the compromise endorfed by the ALY
in ber September 16, 1988 Ruling is a reasonable ghe. While both
witnesses for MCI and US Sprint complained thatAhey did not
receive adequate cost data to challenge the prdposed rate bands of
AT&T-C, they in fact did manage to discuss t)e width of the rate
band in their testimony and propose modirightions to those bands.

To have excluded cost analysis £ompletely would have been
inappropriate, but likewise the level of detail sought by MCI and
Sprint would not have allowed us to mgfe forward expeditously wzth
this proceeding and evolved AT&T-C’s/application into a process
more appropriate if the Prediction .pproach was being used.

The Observation ApproacM, by deginition, will allow us to
determine if flexibility granted/ to AT&T=-C today benefits oxr bharms -
its competitors and consumers./ We believe the Observation
Approach, taken as a whole, sfpports our finding that the rate ;
bands we adopt today are‘ju- - and reasonable without the provision
of detailed cost studies. /We will, however, consider the concerns .
of the parties based on gOst data available to them, regarding the
width of the rate band #n the section to follow.

B. How Limited Should
The Rate Bands Be/Unde
'he Observa on: Apvoroach?

All partjes to this proceeding rely on language in
D.87-07-017 to support their diverse views on this subject. The
question truly bgfils down to “how limited isllimited"_regulatory
flexibility. PArticularly because of the limited cost data that
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rates where there is allegedly little or no competition. (Exhibit
3.) AT&T-C also proposes asymmetric rate band for MIS discount
(evening and night/weekend). AT&T-C suggests tha¥ 5% of upward
flexibility should be allowed, yet only 2% of

is sought for evening discount and 4% for th¢’night/weekend
discount.

Likewise, AT&T-C’s proposal regQests asymmetric treatment
for AT&T-C’s WATS and 800 services. Increases for WATS are limited
roughly to 5% while decreases of 15% Are proposed. AT&T-C requests
that for 800 service, increases are/restricted to 5% while |
decreases of 10% are allowed for -peak usage. AIT&T-C proposes no.
decreases in the 800 band in offfpeak time periocd usage. As
another example of the reasona¥leness of its rate bands, AT&T-C
points out that AT&T~C propoges no rate band for the per-message
charges for WATS and 800 sefvice. For private line service, AT&T-C
proposes asymmetrical rat¢ band of plus or minus 10%. AT&T=C .
maintains that no party Lo this proceeding has objected to such a :
rate band for private Yine services, except to the extent that a .
party generally opposgs any upward flexibility. ‘ NG

AT&T-C objkcts to the attempt of several parties to | o
transform its requgst for rate bands into a discussion of bands

T-C disagrees that it should be precluded from
more than its underlying costs may vary. AT&T-C
argues that thgre are several assumptions of fact necessary to the
contentions of the other parties. First, ATET-C says it must be
assumed that/current rates exactly equal the sum of access cost,
network cosf, and billing cost. ‘Second, it must be assumed that no
rate elemeAt is currently, set, or should be set, pelow cost.
AT&T-C arflues that neither of these assumptions is true.
The first assumption that current rates are set to equal
of access cost, network cost, and bllling cost is not true
becaus currently some rate elements provide a positive
contr, ution above cost to the overall operation of the company




1.85-11-013, A.87-10-039 ALJ/XH/rsx

Finally, we will als¢ require AT&T-C to send out a notice \/i K
to its customers explaining the rate flexibility granted by this "
decision in the first practicable billing cycle. AT&T~C shall/work
with our Public Advisor’s Office in developing the text of that
notice.

VI. What Conditions Should Control I;I&'I-C'a

What Should the Definition
of New Sexrvices be and
wWhexe Should the Costing
Methodology for New Sexvices
be Developed? ‘
1. AT5I-C’s Position ,

AT&T-C has returned to its origigal definition for "new
sexvices,” found in its original applicaplon of October 1587.
AT&T~-C defines a new service as an offefing which customers
perceive as a new sexvice and which héAs a combination of

‘technology, access, features, or £ Ctions that distinguishes it

from any existing services. In D/87-07-017 the Commission duected u .
that for purposes of granting ipftial regulatory flexibility, LN
repricing or repackaging of ap/existing service would not be
considered a new sexrvice. . - ‘ « ‘ '

. Thus, AT&T-C ackpbwledges that the definition does not
classify an optional calling plan which discounts existing service
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rates as a new service. Although AT&T-C has returmed,to its
original definition, in its Statement of Position filed July 15,
1988 AT&T-C had proposed a definition which categ¢rized optional
calling plans as new services. Because of the/Opposition to this
modified definition by DRA, MCI, Sprint, and JURN, AT&T-C at
hearings returned to its original definitiog, in the rebuttal
testimony of Mr. Parker. .

ATST-C argues that its proposgd definition of new
services is reasonable. AT&T-C acknowiedges that it has committed |
not to introduce a new service through the advice letter procedure .
until the Commission adopts a standfrdized costing methodology-
AT&T-C requests that the Commissi'ﬁ-adopt‘its definition of new
service and address the issue off what standardized costing .
methodology to adopt in A.88-0§=-051, the PRO'C@liforniawProceeding._i |
AT&T-C makes this recommendatfon despite the fact that its own '
witness Parker acknowledged jthat PRO California does not meet
AT&T-C’s recommended definftion of a new sexvice. PRO Califormia
is a discounted optional :alling.plan. AT&T-C’s rationale for

doing the c¢osting methodblogy fox new services in a p:oceeding that . W

is not itself a new sephice is the fact that the ceosting
methodology study musy be done anyway both for the PRO California
optional calling pl-,'and for Am&T-C's nmcncon‘eoo sexvice .
(A-88-07-020). AT&F-C argues that since it will have to expend
considerable resoufces on the presentation of its costing
methodology in thé PRO California proceeding, it is an efficient
use of AT&T-C’s fesources to establish a costing methodology for
all advice lettgr filings for new sexvices that AT&T-C intends to
make undex the-regulatory floxibility gran:ed today.

urges the cOmmission to reject AT&T-C’s proposal
California appl;cation be the forum for develop;ng
standaxdized coating and pricing methodologies for future new
service agplications. CALTEL points out that AT&T-C admits thax
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PRO California is not a new service as AT&T-C presently defines
the term. Additionally, CALTEL does not believe that costin
methodology developed in a proceeding such as PRO Californid, where
the service being evaluated is simply a rxepricing ¢f an eyisting
sexrvice, will be of any use to the Commission in develo
procedures for cost analysis of a true new service.
that the Commission must evaluate the cost methodo
service in a proceeding by which AT&T-C seeks to fntroduce a new
sexvice by its own definition. o ‘
. CALTEL points to one final reason ?r requiring that the.
application by which costing methodologies Are developed for new
gservices be an actual new service application. CALTEL believes |
that the scope of the definition of new/services itself will need -
‘additional work. CALTEL points out at ATST-C has recogm.zed tha.t o
its proposed definition of new sew}ées has not been employed in ,:
any other regulatory proceeding. fTr. Vol. 2, p. 234.) . CALTEL =
further asserts that AT&T-C itself admits that this definition has’ -
been fraught with cont.roversy ince ‘it was originally proposed andf o
that the controversy has not, fdisappeared. CALTEL believes it is '
inevitable that there wil contxoversy over whether the f:.rst
"new service"’ proposed by AT&T-C actually falls within the
definition which AT&T-¢" asks the Commission to adopt in this ‘
proceeding. CALTEL tains that the definition will have to be
refined and quite vioualy that should be done in a proceeding
where an actual néw service is before the Commission for
evaluation. Therefore, CALTEL believea that the Commission should.
address both phe refining of the def:.nition of new services and the
ology for new services’ in one application. CALTEL.
_ PRO Cala.fornia is not the appropriate appl:‘.cation.
Us Sprint arques - that AT&T-C’S new se::vices def:.m.txon. 1.3 .
ill-defined. = US Sprint claims that although ATET-C says it has
' to its new services definition conta.:!.ned. in its. origiml




I1.85-11-013, A.87-10-039 ALJ/KH/rsr *

3

application, several new ¢lements are added. US Sprint arxrgues that
it is not entirely clear why these elements are necessary or
advisable and how they fit into the overall picture of new
sexrvices.

US Sprint joins in the opposition to the PRO California
application as the forum for development of uniform costdng '

methodology for new sexrvices. ‘
4. ¥CI’s Position i
MCI asserts that ATET~-C has only recently’ returned to its

definition of new services that embodied the pri "iples laid out in
D.87-07-017. MCI supports this definition for new serxvices that
was contained in AT&T-C’s application of October 30, 1987 and was
readopted by AT&T-C in Mr. Parker’s rebuttal fLestimony. At the

same time, MCI vigorously opposes AT&T-C’s proposal to use its
pending PRO California application as the ‘est case for cost
methodology for all future new service f£idings. MCI points out,

as did all other parties to the proceedfng, that AT&T-C has
acknowledged that PRO California is not a new .-.iérvice under
AT&T=-C’s recommended definition. . ‘Wit‘ﬁess ‘Parker acknowledged that o
it is mexely a pricing option‘-. MCIf/maintains that AT&T-C has
failed to provide any justiﬂcatidﬁ foxr 'why it should- depart from

its own definition and use PRO CAlifornia, rather than a truly new
service to develop a uniform cdgt methodology. ‘

Fuxther, MCI ‘sugqes't{s that in light of the controversy
over the definition of new gérvices, it would make more sense for
the costing methodology a dr the refinement of. the definition to be -
done in an application t meets the new service definition as | )
currently proposed. This would permit the COMssio.n in MCI’s view
to xefine and sharpen fhe definition so it would have some use in
future proceedings. ATr. Vol. 2, p. 235.) MCI argues that if the
Commission were to yse the PRO Canfbrni‘a application as the test - -
case for new serviges, the Commission might be vulnerable to claims "
of denial of due process. MCI argues that a truly new service |




I.85-11-013, A.87-10-039 ALJ/KH/rsr *

should be the test case, wherein parties will be provided an
opportunity to litigate fully the appropriate gquidelines for new
services and the appropriate costing methodology.

5. DRA’s Position

DRA joins with all other active participafdAts in this

proceeding in opposing the use of the PRO Califorypfia application as
the test case for cost and pricing methodology fAr new services.
DRA believes its concern is quite different frgm those of AT&T=-C’s
competitors. DRA maintains that AT&T-C’3 copfetitors such as US
Sprint and MCI wish to ensure that the pricé of AT&T-C’s new ‘
services are not too low. DRA on the othgr hand, in addition to
concerns regarding anticompetitive pric:g, wants to ensuxe that
prices are nmot too high. This is why,/in its view, a costing and
pricing standard must be developed iy the first application for a

new service under ATST-C’s proposed/definition. DRA believes it is

dangerous to attempt to develop a/cost and pricing standaxd for a ’
pricing option plan such as PRO Laliformia and hope that it also

applies to new services. DRA yrges that the Commission wait umtil

AT&T-C files an appl:i,_cation.’- T a new servi.ce_ that meets its. own
proposed definition before ¥ costing and pricing standard is
developed. PRO Californiaf in DRA’s view is an inappropriate
vehicle. : - '

t it is pleased that AT&T-C has returnmed . -

to its originﬁl def ‘ tion o£ a new service. However, TURN, like j |

the othexr parties, As d:[.smayed that AT&T-C- propases to use its h
application for PRO California as a forum: for. esta.bl:.shmg a-cost
methodology for few services when PRO California is admittedly noti
a new service./ TURN argues that this logical inconsistency is

ubling when one considers that ATET=-C”s definition . :

of new sexvjces will be making its maiden voyage in a subsequent
applicatiof. If a cost methodology is already in place as an
outcome the PRO California applic_:ati.on., ‘when such a ,truly new
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sexvice is introduced, it may prove difficult to apply a costing
methodology which did not have to considex the vagaries of costing

a new service.
7. Riscusaion /
We first turn to D.87-07-017 for guidance on issue of

new services.

"We would want to be sure that the services
undexr consideration are indeed new services/ and
not merely variations of existing service
disguised in an effort to escape traditi
regulation. Explicit and clear definitjon of
new services must be provided. The exyent to
which AT&T-C may automatically possesg market
power in the areas of new services,

- because of its market power in othef areas or
for other reasons, must also be a
(1d., p. 64.)

We are relieved to see that ATET-C has xeturmed to its.
original definition that is consistent/with the gu;delines stated
above. However, we share the dismay/fof the other parties in

AT&T-C’s recommendation that PRO ifornia is an approprzate
vehicle to determine the uniform fosting methodology for new

sexvices, when ATsT-C has acknoyledged that PRO California does notﬂ
meet its definition of new sexrfices. Therefore, we agree with the ..

position of CALTEL, US Spriny, MCI, DRA, and TURN on this issue.
AT&T-C has made no compell g showing of why the costing
methodology for new serv es should be handled in its PRO
California application./ In fact, the only reason AT&T~-C puts
forward is since it had to do costing methodology in PRO
California, it therxefore would like it to be applicable to all
future filings. This is not an adequate reason. while we adopt

ATsT-C’s proposed/definition of new services, we agree with CALTEL

that, in fact, the first application of a new service this

definition will most probably be refined and improved. This is’
why we believe it_is imperative that costing ‘

methcdology/and a refinement of the definition be handled in an

. e
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application that AT&T-C itself believes ?d.ts its definition of new .
sexvice. 7

Additionally, we note that th'é PRO California application
is moving forward expeditiously. We af;:e concerned about the |
ability of other parties to effecti};ely participate in that
proceeding. Since the costing methodology will quide future
applications for new services, we/believe it is important that the
first new service applica‘cion 0t PRO California, proceed at a
pace that allows all interested; parties to participate in an
effective mannex. Therefore, Ie conclude that PRO Califormia is
not the appropriate wvehicle ';fé:- costing methodology to be resolved:
for new services. However,; we do not intend to invalidate Oxdering
Paragraph 11 of D.8§8=~11-0 % where we ‘desig'nated PRO California as. -
the proceeding for interelated parties to address the reasonableness g
and propriety of ATaT-C’S im:erim rates for MEGACOM and
MEGACOM 800. ,

When AT&T-C esires to file an application for its first
‘new service undex regulatory flexibility it will be that :
application where a¥l parties may participate in first, development
-of costing methodol"ogy for future new services and second,
refinement of the/new services definition.

B. How Should New Sexvices be
Introduced once Costing

Once the issue of costing methodology is resolved, A:r&'r-c*- ‘
proposes tp file requests for new services through the advice ‘
letter procedure, with some modifications. - Currently, the advn.ce
lettexr process as laid out in GO 96-A allows for approval of new !
,service‘t{ on 40 calendar days” notice. In addition to the ] o
requirgments of GO 96-A, A’.t‘&'l’-—c proposes to provide standard
costing data (using the uniform costing vmethodology) with all
advioe'"letter filings. However, AT&T=C seeks an amendment to

o /
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GO 96-A requesting that a new service or a revision to an existing

sexrvice that has already been approved by the FCC be approved ot
only 20 days’ notice. AT&T-C acknowledges that this would require
a waiver of Sections IV and V of GO 96-A. (AT&T~-C Exhibit A, p.
13.) AT&T-C argues that a reduced notice period as requgsted is

appropriate because "an initial opportunity to review the essential

nature of the proposal would already have occurred duxing the

review of the filing before the FCC." AT&T~C cites.84-01-037 for

the proposition that the Commission has already wgAved these
sactions for AT&T-C’s competitors. AT&T-C arguey that its major

competitors compete on a national level with ATAT-C. Thus, AT&ET-C

claims that every £iling before the FCC is scputinized closely by‘
its competitors. AT&T-C claims that the esséntial natuxe of any
proposal that is part of a national progran of AT&T-C would be
revealed in AT&T-C’s FCC. £iling. Therefofe, AT&T-C concludes it
would be appropriate for the California filing to be reviewed in
less time.

For new services that are. ot part of an FCC review,
AT&T=C acknowledges that the timefpéme set out Ln GO 96-A is
apprxopriate, i.e., 40-day review x -riod.

2. CALIEL’s Pogition

The issue'of.AI&T-C’-,introductien,ef new sexvices is the =

issue of most concern to CALPEL in this proceeding. CALTEL.
believes that AT&T-C should/be required to -introduce new sexvices
by application rather than/by advice letter. CALTEL'argues that

with the adoption of rat¢ bands, AT&T-C would have been provided a o

significanx level of rafe flexibility‘and corxespondingly, the

Commission would have /fbeen provided with the challenge of observxng N

and evaluat;ng AT&T-£’s conduct with that rate flexibility. CALTEL
believes it is ina--ropriate for the’ COmmzssion, consumers, and
AT&T-C’s competitgrs to De burdened with having to quickly respond

to AT&T-C’s £iljng: of advice ‘letters by . which it seeks to‘;n:xoduce |

new services. CALTEL recognizes that AI&T-C has " naxrowed its
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prdﬁosed definition of new services, but nonetheless believes
AT&T-C should bear the burxden of proof that the approval of syxch a
new service will be in the public interest.
CALTEL points out that as a practical matter,
placed on AT&T-C’s competitors will be substantially
AT&T-C is permitted to introduce new services by adviCe letter
rather than by application. ‘
CALTEL points out that when an applicatdon is filed, the
buxden of proof falls squarely on AT&T-C, pxote,
a 30-day timeframe, and most importantly the yélief requested can
only be granted by an order of the Commissiqfi. By contrast, CALTEL .
peints out that advice letters filed pursufnt to GO 96-A take )
effect 30 days after filing unless- suspepded by ‘the Commission, and '
must be protested within 20 days of fildng. Moxe meortantly, the
practical effect is that a paxty pro sting an advice letter bears
a burden of establishing that the a ice lettexr should be
suspended. This is unlike the ap Ication situation where the
burden is on where it should be,/on the applxcant,‘or AT&T-C..
CALTEL argues that tie advice. letter procedure operates
in practice to provide even }Jéss time for a protest than that set
‘forth under the existing des.. In addition to the shortened time
to protest an advice lett » parties may not have been advised of
the existence of the pr sed advice letter until several days

after the filing itself. Unless a puxticular party has arranged to' .

have all such advice ettexs served on it by the utility, the usual
means of obtaining uch notice is th:ough the Commission’s Daily
calendar. For exjuple, the Commission’s Daily Calendar for a

© particular date fontains notice of advice letter filings for

several prec g days. Partxes must also account for the time for o

the Daily Calgndar to reach theixr office through: the mail.
Therefore, A reality, parties have as few as 10 days to prepare
and file pyotests given these constraints. By contrast, a party = .
consider g protasting an application have 30 days from the date of_'
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when the application first appears in the Commission’s Daily
Calendar.

Additionally, CALTEL points out that while the advice
letter procedure places substantial buxdens on the protesyants,
there is no coxresponding public benefit by the reduced time
period. Protests that are frivolous can be rejected whder Rule 8.2°
just as easily as they can undex GO 96=-A, according Ao CALTEL.

Finally, CALTEL notes that the new servjce proposals
which AT&T-C wishes to introduce by advice lett
been months ox even years in preparation.

take as long as it wants developing the opepdtional details and the .

pricing and marketing strategies for a parficular new product,
interested parties are expected to formuYate a response to that
proposal somewhere between 10 and 20 d after first being
apprised of it. CALTEL argues that this does not make sense.
CALTEL urges that by requiring applications, the |
protestants will have at least 30/days and the Commission may have
as long as it needs to consider ¥hether the new service should be.

authorized. This gi.ves the Copfission the option to choose in scme -

cases to disregard any prote and approve the application
expeditiously or in other cyses set the matter for formal public.
hearings. CALTEL urges t the Commission not give up the broad
array of options it poss¢gsses when the proposal is in the form o.f
an application.

Finally, EL proposes that A:r&'.r-c be required to
intxoduce new servicgs by application for a z-year pexriod. CAI.TEI.
points out that controversy surrounding new sexvices is likely to
exist for some tiple until AT&T-C and other parties arxxive at some |
understa.nding of/the precise definition of new services. | :
Therefore, CALTEL suggests that after a 2=-year period by which all
new services yill be introduced by application, the Commission c:an
determine wh ther the roqui:ement should be continuved or not.

[
."h
e
L
i
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In the event the Commission does not adopt CALTEL’s
proposal that all new services should be introduced through the
application process, CALTEL particularly opposes AT&T=C’s
suggestion that the advice lettexr review time should be reduted to
a mere 20 days when the FCC has already reviewed such a s
CALTEL points out that this proposal of AT&T-C’s would
competitoxrs with only a few days to prepare and file
any such advice letter.

those proposals.
enough to permit AT&T-C this extreme level of

Moreover, CALTEL points out that s Commission has in
the past rejected state f£ilings by AT&T-C w ch were "consistent
with the national plan already approved by the FCC." CALTEL
concludes that this Commission wishes t¢/ continue to conduct its

separate review of such plans. CAL ‘arques that it makes little )

sense to sharply reduce the opportunity of interested parties to
offer comments to this Commission yith respect to such plans.
3. US Spript’s Position
US Sprint does not opfose the use of the advice letter

process under GO 96-A for AT&X~-C’s intxoduction of new serxvices, iif

the services are truly new shd after the costing methodology has

been resolved in the first/mew sexvice. application. However, like

all other parties to the roceeding, US Sprint takes strong
exception to AT&T-C’s pfoposal that the time to review services
already approved by tMe FCC be shortenmed to a mere 20 days. uUs
Sprint arques that M&T-C is asking this Commission to defer its
power, authority, And juxisdiction over certain of AT&T=C’S .
services to the HCC. US Sprint axgues that AT&T-C has not
demonstrated compelling(reason for this Commission to accede
authority to the FCC in this instance. -




1.85=11-013, A.87=10-039 ALJ/KH/xsx *

MCI does not oppose the notion of advice letter ;‘/ilings
for true new services once costing methodology has been m‘,solved in
the first application. However, MCY does oppose the 20-day review
period for any new service that has already been .introducfed' and
approved by the FCC. MCI argues that this 20-day notico’ period
conflicts with PU Code § 455. Section 455 provides tl}a.t any
revision which does not increase a rate: "Shall becope effective on
the expiration of 30 days from the time of filing
Commission or such lesser time as the Commission ‘

MCI believes that there would have to e a change in the
underlying statutes before the Sections of GO §6-A which AT&T=C
seeks to have waived, could be allowed.

 Further, MCI asserts that AT&T-C Has made no showing that'
prioxr approval of a service px:oposa‘.ll by the FCC justifies a shérterjf_
than 40-day review period for advice lewter filings. MCI witness |
wand testified that AT&T-C’s assumptio { that less review time is -
necessary for new or existing servi:{es/ dlready approved by the FCC | .
is flawed. (Tr. Vol. 4. p. 421.) ,There is no basis to assume that'
any review which may have taken pYace at the interstate .
jurisdiction would be relevant 0 an intrastate filing. MCI po:.nts
out that AT&T-C’s intrastate %:ring\ would not have been reviewed =
before the FCC. Further, MCY/ maintains that the underlying cost. -
data provided in connection/with an FCC filing would be different = . .
than cost data developed fdr an intrastate service. MCI concludes . . .
that the different cost data provided at each jurisdiction would .
require a separate review at the Intrastate level even if a prior |
review took place at the FCC. Therefore, MCI urges that the '
Commission not _alloa/ the 20-day shortened period for review.
5. k- I

DRA urgés that the time to review a new service'filing S
should be at’ i.yétls days. DRArmainta‘:th that several tasksmst R
be accomplished in this timeframe. First, it must be determined if

. IV
. | .
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the new service meets the definition of a new sexvice. Jecond, it

must be determined that the general costing and pricing methodology

developed in the first new service application, is

the new service in question. Third, that pricing

methodology must be applied. Fourth, the cost igformation provided

by AT&T-C must be examined. Fifth, the parties must prepare and

submit protests if necessary. cth, i

the findings and positions of the parties

that the above scenario- in their view would take at least 45 days. -

DRA acimowledges that the current Commigsion practice under GO 96-A

allows for a 40-day period. However, DRA believes that the

possibility that rates for substitu sexrvices could go up, a

possibility that is generally prohjbited in filing under GO 96-A,

requires a small amount of addit nal time to determine the cost

and benefits of a new service. RA beleives its request for an

additional 5 days is reasonablé and will not haxm AT&T-C. S
DRA joins in opposition to AT&T-C’s proposal that advice '

letters become effective. 20 days if that plan has received f:f‘
prior FCC approval. DRA )rgues that the Commission must not allow

itself to relinquish its/authority over intrastate

telecommunication poli to the Federal Goverﬁment. DRA urges :heV
Commission to consideé new service advice letter £filings as to the

cost and benefits t each service would bring to California.
This review proce necessarily'takes time.

Finally, DRA points out that there are significant
differences in gost between the intrastate and the interstate
telecommunicatdons market. Fox example, DRA states that access |
charges axe fferent. DRA argues that there may be other costs or
factoxrs suc} ‘as competition,. technological differences, and legal‘

that differ between the Federal and State

ons. (DRA closing brief pp. 6-7,)
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6. ZTURN’s Position
TURN joins in the unanimous opposition to AT&T-C’S
request to have new services reviewed in the shorter than
current advice letter time £frame. TURN points out that g
using an advice letter for the introduction of a new sg
major enhancement of AT&T-C’s flexibility.
distinction that several of these new services have

sought by parties for Commission review of any new service. 3
Therefore, TURN concludes that the CommySsion should give CACD and
interested parties at least 30 to 40 gbys to review any new service
proposal introduced by AT&T-C. '
7- DRiscussion

We note that all partie& except for CALTEL seem able to ‘ o
live with the introduction of ndw services by ATs&T-C through the .
advice letter process. This ¢of course assumes that standard | R
costing methodology has been/resolved in its first new sexrvice
application as discussed iy the prior section. CALTEL’S concerns L
do have merit, and therefdre even though we adopt the advice letter . ..
process for new. servicey today we note that for any particular =
advice letter filing wé retain the option to require ATST-C to file
an application instexd if the p:o:ests so warrant. The Commission
will make that detefmination on a case-by-case basis.

Likewis¢/we are persuaded by the parties that AT&T-C’S -
request to have ¥ shortened time pexiod for sexvices approved by
the FCC is withbut mexrit. Am&r-C'a3concérn for speed must‘be
balanced agaipst the rights of other parties to be allowed
effective payticipation in our process. That effective

' ifn necessitates timing that makes participation




v
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Further, MCI and US Sprint are two of the very parties
that would ordinarily participate in the FCC process. / They, like
all other participants in our proceeding, are adamantly opposed to
& shortened review process. Several parties point Out that there
may be substantial differences between the intragfate and
interstate f£ilings for the same services. We agree that the review
that the FCC does for a new service may be verf diffexent than the"
review done here at our Commission.

We do not find DRA‘s request for/a 45-day period
compelling. We will authorize advice letfer £ilings for new .
services under the rules of GO 96-A, alYowing a 40-day period
before the new service is authorized. /However, we caution AT&T-C
that advice letters for new services/fraught with controversy wxl.'L
be rejected and instead AT&T-C will/be oxdered to file an
application. AT&T-C must not abuge the flexibility we grant them
today in introducing new sexvicef. For clarification, th:.s adv:.ce o
letter process that we today apbrove will not take effect until ‘

AT&T-C has presented its stangard costing methodology for new o .
services in an application f£4r a pew service as discussed above. S
Only after the Commission has approved that costing methodology may.

ATST-C begin to present iyYs new service requests through the adv:;ce

letter process.

C. What Rate Bands Shot dbg

pgopted- 10 e kY

l. Parties’ Position;

AT&T-C’s proposes that any new sexvice offering be
allowed an upward flexibility no grea.ter than 10% above its
original price, afd a downward flexibility set at or above the I.RIC
for the new service. This was not an issue of particular focus 1
during the hearfings or in the parties’ briefs. It seems reasonable .
to assume thaj parties’ positions regarding rate bands for new
services axe/the same as their positions on rate bands for existing
services unless otherwisa stated.

B
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US Sprint specifically arques that any new sgrvice .
introduced should be limited to the same 5% price (upward and
downward) proposed by US Sprint for AT&T=C’s existifig services.

(Exh. 8, pP. 22.)

MCI does not specifically address the/appropriate size of
rate bands for new services. We assume that MCI believes that the
rate bands at least should cover costs on elenent by element "
basis, and does not oppose some upward flexibility. In additionm,

MCI witness Wand testified that "The Compission should...use the
application for the first new service t is consistent with this
gquideline as the test case for determ/n.ing how truly new sexvices
should be regulated.” (Exhibit 13, j. 7.) It could be inferred

from this testimony, that MCI reco nds that the issue of width of

rate bands for new serxvices be de erxred untn.l the £irst new
sexvices application. :
Likewise, CALTEL doed not specif:.cally address the :.ssue
of rate band widths for new gérvices.  However, since CALTEL is |
quite adamant in its belief t all new services should be " .

reviewed by the formal app a.cati.on process for at least the next
two yeaxs, it is reasonable to. assume that CALTEL does not endoxse
ATST-C’s proposal at this time.

Since both TU{!N and DRA oppose any upwaxd flex:ab;lity for
existing services, :L?:Ls reasonable to infer a similar objection to
upwa.rd flexibility for new sexvices. :

2. nigsnggigé \

None of /the parties, including AT&T-C, spent much time
developing the rgcord on this issue. Logically, it makes sense to '1.
treat rate bands for new services in a manneb: consistent with what -
we have adoptec{ ‘today for existing services. We do not wish the
parties to J.M{igate, for example, the appropriateness of upward .
flexibility /every time A'.r:&'.r-c attempts to intrxoduce a new service.
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However, the first new sexrvice (not PRO-California) .
AT&T-C attempts to introduce will be through the formal /Application '
process with an extensive and thorough examination of
costing methodology. Likewise, we have oxdered that

reasonable, therefore, to defer the approval of rate band widths
until that first new services application.

Parties are cautioned that we do not expect them to
relitigate the overall policy regarding rate pands adopted today.

VII. Should the Cov—.i.sgi'on_

A. Backgxound
- In D.87-07-017, the Commissfon ordered CACD (then the

Evaluation and Compliance Division) tfo conduct workshops and
develop a monitoring plan which woyld enable the Commission to
measure and assess the impact ‘ﬂ‘.‘?a'.i-.bility may have on AT&T-C’s.
competitors and customers of inpexrLATA services in California. ‘
(1d., Oxdering Paragraph 2.) fhe Commission believed a monitoring =
plan was an important prerqu&_.site to any grant of flexibility.
CACD held the required workshops and filed its monitoxing plan on
November 18, 1987. c:acp]lp,eneves its proposal will help the
Commission achieve the obAectives outlined in D.§7-07-017.

CACD held i;sj/:iirst ‘workshop on August 31, 1987. Pxior
to that date, CACD reqfiested that AT&T-C distribute its draft = -
application for regulatoxy flexibility to all workshop participants:’
to help the developm':ant of a monitoring plan. The draft
application (whicyyeventuall‘y_becamé A.87~10~039) outlined the
flexibility AT&T.C intended to request from the Commission .and
~recommended a monitoring plan which it believed would complement
the flexibility it was seeking. = -

cacd reports that all participants emphasized that their . L
involvement .{n the ﬁork#hopsg should not be construed by the o
cOmmisaion"d's support ‘f‘or-AT&T-C’s regulatorxy flexibility. With

v,
' ot
B T
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this understanding, CACD believes the participants talke
constructively about the monitoring plan suggested by M&T-C. At
the conclusion of the session, AT&T~C was requested revise the
monitoring plan it proposed, taking into consideration the numerous:
suggestions made by the workshop participants. directed
AT&T-C to obtain comments from the workshop p
a revised monitoring plan 10 days in advance of the second
workshop-. _ ‘
CACD held the second workshop ses€ion on October 19,

1987. CACD reports tbat during this sessfon, participants 3
thoroughly discussed the revised monitoying plan and assessed the
merits and shortcomings of each measur ment presented in its
various exhibits before they were adopted, rejected, or modified.
No one requested further workshops.

‘agreed that only CACD’S

recommendations should be presenfed in the report to the Comm;ss;on‘.

filed November 18, 1987. Commeats on CACD’s proposed monitoring
plan were filed 20 days thereafter.

The ALJ determined/in hex September 16, 1988 rulxng, that

the monitoring plan would pét be a subject for cross-examination etvj"'f

hearings, but that.paxtie . suggestions reqgarding the monitoring

plan as laid out in their position papers and briefs would be ngeh B

consideration by the C ssion. Thus, parties'heve been given
several opportunities/(as recently as October 25, 1988 in their
reply briefs) to updfte their positions on CACD’s proposed
monitoring plan ovef the past year.

- In its port, CACD emphasizes that its proposed :
monitorinq plan 9 : suggest a method, sciehtxfic
or otherwise, isolate changes in specific measures whioh.would

‘ssion to dzaw causal . relationships between such
(CACD Report, s

D. 87-07-017 noting "that the obaervatxon of the results of
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regulatory flexibility may present difficulties similar to those we
encountered in trying to set criteria for the meAsurement of
current maxket powexr.” (Id., p. 4.) CACD beljeves the proposed
monitoring plan presents several helpful indicators which,
collectively, can aid the Commission in assgssing how well the
interLATA market is working. CACD believes it should be up to the
Commigsion to decide whether and how the/monitoring program results
can be used in later decisions to eith reduce, maintain, or
increase the amount of flexibility grinted AT&T-C.

CACD recommends that the
publish an annual report presenting the results of the monitoring
program 60 days after receipt of yYhe first year’s monitoring
results. : ‘

The attachments to ‘s monitoring plan report are

included in this decision as Xppendix C. These attachments would

form the basis of CACD’s annjal report under its mon;toring plan.

The exhibits are designed to show data as they would

' . The attachments to the exhibits

(xaw) data to be submitted, much of

which is confidential; also recommends to the Commlssion.wh;ch
carriers should be ordgred to supply~the data: requested.

CACD believgs interested parties should be given an
opportunity to commepit on that annual report. CACD proposes that
the annual report should thoroughly aggregntefor otherwise axfange

the data submitted/by various parties to guard against inadvertent  :,

release of any cojfidential infoxmation.

CACD believes the: proposed monitoring plan, based largely

on workshop dis ussions, is consisten: with the flexibility AT&T-C

-

.,’

‘s proposed monitoring plan has two major components. L‘ .

The first suggests indicators which would help the Commission

detect changes in the status of AT&T-C’s competitors, aftex limitedh}“

flexibility is granted to AT&T-C. The second. component suggests |
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indicators which would help the Commission detect importany’ changes
in the degree of customer service and satisfaction.

In D.87-07-017, the Commission recognized that it is
necessary to monitor the impact regulatory flexibiliyy may have on
ATsT-C’s competitors. CACD recommends in its repoyt that the
Commission adopt the following exhibits (and-the"’associated
attachments) to help meet this objective:

EXHIBIT 1 - Ease of Market Entry ang Exit

EXHIBIT 2 - Customer Choice Among/Substitutable Sexvices

EXHIBIT 3 Competxtive Capacity to Serve
(Intrastate Circuiy Miles Installed
and Planned)

Competitive CapfAcity to Serve
(Switching Capgcity)

OCC Size and/Growth Potential
(Revenue by/Service Category)

OCC Size dﬁGrowth'Potential
(Interstite and Intrastate
Minutes/of Use)

: s these exhibits, viewed collectively, should
help inform the Compission about significant changes in the status
of interLATA compeyition after AT&T-C is granted some flex;b;lxty.“,
CACD emphasizes t it will be very difficult to analyze whether ‘“”
changes in the jhdicators being monitored directly result fzom the ;7‘
flexibility exgrcised by AT&T-C. .

" CACP believes the information requested- for these

exhibits will not be unreasonably burdensome oxr onerous to the
various ies who would be required to provide them.
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Furthermoxe, CACD notes that the data shown in these exhibits is
presented in a manner which ensures that confidential inéormation
is not disclesed on a company-specific basis.

The Commission recognized that it is neces tO monitor:
the impact regulatory flexibility may have on Califgrnia consumers
(D.87~-07=017.) CACD therefore devoted a significgnt amount of
workshop time exploring which variables should included in the
monitoring plan to achieve this objective. believes the
following exhibits may be helpful in this redard:

EXHIBIT 9 - Private Line Insta)Ylation

' Commitments Met :

EXHIBIT 10 - Private Line Held Oxders

EXHIBIT 11

EXHIBIT 12 - Number of ¥roubles Reported.on
Intrastatg Private Line Circuits

EXHIBIT 13

EXHIBIT 14 - Pexcgnt of Troubles Fixed in
Lesg than 48 Hours (Private Line)

EXHIBIT 15
Commission Complaints)

EXHIBIT 16 # Pexcent of Calls Not
- Blocked (POP-POP)

Percent of Calls Not Blocked
-(POP-LSO/Tandem)

Awerage Speed of Answer
Customer Satisfaction Survey

ver, CACD points out: in its xeport, only AT&T-C has .
comnitted H providing the information needed for these exhibits.
CACD statgs it is doubtful from the workshop-proceedings whether |
Other Cogmon Carriers (OCCs) will be able to readily and easily
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furnish the same information. Before imposing a potentia ';
burdensome and onerous requirement on the 0CCs, CACD .recommends
that the Commission adopt a Pilot Program suggested by, ORA. Under
this Pilot Program, DRA would work with AT&T-C over tle course of
six months to "test™ the overall viability of Exhihits 9 through
19.

CACD recommends that if the Commissiofd adopts this Pilot
Program, DRA should ke required to submit a xfport to all woxkshop
participants within 60 days after the end of the 6-month test |
period. This repoxt should discuss:

1. Whether it was burdensome Ao obtain the

data required in Exhibit/9 through 19.

2. Whether the data coll ted provzded
meaningful results.

3. Whether OCCs should/be reqnired to furnish
the same data.

4. Whether other medsures are necessary.

S. Other matters /regarding the Pilot Prog:am :
that " DRA,bel ves are important. - ‘
CACD recommends/ that all parties be. allowed to comment on
DRA’s report. CACD pro ses that comments ‘be submitted to CACD~and
served on all parties, ithin 20 days. CACD proposes that the
Commission should th¢n issue a Resolution adopting a set of
exhibits and attachfents to be used to help the Commission detect

changes in the ovefall degree of customer eervice and satisfaction

after ATET-C is granted limited £lexib£lity.
Acknogledging the directive in D.87-07-017 to cons;der
the effect of egulatory flexib;lity on universal service, CACD
i3 no likely measurable link between the two. CACD

maintainsg i ie difficult to link. customezs' deoisions to abendon, V

retain, or subscribe to local exchenge telephone servzce with -
nditions in the interLATA market which may be attrxbuted
to the ackions of AT&T-C. Therefore, CACD recommends that specifzc
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universal service indicators should not be included in the
monitoring plan.

Finally, CACD believes that, because of limit
resources, the Commission should sexriously consider uti)izing its
data processing capabilities to ensure the monitoring fprogram is
implemented efficiently and effectively. 1In its repéxrt, CACD
offered to work with the Commission’s Data Process
the various carriers which would be required to
develop the procedures necessary to achieve this objective.

B. ATET-C’s Position | -

AT&T-C endorses CACD’s monitoring/plan as being fully
consistent with the Observation Approach snd, along with other
reports regulurky submitted by AT&T-C, will permit the Commission
to sufficiently monitor the marketplacg and detect impacts on
customers and competition. ‘ ' o

AT&T-C acknowledges that Lhe Commission relinquishesrno'
requlatory authority if it were t¢ grant the pricing flexibility
proposed by AT&T~C. AT&T-C congbdes that the Commission can modify ..
the flexibilitx granted at any/time, quoting that the Commission
*...would not hesitate to restind the flexibility grantéd'earlier
if it appears that the rategayers are being harmed by the granted
regulatory changes. The yltimate result may be a completely

deregulated AT&T-C, the gtatus quo, or some paxtial but cont;nuzng tr'

regulation. (D. 87-07~ ‘

AT&T-C maintAins that it was clear from the wozkshop
discussions that DRA/S pilot program:concept was intended to be a
part of the evolvi monitoring plan and not a prerequisite to
granting AT&T=-C flexibility. Fu:thermore, AT&T-C argues that the
six-month "repo and comment.” p:oceduxe after the pilot program :
recommended by £ should relate only to the issue of whether OCCs.

uld Mired to provide the same consumer data as ATET=C.
AT&T-C contelds that while it nay be uaeful for DRA to assess the
nths results for trends or impacts, DRA's analysxz
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should not be part of CACD’s proposed six-month “report afd
comment” procedure, the only appropriate issue being whéther the
0CCs must also supply data. AYT&T-C supports CACD’s pfoposal that
there will be an opportunity at the end of one yeay/s accumulation

and evaluation of results to modify and/or‘enhan-- the measurement

tools to ensure their validity, relevance and appropriateness as a
measure of the interexchange telecommunicatiofs market.

AT&T-C opposes US Sprint’s suggesfions for additions to
the monitoring plan (US Sprint’s proposal/is discussed below) to

identify AT&T-C’s ability to impact indfvidual customer gxoups with

price changes thexeby cross-subsidizigg competitive services with
revenues from non~competitive servicés. AI&T—Cfdescribes Us
Sprint’s proposal as "an elaborate/plan that attempts to monitor
price changes for thirty-eight cystomer groups.” (AT&T-C Opening
Brief, p. 41.) AT&T-C argues that this plan would require an '
enormous amount of data through an extensive sampling process.
AT&T-C claims accumulation of the data would be "extremely
burdensome at best,” and & gue$ it does not possess the required
data to identify the custémer gn:oups‘ chos'en‘by US Sprint.

(Id., pp- 41-42.) AT&T-£ claims that US Sprint acknowledges that
even if the data werxe gollectible, it would not be clear whether
the changes are a resplt of competitive-forces, changes in cost, or
exexcise of monopol/ power.
C. US Sprint s Pogitiorn

US Sprijfit argues that CACD’s proposed monitoring plan

contains serious/flaws, and does not accurately'xeflect the
discussions in Lhe workshops as it relates to collection and
reporting of maArket shaxe indicators. L
, US Sprint filed comments- regaxding the deficiencies of

the monitorifig' plan on Decembexr 8, 1987. US Sprint alleges the

exhibits dereloped by the CACD fail to collect and xeport absolute |

market share information as well as ;nformation regarding change in
market share. US Sprint contends information xegarding absolute

,‘.,J~
e




I.85-11-013, A.87-10-039 ALJ/KH/rsx *

market share is critical to a complete evaluation of the/response
of the market to any flexibility granted AT&T=C. X,
according to US Sprint, the Exhibits developed by CACD fail to
collect and report market share information by produgt segment. US
Sprint argues the Commission, in D.87-07=017, expljcitly recognized
the need to collect measures of market power by chstomer segment.
US Sprint presented in its December 1987 commenyS modified exhibits
which reflect its recommended changes to corredt the deficiencies
relating to collection of market share info

monitoring plan as presented in the CACD’s Keport.

Additionally, US Sprint proposed/an additional set of
measures for the monitoring plan in a letter dated Novembexr 23,
1587 to AT&T-C which would monitor the gffects of AT&T-C pricing
flexibility on distinct customer group gs.-‘ds Sprint circulated
the proposed set of price indices to All parties participating in -
the workshops. Because of the very feal possibility of cross- L
subsidy which arises from the Obse ation Approach, US Sprint
argues the inclusion of these Ln_' es in the monitoring plan is
essential to a thorough evaluatign of market performance followmng
the introduction of limited priging flexibility.

US Sprint developed . price indices to-evaluate the
impact of AT&T-C’s pricing £l xzbility on different customer ‘ ‘
groups. TUS Sprint’s proposa) would require that AT&T-C’s customers
be divided into various grojps based on their location, the amount : -
of calling, and whethexr thédy are residential or business users. Us
Sprint’s plan then calls for a sample of cuatomet billing
information to be drawn Lor each group of customers. Included Ln
this information, und US-Sprin: s recommendation, would be all
calls placed by each gample customer. US Sprint proposes that
whenever AT&T-C changes rates, these calls of customers would be
rerated using the AT&T-C rates to—uupposedly‘determine-the
price impact on different customer groups. US Sprint believes. this.

'
N “

procedure would ckeate a price index for AT&T-C for each identified “"NJ’
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customer group as well as an overall weighted index of AT&T-C/s
prices for service provided to all customers. US Sprint majfhtains
that these indices can then be compared to determine both
overall price level for ATLT=-C services, and the effect Lf price
changes on the relative prices paid by various custom

US Sprint proposes that the samples of cusfomer billing
information used to calculate the average prices oY price index
values would not be redrawn for each calculation/of the price
levels. US Sprint believes the sample bills shbuld be drawn only
once jJust prior to the granting of flexibility and the same bills
and calling patterns would be used for subsgquent calculations of |
the index values. US Sprint argues that ‘
quantity weights used to combine individyal prices to gemerate the
overall index constant for the duratioy of the monitoring p:ogram.f‘
In US Sprint’s view, this process ‘would allow any changes in the "
index to be a clear result of changef in AT&T-C’s rates.
(Exhibit 8, Appendix 8.) ]

Finally, US Sprint beljeves. CACD's.monitoring plan is
uncléar about the mechanisms thdt will be in place for either the ' .
Commission, AT&T-C ox intexesy parties to act ‘upon the Lnformntion'
collected. US Sprint main ‘that the Commission should lnclude,
clear procedures and an e itious timetable following release of
the monitoring plan resulfs for the Commission to consider the
effects of pricing fle ility‘and whether or not the‘flex:bllqu

should be increased, stricted, or otherwise modified.
D.

, MCY beligves that the monitorinq plan recommended" by CACD'fﬁ3'
is consistent with the requirements of D. 87-07-017, subject to
certain qualifi ations. MCI consistentky has maintained that the

‘should not increase the regulatory burden on other “

carriers. MCI argues that as a consequence of , .

granting re¢lief to AT&T-C from current zegulatory pzocedures, other L
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interexchange carriers should not be subjected to increas
regulation.

MCI urges the Commission to review caxefull the
information requested by CACD to ensure that it LS-né@essary in
monitoring any flexibility granted to AT&T-C, not As a means of
simply obtaining more information about the othey interexchange
carriers or their customers. Specifically, MCY believes that it
should not be required to file the infoxrmatigh contained in
Exhibits 9 through 18 of the Monitoxring Plafi. (See Appendix C to
this decision.) In MCI‘s view, these e its are designed to

provide information about the impact of/regulatory flexibility on f

AT&T-C’s customers, and should not be Aised to elicit inforxrmation
about customers of MCI and US Sprin Moreover, the Commission
does not need to review informatiop reqarding the quality of

service of the other interexchan carxiers, according to MCI. MCI -

‘
’

argueg this exercise would incx ase the regulatory burden on the
other interexchange carriers; /at the same time, it would reveal no
useful information on wheth3 granting rate flexibility to A&&T-C )
has resulted in a degradation of service to its customers. For .
these same reasons, MCI Igo requests that its customexs not be
included in the su:vey;gﬁgposed in Exhibit 19 of the monitor;ng
plan. With these qualifications, MCI supports the adoption of
CACD’s monitoring play. B '
E. DRA’s Position )
DRA expreéses concern regaxding the adequaqy of CACD’s 5‘
proposed monitoring plan. DRA stresses that the monitoring plan
should be considéred supplementary to existing. Commission staff

s

access to the ks and recorxds of AT&T=-C. DRA.recommendsvthat,tﬁe‘

adopted monitoking plan include languﬁgé clearly affi:ming the
- Commission’s/right to continue to- monitor AE&T-C through
verificatio audits.

monitoriyg plan does not egempt;Am&T-C‘fromrany current reporting
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requirements. (i.e., those reports currently required by General
Oxders, Statutes, Commission Decisions, etc.) For example, the
recent AT&T-C general rate case decision (D.88-06-036) imposed
several specific reporting requirements on AT&T-C. DRA bed ieves
the mon.i.tc;ring plan should be in addition to all current
requirements, unless so specifically stated.

DRA believes the six-month Pilot Program it/will conduct
with AT&T=-C should cover all the exhibits, not just/Exhibits 9$-~1S5
dealing with the impact of flexibility on Califorria consumers.
Additionally, DRA suggests that all service and/financial data ‘
should be collected from AT&T~C on a monthly Pasis and submitted to.
the Commission on a quarterly basis within 3 days after the end of
each calendar quarter. DRA points out tlw( some of the exhibits in
the CACD report call foxr reporting time fxames of as much as 2 |
year. DRA believes it would sevex:ely t the six-month Pilot’
Program. x A .

DRA agrees with US Sprint/that scme additional exhibits
are needed for the monitoring play. DRA believes CACD’s proposed .
monitoring plan fails to include/a way of monitoring the strateg:.c ;
behavior of AT&T-C directly. i,

DRA would carxry US print’s proposal a step fuxther and. -
request that the data necesgary to develop pr:.ce indices for
AT&T-C, should also be protided by the OCCs. However, DRA gives
little detail regarding yhat these additional exhibits to the
monitoring plan should Pe. DRA offers to work with the OCCs to
"work out the details/of collection and compilation of this data.
In addition, the format for these exhibits as they axe :eported. to ‘
the Commission can/be worked out between DRA and the affected -
companies.” (D Response t_o, CACD’s _”Report:, £a.led Decenber 8,
1987, pp- 9-10.Y

Finadly, DRA- recomend.s that the monitor.mg plan should

ssion to add or delete :I.nformation that it needs. to
adapt ' to changing market conditions. (DRA 0pen.i.ng Brief, p. 10.)
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IURN’s Position

TURN refers to "much needed changes"” to CACD/s monitoring
plan in its brief. (TURN’s Opening Brief, p. 1l.) ‘J.‘}?RN filed |
comments on December 8, 1987, stating its views on LACD’s proposal
and addressed the monitoring plan in its oppositidn to AY&T-C’s
Application for Rate Flexibility, dated August 30, 1988.

TURN points out that the Commission,conceded that
monitoring presents the same difficulties as/those encountered in
attempting to measure market power as envigioned under the ‘
Prediction Approach. (D.87=07-017, p. 4 TURN believes that not
only will it be difficult to assess the/competitive environment,
the Commission will also have a diffid(tlt time trying to measure
the impacts on ratepayers. TURN argtes that for states already
experiencing rate flexibility, the/results have been difficult to
decipher. (TURN Opposition, AttaChment C, Pp. 1-3.)

TURN maintains that £4llowing the “"Observe and Monitox”
approach also presents the Comaission with the unlikely task of
“unringing the bell."” While/the Commission has stated that it will

not hesitate to rescind the/ flexibility granted TURN believes it is -

not likely to bhappen. " claims that DRA, CACD, and other
parties would be hard préssed to derive emough intelligible data
from the proposed moni/\{:ring. plan to be able to convince this
Commis=ion to turn balk the clock. To TURN‘S knowledge, no othexr
state has stepped békwards from the initial flexibility granted
ATET-C. o o .

One of /the obvious problems in TURN’s view, with -
monitoring an upwaxd/downward flexibility plan is the inability to .
link the upward and downward movements in any meaningful fashion.
TURN poses tMe following questions which it believes the proposed
monitoring plan cannot answer. If AT&T-C lowers its WATS rates and . :
subsequentily raises some of its MTS rates, was that a response to ‘
competition or a perceived rchhnge in costs? - If it was a response .

ge in costs, which costs have changed? If it was based on
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a variety of considerations (i.e., a likely scenario), what ig CACD
to make of the results? Even more puzzling, how is CACD to Aassess
all of the dozens of likely AT&T-C rate designs which are dikely te
.unfold between review periods?

TURN acknowledges that on the customex servi
proposed monitoring plan is seemingly capable of measyring the
current level of customer satisfaction, although
there is little effort made to differentiate betwe¢gn customer
classes. Just because customers on the whole might be pleased,

TURN argues the data provided may camouflage sope customer classes .

which are not satisfied with the level of se
AT&T-C. :
TURN endorses US Sprint’s propos¢gd additions to the
monitoring plan. Further, TURN suggests fhat the Commission
consider requiring both MCI and US Spri to provide similar data
at some point in the future. TURN realizes that ptoviding this

level of detail may be burdensome fo #hefOCCS; but . TURN believes a.

true assessment of AT&T-C’s cempeti ive response camnot be
accurately made without a view of yhat the competition is doing.
Finally, TURN argues ‘ ‘
detect potential future impacts on ‘service levels because it cannot
analyze those investments wh;c “are not made which should be made
in order to maintain the sam level of service, 5-10 years down the

road. For instance, TURN s ggesta that it AT&T=-C lowers the rates .

of its most competitive sefvices below cost, it may attempt to-
recover those expenaes foregoing needed cap;tal investment on
the MTS side of the house. TURN points out that the current
monitoring plan makes o attempt to follow-Am&T-C's investment
levels or plans.
G- Discussion

| First, ye commend CACD for its efforts in developing its
proposed monitoring ‘plan. We note that the ALJ’S. rejection of US
Sprint’s erigiﬁgl proposed addition to the plan to monitor the
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effects of pricing flexibility on thirty eight customer/ groups has
prompted US Sprint to modify its proposal in its commgnts on her
proposed decision. US Sprint now proposes customer
either 4 or 8 groups. While we agree with the Progosed Decision
that US Sprint’s original proposal was too buxdenSome, we find
merit in the compromise put forth by US Sprint An its comments.

AT&T-C correctly peints out in its peply comments that it
would be inappropriate for us today to adopt/US Sprint‘’s new
proposal raised for the first time in commgnts on the proposed
decision. However, AT&T-C does express a/willingness to meet with
CACD and US Sprint to consider the feasjbility of adding to the
monitoring plan along the lines rais
comments. _

We believe the much more Ilimited proposal made by US ,
Sprint in its comments has. merit. / Thexrefoxe, we will direct CACD
to conduct meetings ox workshops within 45 of the effective date ofy
this orxrder, inviting all parti r TtO develop'an additional repoxt
for the monitoring plan basedjon the four customer subgroups (MTS .

residential, MTS business, WATS, and 800) suggested by US Spfint~im‘,

its comments. We authorize/CACD to collect information from,Am&f—Cp '”“ﬁ

for an additional report jh its monitoring plan at the same time it
begins data'coilection_f r the rest of the xeport. We stxongly
encourage the parties ‘cooperate in developing a mutually ‘
acceptable addition t the monitorxng plan along the lines laid out‘
in US Sprint’s comme; s.

We adoptltoday CACD’s monitorxng ‘plan in full. L
Therefore, the exhibits-and attachments in Appendix C will form: the
basis for CACD’s/annual :epo:t pursuant to its ‘pProposal, with :
whatever additiéns ‘developed pursuant to the above discussion.

We pote that parties’ fears that oar requlatory overs;gh:’
and authority over AT&T~-C is being weakened by this monitoring -
plan, are ounded. We relinquish no regulatory-authorxty over
AT&T-C today. The monitoring plan, in conjuhotion'with all
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requlatory oversight we curxently enjoy, will allow us to/determine
if the road toward rate flexibility is indeed the best One for
Califoxrnia to take. Today’s order gives AT&T-C a tredendous
opportunity to break from the traditional form of rpégulation it has
dealt with in California. 1In this new era of rate flexibility, we
expect AT&T-C to be more cooperative, not less,/in supplying the
Commission staff, both DRA and CACD, with regdested information.
Likewise, unless specifically in conflict with an element of the
authoxity we grant today, AT&T-C shall coftinue to meet all of its
existing reporting requirements in effegt here at the Commission.
We endorse the proposal to have a six-month pilot Prograﬁ
for Exhibits 9-19, ovexrseen by DRA. /We disagree with AT&T-C that ”
the only determination to be made ‘the conclusion of that Pilot
Program is whether OCCs should algo submit data. Refinements and
changes to those exhibits can a¥so be made at the end of the leot
Program pursuant to the comme and resolution process. ‘CACD
proposes. Thus, MCI and US Sprint need not supply information at .
this time as part of the mo toring'plan. The issue remains open,
whether they and other OCCs will have to do so at a future date.
We agree with' CD that its proposed mon;torxng plan will

present us with severalshelpful indicators which collectively can _v._-,

aid us in assessing how well the interxLATA market is doing. If
after obtaining results we find that more information is noeded,
can change the monifgring plan.

We rec ze that even with today’s adoption of CACD’s
monitoring plan with the addition alxeady discussed -cexrtain
details will haye to be worked out among the parties as to how data
is actually going to be gathered and processed. CACD~has ‘ _
recommended t our data processing capabilities be used to- assist
CACD in gathéring data under the plan. We delegate to CACD. the
implementaf&on of its proposed plan and instruct CACD to work with'
our Data Processing Staff and the parties to detexmine how the data
should be submitted.
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e’/
£
The results of the monitoring plan will bf( recorded data,

which may be up to a year old. Thus, the results will be after the
fact. It is not appropriate to withhold rate flexibility pending
the implementation of the monitoring plan, particularly the Pilot
Program which will be in effect for six monthj/ We believe the
limited flexibility granted today will result’ in relatively small
changes occurrxing over an extended period of time.

AT&T-C offered several additfonal commitments as
conditions on its requlatory flexibility granted today. Since
these commitments are not disputed Ixy the other partiess and we
believe they are in the public intg¢rest, we adopt them today.
Thexefore, as conditions of the agthority we grant today, AT&T=C
shall:

maintain statewide average rates;

introduce all new services on a statewide
basis;

make a maximum of fou:: revisions within
approved 7 bands pexr service per year;

not impose/restrictions on the resale and
sha.::ing o/ its sexvices; :

on any service except by formal
application to. the Comm.tssion-

not sgek. to withdraw any service from a
ity on a geographically
d.i.s imina.tory basis,

the formal application process for any
- service submission or for the revision

objects to condition 3 :equestinq only two rev:.s:.ons
per year./ However, we find its objection w::'.thout merit.
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of existing sexvice where that submission
or revision departs from the approved
standard costing methodology:

use the formal application Erocess for any
service submission that utilizes a
combination of existing tariff services
discounted in order to provide a
competitive response to a specific
customexr.

Eindings of Fact
'1l. .No party has objected <o the admission off late filed
Exhibit 17 into evidence.

2. Upward pricing flexibility is consisypbnt with the
Obsexrvation Approach the Commission created D.87-07-017.

3. At no time in D.87-07-017, did ¢ «CommiSsion‘suggest
that only downward pricing flexibility wglld be appropr;ate undex
the Observation Approach. |

4., AT&T-C has adequately rebutfed the arguments of TURN and f
DRA regarding the alleged illegality” of upward pricing flexibility.

5. Because of concerns regytding the potential adverse
impacts Lif AT&T-C uses rate flexdbility to wield market power, it
is reasonable to grant relativdly limited rate flexibility.

6. The purpose of the [fbsexrvation Approach is to monitoxr
ATST-C’s bebavior once flexfbility is granted.

7. Public witness Jbarings are not:necessary prlor to
granting AT&T-C some limfted upward flexibility.

8. It is the Co 3sion s intention to carefully~monztor the
effects of rate flexi¥ility, both upward and downward, granted
ltoday. . o

9. The Commdssion stated in D.87-07-017 that it would not
hesitate to rxescind the flexibility-granted to AT&T-C if it appears
that ratepayers/are being harmed by the granted regulatory-changes.f

10. One Af the purposes of the Observation Approach was to
avoid the production of detailed cost studies by ATET-C.
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1l. The ALJ made a reasonable resolution of the parties
discovery disputes over the level of detail of cost data
required by AT&T-C, in ordering production of Long Run/Incremental
Cost Studies on a service-by-service basis.

12. The cost data provided was adequate for pa
for changes to the width of AT&T-C’s rate bands.

13. The Commission intended that only limited requlatory
flexibility be granted AT&T~-C under the Observatjon Approach.

14. Assymetrical rate bands are consisten‘ ‘with the
Obsexvation Approach.

15. In order to alleviate the concerns -f other parties and
comply with the directive that the rate bangs be limited, it is
reasonable to alter AT&T-C’s proposed rate/bands in some instances.

16. There is merit in the suggestigh of several pa.rt:!.es that
the rate bands should be tied to percen--ge points of increase and E
decrease. » g

17. AT&T-C’s argument that it mast establish its rate bands
in at least penny increments is reagonable because of its current -
billing structure. S
18.  Many of AT&T-C’s proposéd rate bands are in the 5-10%
range.. . '

19. - rate bagds'indicate a

21. It is reasonablh for ATST-C to adjust its bands so that / e
no rate band changes moyb than 15% in either direction, except when = .
necessary to round to yhe nearest penny. ' :

22. It is not r-azonable-to give ATsT-C permission to adjust
all its rate bands td

23. AT&T-C’'s -roposed reference rates will be changed by
other decisions grAnted today. :
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24. It is reasonable to require AT&T-C to file an advice
letter reflecting the new reference rates and xate bands
with this oxder, showing both pexcentage and cent bands

25. It is not reasonable to incoxrporate whatever/refund
mechanism that is finally adopted in the reheaxring oy D.88-06-036
into the reference rates for AT&T-C’s authorized ryte bands.

26. It is reasonable to allow the rate bangs to remain the
same absolute size in cents as they are on Jan 1, 1989, after
the January 1, 1990, SPF to SLU adjustment. :

27. AT&T-C’s request to make changes yithin its approved ratel
bands on five days’ notice through advice /etter filings is ‘
reasonable so long as such advice lettexrg are served by any pdrty‘
requesting it by overnight mail.

28. It is reasonable to require/ATsT-C to send out a customer
notice, developed with the Public Advisor’s Office, regarding the
flexibility granted today during é'first-practicable~billihg
cycle. B " |

29. AT:T-C has not made & convincing showing that the lower .
ends of its rate bands should/be approved through the advice letter
process. ‘ . , - | , E
30. It is reasonable/to require ATAT-C to make adjustments to
the upper or lower end off its rate bands by formal application. |

31. AT&T-C’s defifiition of a new service as an offering wh;ch .
customers perceive as, new service and which has a comb;nat;on of -
technology, access, eatures, or functions that distinguishes it
from any existing gervices, meets the. quidelines stated in’
D.87-07-017.

32. By ity own admission, AT&T-C’s PRO CAllfornla applxcat;on
pending before/the Commission is not a new service. i

' ATHI=C has made noﬂcompolling showing why uniform cost;ng

for new services should be develoPed in the PRO
application.
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34. It is reasonable to assume that the definition of new
services adopted today will be refined in the first new service
application that will also determine costing methodology.

35. It is important to allow all interested parties tg
effectively participate in the first new service applicatidn where.
costing methodology for future filings will be determined.

36. Once uniform costing methodology is establislied in the-
first new service application, approval of future newy services via
advice letter filings is reasonable, allowing the effective date of-
the new services 40 days after filing unless otheywise authorized =
by the Commission. _ |

37. 1If the protests to these advice lettg¢r £filings so
indicate, the Commission‘may require the f£iling of an application
instead. R : s

38. AI&T-C’Ss prOéosal to shorten the/review time to twenty
days for new services already approved by the FCC is without merit
because this Commission has a strong inferest in maintaining its
independent review for intrastate se ices. |

39. The appropriate width ‘of rdte bands for new'servmces is
appropriately deferred to the firsy new-aervices application since
the record is minimal on this isspe.

40. CACD’s proposed monitgting plan adequately addresses our
gu;delinea expressed in D.87-0 —017 except for the area discussed
in Finding of Fact No. 44. '

41. The Commission is/not relinquishlng any regulatory'
authority'over AT&T-C by s grant of limited regulatory
flexibility today. ]

42. It is reaso---le to conduct a s;x-month pilot P:ogram for g
Exhibits 9-19 of .CACD/s monitoring. plan, overseen by DRA. |

43. ©Ss Sprint /& original auggested additions to the
monitoring plan imfose too great a burden on: AT&T-C and CACD
relative to the eful information thnt could ‘be obtained.
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44. US Sprint‘’s modified proposal to add to the moniroring

merit.
45. It is reasonable to require CACD to condu
workshops to develop an additional report for the
based on the four customer subgroups (MTS residenpl
business, WATS, and 800) suggested by US Sprint its comments.
46. It is necessaxy for CACD to work out/the final details of
implementing the monitoring plan, in consult
Processing staff and interested parties.
Conclugions of Law.
1. Since no party objected to the
Exhibit 17 into evidence, it should be feceived. _ C
2. Upward pricing flexibility, /consistent with this decision’
is just and reasonable and should be adopted by the Commission.
3. The Commission should reglind ox altexr the flexxb;lzty
granted today if it appears rate
4. Under the Observation pproach, the—Commission should not-
require detailed cost studies. / , )
5. AI&T-C’& proposed xyte bands should be limited in keepmng

6.
increments and percentage

7. AT&T-C should _
rate band changes more than 15% in either direction, e except when’
necessary to round to the nearest penny for billing purposes.

8. AT&T-C’s rage bands that change less than 15% in either
direction should be adopted as proposed. -

9. The 15% ci%/floor should not preclude assymetrical :ates.‘;ﬁ,f4

10. Since ATAT-C’s reference rates will change due to other -
pending Commissio matters, a compliance: filing should be ordered.
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1l. Whatever refund mechanism adopted in the rehgaring on
D.88-06-036 should not be incorporated into AT&T-C’s/reference
rates.

,12. The Janvary 1, 1990 SPF to SLU adjustmezsts should not
change the range of flexibility as expressed injfollars and cents -
granted today.

13. - AT&T-C’s proposal to make changes

effective on five days’ notice through advife letter filings should

.be adopted provided that AT&T-C serves ity advice letters on any
party so requesting by overnight mail.

14. Sections IV and V of GO 96=-A hould be waived in
accordance with the preceding conclusfon of lww.

15. ATsT~C should provide custémer notice through a bill
insert developed with the Public Ag isor’s Office regarding the
flexibility-grantod today during fhe first pract;cable billing
cycle.

16. AT&T-C should be ord ed”to‘make_changes to the rate
bands adopted today through the formal application process.

17. AT&T-C's definitiofi of new services as described in
Finding of Fact 29 should bé adopted. ”

18. AT&T-C’s requesy¥ that PRO California be the application
where uniform costing mefhodology for new services is established
should be denied. - . | -

19. The first nek services application that meets our adopted it

definition should estAblish uniform costing methodoloqy, refine the
new service definitifn and allow all paxtios to offectivery
participate. :

20. Once orm costing methodology is ostablzshed in
AT&T-C’s first new service application, future new sexvice £1lings
should be handlef through the advice lettor process with the -
effective date pf the tariffs 40 days after f£iling.

! .}”“‘
b
, E
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21. The Commission should orxder the filing of an application ' :
instead of an advice letter for new sexvices if anted by the
protests. '

22. The Commission should not adopt AT&Y-C’s proposal to
introduce new services approved by the FCC twenty days’ notice
in California.

23. The appropriate width of rate Yands for new services
should be deferred until the fixrst new gervice application is filed
by AT&T-C. - |

24. The Commission should adopy AT&T-C’s monitoring plan inm
full, including additions referenced in Conclusion of Law No. 27,
including the six-month Pilot Program to be overseen by DRA.

25. AT&T-C should continue/to meet all reporting requ;rementsr
currently in effect by Commissjon decision, statute or rule. o

26. US Sprint’s origina p:oposed additions to CACD’s ‘"=h/(t
monitoring plan should not : f "

27. CACD should hold 'eetings or workshops to consider what | .
additions should be made jo the monitoring plan as raised in US .
Sprint’s comments on the proposed decision. S

28. CACD should wgxk out the final deta;ls of melement;ng g
the monitoring plan consultation with our Data Processxng-staif}
and interested parti |

1. Late ffiled Exhibit 17 shall be recexved in evidence.
- is granted limited.regulatory flex;b;lqu :
this decision and subject to the following
conditions:

a./ AT&T-C shall adjust its proposed rate bands
80 that no rate band changes more than 15%
in either direction from the referxence
' rate, except when necessary to xound to the
neaxest penny. :
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AT&T~C shall adjust its reference rates
discussed in section (a) above pursuant
other year-end Commission actions.
Whatever refund mechanism adopted in
rehearing on 0.88-06~036 shall not be.
incorporated into AT&T-C’s reference xates.
The Januaxy 1, 1990, SPF to SLU adjuftment
shall not affect the range of fle i

as expressed in dollars and cents A

today.

waived to allow AT&T-C to make changes
within its approved rate bands effective on
five days’ notice through adrice letter
filings, provided AT&T-C sgfves such advice
letter f£ilings on any requé

overnight l. AT&T-C shall notify its
customers of the flexibidity granted today
through a bill insert déveloped with the
Public Advisor’s Officé during the first
practicable billing cfcle.

AT&T-C shall be reghired to use the formal
application procesd to make any changes to
the rate bands aythorized today.

AT&T=C shall no use its PRO California
application to/develop a uniform costing :
methodology fgr future new sexvice filings.

The advice Jetter process approved today
for new serfrices shall not take effect
‘has filed a new service
on where uniform costing
gqy shall be'established, the new

Afte uniform cost;ng methodology is
ablished in the first new service
lication, future new service filings
All be' handles through the advice letter
pyocess under General Order 96—A.

AT&T-C shall maintain statewide average
rates;
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AT&T-C shall introduce all new services on
a statewide basis:

AT&T-C shall make a maximum of four
revisions within approved rate bands per
service per year;

AT&T-C shall not impose restrictions of the
resale and sharing of its sexrvices;

AT&T-C shall not abandon any sexrvi
by fo:mal application to the Commj

AT&T-C shall not seek to withdr any
sexvice from a community on a
geographically discriminatory/dasis;

" AT&T-C shall use the formal /application
process for any new servicd submission or
for the revision of existing service where
that submission or revisfon departs from
the approved standaxd cgsting methodology:

AT&T-C shall use the formal application
process for any service submission that
utilizes a combinatdon of existing tariff
services discounted in order to provide a
competitive res e to a specific
customer. , :
3. CACD shall implem t‘itsrproposed'mohitoring plan in -
full. CACD shall hold workshops within 45 days of the effective
date of this oxder to deyermine what additions should be made to
the monitoring plan, lisited to the proposal made by US Sprint in
its comments to the pyoposed decision. In addition, CACD shall
inform all parties ‘letter of the final details of implementing
the monitoring play and the date for commencement of data’
collection for -monitoring. plan._
4. AT&T-C/ shall continue to meet all Commzsaion report;ng
requirements ently in effect.. :
5. Within ten days of the effective date of this oxder,.
AI&T-C shall/ file an advice letter. tariff sheets. reflectxng all the e
conditions discuased in this order. Fox administratxve i K l_
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convenience, AT&T-C shall consolidate the rate changes in the Ph&se
I opinion on the rehearing of D.88-06-036 and Advice Letter 11/3
with changes in this decision to preclude a set of consoli
tariff sheets. These tariffs sheets shall be effective ¢
Janvary 1, 1989.

This oxder is effectz.ve today.

Dated _DE.C.LQ______., at San Francigeco, Califormia. .
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On September 16, 1988 the ALJ issued a ruling resolving
both discovery motions and determining whicl issues would be
addressed in hearings. While still asserying that cost data was
irrelevant under the Observatien Approach, AT&T-C offered to
provide cost data restricted to long incremental costs (LRIC) -
on a service-by-service basis in the/spirit of compromise. The ALY
adopted AT&T~C’s suggested compromise regarding the motions to ‘
compel. .

Based on evaluation of the position papers filed by the 1
parties, the ALJ ruled that three issues would be addressed in 'H
hearings and were the proper/subject for rebuttal testimony. Those
issues were: (1) should upWard flexibility be allowed in the rate .
bands? (2) what is the appropriate width of the rate bands? and
(3) what conditions shouercontrol AT&T=-C’s offering of new
services? Other issues/regarding AT&T-C’s proposal, wexe believed ;
by the ALY to be adequately addressed by the parties’ position ‘
papers. However, parties were allowed to file additional comments
on these issues in their final briefs in this proceeding.

Hearings dommenced: on October 3, 1988 and concluded on
October 6, 1988. TSls.matter was subm;tted upon the filing of
concurrent openzng/brxets on October 18, 1988 and concuxrent reply
briefs on October’ 25, 1988. The parties filing briefs in this |
proceeding included AT&T-C, US Sprint, MCI, DRA, CALTEL, and TURN. |
Finally, in compliance with the ALJ’s order, AT&T-C submitted late-'
filed Exhibit i?. No party has objected to the admission of -
Exhibit 17 1nt€ evidence. Mr. Sidney Webb, while participating in
the hearings,/did not file either opening or reply briefs.

XX. Summary of ATET~C’/s Current Proposal

order to understand better the sections to follow we
will now b iefly describe AT&T-C’s current proposal. Our summary
of AT&T-C’s propqsal here is not an endorsement of the entixe
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package. Our endorsement or rejection of each of the elements of
AT&T-C’s proposal will be discussed in later sections of this
decision.

Fundamentally, AT&T-~C seeks approval /0f rate bands around
the rates adopted by the Commission in AT&T-C’s current rate case
(A.85-11-029), and the ability to change raé;s and introduce new
services through established advice le:;yélriling procedures.
AT&T-C maintains that this would afford/ it some relaxation of
present regulatory restraints while syill providing sufficient
protection to AT&T-C’s California tomers and competitors.

The first component of AT&T-C’s proposal are rate bands
for each rate element of its Messdge Toll Sexvice (MYS), Wide Area
Telephone Service (WATS), 800 sg¢rvice, and Private Line Service,
including a limited band for néw services. AT&T-C’s proposed rate
bands for its MTS, WATS, and 800 service are set forth in |
Appendix B to this decision./ AT&T-C proposes a rate band of plus
or minus 10% for all private line service elements. Additionally,}
AT&T-C proposes that any 7éw service offering will have an upward‘f
flexibility no greater than 10% above its original price, and a
downward flexibility set/atﬂor above the LRIC for the new service.

The second basic element of AT&T-C’s proposal is the
flexibility to introduce new services, in a manner which AT&T-C
believes is more consistent with the streamlined procedure
currently allowed alf'of AT&T=C’s interexchhngé competitors.

AT&T=C has returned/to the definition of new services of its o
original application, meaning an offering which customers perceive .
as a new service and which has a combination of technology, access,
features, or functions that distinguishes it from any existing -
service. ‘

The th#éd basiC”elenent_ot‘A&&T-C’s-proposal is the ‘ ,
adoption by the Commission of a-standardized costing methodology
which AS&T-C‘wi#& use in support of future advice letter filings.
Following the adoption of this standardized methodology, AT&T-C
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while others do not. AT&T=-C contends that an adjustment to rate
bands for access costs fails to recognize the contribution above
¢ost built into various rate elements and thus overstates the rate
band width relative to cost when access costs//Qe excluded.

The second assumption implicit in/the parties’ amalysis
is that no rate element is currently set Yelow cost. AT&T-C
remarks that this is obviously untrue. /AT&T~C maintains that the
Commission has long refused to allow XT&T-C to raise certain rates
to a level which recovers cost in coﬁéideration.or various social
goals. The proposed access cost ‘&justment in such a case is puré
fantasy in AT&T-C’s view. For example, AT&T-C points out that MIS
directory assistance is cuxrent Y priced below its access cCost. A#‘
adjustment to limit the proposed rate band to a pexcent of _ !
nonaccess cost would make no/sense in AT&T-C’s view because such a -
band would never permit thege rates to recover all costs. '

7. Discussion

We agree with the parties that the dispute over the w:.dth
of the rate bands centers on what we meant when we used the term o
#limited” rate flexibi ty*in‘D.87-o7-617. We are sympathetic to -
the arguments of the parties that the rate bands are too broad in '
' some instances. On the other hand, we wish to give AT&T-C enough
flexibility today't3/£u11111 its desxre to respond more quickly Ln
its markets and have something for our monitoring plan.to~mon1tor.

We agree/with AT&T-C that asymmetrical rate bands are
consistent with the Observation Approach. We do not take the termf_
midpoint as«lite/ally'as some parties p:bpose; We find AT&T-C’s
development of the term “reference rate” as reasonable and u
consistent with/D.87-07-017. We note that the asymmetr;cal rate |
bands are the esult of ATL&T~C’s attempts to-accommodate othexr
parties” conce - Therefore, we will adopt AT&T-C’s rate bands as
proposed. with/certain limitations. We believe the limitations we '
are imposing should allev;ate the concerns o: the other parties.

“‘—
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First, we find merit in tying the rafe bands to
percentage points of increase and decrease ag suggested by several
parties. However, we believe AT&T-C’s desixe to establish rate
bands in penny increments is reasonable gi@en its current billing
structure. Even though AI&T-C-has,preﬁgﬁted its proposed rate
bands in cents instead of perqentageé/(see Appendix B), we can
determine that many of the proposedlpands are in the 5-10% range.
However, as pointed out by DRA and , other rate bands present a:
much higher percentage change. We will order AT&T-C to adjust its -
rate bands so that no rate band/f; greater than + 15%. We do not
give AT&T-C permission to increadse or decrease any rate band which
is currently at a lower level /in eithexr or both directions up to
that 15% level. The + 15% cap/floor will only apply to rate bands
that are currently largerx than that. Likewise, we are not
requiring symmetrical rate/bands in all instances. The 15%
cap/floor can be applied in one direction only. ,

In kéeping wi, ‘Am&T-C's_need-to bill by penny increments‘
we will allow AT&T-C to/ increase this + 15% band only if it is )
necessary to round to the nearest penny.

We realize this degree of flexibility is greater than
that advocated by most parties and less, in certain instances, then'
that requested by AT&T-C. We are convinced that our compromise is |
a reasonable one. /6iven the evidence, we believe our approach will
produce just and reasonable rates. |

We have/ not attached our‘adopted rate bands as an :
Appendix to this/decision because other proceedings we will decide
this year will impact the reference rates that form the basis for
the rate bands. | ) . .

The Phase I opinion on the rehearing of D.88-06~036 also
being issued‘today will impact those reference rates. Likewise,
the year-end /SPF to SLU and access flow through cost adjustments
will alter the reference rates.- |
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We therefore will order AT&T-C to file an advice letter
within ten days of the effective date of this order with tariff
sheets reflecting reference rates which incorporatesthe changes
discussed above. In addition, AT&T-C’s tariff shéets shall include
tables of rate bands both in cents and percen
rate elements consistent with the limitations/discussed above.

Finally, whatever refund mechanism is adopted in the
rehearing of D.88-06-036, shall not be indorporated into the
reference rates for AT&T~C’s rate bands

C. How Should Changes
Within and Below The Adopted
Rate pands Pe Ipplemented?

1. ”, cas

AT&T=C requests that_it e allowed to change rates-withiﬁ "jx o

an approved rate band on five days’ notice through advice letter
filings. AT&T-C acknowledges that this would require a waiver of
Sections IV, V, and VI of General Order (GO) 96-A. AT&T-C points
out that this waiver has already been granted to AT&T=C’s
competitors. AT&T-C refers to D.84-01-037 statxng that ”The
provisions of GO 96=A are walved only to the extent of Section Iv,
relating to filed and errectxve dates; Section V, procedure in
£iling tariff sheets whiclhl do not increase rates or charges: and
Section VI, procedure in f£iling increased rates. In all other
respects, tarxiffs shall be £iled in accordance with GO 96-A.
Tariff £ilings will be ef:ective five days after filing” o
(Xd., p. 7). For changes within its rate bands approved by this -]
decision, AT&T-C is seeklng only'what its competitors already have,
five-day effective dates for tariff changes. - ) :
ATET=-C seek@ 20 days’ notice for a reduction in ex;stxng !
rates below. the approved rate bands. AT&T-C maintains that
currently under GO 96eA they would be entitled to—reduce rates
using the 40-day not;ce period.
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2. 0US Spxint’s Position

US Sprint proposes that if its rate bands (5% upward and
downward) are adopted by the Commission, then US Sprint would agree
that rate changes within their proposed ban could be approved
upon five-day notice. (Exhibit 8, p. 20.)/ However, if greater
flexibility than US Sprint has recommended is approved, US Sprint
urges the full review period currently/provided under GO 96-A
should be required to allow the cOm%}ssion staff and interested
parties adequate time to verify that AT&T-C’s price change would
not result in rates set below cost{

US Sprint is adamantly/;pposed to allowing rate bands to .
be lowered by the advice letter process. US Sprint poses the
cquestion of why should the COmmm551on bother setting bands if the -
lower limit has no meaning?/US Spr;nt points out that the
testimony in this proceeding has focused on the‘rélationship
petween the flexibility requested in one service and the

N

flexibility requested xn/another sexrvice. In particular, US Sprint

clains that concerns have been raised regarding the possibility of
predatory pricing and/éross-subsidization. US'Sprint argues that
the limited banding foncept of the Observation Approach will be
destroyed if AT&T~C’ is not required to justify changes be they
downward or upward/in the rate bands through the application
process. ‘ |

3. MCI‘s Position

MCI likewise is concerned about AT&T-C’s proposal to

change the low7§ bound of rate bands approved by this decision via‘
the advice letter process. MCI arques that the first time AT&T=-C
proposed suchfﬁ plan regarding lowering the rate bands was in its:
rebuttal testlmony. MCI dlsagrees with AT&T-C’s attempt to
characterlze/thxs recommendatlon as a clarification of AT&T-C’s
proposal :or revision to existing services. - Further, MCI belxevea
this proposal is inconsistent w1th the Observatzon Approach and
should be rejected.
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MCI agrees that under the Observation Approach, AT&T-~C
can request limited pricing flexibility, including Egiaxation of
certain procedures currently in place. However, %91 believes that
AT&T=C’s proposal goes far beyond that and in fﬁ;t makes the lower
end of any approved rate band illusory. MCI witness Wand testified
7T don’t understand the purpose of a lower ban>z1£ (AT&T=C is)
lowering the rates below that band.” (Tr. l. 4, p. 421.)

MCI agrees with Sprint witness gyé:ey who testified that
allowing the lower end of the rate bands to be lowered by advice
letter violates the concept of the Observation Approach. This is
particularly true if the purpose of thd(Observation Approach to |
monitor the results of the~granted price bands. If ATET~C is
allowed to price outside of those bands, whether it is upward or
downward pricing flexibility, then sthe monitoring plan will have
little effect. MCI urges that an ¢change in the rate bands
approved by this decision today only-be allowed through the
application process where the :ull impact of those proposed new
rate bands can be determined, dnd any changes that may be necessary‘
to the monitoring plan can be’ elxbarated.

4. CALTEL’s Position '

- CALTEL disagrees w'it.h. AT&T-C’s proposal that changes

within preapproved rate bands be effective on S5-days notice. ,
CALTEL believes that the e tective date should be no-less than 14
days after the date of fi ing- CALTEL argues that even in an era
of ~”limited requlatory tﬂgxabilzty', the nation’s dominant long.
distance carrier should ot be permitted to change rates,wmthout’
some opportunity for rgview-by affected consuners and]compet;tors;
CALTEL asserts that a l4-day effective date would permit those |
entities an adequate period‘or‘time to review the tariff changes f
and raise issues of cbncern with CACD should they be warranted. By
contrast, with the %rday effective date, CALTEL-argues that any
party wishing to-express concerns with- regard to such a tariff
- #iling would have to do sovpractzcally on the date of recexvinq the :
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tariff f£iling through the US Mail. (CALTEL’s Statement of
Position, dated August 26, 1988, pp. 2=3.)

CALTEL also disagrees with AT&T-C’s proposal to reduce
the lower end of its approved price rate bands by advice letter.
CALTEL suggests that the Commission should evaluate }T&T-C's
proposal in light of all of the requests set forth in AT&T-C’s
application. CALTEL draws a distinction between/a company like |
AT&T-C seeking limited rate flexibility in the/form of rate bands -
and a company like Southern California Gas Company still subject to
rate base, rate of return regqulation and who may not alter its ‘
rates witbout a formal order of the Commi¥sion. CALTEL suggests.
that AT&T-C is seeking to have the best /of both worlds, i.e., to
escape the rate base, rate of return lation applicable to
monopoly utilities while at the sane /time enj oying the benefits oz )
£iling procedures desigmed for rate/reductions by monopoly
utilities. CALTEL argues that while an abbreviated procedure for
rate reduction (below authorized/rates) may be appropriate for an
entity that solely provides monopoly services, it is hardly
appropriate for an entity sucly as AT&T-C wm.cb. provides services :m
many nmarkets and enjoys quas./ -monopoly status in some. -

CALTEL suggests that AT&T~-C’s rgquest is :.nconsistent
with the notion of limited/rate flexibility. CALTEL believes that
the Commission should havé some time to ~observe” AT&T-C’s conduct '
in setting rates within £he rate bands for existing services before '
it permits AT&T-C to introduce pricing plans and rate reductions
below the lower end of/the rate band by advice letter. CALTEL
proposes that a 2-yea period of observatxon be adopted and that
AT&T-C be requ:.red to file appllcati.on for new pric:mg plans for
that same period.

5. o A

As discua{sed previously in an earliex section, TURN
beln.eves that the lroposed rate bands should continue in effect
unchanged until at least 12 months of monitoring data has been
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gathered by CACD. In addition, TURN believes that the Commission
staff should be satisfied that all of the necessary data has been
provided by AT&T-C. TURN suggests that no less than 90 days
following this determination, AT&T-C may file an advice letter
proposing additional flexibility.

6. DRA’s Position

DRA has no objection to allowing changes w;té;n tkhe
approved rate bands on S-days notice through tariff £{ling.
However, DRA believes it is imperative that changes’to those rate
bands, including reductions, be done through our, application
process. DRA argues that the intent of establishing rate bands was -
to allow AT&T=-C to have flexibility within ¢ in constraints. ‘
DRA points out that the Commission made it/Clear that any widening
of existing rate bands would be predlcated on the result of the
Observation Approach. (D 87-07-017, PV/i4‘) DRA urges that any
widening, eithexr upward or downward, of the rate band be
accomplished through an.application dé—that the Commission can
reflect on the outcone of the £l illty already granted, bezore':
approving any greater flexibility.

7. Riscussion :

We find it reasonable /for AT&T-C to be allowed to make
changes within rate bands approved by today'srdec1szon on short
notice through advice letter f llngs. :

While we are sympathetic to CALTEL'S argument that S days
allows for virtually no checking by other partzes of AT&T-C’s
submission, we are hopeful t ‘only requests that fall within the
rate bands approved today will be sought. Therefore, we order that
changes within the rate bapds may be made on 5 days’ notice and' ‘
will waive GO 96-a accord’ gly; We note that if the S5=day not;ce
provision is changed. for'fhe non dominant interexchange carriers -
pursuant to our Rul g (R.) 85—08-042, it should l;kewlse
change for AI‘&T-C. AT&TC shall sexve such advice letters by :
express mail on any parﬁg ‘Who s0 requests.‘ We are concerned with -
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the problems raised by other parties with AT&T=C’s proposal to
lower the rate bands through the advice letter process. We believe
it is necessary for us and the parties to obtain data through the
monitoring plan of AT&T-C’s behavior before increased flex;bxllty ‘
is allowed. Therefore, we agree with the parties who recommended
that during this initial stage of limited rate flexnb;lxxy the
flexibility is limited to what is approved today. A&&T—c nust use’
the formal application process if it wishes to make//ejustments to
the lower end or the upper end of its rate bandsz/’As ATET-C’s
reference rates are altered over tine by other ommzsszon actxons,‘
the proportional size of the rate bands, a reynd those reference
rates must remain consistent with today’s decisioen.

VI. What Conditions Should Control ATET-C’s

What Should the Definition
of New Services be and
Where Should the Costing
Methodology for New Services
be Developed?

1. AT&I-C’s Position

AT&T~C has returned t’ its original definition for “new
sexvices,” found in its original application of October 1987.
AT&T-C defines a new service as an offering which customers
perceive as a new service and hich has a combination of
technoloeqy, access,,:eatures, or functions that distinquishes it ‘
from any existing services. [In D.87-07-017 the Commission directed
that for purposes of granting initial regulatory flexibility,
repricing or repackaging of ‘existing service would not be
considered a new service. | '

Thus, AT&T-C acknowledges that the definition does not
classify an optional cellxné plan which discounts existing: servzce
rates as a new service. Although AT&T-C has returned to its
original definition, in its| Statement of Position filed July 15,

(K
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1988 AT&T-C had proposed a definition which categorized optional
calling plans as new services. Because of the opposition to this
modified definition by DRA, MCI, Sprint, and TU%;, AT&T~C at
hearings returned to its original definition, in the rebuttal
testimony of Mr. Parker.

AT&T-C argues that its proposed definition of new
services is reasonable. AT&T-C acknowledges that it has committed
not to introduce a new service through the advice letter procedure
until the Commission adopts a standardized costing methodology.. |
AT&T~C requests that the Commissiog/AAOpt its definition of new
service and address the issue of whiat standardized costing
nethodology to adopt in A.88-08-081, the PRO California proceedlng.
AT&T-C makes this recommendatio despite the fact that its own ‘
witness Parker acknowledged that PRO California does not meet
AT&T=C’s recommended defxn;ti9£ of a new service. PRO California
is a discounted optional calling plan. AT&T-C’s rationale for
doing the costing methodol . for new servicés in a proceeding that'
is not itself a new service/is the fact that the costing :
methodology study must be done anyway both for the PRO California
optional calling plan and /foxr AT&T-C’s MEGACOM 800 service
(A.88~07-020) . AI&T—C’aﬁguesAthat:since'it will have to expend
considerable resources on the presentation of its costing
methodology in the PRO ?letornma proceedlnq, it is an efficient
use of AT&T-C’s resources to establish a costing nethodology for
all advice letter rzlidgs for new services that AT&T-C intends to
make under the regulatory rlexibility granted today.

2- sanxzn:s_zgai:;gn

CALTEL urged the Commission to reject AT&T-C’s proposal
that its PRO California application be the forum for developing
standardized costing d‘pricing‘methodologies for future new
service applications.| CALTEL points out that AT&T-C admits that
PRO California is not|a new service as  AT&T-C presently defines
the texm. Additionally, CALTEL does not believe that costing
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methodology developed in a proceeding such as PRO” California, where
the service being evaluated is simply a repricing of an existing
service, will be of any use to the Commissiqn in developing
procedures for cost analysis of a true new/service. CALTEL arques
that the Commission must evaluate the cogt methodology for a new
service in a proceeding by which AT&T-C seeks to introduce a new
service by its own definition.

CALTEL points to one finaY reason for requiring that the .
- application by which costing methodologies are developed for new
services be an actual new servizf/application. CALTEL believes |
that the scope of the definitio of new services itself will need

additional work. CALTEL.poingg'out that AT&T-C has recognized th;tx
its proposed definition of ney services has not been employed in
any other regulatory proceeding. (Tx. Vol. 2, p. 234.) CALTEL
further asserts that AT&T-C itself admits that this definition bas :
been fraught with controversy since it was originally proposed and
that the controversy has ﬂét disappeared. CALTEL believes it is

1nev1table that there w;l be controversy over whether the first
"new service” proposed by A&&T—c actually falls within the
detinition which AT&T-C jasks the Commission to adopt in this .
proceeding. CALTEL maintains that the definition will have to be
refined and quite obvid&sly that should be dene in a proceeding
where an actual new se£v1ce is before the Commission for v
evaluation. Thereford, CALTEL believes that the Commission should
address both the refining of the definition of new services and the .
costing methodology fpr new services in one application. CALTEL ‘
submits that PRO California is not the appropriate application.
US Sprint ﬁrgues_that AT&T-C’s new services definition is
ill-defined. US Sprint claims that although AT&T-C says it has “
returned to its new ervicesrdefinition contained in its original \
application, several new elements are added. US Sprlnt argues that)
it is not entirely clear why these elements are necessary or |
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advisable and how they fit into the overall pictuxe of new
services. °/
US Sprint joins in the opposition to/the PRO California
application as the forum for development of n{'x.zrorm costing
methodology for new services.
4. MCI‘s Position

MCI asserts that AT&T-C has cynly recently returned to its
definition of new services that embodied the principles laid ocut in
D.87-07~017. MCI supports this detmﬁt:.on for new services that
was contained in AT&T-C’s appln.cation of October 30, 1987 and was
readopted by AT&T-C in Mr. Parker’s rebuttal testimony. At the
same time, MCI vigorously opposes/:r&'r-cfs proposal to use its

pending PRO California application as the test case for cost
methodology for all future new 4 rvice filings. MCI points out,

as did all other parties to the proceeding, that AT&T-C has
acknowledged that PRO Califo :La is not a new service under ‘
AT&T-C’s recommended definition. Witness Parker acknowledged that:

it is merely a pricing option. MCI maintains that AT&T~C bas
failed to provide any j‘usti/f.ication for why it should depart from .
its own definition and usf PRO cal:.romia,. rather than a truly nevf :
service to develop a uniform cost methodology

Further, MCI suggests that in light of the controversy ‘
over the definition of mw services, it would make more sense for
the costing methodology/and the refinement of the definition to be
done in an application that meets the new service definition as -
currently proposed. 'rms would permit the Commission in MCI’s view o
to refine and sharpen ?:he definition so it would have some use in ,;_ -
future proceed:i.ngs. 0'1‘::. Vol. 2, p- 235.) MCI argues that if the
Commission were to use the PRO California application as the test.
case for new services{ the Commission might be vulnerable to cla.ms
of denial of due process. MCI argues tha.t a truly new service
should be the test e, wherein partn.es will be prov:.ded an
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opportunity to litigate fully the appropriate gquidelines for new
services and the appropriate ¢osting methodolegy.

5. DRA’s Position

DRA joins with all other acgtive participants in this

proceeding in opposing the use of the PRO California appliéation as
the test case for cost and pricing methodology for new services.
DRA believes its concern is quité different from those of AT&T~C’s
competitors. DRA maintains that AT&T-C’s competitors such as US
Sprint and MCI wish to ensure/that the price of ATLT~C’s new
services are not too low. DRA on the other hand, in addition to.
concerns regarding anticompétitive pricing, wants to ensure that
prices are not too high. fhis is why, in its view, a costing and
pricing standard must be developed in the first application for a
new service under AT&T~C’s proposed definition. DRA believes it io
dangerous to attempt to/ develop a cost and pricing standard for a
pricing option plan suth as PRO California and hope that it also
applies to new serviceés. DRA uxges that the Commission wait until
AT&T-C files an appl catxon.for a new service that meets its own
proposed definition before a cost;ng and pricing standard is
developed. PRO California, in DRA’S view is an inappropriate
vehicle. t - -

6. -
TURN states that it is pleased that AT&T~C has returned'
to its origihal efinition 'of a new service. However, TURN, like
the other parties, is dismayed that AT&T-C proposes to use its
application for PRO California as a forum for establishing a cost |
methodolegy for new services when PRO California is admittedly not5
a new service. | TURN argues that this loqical inconsistency is S
particularly troubling when one considers that AI&T-C'S de:xnztxonf
of new services will be making its maiden voyage in a subsequent
application. £ a cost methodology is already in place as an.
outcome of the| PRO Califormia appl;catxon, when such a truly new
sexvice is introduced, it may ‘prove difficult to apply a cost;ng
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methodoleogy which did not have to consider the vagaries of costing
a new service.

7. DRiscussion
We first turn to D.87-07=0 for guidance on the issue of
new services.

We would want te be sure/ that the services
under consideration are¢’ indeed new services and
not merely variations of existing services
disguised in an effort to escape traditional
requlation. - Explicit and c¢lear definition of
new services must provided. The extent to
which AT&T-C may iggomatically possess market
power in the area¥ of new services, either
because of its mdrket power in other areas or
for other reasons, must also be addressed.”
(Id., p. 64.) /75

We are relieved to see that AT&T-C has returned to its
original definition thaf is consistent with the guidelines stated
above. However, we shAre the dismay of the other parties in
AT&T-C’s recommendation that PRO California is an appropriate

vehicle to determine /the uniform costing methodology for new
services, when AT&T=C has acknowledged that PRO- Calxtornia does not
neet its definitio of new services. Therefore, we agree with the
position of CALTEL/ US Sprint, MCI, DRA, and TURN on this issue.
AT&T-C has made nof compelling showing of why the costing
methodology for n¢w services should be handled in its PRO
California appli' tion. In fact, the only reason AT&T~C puts
forward is since /it has to do-costing‘methodology in PRO
California, it therefore would like it to.be applicable to all
future filings. | This is not .an adequate reason. While we adopt
AT&T-C’Ss proposed definition of new serv1ces, ‘we agree with CALTEL
that, in fact, in the first application of a mew service this
definition w1llfmost probably be refined and 1mproved. This is
another reason why we believe it is imperative that costing
methodology and a refinement of the detlnitzon be handled in an
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. application that AT&T~C itself believes f£its its definition of new
service.

Additionally, we note that the PRO California application
is moving forward expeditiously. We are concerned about the
ability of other parties to effectively participate in that
proceeding. Since the costing methodology will guide future
applications for new services,
first new service application,/not PRO California, proceed at a
pace that allows all interested parties to participate in an
effective mannexr. Therefore/, we conclude that PRO California is
not the appropriate vehicle/ for costing methodology to be resolved
for new services. When ATAT-C desires to file an application for1f
its first new service under regulatory‘zloxiblllty it will be that,
application where all p les may paxticipate in first, development
of costing methodology for future new services and second, '
refinement of the new gervices definition.

How Should New ces be

Introduced once Cohsting

nothodology'has? Resolved
LB 4 _

Once the issue of costing methodology is resolved, AT&T-C
proposes to file x quests for new services through the advice |
letter procedure, with some modifications. Currently, the advice °
letter process as [laid out in GO 96-A allows for approval of ‘new  "
services on 40 calendar days’ notice. In addition to the
requ;rements‘or 96~-A, AT&T-C proposes to provide standard
costing data (using the uniform costing methodology) with all
advice letter fi ings. However, AT&T-C seeks an amendment to
GO 96-A requestl g that a new service or a revision to an ex;st;nq
service that has already been approved by the FCC be approved on f
only 20 days’. notice. AT&T-C acknowledges that this would requzre
a waiver of Sections IV and V of GO 96-A. (AT&T~C Exhibit 4, p.- |

13.) AT&T-C argﬁes that a reduced notzce period as,requested is _f
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appropriate because ”an initial opportunity t?/rev1ew the essential
nature of the proposal would already have oégnrred during the
review of the filing before the FCC.” AT&THC cites D.84=-01-037 for
the proposition that the Commission has already waived these
sections for AT&T-C’s competitors. AI&T46 argues that its major
competitors compete on a mational level/with AT&T-C. Thus, AT&T~C
clains that every filing before the Pcé'is scrutinized closely by
its competitors. AT&T~C claims that/the essential nature of any
proposal that is part of a national/program of AT&T~C would be
revealed in AT&T-C’s FCC filing. /[herefore, AT&T-C concludes it
would be appropriate for the California filing to be reviewed in
less time.

. For new servicgs that! are not part of an FCC review,
AT&T=-C acknowledges that the timeframe set out in GO 96~A is
appropriate, i.e., 40-day review period.
2. CALTEL’s Position

The issue Of AT&T{C’s introduction of new services is the

issue of most concern to TEL in this proceeding. CALEEL ‘
believes that AT&T-C should be required to introduce new'services
by application rather tham by advice lettex. CALTEL argues that ‘
with the adoption of rate bands, AT&T-C would have been provided #
significant level of raté flexibility and’ correspondingly, the

Commission would have. baen.provided with the challenge of observmng .

and evaluating AT&T-C’s conduct with that rate flexibility. CALTEL -
believes it is inappropriate for the Commission, consumers, and ’ﬁf
AT&T-C’s competitors tg be burdened with having to quickly respond ]
to AT&T~C’s filing of adwzce letters by which it seeks to-lntroduce
new services- CALTEL recognizes that AT&T=C has naxrowed its
proposed definition of new"services, ‘but nonetheless believes that '
AT&T-C should bear the buxden of proof that the approval of such a
new service will be in the public interest.

CALTEL points out that as a practxcal matter, the buxden b
placed on AT&T~C’s competators will bea substantlally greater if f
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AT&T-C is permitted to introduce new services by advice letter
rather than by application.

CALTEL points out that when an application is filed, the
burden of proof falls squarely on AT&T-C, p Qtests may be filed in
a 30-day timeframe, and most importantly the relief requested can
only be granted by an order of the Commission. By contrast, CALTEL
points out that advice letters filed pursuant to GO 96~A take ‘
effect 30 days after f£iling unless sus;Z:ded by the Commission, and:
must be protested within 20 days of fifling. More importantly, the -
practical effect is that a party protesting an advice letter bears
a burden of establishing that the adyvice letter should be
suspended. This is unlike the application situation where the
burden is on where it should be, ox the applicant, or AT&I-C.

CALTEL argues that the advice letter procedure operates
in practice to provide even less fime for a protest than that set
forth under the existing rules. [In addition to the shortened time -
to protest an advice letter, parties may not have been advised of
the existence of the proposed a, ice letter until several days ‘ ‘
after the filing itself. Unless a particular party has arranged to -
have all such advice letters served on it by the utility, the usual
means of obtaining such notice |is through the Commission’s Daily L
calendar. For example, the Co?mission’s Daily Calendar for a
particular date contains notice of advice letter filings for
several preceding days. Parties must also account for the time £or
the Daily Calendar to reach ir office through the mail.
Therefore, in reality, parties have as few as 10 days to prepare
and file protests given these comstraints. By contrast, a party ,
considering protesting an application have 30 days from the date of .
when the application zirst‘appears-in-the Commission’s Daily
Calendar. '

Additionally, CAL:E‘,points,out th&t‘while the advice
letter procedure places substantial burdens on the protestants,
there is'no—corresponding'pubﬂic-benefit*by~the«reduced‘time

-
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period. Protests that are frivolous can be rejected under Rule 8.2
just as easily as they can under GO 96-A,‘}ccording to CALTEL.

Finally, CALTEL notes that the new service proposals
which AT&T-C wishes to introduce by advice letter, may well have
been months or even years in preparatidn. Thus, while AT&T-C may ‘
take as long as it wants developing the operational details and the
pricing and marketing strategies for a particular new product,
interested parties are expected to/ formulate a response to that
proposal somewhere between 10 and/ 20 days after first being
apprised of it. CALTEL argues t this does not make sense.

CALTEL urges that by cequiring applications, the
protestants will have at least/ 30 days and the Commission may have
as long as it needs to consx%pr whether the new service should ke
authorized. This gives the Commission the cptlon.tO«choose in some‘,
cases to disregard any protdst and approve the application
expeditiously or in other cases set the matter for formal public . -
hearings. CALTEL urges thét the Commission not give up the broad .
array of options it posseSses-when the proposal is in the form of
an application.

Finally, CALTEL proposes that AT&T=C be required to -
introduce new services by application for a 2-year period. CALTEL
points out that controversy surrounding new services is likely to-
exist for some time until AT&T-C and other parties arrive at some |
understanding of the precise definition of new services. "
Therefore, CALTEL suggests that after a 2-year period by which all '
new services will be introduced by application, the Commission can. -
determine whether the xequxrement should be continued or not.

In the event the Commission does not adopt CALTEL’S
proposal that all new-servzces should be introduced through the R
application process, CALTEL particularly opposes AT&T-C’s o
suggestion that the advice letter review time should be reduced to -
a mere 20 days when the FCC has already reviewed such a sexvice.
CALTEL points out that|this proposal of AT&T-C’s would leave,its
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competitors with only a few days to prepare and files/a protest to
any such advice letter. The Commission and CACD‘yould sinmilarxly be
constrained in CALTEL’s view from taking any action with respect to
those proposals. CALTEL arques that we have pot yet ~“observed”
enough to permit AT&T-C this extreme level flexibility-

Moreover, CALTEL points out that/this Commission has in
the past rejected state f£ilings by AT&T-¢ which were “consistent
with the national plan already approved by the FCC.” CALTEL
concludes that this Commission wishes/to continue to conduct its
separate review of such plans. CALTEL argues that it makes little
sense to sharply reduce the opportyhity of interested parties to
offer comments to this Commission/with respect to such plans.

3. US Spxint?s Position
~ US Sprint does not oppose the use of the advice letter
process under GO 96=A for AT&TFC’s introduction of new serv1ces, 1£f
the serxvices are truly new and after the costing. methodology has
been resolved in the first néw service application. However, like
all other parties to the prd&eeding, US Sprint takes stfong -
exception to AT&T-C’s proposal that the tine to'revzew services
already approved by the F c‘be shortened to a nexe 20 days. US
Sprint argues that AT&T-C/is asking this Commission to defer its
power, authority, and jurisdiction over certain of AT&T-C’s ]
services to the FCC. Uﬁ/Sprlnt has not demonstrated any compelling}:
reason for this Commission to accede authority to the FCC in this
instance.
4. MCI’s position

MCI does notjoppose the notzon of advice letter filings
for true new services once costing- methodology has been resolved. ln
the first application. However, MCI does oppose the 20—day‘rev1ew =
period for any new service that has already been introduced and
approved by the FCC. {MCI argues that this 20~-day notice’ perlod
conflicts with PU COde § 455. Sectlon 455 provides that any ‘
revision which does not increase a rate: ”Shall become efrect;ve on
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the expiration of 30 days from the time of fildng thereof with the
Commission or such lesser time as the Commisgion may grant....”

MCI believes that there would hqyevto be a change in the
underlying statutes before the Sections of GO 96-A which AT&T-C
seeks to have waived, could be allowed.

Further, MCI asserts that AT&T-C has made no showing that
prior approval of a service prcposaz/£§ the FCC justifies a shorter
than 40-day review period for advice/ letter filings. MCI witness
Wand testified that AT&T=-C’s assumption that less review time is
necessary for new or existing servéces already approved by the FCC
is flawed. (Tr. Vol. 4. p. 421.) There is no basis to assume that
any review which may have taken,élace at the interstate '
jurisdiction would be relevantitc an intrastate f£filing. MCI poznts
out that AT&T-C’s intrastate offering would not have been reviewed:
before the FCC. Further, MCI maintains that the underlying cost
data provided in connection With an FCC filing would be different
than cost data developed fo’ an intrastate service. MCI concludes :
that the different cost data provided at each jurisdiction would
require a separate review d& the intrastate level even if a prior
review took place at the Fcc; Therefore, MCI urges that the .
Commission not allow the 0-day shortened period for review.

DRA urges that the time to review a new service filing.
should be at least 45 days. DRA maintains that several tasks must
be accomplished in this timeframe. First, it must be determined if'
the new service meets thé detfinition of a new service. Second, it '
must be determined that A e general costing and pricing methodoiogyg
developed in the first new'servxce application, is applicable for
the new service in qnestlon. Third, that pricing and costing :
methodology must be . appl;ed. Fourth, the cost information provzdedﬁ'
by AT&T-C must be examined. Fifth, the parties must prepare and
submit protests if necefsary. Sixth, the Commisslon must revmew‘
the zindings-and:positi?ns of the parties‘inwolved- DRA argues
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that the above scenario in their view woe;d take at least 45 days.
DRA acknowledges that the current cOmm%fsion practice undexr GO 96-A
allows for a 40~day period. However, DRA believes that the
possibility that rates for substitutd services could go up, a
possibility that is generally prohi

requires a small amount of additignal time to determine the cost
and benefits of a new service. PRA beleives its request for an
additional 5 days is reasonable/and will not harm AT&T-C.

DRA joins in opposition to AT&T-C’s proposal that advice
letters become effective witlyin 20 days if that plan has received
prior FCC approval. DRA arques that the Commission must not allow -
itself to relinquish its aythority over intrastate telecommunica- |
tion policy to the Federal/ Government. _DRA‘urges the Commission to
consider new service advite letter filings as to the cost and '
benefits that each service would bring to California. This review
process necessarily tak&g tine.

Finally, DRA /points out that there are significant
differences in cost between the intrastate and the interstate
telecommunications ma¥ket. TFor example, DRA states that access _
charges are different. DRA argues that there may be other costs or
factors such as compé¢tition, technological differences, and legal
restrictions that differ between the Federal and State
jurisdictions. (DRA closing brief pp. 6-7.)

in the unanimous o¢pposition to AT&T-C’s
request to have ne services reviewed in the shorter than the
current advice letter time frame. TURN points.out that simply
using an advice letter for the introduction.of a new service is a
najor enhancement pf AT&T-C’s flexibility. TURN finds AT&T-C’s :
distinction that geveral of these new services have previously been .
reviewed and challenged at the Federal level to be harxdly
comforting. The distinctions between the Federal and State -
requests for new services could be so fraught with problems that it
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would take more time te resolve than the additional 10 to 20 days
sought by parties for Commission review oz/;ny new sexvice.
Therefore, TURN concludes that the Commj éion should give CACD and.
interested parties at least 30 to 40 days to review any new service
proposal introduced by AT&T-C.

7. Discussiopn :

We note that all parties sexcept for CALTEL seem able to
live with the introduction ¢f ne:/ézrvices by AT&T-C through the
advice letter process. This of Course assumes that standard
costing methodology has been redélved in its first new service ‘
application as discussed in the/prior section. CALTEL’s concerns’
do have merit, and therxrefore eﬁen.though we adopt the advice letter
process for new services today we note that for any particular L
advice letter filing we retain the option to require AT&T-C to file!
an application instead if protests so warrant. The COmmlss;on
will make that determination on a case-by-case basis.

Likewise we are ﬁgrsuaded by the partles that AT&T-C’S

request to have a shorteneé time perxod for services approved by
the FCC is without merlt.] AI&T—C's concern for speed must be
balanced against the rxghts of other parties to be- allowed
efzectzve participation in our process. That effective
part;c;patxon necessitates timing that makes part;c;patmon

meaningful. '

Further, MCI and US Sprint are two of the very parties
that would ordinarily paéticipate in' the FCC process. They, like
all other participants ﬂn‘our proceeding, are adamantly_opposed‘to-”L
a shortened review proc3ss. Several‘parties point out that there
may be substantial d;tf?rences between the intrastate and
interstate filings for ;he~same‘services. We agree that the rev;ew
that the FCC does. for ai{new service may be very different than the
review done here at ourgComm;ssion. '

We do not find DRA’s request for a 45—day period
compelling. We will authorize advice letter filings for new

\
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services under the rules of GO 96-A, allowing 3 40-day period
before the new service is authorized. However, we caution AT&T-C
that advice letters for new services fraughf with controversy will
be rejected and instead AT&T~C will be ordered to file an
application. AT&T-C must not abuse the flexibility we grant them
today in introducing new services. For/clarification, this advice
letter process that we today approve will not take effect until
AT&T-C bas presented its standard cosgting methodology for new
services in an application for a ne ’servxce as discussed above.
Only after the cOmmlsszon has approved that costing methodology may
AT&T-C begin to present its new service request, through the advzce
letter process. )
C. What Rate Bands Should be

Adopted for New Sexvices?

1. Rarties’ Positions |

-, AT&T-C’s proposes that any new service offering be
allowed an upward. tlexibilit no greater than 10% above its )
original price, and a downwafd flexibility set at or above the LRIC'
for the new service. This was not an issue of particular focus y
during the-hearings or in t?e partzes’vbrlers. It seems reasonable’
to assume that parties’ positions regarding rate bands for new ‘
services are the same as their positions on rate bands for ex:st;ng“
services unless otherwise stated.

US Sprint speci :cally.argues\that any new service
introduced should be limited to the same 5% price band (upward and
downward) proposed by US SPrlnt for AT&T-C’s existing serv;ces.
(Exh. 8, p. 22.) é‘ A s

MCX does not spec;!xcally address the appropriate size of’
rate bands for new servxces. We assume that MCI believes that the
rate bands at least. should cover costs on- an element by elenment
basis, and does not oppose some upward flexibility. In addition,
MCI witness Wand testified that “The Commission should...use the
application for the rxrst new service that is consistent with this
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guideline as the test case for determining how truly new services

should be regulated.” (Exhibit 13, p. 7.) It/EQuld be inferred
from this testimony, that MCI recommends that the issue of width of
rate bands for new services be deferred unmll the first new
services application.

Likewise, CALTEL does not specifically address the 1ssue
of rate band widths for new services./ However, since CALTEL is
quite adamant in its belief that all/ new services should be
reviewed by the formal application/process for at least the next
two years, it is reasonable to asgume that CALTEL does not endorse
AT&T~C’s propesal at this time. _ :

Since both TURN and DRA oppose any upward flexibility for
existing sexvices, it is reasopable to infer a similar‘objection_t6~
upward flexibility for new sefﬁieas.

2. Discussiop

None of the parti includ;ng AT&T-C, spent much time
developing the record on.thds issue. Logzcally, it makes sense to
treat rate bands for new s rvices in a manner- consistent with what
we have adopted today for existxng services. We do not wish the
parties to litigate, for example, the approprmateness of upward
flexibility every time AT&T-C attempts to introduce a new service.

However, the first new sexvice (not PRO-California) :
AT&T-C attempts to intrgduce will be through the formal application
process with an extensi e and thorough examination of AT&T~C’S ‘

costing methodology. ikewise, we have ordered that the definition
of new services may be [refined in that first application. It is
reasonable, thexefore, |to defer the approval of rate band widths
until that first new services applzcatxon-

Parties are cautioned that we deo not expect them to
relitigate the overall| policy regarding rate bands adopted today.
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VIX. Should the Commission Adopt CACD’s

A. Backaxound

In D.87=07=«017, the Commission ordered CACD (then the
Evaluation and Compliance Division) teo co éuct workshops and
develop a2 monitoring plan which would enable the Commission to
measure and assess the impact flexibility may have on AT&T-C’s
competitors and customers of interLATA services in California.
(Id., Ordering Paragraph 2.) The Cotmission believed a monitoring
plan was an important prerequisite fo any grant of flexibility. -
CACD held the required workshops and filed its moditoring‘plan on
November 18, 1987. CACD believed its proposal will help the
Commission achieve the objectivas outlined in D.87-07-017.

CACD held its first yorkshop on August 31, 1987. Prior .
to that date, CACD requested t AT&T-C distribute its drarft o
application for regulatory :Léxlbil;ty to all workshop partxcxpant,
to help the development of a monitoring plan. The draft
application (which eventual y~bgcame A.87-10-035) outlined the
flexibility AT&T-C intended to request from the Commission and
recommended a monitoring plan which it belleved would complement
the flexibility it was seedking.

CACD reports that all partlc;pants emphasxzed that thexr
invelvement in the worksugps should not be construed by the
Commission as support for AT&T-C’s regulatory'rlexlbxllty. with
this understanding, CACD believes the participants talked
constructively about the¢ monitoring plan suggested by AT&T-C. At
the conclusion of the session, AT&T-C was requested to revise the‘3
‘monitoring plan it pro sed, taking into consideration the numerous
suggestions made by th workshop partlcipants. CACD directed
AT&T~C to obtain comments. from the workshop participants and submlt
a revised monitoring plan 10 days in advance of the second
workshop.
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CACD held the second workshop session on Qgrober 19,

1987. CACD reports that during this session, partidipants
thoroughly discussed the revised monitoring plan and assessed the
merits and shortcomings of each measurement presented in its
various exhibits before they were adopted, rejected, or modified.
No cone recquested further workshops.

The workshop participants agreed that only CACD’s
recommendations should be presented in the feport to the Commission
filed November 18, 1987. Comments on CACD’s proposed monitoring
Plan were filed 20 days thereafter. :

The ALY determined in her Sep er 16, 1988 ruling, that
the monitoring plan would not be a subject for cross-examination at
hearings, but that parties’ suggestions regarding the monitoring
plan as laid out in their posmtion papers and briefs would be ngen'
consideration by the COmm;ssmon- Thys, parties have been given o
several opportunities (as recently as October 25, 1988 in their
reply briefs) to update their positions on CACD’s proposed
monitoring plan over the'past year,

In its,report, CACD emphasizes that its proposed
monitoring plan * suggest a method, scientific |
or otherwise, to isolate changes in specific measures which would
enable the Commission to draw sal relat;onsh;ps between such
changes and the rlexibxlxty exercised by AT&T-C.” (CACD Report,
pp. 4=5.) CACD believes the Commission recognized this problem in' .
D.87-07=017 noting ~that the ohservation of the results of o
regulatory flexibility may pre ent dz!t;culties similax to those we
encountered in trying to set ¢ mterxa for the ‘measurement of
current market power.” (Id., p. 4.) CACD believes the proposed |
monitoring plan presents sevexal helpful indicators wh;ch,
collectively, can aid the Co ssion in assess;ng how well the
interlATA market is working. | cACD believes it should be up to the ,
Commission to decide whether and how the mon;torzng program results
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can be used in later decisions to either reduce, maintain, or
increase the amount of flexibility granted AT&T-C.

CACD recommends that the Commission require CACD to
publish an annual report presenting the results of the monitoring.
program 60 days after receipt of the r"ée year’s monitoring
results.

The attachments to CACD’s monitoring plan report are
included in this decision as Appen ¢. These attachments would
form the basis of CACD’s annual report under its monitoring plan.

The exhibits are designéd to show data as they would -
appear in the annual report. T g::gghmgnsg to the exhibits
clearly specify the actual (raw) data to be submitted, much of
which is confidential; it also/recommends to the Commission which
carriers should be ordered to supply the data requested.

CACD believes inteyested parties should be given an .
opportunity to comment on t annual report. CACD proposes that
the annual report should th roughly aggregate or otherwise arrange.
the data submitted by var;jbs partxes to guard against 1nadvertent
release of any confident information. -

CACD believes proposed monitoring plan, based 1argely'
on workshop—d:.scussxonsr s consistent with the flexibility AT&T-C
is seeking in A.87-10-03 '(CACD Report, p. 6.) : ;

CACD’s. propose monxtorlng plan has two major components.
The first suggests indicators which would: help the Commission
detect changes in the status of AT&T-C’s competltors, after l;m;ted,
flexibility is granted tp AT&T-C. The second component suggests
indicators which would ‘ lp the Commission detect ;mportant changes
in the degree of customer service and satisfaction. \

In D.87-07~-017, the Commission recognized that it is
necessary to monitor th impact regulatory IGlelllty may have on
AT&T-C’sS. competitors. CACD recommends in its report that the
Commission adopt the following exhibits (and- their associated
attachments) to help meet this objective.
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EXHIBIT Ease of Market Entry and Exit
EXHIBIT Customer Choice Among Substitutable Services

EXHIBIT Competitive Capacilty to Serve
(Intrastate Circdit Miles Installed

and Planned)
Competitive acity to Sexve

(Switching Capacity)

0CC Size and Growth Potential
(Revenue by Service Category)

0CC Size and Growth Potential
(Inters e and Intrastate
Minutes Lof Use)

0CC Market Share
(Revenue by Service Category)

OCC Market Share
(Interstate and Intrastate
Minutes of Use)
CACD believes these exhibits, viewed collectively, -should
help inform the Commissian about significant changes in the status .
of interLATA competition/arter AT&T-C is granted seme flexibility.
CACD empbasizes that it will be very difficult to analyze whether '
changes in the 1nd1oators being monitored d;rectly result from thej
flexibility exercised by AT&T-C. |
CACD believes the in:ormat;on requested for these
exhibits will not be unreasonably burdensome or onerous to the
various parties who would be required to provide them. Co
Furthermore, CACD notes that the data. shown in these exhlblts is j"
presented in a manner which ensuresrthat conridentzal 1nzormatzon ;

' is not disclosed on a company-specific basis.

The Commission recognized that it is necessary to mon;tor '
the impact regulatory lexlbllitg/may have on California consumers
(D.87=07-017.) - CACD thererore devoted a significant amount of E
workshop-tlme explorzng which variables should be included in the'; :
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monitoring plan to achieve this objective. CACD believes the
following exhibits may be helpful in this regard:
EXHIBIT 9 =~ Private Line Installation
Commitments Met
EXHIBIT 10 - Private Line Held Orders

EXHIBIT 11 Failure Rate Per 100 ivate Line
Circuit Terminatio

EXHIBIT 12 - Number of Troubles/Reported on
Intrastate Privatg¢ Line Circuits:

EXHIBIT 13 - Average Duration/ (Hours)
Per Trouble (Private Line)

EXHIBIT 14 =~ Percent of Tropbles Fixed in
Less than 48 Hours (Private Line)

EXHIBIT 15 - Customer Satisfaction
(Commission Complaints)

EXHIéIT 16 Percent 6£‘; lls Not
‘ Blocked (PQP=POP)

EXHIBIT 17 Percent o CalisiNot Blocked
(POP-1S0O/Tanden)

' !
EXHIBIT 18 - Average Speed of Answer
EXHIBIT 19 ~ Customer/Satisfaction Survey

However, CACD points fout in its report, only AT&T-C has’
committed to providing the inf rm;tién needed for these exhibits.
CACD states it is doubtful froP~the workshop proceedings whether
Other Common Carriers (OCCs) wWill be able to readily and easily
furnish the same information.| Before imposing a potentially
burdensome and‘onerous/requir?ment on the OCCs, CACD recommends
that the Commission adopt’'a Pilot Program suggested by DRA. Under
this Pilot Program, DRA would| work with AT&T-C over the course of.
six months to ”test” the over?ll viability of Exhibits 9 through
19. ‘ . : o
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CACD recommends that if the Commission adopts this Pilot
Program, DRA should be required to subnit a reéort to all workshop
participants within 60 days after the end of/the 6-month test
period. This report should discuss:
Whether it was burdensome to obtain the
data required in Exhibit 9/through 19.

Whether the data collected provided
meaningful results.

Whether OCCs should be required to furnish
the same data.

Whether other measures are necessary.

Other matters regarding the Pilot Program
that DRA believes arg important.

CACD recommends that all parties be allowed to comment on
DRA’s report. CACD proposes tha comments be submitted to CACD and
served on all parties within 20 flays. CACD proposes that the
Commission should then issue.a esolution adopting a set of .
exhibits and attachments to be hsed to help the Commission detect .
changes in the overall degree ¢gf customer service and satxsfactxon
after AT&T-C is granted limiteqd flexibility. ‘

Acknowledging the directive in D.87-07-017 to consider
the effect of regulatory flexibility on universal service, CACD
believes there is no likely méasurable link between the two. CACD ' '
maintains it is difficult %o 11nk customers’ decisions to abandon, !
retain, or subscribe to local[exchange telephone service with v‘
changing conditions in the ;:rerLATA.market which may be attributed
to the actions of AT&T-C. erefore, CACD recommends that specztij
universal sexvice indicators should not be included in the ‘
nmonitoring plan.

- Finally, CACD bel; es that, because of limited
resources, the Commission sho d seriously. consider utzlzzzng zts
data processing capabillties o ensure the monitorxng program is
implemented errzcmently andye:tectively. In its report, CACD
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/
offered to work with the Commission’s Data Process;ng staft, and

the various carriers which would be requlre&/to submit data, to
develop the procedures necessary to achzeve this objective.

B. AXKT-C’s Pogition

AT&T-C endorses CACD’s nmonitoring plan as being fully
consistent with the Observation Apprdéch and, along with other
reports reqularly submitted by AT&T~C, will permit the Commission
to sufficiently monitor the marketplace and detect inpacts on
customers and conpetition. ' ’

AT&T-C acknowledges t the Commission relinquishes no |
regqulatory authority if it were to grant the pricing flexibility l
proposed by AT&T-C. AE&T-C'cdﬁcedes that the Commission can modify
the flexibility granted at ardy time, quoting that the Commission
”...would not hesitate to rgscind the flexibility granted earlier
if it appears that the ratepayers are being harmed by the granted
regulatory changes. The ultimate result may be a completely
derequlated AT&T~-C, the s atus quo, or some partial but cont;nu;ng
regulation.” (D.87-07-017, p. 4.)

AT&T-C maintaips that it was clear from the workshop
discussions that DRA‘s ilot program concept was intended to be a
part of the evolving mopitoring plan and not a prerequisite to
granting AT&T-C flexibillity. Furthermore, Am&r-c'argues‘that the
six-month ~“report and gomment” procedure after the pilot progran ;
recommended by CACD should relate only to the issue of whether,OCCs”.
should be required to provide the same consumer data as AT&T-C.
AT&T~-C contends that while it may be usetul for DRA to assess the
tirst six months’ resylts for trends or impacts, DRA’s analysis
should not be part of CACD's-proposed six-month 'report and
comment” procedure, the only appropriate issue beang_whether the
0CCs must also supply| data. AT&T-C supports CACD’s proposal that
there will be an opportunity at the endvof‘one-year’s-accumulation‘V
and evaluation of results“to~modi£yiandyor enhance the measurement
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tools to ensure their validity, relevance and approprlateness as a
measure of the interexchange telecommun;cat;ons market.

AT&T-C opposes US Sprint’s suggegmlons for additions to
the menitoring plan (US Sprint’s proposal /is discussed below) to
identify AT&T-C’s ability to impact indiyvidual customer groups with
price changes therxeby cross—subsidizing};ompetitive services with
revenues from non-competitive sexvices. AT&T=C describes US
Sprint’s proposal as “an elaborate pf&n that attempts to monitor
price changes for thirty-eight customer groups.” (AT&T-C Opening
Brief, p. 41.) AT&T-C argues that/this plan would require an
enormous amount of date through %p extensive sanpling process.
AT&T-C claims accumulation of the data would be “extremely
burdensome at best,” and argues/it does not possess the required
data to identify the customer gfoups chosen by US Sprint.

(Id., pp. 41-42.) AT&T-C clame-that US Sprint acknowledges that
even if the data were collectible, it.would not be clear whether :
the c¢hanges are a result of éompetltlve rorces, changes in cost or7
exercise of monopoly power. :
‘€. US sprint’s Position |

US Sprint argues/that CACD’s proposed monitoring plan
contains serious flaws, and does not accurately reflect the
discussions in the workshaps as it relates to collection and
reporting of market share indicators.

US Sprint filed comments regarding the det;cienczes oz
the monitoring plan on 'cember 8, 1987. US Sprint alleges the :
“exhibits developed by the CACD fail to collect and report absolute .
market share intomatioj as well as information regarding <change in |
market share.' US Sprin contends information regarding absolute -

market share is critical to a complete,evaluatzon ©of the response.]

of the market to any fléxibility granted AT&T-C. Further,
according to US Sprint,| the Exhibits developed by CACD fail to -
collect and report market share information by product. segment. US

Sprint argues the cOmmlsszon, in D. 87-07-017, explicitly recogn;zed-

L
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the need to collect measures of market power by customefysegment.
US Sprint presented in its December 1987 comments modified exhibits
which reflect its recommended changes to correct the deficiencies
relating to collection of market share information of/the
monitoring plan as presented in the CACD’s Report.

Additionally, US Sprint proposed an additional set of
measures for the monitoring plan in a letter dated/November 23,
1987 to AT&T-C which would monitor the effects oﬁ/AI&T-C pricing
flexibility on distinct customer groupings. US pr;nt circulated
the proposed set of price indices to all parties participating in
the workshops. Because of the very real possibility of cross-
subsidy which arises from the Observation Appreoach, US Sprint
argues the inclusion of these indices in the/monitoring plan is
essential to a thorough evaluation of market performance following
the introduction of limited pricing flexlbmiity.

US Sprint developed its price Lndzces-to evaluate the
impact of AT&T=-C’s pricing flexibility on jdifferent customer

be divided into various grcups based on their location, the amount 5
of calling, and whether they are resid ) ial or bhusiness users. US"
Sprint’s plan then calls for a sample of customer billing:
information to be drawn for each group/of customers. Included in
this information, under»UStSpr;nt’s‘recommendation, would be all:
calls placed by each sample customer./ US Sprint proposes that
whenever AT&T~C changes rates, these[calls of customexrs would be
rerated using the new AT&T-C rates to supposedly-determ;ne‘the
pr;ce impact on different customer groups. Us 8pr1nt believes th;sy
procedure would create a price mdex for AT&T-C for each identified
customer group as well as an overall weighted index of AT&T-C’s
prices for service provided to.all ‘customers. US Spr;nt ma;nta;ns {
that these indices can then be compared to determine both the
overall price level for AT&T-C services, and the effect of price
changes on the relative prices paidfby-various customer groups.

groups. US Sprint’s proposal would " requxze that ATST-C’s customers:
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US Sprint proposes that the samples og/customer billiing
information used to calculate the average prices or price index
values would not be redrawn for each calculatien of the price
levels. US Sprint believes the sample bills/should be drawn only
once just prior to the granting of flexibility and the same bills
and calling patterns would be used for suﬁéequent calculations of
the index values. US Sprint argues that/this approach keeps the
quantity weights used to combine indivi ual prices to generate the
overall index constant for the duration of the monitoring program. .
In US Sprint’s view, this process would allow any changes in the
index to be a clear result of changes in AT&T-C’s rates.

(Exhibit 8, Appendix 8.)

Finally, US Sprint believes CACD’s monitcring plan is
unclear about the mechanisms that &ill be in place for either the .
Commission, AT&T-C or interest parties to act upon the information
collected. US Sprint maintains t the Commission should include
clear procedures and an expeditious tzmetable tollowmng release ozt
the monitoring plan results. for/the Commission to cons;der the i
effects of przcmng flex1b;lity and whether or not the flexibility |
should be increased, restrictefl, or otherWLSe modified.

D. MCI’s Position e

MCI believes that e-monitbring plan reconmended by CACD?
is consistent with the requirements of D.87-07-~017, subject to
certain qualifications. MCI|consistently has maintained that the
monitoring plan should not increase the regulatory burden on other .
interexchange carriers. MCI arques that as a consequence of
granting relief to Am&r-crr%omfcuxrent regulatory procedures, other:
interexchanqe'carriers,shou d not be subjected to increased
regulation.

- MCI urges the Commission to review carezully the
information requested by CACD to ensure that it is necessary .in
monitoring any flexibility/ granted to AT&T-C, not as a means of
simply obtaining more information about the other intexexchbange
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carriexs or their customers. Specifically, MCI believes that it
should not bhe required to file the information contdgned in
Exhibits 9 through 18 of the Monitoring Plan. (séé Appendix C to
this decision.) In MCI’s view, these exhibits dée designed to
provide information about the impact of requlatory flexibility on
AT&T=C’s customers, and should not be used EPAelicit information
about customers of MCI and US Sprint. Moreover, the Commission
does not need to review information regardzzg the quality of

service of the other interexchange carriérs, according to MCI. MCI

argues this exercise would increase the/requlatory burden on the
other interexchange carriers; at the same time, it would reveal no
useful information on whether granting rate flexibility to AT&T-C
has resulted in a degradation of ser?gce to its customers. For
these same reasons, MCI also requests that its customers not be
included in the survey proposed in/Exhibit 19 of the monitoring
plan. With these qualifications, MCI supports the adoption of
CACD’s monitoring plan. :
E- DRA’s Position

DRA expresses concern/regarding the adequacy of CACD’s
proposed monitoring plan. DRA {tresses that the monitoring plan
should be considered supplementary to existing Commission staff ,
access to the books and recor§§'o£'Am&T-c- DRA recommends that the
adopted monitoring plan include language clearly affirming the
Commission’s right to continue to monitor AT&T-C through’
verification audits. - | |

Likewise DRA urges/ that it be made clear that the
nonitoring plan does not exempt AT&T-C from any current reporting
requirements. (i.e., those-reportsvcurrently required by General ,
Oxrders, Statutes,_Coﬁmissio Decisions, etc.) For example, the |
recent AT&T-C general rate case decision (D.88-06-036) imposed
several specific reporting équirqments on AT&T~C. DRA believes
the monitoring plan should in addition to all current
requirements, unless so specifically stated.
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DRA believes the six-month Pilot Program it will cenduct
with AT&T-C should ¢over all the exhibits, not just Exhibits 9=19
dealing with the impact of flexibility on Callfornla’consumers.
Additionally, DRA suggests that all service and t;nanc1al data
should be collected from AT&T-C on a monthly be?{e and subnmitted to
the commission on a quarterly basis within 30 days after the end of
each calendar quarter. DRA points out that some of the exhibits in
the CACD report call for reporting time !raﬂes‘of as much as a
year. DRA believes it would severely limié the six-month Pilot
Program. : | |

DRA agrees with US Sprint thaf some additional exhibits
are needed for the monitoring pleﬁ. believes CACD’s proposed .
monitoring plan fails to include a way of monitoring the strategic
behavior of AT&T-C directly. 1

DRA would carry US Sprint/s proposal a step further and -
request that the data necessary to/develop price indices for
AT&T-C, should also be provided by the OCCs. However, DRA gives
little detail regarding what thesge additional exhibits to the
monitoring plan should be. DRA pffers to work with the OCCs ‘to
*work out the details of collection and compilation of this data.
In addition, the format for thdge exhibits as they are reported to
the Commission can be worked out between DRA and the affected
companies.~” (DRA Response to/CACD's Report, filed December 8,
1987, pp- 9-10.) |

Finally, DRA.recommends that the monmtor;ng plan should |
allow the Commission to addéor delete information that it needs to
adapt to changing mazket cogdit;ons. (DRA Opening Brief, p. 10.)
F. IURN’s Position : j

TURN refers to ”much needed changes’ to CACD's,monltorlngve;

plan in its brief. (TURN’s Opening Brief, P- 1. ) TURN filed
comments on December &, 1987, stating its views on CACD’s proposal
and addressed the monltorﬂhg plan in 1ts opposxtxon to ATET-C’s
Applxcatzon for Rate Flexlbility, dated August 30, 1988.




I.85-11-012, A.87=10-039 ALJ/KH/xrsr

TURN points out that the Commission conceded that
monitoring presents the same difficulties as those enco%ptered in
attempting to measure market power as envisioned undes/the
Prediction Approach. (D.87=-07-017, p. 4.) TURN believes that not
only will it be difficult to assess the competltlve/énvzronment
the Commission will also have a difficult time ?;f&ng to measure
the impacts on ratepayers. TURN argues that for states already
experiencing rate flexibility, the results ha been dlfflcult to
decipher. (TURN Opposition, Attachment C, p . 1=3.)

TURN maintazins that following the/ *Observe and Monitox”
approach also presents the Commission witly the unlikely task of
7unringing the bell.” While the Commission has stated that it Willf
not hesitate to rescind the flexibility mgranted TURN believes it is*
not likely to happen. TURN claims that/ DRA, CACD, and other
parties would be hard pressed to derive enough intelligible data
from the proposed monitoring plan to able to convince this
Commission to turn back the clock. fo TURN’s Jnowledge, no other

state has stepped backwards :rom the initial flexibility granted
AT&T=C. .

One of the obvious probl in TURN’s v;ew, with
monitoring‘ah upward/downward flexibility plan is the inability to .
link the upward and downward movehents in any meaningful fashion..
TURN poses the following quegtio#ﬁrwhich it believes the proposeq :
monitoring plan cannot answer. [If AT&T-C lowers its WATS rates and.
subsequently :aises!some of its MTS rates, was that a response ﬁo_ :
competition or a perceived change in costs? If it was a response
to a change in costs, which costs have changed? If it was based on-
a variety of considerations'(i;e., a likely scenario), what is CACD
to make of the results? Even,Fore puzzling, how is CACD to assess
all of the dozens of likely AY&T=C rate designs which are likely tof
unfold between review perlods? « .

TURN acknowledges that on the customer service side, the -
proposed monitoring plan is seemingly capable of measuring the
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current level of customer satisfaction, although TURN believes
there is little effort made to differentiate beg een customer
classes. Just because customers on the whole mwight be pleased,
TURN argues the data provided may camouflage some customer classes
which are not satisfied with the level of sexrvice provided by
AT&T=-C.

TURN endorses US Sprint’s proposed additions to the
monitoring plan. Farther, TURN suggests t the Commission o
consider requiring both MCI and US Sprint to provide similar data
at some point in the future. TURN realiizes that providing this
level of detail may be burdensome for the OCCs, but TURN believes a
true assessment of AT&T-C’s competitive response cannot be |
accurately made without a view of what the competition is deoing.

Finally, TURN argues that/the monitoring plan will not
detect potential future impacts on /service levels because it cannot
analyze those investments which arxe not made which should be made - ;
in order to maintain the same level of servxce, 5=10 years down the
road. For instance, TURN suggesté that it AT&T-C lowers the rates
of its most competitive services/below cost, it may attempt to
recover those expenses by foregoding needed capital investment on
the MTS side of the house. ; points out that the current
monitoring plan makes no attempt to follow AT&T-C’s investment
levels or plans.

G. Discussgion

We commend CACD for its efforts in developing its
proposed monitoring plan. Wé"o-not find the parties’ arguments
for additions or changes tQVC§CDfs proposal compelling at this
time. We adopt today CACD’s monitoring'plan in full. Theretoxe, |
the exhibits and attachments ﬂn Appendix € will form the basis for
CACD’s annual repoxrt pursuant‘to-its proposal. -

We note that part;es’ fears that our regulatory overs;ght-
and authority over AT&T-C is be;ng weakened by this monitoring
plan, are unfounded. We relinquish no requlatory authority over
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AT&T~C today. The nmonitoring plan, in conjunction with aI{///
regulatory oversight we currently enjoy, will allow us to determine
if the road toward rate flexibility is indeed the best one for
California to take. Today’s order gives AT&T-C a t émendous
oppeortunity to break from the traditional form of /requlation it has
dealt with in Califormia. In this new era of rate flexibility, we
expect AT&T~C to be more cooperative, not less//in supplying the
Commission staff, both DRA and CACD, with reqiested information.
Likewise, unless specifically in conflict wifh an element of the
authority we grant today, AT&T-C shall contdnue to meet all of its
existing reporting requirements in. effect here at the Commission.

We endorse the proposal to have/ a six-month Pilot Progranm
for Exhibits 9-19, overseen by DRA. We Aisagree with AT&T-C that
the only determination to be made at conclusion of that Pilot -
Program is whether OCCs should also supmit data. Refinements and -
changes to those exhibits can also be /made at the end of the leot
Program pursuant to the comment and esolution process CACD _
proposes. Thus, MCI and US Sprint nkped not supply information at
this time as part of the monitoring/plan. The issue remains open,
whethexr they and other OCCs will have: to-do SO at a future date. |

The suggested additions” o»the monltorxng plan by Us
Sprint and endorsed in some fashign by DRA and TOURN, impose too
great a burden on AT&T-C and CACD/when balanced against the
7yseful” information that cotld,gg derived. We agree with CACD
that its proposed monitoring plap will present us with several

helpful indicators which collé ively can aid us in assessing how-jf‘

well the interLATA market is doing. If after obtaining results we
find that more znformatlon is n¢eded, we can change the mon;torlng*
plan.

We recognize that eve, with'today's adoption-or CACD’s.
monitoring plan, certain details will have to be worked out amomgi"
the parties as to how data is actually going to be gathered and
processed. CACD has recommended that our data processing
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capabilities be used to assist CACD in gathering data under the
plan. We delegate to CACD the implementation of its proposed plan
and instruct CACD to work with ouxr Data Processing Staff and the
parties to determine how the data should be/ﬁubmitted.

The results of the monitoring plan will be recoxrded data,
which may be up to a year old. Thus, the results will be after the
fact. It is not appropriate to withhold rate‘flexibility pending
the implementation of the nonitoring playf partlcularly the Pilot
Program which will be in effect for six months. We believe the
limited flexibility granted today will not result in any sudden
collapse of the interexchange marketpl ce, but rather, if changes .
do occur, they will be relatively small and occur over an extended.
period of time. |

VIXX.

AT&T~C offered several additional commitments as
conditions on its regulatory'flexiQﬁlity granted‘today. Since
these commitments are not d;sputed'by the other partzess and we
believe they are in the publzc 1nterest we adopt them today.
Therefore, as conditions of the authority we grant today, AT&T-C

shall: N | J
‘ 1. maintain statewide average rates;

introduce all new services on a statewide
basis; _

make a maximum of four revisions within
approvedrate~bands£per service per year:;

not impose restrictions on the resale and
sharlng of its services.

S CALTEL objects to condition 3 reqnestmng only two revzs;ons
per year. However, we tlnd its ob ectlon without merit.
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not abandon any service exceps/by formal
application to the Commission

not seek to withdraw any service from a
community on a geographically
discriminatory basis;

use the formal application process for any
nev service submlssion'or for the revision
of existing service where that submission
or revision departs from the approved
standard costing methodology:

use the formal appli catlon process for any
service submission t utilizes a
combination of exigting tariff sexvices
discounted in order to provide a

competitive resporse to a specific
customer.

e a: :

1. No party has objected to the admission of late filed
Exhibit 17 into evidence. _ .

2. Upward pricing tlexibiiity'iS'consistent with the
Obsexvation Approach the Commission created in D.87~07-017.

3. At no time in D.§7-07-017, did the Commission suggest
that only downward prxc;nq tlex;bxllty would be appropriate under
the Observation Approach. o

4. AT&T-C has adequately rebutted the arquments of TURN and
DRA regaxding the alleged| illegality of upward prxc;ng‘zlexxbilztyﬂ

5. Because of concerns regarding the potential adverse
impacts if AT&T-C uses rate flexikility to wield market power, it
is reasonable to grant relatrvely linited rate flexibility.

6. The purpose off the Observation Approach is to monitor
AT&T-C’s behavior once lexibility is granted. |

7. Public witness hearings are not necessary prior to
granting AT&T-C some li*;ted upward flexibility.

8. It is the COmnlssion's intentzon.to\caretully moniter the

effects of rate rlexxbility, both: upward and downward, granted -
today.
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9. The Commission stated in D.87-07-017 Epat it would not
hesitate to rescind the flexibility granted toAT&T-C if it appears
that ratepayers are being harmed by the granted regqulatory changes.

10. One of the purposes of the-Obsergetion Approach was to
avoid the production of detailed cost studies by AT&T-C.

11. The ALY made a reasonable resoYution of the parties
discovery disputes over the level of detail of cost data that was
required by AT&T~C, in oxdering productlen of Long Run Incremental
Cost Studies on a service~by~service /basis. '

12. The cost data provided wag adequate for parties to argue
for changes to the width of AI&?-C“E rate bands.

13. The Commission intended/that only limited regulatory
flexibility be granted AT&Y-C under the Obsexrvation Approach.

14. Assymetrical rate bandé are consistent with the
Observation Approach. |

15. In order to alleviaté the concexns of other parties and
comply with the directive that the rate bands be limited, it is o
reasonable to alter AT&T~C’s fproposed rate bands in some instances.

16. There is merit in the suggestion of several parties that
the rate bands should be tmé% to percentage points of increase and {
decrease.

17. AT&T-C’s argumen ~that it nmust establ;sh 1ts rate hands .
in at least penny 1ncremen s is reasonable because ot its current
billing structure.

18. Many of AT&T-C’s3 proposed rate bands are in the 5~103%
range.

19. Socme of A&&T-C' proposed rate bands indicate a
substantially higher percentage change in one or both directions.

20. The parties’ suggestion‘that the all rate bands be
limited to 5-10% change is too limited.

21. It is reasonable for AT&T-C to adjust its bands so that
no rate band changes more than 15% in elther dlrectxon, except when
necesary to round to the|nearest penny. |

)
}
}

Y
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22. It is not reasonable to give AT&T-C permission to adjust
all its rate bands to *+15%.

23. AT&T-C’s proposed reference rates will be changed by
other decisions granted today.

24. It is reasonable to require AT&T~C to file an advice ‘
letter reflecting the new reference rates/and rate bands consistent
with this order, showing both percentage/ and cent bands.

25. It is not reasonable to';ncoréorate whatever refund
mechanism that is finally adopted in €5e~rehear1nq on D.88~06-036
into the reference rates for AI&T-CCg authorized rate bands. ‘

26. AT&T-C’s request to make changes within its approved rate
bands on five days’ notice through/advice letter filings is
reascnable so long as such advice/letters are served by any party
requesting it by overmight mail.

27. AT&T-C has not made a convincing showing that the lower
ends of its rate bands should e approved through the advice letter
process. ‘
28. It is reasonable to/require AT&T-C to make adjustments tow
the upper or lower end of 1t rate bands by formal application.

29. AT&T-C’s definition of a new service as an offering whzch?_
customers perceive as a new jservice and which has a combination of - |
technology, access, featurep, or functions that distinguishes it
from any existing servicesf'meets'the~guidelines stated in
D.87-07~-017.

30. By its own admission, AT&T-C’s PRO California application .
pending before the COmmlsszon is not a new servmce. o

31. AT&T-C has made/no compelling showing why unlform'costingkﬁ
methodology for new services should ‘be developed in the PRO
California application. | : .

32. It is reasonable to assume that the definition of new
services adopted today'w;ll be re!;ned in the first new~servxce
application that w111 also determ;ne costlng methodology

t
f
§
i
i
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33. It is important to allow al)l interested parties to
effectively participate in the first/new service application where
costing methodology for future filings will be determined.

34. Once uniform costing methodology is established in the
first new service application, aﬁéroval of future new services via
advice letter filings is reasondble, allowing the effective date of
the new services 40 days after/filing unless otherwise authorized
by the Commission.

35. If the protests to/these advice letter filings so
indicate, the Commission may' require the filing of an application
instead.

36. AT&T~C’s proposal to shorten the review time to twenty
days for new-Servicos alréody approved by the FCC is without meritt
because this Commission Eas a strong interest in maintaining its
independent review for 1ntrastate services. ‘

37. The appropriate width of rate bands for new serv:ces is
appropriately deferred to the fxrst new serv;ces application since '
the record is minimal on this issue. :

38. CACD’s proposod monitoring plan.adequately add:esses our -
guidelines expressed in D.87-07-017.

39. The Commissign is not relinquishihg any regqulatory
authority over AI&T-Cqby its grant of limited regulatory
flexibility today. f

|
1

40. It is reasonable to-oonduct a s;x-month Pilot Program zor
Exhibits 9-19 of CACD!s mon;torlnq plan, overseen by DRA.

41. Us Spr;nt's suggested addztzons to«the monitoring plan
impose too great a burden on AT&T~C and CACD relative to the use:ul
information that couﬂd be obtained.

42. It is necedsary for CACD to work out the final deta;ls oz
implementing the monxtorzng plan, in consultatxon with our Data
Processing staff and‘lnterested parties.
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Conclusions of Iaw

1. Since no party objected to the receipt of late filed
Exhibkit 17 into evidence, it should be received.

2. Upward pricing flexibility, gggsistent with this decision
is just and reasonable and should be adopted by the Commission.

3. The Commission should rescmnd or alter the flexibility
granted today if it appears ratepayers are being harmed.

4. Under the Observation Approach, the Commission should not
require detailed cost studies. |

5. AY&T=-C’s proposed rate ds should be limited in keeping
with the directives of D.87-07-0A7. ‘

6. AT&T-C should establish its rate bands both in penny
increments and percentage points.

7. AT&T-C should adjustfits proposed rate bands so that no
rate kand changes more than,ls% in either direction, except when
necessary to round to the ned&est penny-tor blll;ng purposes..

8. AT&T=-C’s rate bands\that,change less than 15% in either
direction should be adopted jas proposed.

9. The 15% cap/floorx should not preclude assymetrical‘rates.‘

10. Since AT&T-C’s r erence rates will change due to other
pending. Commission matters} a compl;ance filing should be ordered.

11. Whatever refund pechanism adopted in the rehearing on
D.88-06-036 should not be jdncorporated 1ntofAm&T-C's reference
rates.

12. AI&T-C’s‘propos?l‘to‘make changes within rate bands o
effective on five days’ notice through advice letter filings should -
be adopted provided that AT&T=-C serves 1ts advice letters on any |
party so requesting by overnight mail.

13. Sections XV andiv of GO 96-~A.should be waived in
accordance with the preceding conclusion of law.

la. Am&r-c'should“be;orderedﬁto make changes to the rate
bands adopted today thtou b the formal application process.
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15. AT&T-C’s definition of new services as described in
Finding of Fact 29 should be adopted.

16. AT&T-C’s request that PRO Caleornx be the application
where uniform costing methodology f£or new servxces is established
should be denied. )

17. The first new services appl;catmen that meets our adopted
definition should establish uniform cosefng methodology, refine the
new service definition and allow all parties to effectively
participate.

18. Once uniform costing methodology is established in )
AT&T~C’s first new service application, future new service filings.
should be handled through the advice letter process with the
effective date of the tariffs 40 dd@s after filing.

19. The Commission should oﬁéer the filing of an application
instead of an advice letter for new services if warranted by the
protests. |

20. The Commission should mot adopt AT&T-C’s proposal to
introduce new. services approved; by the FCC on twenty days‘’ notice
in California.

21. The appropriate wndth of rate bands for new services
should be deferred until the tirst new service application is fxled
by AT&T~C. /

22. The Commission should adopt AT&T-C’s mon;torlng plan in
full, including the six—month Pilot Program to be overseen by DRA. f

23. AT&T-C should continue to meet all reporting requ;rementsﬂ
currently in effect by COmmission decision, statute or rule. "

24. US Sprint‘’s proposed addmtxons to CACD's moniteoring plan o

should not be adopted.

' 25. CACD should work out the final details of implementing
the monitoxing plan in consultation with our Data Processing staff
and interested parties. '
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ORDER

IT IS ORDERED that:
1. TLate filed Exhibit 17 shall be received in evidence.
2. AT&T-C is granted limited regulatoéy flexibility
consistent with this decision and subject to the following
conditions: '

a. AT&T=C shall adjust its proposed rate bands
so that no rate band changes more than 15%
in either direction from the reference
rate, except when necessaky to round to the
nearest penny.

AT&T-C shall adjust its/reference rates
discussed in section (Z) above pursuant to
other year-end Commission actions.
Whatever refund me ism adopted in
rehearing on D.88-06-036 'shall not be
‘incorporated into-Am&T-c's reference rates.

Sections IV and Vv ot)GO 96-A shall be
waived to allow AT&T-C to make changes
within its approved/rate bands effective on
five days’ notice. ough advice letter
filings, provided AT&T=-C serves such advice

letter filings on any requesting party by
overnight mail.

AT&T~C shall be required to use the formal
application proce s to make any changes to
the ratelbandsaj orized tod&y. ‘

AT&T~C shall not /use its PRO California
application to develop a uniform costing
methodology for zuture new service filings.

The advice. 1etter process approved today
for new services shall not take .effect
until AT&T-C has filed a new service
appllcation,wheqe uniform costing
methodology shall be established, the new
services definition shall be refined and
all parties shall be allowed to effectively
participate.
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After uniform costing methodology is
established in the first new service
application, future new service filings
shall be handles through the advice letter
process under General Order 96-A.

AT&T-C shall maintain statewide average
rates:

AT&T-C shall introduce all new services on
a statewide basis:_

AT&T-C shall make a maximum of four
revisions within approved rate bands /per
service per year:

‘AT&T=C shall not impose restrictions on the
resale and sharing of its services:

AT&T-C shall not abandon any service except
by formal application to the Commission;

AT&T-C shall not seek,tb-witqdiaw any
sexvice from a community on a
geographically discriminatory basis;

AT&T~C shall use the formal application
process for any new servicde submission or
for the revision of existing service where
that ‘submission or revision departs from
the approved standard costing methodology:

AT&T-C shall use the formal application
process for any service submission that
utilizes a combination of existing tariff
services discounted in order to provide a
competitive response /to a specific
customer. -

3. CACD shall implement its proposed monitoring plan in NS
full. CACD shall inform all pargﬁes by letter of the final detaii#'37~v
of implementing the,monitoringrp}an“and the date for commencement = -
of data collection for the,moniforing_plan;‘ -

4. AT&T-C shall continue/ to meet all Commission reporting
requirements currently in effect.
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5. Within ten days of the effective date of this order,
AT&T-C shall file an advice letter tariff sheets reflecting all the
conditions discussed in this order. These tariffs sheets quil be
effective on January 1, 1989. 4

This order is effective today. ////
Dated , at San Francisco, California.
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APPENDIX B

YABLE 1 <« WTS Milenge STeps

EACN ADOITION
MINUTE FOR
fF uTY

Referengye
Rats famc
L0911
L1618
LTT-L19
L18-.22
L18-,23
L21-.20
L21+.20

COIN DIAL L CLASSES
INITIAL 3 MINUTES
Reterence
Rate

.59

.73

.85

90
1.00
1.10.
1.1%

DLAL STATION
IMITIAL MINGTE
Retference
Rage
£.20

.28

30

34

36

.38

.39

MILEAGE
srep

Ra n
.50 .68
LT0e .80
.80~ .90
.80 .93
.90-1,05%

1.00-1.1

1,091

R9Se gang
.19-.20 3
27,28
.29-.30
.32-.35
#3337
+35.39
360,40

¢-20
21-40
L1-70
71-100
101-150
151-330
oveRr 300

Current

TABLE 4

Evening
Night/Weekend

Callimg Carg
station
Person’
Verity
Interrupt
Dir. Asst,

> VATS

Hours

ot Vaage
0 - 15
15 = 49
40 -~ B80-
OVER 89

Hours

of Ussege
u-f, 9a-9p
ALL OTHER

(zero r

Qiscoynt
20%
0%

rvi
Reterence
Rate
+ 90
.00
3.00
1.00
1.50
.35

. Rate fand
18% - 25%%
16% ~ 45%

®
%0
.90
2.80
.83
1.30
.23

ate 7pnd around per-message charge)
WAL

ALF/STATE

Reference

LATERN STaTE

Reference

. 8.2

8.36
7.61
7.0%

- 10.14
7.11 - 8.78
6.47 . 7.99
$.96 ~ 7.36

el
310.48

¢.83
8.75
7.63

Rase Bang

8.9 - 11.0¢
3.37 - 10.36
T.4eh = 9,19
6.50 - B.03

(zero rate band around per-mensage charge)

HALF _STATE

Retference
fate
$17.5

% .20

Rase 8ang

10.40 - 12.13
$.20 - 5.46

FULL STATE
Reterence
Rase
$14.26 .
8,55

ngg Bang
12.83 =14.97
6"-5'5 - 6-85 . ’

(END OF APPENDIX




1.85-11=013, A.87=10-039 ALY/KH/ rcr

Supject

Findings Of FACL c.cvrirrnccenenvnnccncrvannnonns
ConClusions OFf LAW cveececccovrcorncnncansnccenen

ORDER ML R R R R R R R AR R NN N N NN N YY)

APPENDIX A
APPENDIX B
APPENDIX C




I.85-11~013, A.87-10-039 ALY/KH/rsr

Subiject

4. CALTEL’s Position .ecece..

5. TURN’S POSLitioNn seevencccenconmanes
6. DRA’S POSILiON cecenceanna

7. Discussion

VI. What Conditions Should Control
AT&T=C’s Offering of New Services? .......

A. What Should the Definition of
New Services be and Where Should
the Costing Methodology for New
Services be Developed? ..ccvcecncann..
l. ATET=C’S POSItiON cevecvcvencmcnnn
2. CALTEL’s Position ..c.evecevcncecs
3. US Sprint’s PoSition .cccecenccaes
4. MCI’S POSition .ccececcncecccnsens
5. DRA’S POSIition .cecceiecncornomncece
6) TURN,S POSition E AL SR BN W VIR U N ey
7. DisSCUSSiON teveccencscsconsnancnss
How Should New Services be
Introduced once Costing
Methodology has been Resolved and.
How QUICklY? .iviennrennrneenenefonen
AT&T=C’S POSition .c.cceceoeefoccen
2. CALTEL’S POSIition eececeeedlcvanan
3. US Sprint’s Position ceeefeccvecen
4. MCI’S POSLitiOoN cecescerefocevceean
5. DRA’S POSIiLIiOoN .ceeveccnfenccccnnns
6. TURN’s Position ..ecceyfeecicennnen
7. Discussion .ceceevecee/iccecvonnnnes
What Rate Bands Should Pe
Adopted for New Services? ...ccvececees
1. Parties’ Positionf ..cceececvananee
2. Discussion cecacflesecemancorennnas

Should the Commission Adopt CACD’s
Proposed Monitoring BAan? ................

Background‘tcf Ses N evetrnntetananssase
AQ&T-C'S POSi 'Qn D Y R T T X X s
US‘Sprint’S =-Sition sacastsrersvsanne
MCI’S POBlt on: I Y R R L Yy T T
DRA!S POSI gon '---...-r-----oooo-----
TURN’S PO tlon -.’---o.-----------oa-
DlSCuBSlO | TEtessscsesmevibtssaensesnwe

Adoption of Non-Contested Issues .........




1.85-11-013, A.87-10-039 ALJ/KH/rsr

OPINION

I.
IX.
III.
Iv.

INDEX
Subject

LR S N

Summary of AT&T-C’s Current Proposal .....

Should "Upward Flexibility” be Allowed

in

A.
B.
C.
D.
E.

the Rate Bands? . ersreacens

DRA’S POSLLION .ccecececenravsnsnnns
TURN’S- POSition LR N N N N )
AT&T=C’S POSition .c.cvecccecescnafioaae
Other Parties’ Position ...eee.
Discussion ... chresene

What is the Appropriate Width of
t»he Rate BandS? ...;..h-l..Q..- - e ®ehéese

A.

Is The Cost Data That ATLP~C Made
Available To Other Parti

Sufficient To Justify The Size of Its
Proposed Rate Bands Under the
Obsexvation Approach? fecececeevrenoncenn
l. Background .....

2. MCI’s Position

3- i !

4. TURN’s Positi

5. DRA’s Positi 3

6.

7.

Be Under The bservatlon Approach? ...
1. Mc:'s PO Ltion :

2.

3.

4.

How Shbuld Changes Within and
Beloy The Adopted Rate Bands
plemented- LA L O N N O BN N W N
AT&T-C’s Fosition ...ece..
MCI’s Position .......




