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INTERIM OPINION. RESOLVING SPECIFIC POLICY . . -~ it
ISSUES TO FACILITAEE PREPARAIION OF

This decision providc° ‘technical and polmcy guldancc to"“”“
resolve the following four issues pr;or to preparatlon of e
lmplementatlon rate design (IRD) for the new regulatory rramework
(NRF) ‘of Pacific Bell (Pacifie)” ‘and GTE ‘California Incorporated
(GTEC) and contemporaneous changes ror all ‘other Calatornma locaI"'”
exchange telephone companles (LEC). ) R
L. Contlnuatlon or settlemente

2. Statewxde average toll rates

3. Statewide uniformity of access charges, and:.

4. Noticing methods’and'information to" ’
- customers on NRF to . coincide with the IRD. .~ - .m0
decision.

‘This: decision directs.the continuation of toll pooling
and. settlements for the small independent LECs currently . .-
participating-in settlements, until they choose to file- ..z -
applications to participate in NRF, or until we complete the full .-
transition of the mid-sized LECs to NRF.:  This latter date would
not likely occur prior to-January 1, 1997. " u i
For GTEC, which is currently operating. undor NRF and has
exited from the settlement pool and: nowarecexveSaln.lmeuhpayments”‘
of about $215 million annually from Pacific, the order adopts a
phase-ocut-plan which would yield about $115 million-to.GTEC, in-1992 ..

S S N

PR

1 NRF appears to be the most conmon and preferred acronym for
the new requlatory framework (also known and referred to as the new
economic regulatory framework and the alternative regulatorywuwW_wmww
framework) for .local exchange telephone companles, adopted 1n
D.85-10-031. - LT e o AR
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and reduces thatiamount ror years 1993 through’1995 and drops to
zero by no later than’ January 1, 1996.,,ﬂh?”:; v
Any significant shortzall lnvrevenues to GTEC would be
nade up by increases to GTEC’s below cost basic rates and a modest
statewide surcharge in the range ofdl%wto‘;%ﬁon.allpintrastate |
message toll and toll equivalent services;: this'surcha:ge'inmtu;n o
would phase out over five. years.z_' L - ‘;';;‘] ; A
Thls decxslon would allow the three m;d-smzed LECs . to _
negotlate an exit date from the toll settlements pool w1th Pacmf;c
and to apply for an entry date to the NRF, the latter belng no.
later than January 1, 1994. The phase down of. trans;tlon payments
by Pacific would begin one year later than for GTEC, to so% in
1993, and the phase out would be completed by January 1, 1997. The
mid-sized LECs would raise rates and. charges.for their below cost
basic services in IRD and would also be eligible to make up any
significant revenue shortfall from the statewide surcharge to
intrastate message toll and toll-like services.
1.2 Statewide Average Toll Rates ST T
‘The two NRF utilities Pacific: and GTEC will.be:permitted
to have different intralATA toll rate structures, but must maintain- .
uniform toll rates on a mileage basis within their entire-service " .
areas. R : T S AR VSCRE A S I
"Until they apply to be 'regulated.under.the NRF,:0x.... -~ .
establish their own DCP or ORP, the mid-sized and smaller:LECs will. '
concux in Pacific’s message toll rates.under this order.
_Pacific and GTEC will be permitted to establish their own
separate access charges in IRD. All other LECs-except GTE-West:
Coast Incorporated (GTE=WC) will concur in Pacific’s access charges

W«

2 This: surcharge will apply'to*the intra and anterLAmA.servace
of all LECs and Interexchange Carriers (IECs) which are authorxzed
to provide intralATA services.

-3
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until they choose to partxczpate in NRF regulation, or' ostablismﬁwvuh
their own DCP or ORP. " - . . L : B S P B
1.4 Noticing:Methods and:Information.: - . T "
to Customers on NRF- to coincida e
ith the IRD. D ! Bttt

This deczsxon adopts a rzve-element not;ce and publlc
information program that will employ four well planned and
scheduled bill inserts, a reasonable number of publlc partlclpatlon
hearlngs (PPH), white pages dlrectory 1nformat1on, publlc outreach
lnrormatlon, and publlc service announoements (PSK) to explaln IRD
and the emerglng intralATA competition to s;gnlrlcant ,egments or ‘
the populatlon at large. ‘However, ‘this decision does not requlre
the LECs to perform market research activities or validation of
penetration of information keyed to porcentagos or the’ population
at this tlme.

" The LECs will absorb the'oost"or"this informaéiou
program, except for the wnite pages information speci!;c to
competitive 1nterexchange carriers (IECs).' The IECs w;ll pay to be
identified and to include other information ln the LEC*' whlte o
pages dlrectorlos. } B “"“ ' f‘"" o

The decision does not redlrect any Category I serv;ces,
now treated as.monopoly servicos, to othor catogorioe at thxv time.
Rather, it leaves such recategorazatxon of servzces to be .
determined in IRD. R S T R Y _",ﬁw
Mg T R I - RO T A R

On August 29, l990 the. Comm1551on lssued Interlm
Decision (D.) 90-08-066 provadzng propo,ed pollcy guldance for
Phase III of the cont;nuxng investigation into’ intraLATA
competition with special emphasis on policy directions for the
preparation of IRD for the NRF. for the LECs.

D. 90-08-066 dixected the LECs, and ;nvmted other part;es,
to file comments by October 12, 1990 and reply comments by
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Novembexr 2, 1990,. on the proposed policy -guidelines contained.in‘ .
that order. That order further directed the parties to: - :

”...specifically identify: any~mater1al issues- of
fact they believe the Commission.must resolve:-
through hearings before adopting or. modlrying
the proposed policies, or before adopting
policies on the issues for which comments are .
solicited.” (Ordering Paragraph 1, 37 CPUC 2d
226, 339.) : ' ;

On November 9, 1990, the assigned CommlSSLOPer 1ssued a
ruling (ACR). establ;shlng a procedure to address costlng and .
xmplementat;on rate des;gn issues in thms proceedxng.d Th;s rulxng
essentially d;rected Pacific and GTEC to ”...serve their respective
detailed costing nethods exhlbxts (1nclud1ng therew;th sample f,
calculations with Lllustratxve numbers) to all partles 1n these .
proceedlngs..." (ACR, 11/9/90, p. 9. ) .

On Novembexr 28, 1990, the asszgned cOmmLSSLOner 1ssued
another ruling notlng that there were certa;n unsettled technxcal
and policy ;ssues that needed to be addressed przor to the .
completion of. the IRD phase of NRF. Spec;f;cally, the November 28
1990 ACR noted the following:

“We have reviewed all the initial and reply
comments to Decision (D. ) 90-08-066, to
determine the potential issues both of a. -
technical and policy nature that should be _
simultaneously laid to rest in the balance of
Phase IIXI of this proceeding, along with
development of IRD. To the maximum extent
possible, this should assure that legitimate
concerns of the partles are addressed prior to,-
or contemporaneously with adoption of the IRD. _
See Attachment A to this ruling for a =
comprehensive list of the Technical/Policy-
issues we have identified for further
consideration by the parties and the
Commission.

#Tn presenting these issues for resolution along o
with the development of the IRD, it is my goal .

to develop a suitable schedule which will allow
the IRD and expanded intralATA competition to
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be inplemented by January l, 1992.7. . 011[2&/90c;mx
ACR, pp.. 1 and 2.) e S e el gl s et
Attachment A to the November 28, 1990 ACR contained .a:
list of seven ~Technical” and elevenv”Pol;cy”.Lssuesnwhlch“were, )
identified to the parties for theixr consideration for .settlement ox -
for review in further hearings. The parties were asked to- study
the issues in Attachment A to. ACR and then to attend a prehearing
conference (PHC) on December 10, 1990 to participate in scheduling
. evidentiary hearings for IXRD which would allow a final order to :be .
rendered by the Commission with an effective date of January 1,
l992. : L . R
Following the December 10, 1990 PHC, it was clear that a ..
number of technical and policy issues needed resolution before .
Pacific and GTEC could effectxvely prepare. their- respectlve rate
designs for IRD. Accordingly, on December 21, 1990 the ass;gned
administrative law judge (ALJ) 1ssued a rulmng coverxng tmve
prominent issues as follows:
#1. Presubscription

2. Continuat;on of Settlements
”3. Statewlde Awerage Toll Rates
74. Statewide Un;form;ty of Access Charges
#5. Noticing Methods and Information to B

Customers on NERF to coincide with the IRD . - -
decision.” _

©© The ALY opined that'each of theseﬂissues;couldmbew
addressed with a yes or no .answer or some reasonable middle ground-. .
position. However, without direction to the utilities and the- .’
other parties, the development of IRD:would be hopelessly complex.
and burdened with numerous alternative calculations likelyftoﬂyield
' widely differing results, making.the scope'of further. ‘hearings-.
con:us;ng and unduly prolonged-. ’ - RIS
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At a January 7, 1991 PHC,: the-part;es concurred and
confirmed that they had held a workshop and ‘that’ four ‘of “the five
issues still needed t¢ be resolved prior to preparation:.of' IRD for
the NRF. While the ”Presubscription” issue was not fully resolved -
from the viewpoint of the assigned ALJ, the parties agreed to set -
that issue aside until after the IRD was initially implemented.
This point became clear upoen receipt of numerous. comments following.: -
the issuance of an ACR on January 14, 1991 establishing-a hearing .. :
schedule on the five issues listed above, commencing on March 4, - -
1991. . . RS SRR
Accordingly, on January 28, 1991, the assigned
Comnmissioner issued a further ruling settlng aside -the
7Presubscription” issue as follows:. '

¥. « « X agree that: presubscrlptxon as. def;ned
by DRA and the commenting parties (to mean 1 +
dialing of any intralATA telephone number) has
been set aside and will not .be considered as an
issue in this proceeding through and inclusive
of any decision on Phase III implementation
rate design. However, in setting this issue
aside, we still want to be certain that a clear
record is developed on each possible manner and.
method of access for the competitive intralATA
services and service providers to be ‘
established and provisioned by the local
exchange telephone companies.” (1/28/91, ACR,
Pp- 1 and 2.)

Fifteen days of evidentiary hearings were held to take
evidence on the four technical and policy. issues .described above,
during the period from March 4 to-March 27, -1991.: The evidentiary .
hearings yielded 2,381 pages of transcript. Testimony was given:by:.:
26 witnesses, 6 from the Division of Ratepayer Advocates. (DRA),

3 from Pacific, 4 from GTEC, 3 from Citizens Utilities Company of

California (Citizens), 2 from C.P. National (CPN). representing CBN
and seven other smaller LECs, and 1 each from Contel .of California .
(Contel), Calaveras Telephone Company (Calaveras) representing
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Calaveras and ‘eight other smaller LECS, Roseville’Telephone-Company -
(Roseville) .. AT&T Communications .of California- (AT&T-C), US’ Sprint’ °
Communications Company Limited Partnership (US Sprint), Califormia = -

Bankers Clearing House Association'and the County of Los Angeles
(CBCHA & CLA), Department of Defense and other Federal Executive -
Agencies (DOD & FEA), and Toward Utility Rate Normalization  (TURN). "
Twenty=-six exhibits were identified: and subsequently received- and’
nine reference items were provxded as background: ;nformatlon for
the record. : s : : Tt
Hearings were concluded on March 27, 1991 and“parties'
agreed to file opening briefs on or before Apr11 17, 1991 and reply
briefs on or before April 29, 1991. : :
Consogquently, thic part: of Phase IXI of Investigation
(I.) 87=-11-033 was subnitted:on: Apr11 29, 1991, upon recelpt of- theff°
parties’ reply briefs. . .. . wor S T IR
7Settlements” as used herein is an' accounting procedure
based on-an LEC’s total investment in-telephone equipmentiused to- -

provide California intrastate: telephone service. ' The settlements

procedure defines how revenues from intrastate telephone ¢alls.-are
distributed among the different companies, both Pacific Bell and™
the independents involved in connecting to each other and
completing the calls.

From this definition an example could be hypothetically
formulated as follows: Assume.that the 22 LECs servxng ‘the people
of California form a single partnersth and place all of thexr ‘ ”,_
intrastate telephone property'mnto -a common pool._ Assume :urther R
that all companies charge the same toll rates even though thexr
individual costs vary widely. Then the companzes place all
revenues into a common pool of runds, and compute thelr co«ts ot

providing toll service on a uniform basis, and w1thdraw those costs -

from the pool, along with a rate of return on their dedxcated toll
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plant equal to the rate of return earned by the! pool.  Since.. : v

intralATA toll rates today -are priced well: above .costs, the LECs; "]
with the full knowledge and consent of the Commission, will use .the'

excess revenues derived from- the pool to subsidize. local. exchange: -
rates. This example mimics the process and results of the.toll -
settlements pool in California, except that the partnership does
not own the property of the 22 LECs, and Pacific performs:the -

services of the banker for the pooled revenues, dispensing: payments -

to the other 21 LECs3 and then retaining its share of the
remaining revenues based on its cost of operation.. ~
The toll settlements procedure dates back to. the 1960’s

or earlier and has permitted all telephone companies:in.the state . -

to charge the same basic toll rate for a similar call. of.a‘given

duration over the same distance. Prior to. full implementation-of

the toll settlements pool, which is now in place, small telephone

companies would add ~other line charges” to covex their own cost of . -

receiving and sending toll messages. What-occurred in a:SO-mile’
call from a Pacific customer to a small.independent telephone
company customex was that the independent telephone. company:would
add an increment of about 20¢ more or less to a:typical three-

minute call in this exanple, whether the call was initiated-in: 1ts -

service area oxr Pacific’ 3.4

A aae T
[

3 GTEC is. no«longer treated as:a;: partner in the- pool, from which-:
it exited at the end of 1989. Instead, it bills and Xeeps its. . .
sent-paid and received-collect calls. Pacific also makes a 1arge'“
annual payment to GTEC ever since January X, 1990 (approx:mately
$200 million) based on econonics of telephone plant costs which
GTEC expended to accommodate toll traffic of the toll pool.”

4 The Commission over the years sought to discourage these
surcharges and expressed its preference for unifeorm toll rates,
wherever possible. The Commission’s views were discussed, among
other places, in D.4607) in response to Application (A.) 32114,

(Footnote continues on next page)
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Today, as has been the case” for- more than 25 yeaxs,® - @ "1&0
intralATA toll rates of the LECs are uniform throughout California,o: '
and except’ for GTEC -(discussed supra)'and Winterhaven Telephone

PR L . . : LN

T
w

(Footnote continued from previous page)

filed February 9, 1951, wherein the Western Telephone Company =~ '~
(applicant) stated that it had made substantial investments to ... ..
improve service in its Garberville, Covelo, and Laytonville.
exchanges. Accordingly, it proposed to apply a 10 cent surcharge

to every  intrastate originating and terminating message. . The &
Commission responded as follows: : o o _

7In the main, there are but two applicable methods by .
which the needed revenues may be spread in rates for .
this company. One, which is comparable to that which'
applicant has proposed. ' . . . -‘This 'method has certain
disadvantages, some of the more important of which are
that the surcharge becomes an arbitrary amount related
neither to line haul nor to terminal costs, that it must
be collected at remote points on incoming calls. from
other company lines, thereby possibly requiring the
development of a revised settlement arrangement, and
that it is an unusual charge which creates subscribexr
and public ill will. . . . The second method is to
place into effect the general level of California
intrastate toll rates in-all areas serxved by applicant
and obtain additional revenues required from the
exchange rates. In view of the record in this
proceeding, we believe that the latter method is the
logical and more reaseonable, and it will be adopted as
the basis for the rate form and rate levels to be
authorized. The increases in rates have been spread in
accordance with the principle that the chaxges for _
telephone service in one area will not place. an undue -
burden on.the balance of the company’s customers.

"With respect to the number of intracompany toll calls -
that can be made within the minimum toll user’s bill, it
will be noted that elimination of the surcharge from ‘the
proposed rate, in effect, will double the number of = =~
allowable calls.” (Ihe Westexm Telephone Gompany, =
(1951) 51 CPUC S5, 56.) : '
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Company (Winterbaven),. each LEC draws its share of toll revenues
from the settlements pool based on its cost.of operatlont SRR
- Although the record portrays GTEC as- 2. hlgh—cost company,,<
when measured against any othexr LEC, its costs are far less than
any other non-Bell company in California. As a rough comparison,
Pacific’s payment to GTEC in 1990 represented about $5.00 per month
per access line in excess of GTEC’s billed revenues. The next
lowest—~cost LEC received nearly $18.00, the average non-Bell LEC L
- received about $31.00, and the hlghest cost LECs drew over sloo per
month per access line.” The latter LECs are truly h;gh—cost o
companies. . o : :
Nonctheless, no one has complalned. It was to the*' ,
statewide telephone users’ advantage for. Callfornla's hlghest cost o
LECs to be modernized and equipped to originate and terminate toll”
¢calls readily to and from all points in California on a uniform -
basis. Further, it was advantageous to the statewide telephone
industry as well to-qulckly and automatlcally place telephone ealls

-

to any and all telephone subscribers in Callfornia.:;:e4~~?~w~

DRA urges termination of settlements as we know.them
today for all the LECs, large and small. ' DRA states that fA
#Elimination of Pooling will End.Unreasonable SubSLdy Flows from
One Company to ‘Another. 76 "(DRA Op. Br,.Captlon, P-,17 ) ;Emlsﬂ‘

L3 Developed from data contalned in- Exhlblt (Ex.)'SOla for” the
mid-sized and smaller LECs, and from' dividing the"- '$200-million:’
approxinate payment to GIEC by its 3.3 million access lines ang-’
spreading it over 12 months._nlw““

ey s

6 As we have ‘noted (supra), ‘the’ settlement process is necessary
because the smaller LECs generally incur higher levels-of cost:to
provide service and thus receive settlements to recover’their costs
from the statewide pool of which Pacific ls merely the-banker.-
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DRA’s opinion that ending of message toll: service.:(MIS);:Toll

Private Line, and extended area service (EAS) pools would advance

productivity and pricing efficiency. ' (DRA Op. Br., p..18.)c

5.2 Concerns for the Smaller MECs .. . .
AT&T-C, Pacific, and-17 of the smaller: LECs'agree that it

would not be appropriate to end pooling for the smaller LECS at

this time. AT&T-C opines that:

#In principle it agrees with the DRA. However,
in this instance the .practical impediments to
obtaining a competitive environment are too
overwhelming. The Commission cannot deal with
[17) individual revenue. recquirements, tariff .-
and rate rebalancing [applications] and still
authorize intralATA competition within a” ‘
reasonable time frame.” (AT&T=-C.Op. Br.,
pp. 32-33.) . o

AT&T~-C then asserts that:

#[Tlhe practical result of the DRA propesal is . . -
to shift a greater burden to the CHCF = .
(Califormia High Cost Fund], not the individual
sexrvices of the smaller LECs. The rate design -
options of the smaller LECs are too limited to .
allow then to absorb any significant additional
anount of thair revenue. requirement. All . .
parties agrec with the Commission’s proposal in.
Decision 90-08-066 to modify the funding source
of the CHCF to a surcharge on all intrastate
end user services (see, for example, Exhibit
501, p. 2C-10, Chang for DRA). Therefore, the
DRA’s proposals to end pooling and settlements
would do little more at best than shift the
support for the smaller companies to a '
different group of ratepayers. At worst, the
proposal could cause inequities in the
competitive balance by forcing these rural LECs

" to load their expenses on access charges paid
primarily by AT&T and Pacific, both of whom
have an obligation to serve these LECs. This
result would also inhibit competition in rural
areas by discouraging other alternative toll
carriers from serving these rural service
territories.

7DRA Exhibit 50la, Table 2.1 establishes that
pooling and settlements with these smaller
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“independent companies constitutes. less . than: - .
. 1 percent of the 1990 recorded 1nter—company
‘settlement revenues. Continuation of thls o
pooling is not significant enough to be . - -
detrimental to Pacific’s competitive_position.
Indeed, the DRA’s proposal for fixed contract
payments from Pacific to these smaller LECs is' . .
no less of a burden on Pacific. (AT&T-C
Op. Br., pp. 33-34, footnote om;tted )
CPN asserts that continuation of settlements wmll not
impede introduction of mntraLamA.competltzon and the resultzng
reduction in intralATA toll rates wxll automatlcally reduce
settlement revenues to the smaller LECS. - CPN referred to the
testimony of Pacific’s w;tness Sawyexr (Ex. 516, Attachment A)
setting forth current net settlement payments of $44 niliion
annually to the smaller LECs. With rate adjustments ‘that will
occur during IRD and the removal of the present pooled -8.57%
surcharge from the access pool together with an assumed reduction
of $500 million in intralATA toll, the post-IRD level of 7"
settlements would approx;mate $22° mllllon. (CPN Op. Br-, p. 4.)
Ca.lavera.s argues t.hat DRA's object:.ons to cont:mued
pooling are unfounded. Calaveras: contends that DRA 1gnores
evidence that the smaller LECs have deployed cost-sav;ng new
technology and digital switches in-all central offices: except Ha»py
Valley Telephone Company’s Platlna ofrice that eervee 49
subscribers, and that office w;ll be equ;pped with. a: d;gltal switch
this year. If the cOmm;ssxon chooses to modifty pooling and
settlements for the smaller LECs, then accordlng o Calavera it
nust follow Public Utxlmtles (PU) Code § 739.3" and establxsh a fair
and equitable local rate structure- aided by transfer. payments to
small independent telephone utilities serving rural and small

metropolitan areas.
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S.2.1 Discussion of Settlements for.:
Cs

We'agree-w1th AT&T=C that theAtermlnatlon of toll

settlements to the small independent LECs,now-undcr,poollng,,as DRA -

proposes would create a rate rebalancing problem of majoxr-: -
proportions, and the rate design options available -to the :small .
LECs are too limited to absorxb any significant amount of the
additional revenue requirement resulting from the termination of -
settlements. Therefore, we will continue pooling and settlements
with these small independent LECs. until they choose to -file - ..
applications to participate in NRF, or until we complete the  full
transition of the mid-sized LECs to NRF. Then, we may foresee
changes that may justify an investigation by the Commission..to
consider the potential benefits of eliminating toll settlements for
the smallexr LECS at that time. ‘ Lo SEPETREE

Meanwhile, we are convinced. bv CPN’s argument that as
toll rates for MIS are reduced through competition, the toll ::
settlement revenues to the smaller LECs will drop significantly.
This, in combination with the means test provisions of the'bHCF,
will assist the smallcer LECs in becoming more productive and
efficient and thereby meet certain of the stated goals of DRA.
5.3 Treatment of GTEC's Trans;tlon

GTEC is currently operatlng under the NRF and since 1989
is no longer a participant in- the settlement pool.. In.place of
- pooling, Pacific and GTEC have begun to establish an Orlgxnatlng
Responsibility Plan (ORP) for MTS and EAS, and Meet Point Billing
(MPB) for toll private line services. Under ORP, Pacific and GTEC
will each bill their customers for toll calls that originate in
their respective territories, and each will pay terminating accees
charges to the other for termination of lntraLATA toll calls An- “the
other’s terrltory. GTEC would also- b;ll on a blll—and-keep bas;s-' .
for originating WATS trarticland’tprminat;ng aoo'traztic,‘eitper;_ o
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concurring in Pacific’s tariffs or'establzshxng 1ts own,tar1££5.~.
GTEC would then compensate the other carriers :or (1) transport
and termination of jointly provided MTS and WATS traffic and
(2) transport and orxrigination: of jointly provided 800 traffic, ..
based on access tariffs. (See Appendix E for further :detalls:-of ..
GTEC’s proposed ORP.) ‘ S O

In 1990, Pacific made transitional contract payments to -
GTEC totaling about $215 million, consisting of $162 million-for -
MIS, $32 million for toll private line ‘and $20 million for EAS.  As’

the result of these current arrandgements under MPB and ORP, Pacific..

estimates that GIEC will receive $50 million more than Pacific will
receive from GTEC. Accordingly, the $50 million would be-applied:
against the $215 million transitional payment with a net amount of

$165 million to be paid to GTEC after IRD if the contract payments -

from Pacific are not terminated. (Pacific Op. Br., pp. 8 and 9.)
Pacific argues that it must ”...bring its toll rates

closer to cost to meet its competitive challenges, and elimination .

of the transitional GTEC subsidy payments will help enable Pacitic
to doso"7 . ‘ o
Pacific also cites Dr.‘Kausman's'testlmony‘that::w‘

~#Thaere would be a marked increase in economic'
efficiency. The toll rates axe currently .
priced certainly in Pacific’s case well above.
cost. And to bring those down c¢loser to costs,
especially given what we know about demand for ..
toll, would lead to a large increase in

eco?om§c efficiency.” (Transcript (Tr.):

10375. ‘ L

7 Pacific should note that these are toll settlement.dollars ...~
resulting from statewide toll rates set above cost to generate . .
them, rather than the result of Pacific’s own productlve work. The
toll settlement pool, historically for GTEC and currently for all -
other California LECs (except Winterhaven) is merely an extension
of PU Code § 739.3 to promote the goals of universal service by
reducing any disparity in rates charged by LECs.
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Pacific- contends that all -parties expressing an.:opinion
on this issue, 1nclud1ng GTEC, DRA, and A&&T, agree that Paclrlc s
existing contract payments to GTEC should be ellmlnated

DRA recommends that GTEC and its ratepayers be made to
beaxr the burden of the approx;mately $195 million on a- ”flashcut”
basis concurrent with the implementation of IRD. “DRA uses the
term ‘flashcut’ to imply that Pacific and Pacific’s ratepayers
should immediately be removed from the burden of hav;ng tc
subsidize GTEC and GTEC’s ratepayers in phasing- down the :
$195 million payment.” (Ex. 501, p. 2B-9. ) ) -

Initially, GTEC agreed to end -the contract settlement
paynents in IRD, so long as they are offset by 1ncreases ‘in GTEC’Ss
below cost rates. GTEC proposed that an ond user surchargo be used
to replace the contract payment currently rece;ved frcm Pac;f;c.
GTEC correctly points out-that:

#In establishing GTEC’'s start up ‘revenue
requirement to achieve the 11.50% rate of

return authorized in D.89-10-031, the

Commission specifically took into consideration
the $195.3 million transition payment that GTEC
received from Pacific in exchange for exiting
the MTS and toll private line pools, erzective
January 1, 1990. D.89-12-048, nimeo,

PP- 25—28, P- 51 (Finding of Fact 34): p. 62
(ord. para. 4). GTEC and Pacific contemplated
that this payment would be phased out over some
period of time, and offset in the case of GYEC,
by increases in the rates for its services that
are currently priced below cost. The :
Commission, however, in D.90-08-066 (mimeo, ,
pp. 77=78), and in the Assigned Commissioner’s:
Ruling of November 22, 1989, at page 7, made it~
clear that it intended to determine how this
phase out should occur and how the necessary
offsetting rate increases should be

implemented.

”To replace at least part of the revenues- -
generated by the transition payment, GTEC and -
Pacific are 1mplement1ng an Oraglnatlng EE
Responsibility Plan (ORP). Under thls ORP
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each company will compensate-the other. for the::
use of its facilities to complete intercompany . .
MTS calls. Compensation will be based on each
company’s respective access tariff rates- that~ ...
will be approved in IRD. The ORP arrangement ..
will result in each company recovering its own
discrete costs associated with terminating -
access. . , . :

#No party to this proceeding expressed

opposition to the proposed .ORP oxr MPB = = -
arrangements [for toll private line service]
between GTEC and Pacific as a reasonable way to .
recover the actual costs associated with these
previously pooled services. Therefore, the
Commission should hold that, as a matter of
regulatory policy, these compensation
arrangements are reasonable.

rHowever, the actual implementation of. the new
MPB billing arrangement for intercompany

private lines will be a lengthy process.
According to GTEC’s witness Tong, there are L
many details that must be resolved between GTEC
and Pacific before billing records can be ‘
exchanged and each company has the capability

to do its own billing. The ability of the -
companies to actually implement toll private
line MPB will, therefore, not exist until the
middle or latter part of 1992.”

7Even after these new compensation arrangements
are in place, GTEC will still experience a
revenue shortfall as a result of the
termination of the current $195.3 million
transition payment. As noted earlier, the _
transition payment represents the recovery of
GTEC’s costs directly associated with the '
provision of toll and toll private line

services that are not recovered by GTEC through
its toll and toll private line billings. The
payment alsc includes costs that were allocated
to the pool through the separations process to
meet certain social policy goals such as
universal service. The policy question that
must be decided in this proceeding is how to _
recover this revenue shortfall so that GTEC can.
earn its start-up revenue requirement.” (GTEC.
Op. Br., pp. 11-13.)
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~Various proposals were advanced.,- to-make up;any: . . L
significant shortfall from the phase-out.of toll revenues which ... .
cannot be recovered from increases to basic rates. - Dr. Hausman.
suggested that the Commission.... . - '

#consider levying. a. surcharge on all- lntraLAmA
and California intexLATA service. The 1
‘surcharge would apply to both IXC and LEC end
user billings. Each intxralATA carrier, -
including Pacific and GTEC, as well as the
IXCs, which will provide both intralATA and -
intexLATA services, would be assessed a given
percentage surcharge on its bills. The
surcharge would have favorable economic
efficiency properties compared to other methods
because the full benefits of competition would
be more likely to be realized , competitors .
would be treated symmetrically, the economic
incentives of ARF would be maintained, and
economic efficiency considerations would not be
compromised. I continue to believe that a
surcharge is the best means for the Commission
to achieve its regqulatory goals while at the
same time maximizing economic efficiency and
have consumers of telecommunzcat;ng services in
California receive the benefits of zncreased
competition.” (Ex. 504, p. 17.)

5.3.1_ Di i

We are aware that the toll settlement procedure was not
##lasheut” into existence. Rather it was developed over a-long &
period of time. Thererorc, we are not comtortablc with DRAs ‘and -
Paczfac S proposals.8 o : o R R A R

| We-"are even more concerned about this-”flashcut”’ proposal
when we consider that IRD will not: likely be in place prior-te-
April 1, 1992. By then, the existing MTS toll rates will 'have

ey
DR N

8 DRA’s first preference would be to raise all of GTEC’s below~
cost services to cost, with the balance to come from the CHCF,
under the rules of that fund. Pacific would instead recoup the = _
balance from a-statewide surcharge -on-all end user. servxce., arter
GTEC’s below=cost services are raised to cost.. oy . s
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generated fully 25% of the equivalent ‘annual $215million payment

in the hands ‘of Pacific. There is no rational basis to:allow. ' . = ..
Pacific to retain: that amount in lieu of forwarding it torGTEC from. -~
the MTS pocled revenuves. If we leave a burden of ‘another 25% of

that payment level to Pacific for the balance of calendar‘year 1992
and reduce that combined amount by 25% for each calendar year 1993,
1994, and 1995, we arrive at a fairly rapid phuse out of Pacific’s
payments to GTEC by 1996. (See Appendix B for an,;llustratave
example of the proposed phase out). ) e
Following the phase out plan whach would y;eld about
$115 millien® to GTEC from Pacific, in lieu of a toll pool
sSettlement payment in 1992, GTEC will. Stlll experlence a'
significant revenue shortfall that it suggests be made up- from
below cost basic services and a surcharge on the end uscr servmcom
of all LECs. SRS
AT&T-C, Pacific, and GTEC all support the use of an end
user surcharge to-make up the shortfall of GTEC. However, AT&T-C
would like to see that surcharge elmm;nated in a reasonable time
frame of five years. Accordingly, we will adopt ‘a modest,surcharge
on all intrastate toll services and toll-like services applicable -
to LECs and IECs who provide intralATA services and/or use LEC m
access to LEC ratepayers. This surcharge would be szmllar to that
recommended by Dr. Hausman, except that it would be applmed only to

intrastate toll and toll-equivalent services. Th;s.mod;g;oafxonllsb

necessary since GTEC would first increase the rates.andﬁoharges of

its below-cost basic services. Therefore, any surcharge to basic .
services would merely be a tax:.on services that are already being . . .

increased to make them more cost-based.

v E —

9 Illustratlve est;mated numbers ‘are used here:n ror discuss;on. f

Actual dollar amounts will-be developed in IRD. . 7 "Ll -=wi
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We “also recommend that GTEC and all ‘other LECS ‘congidexr - <
incorporating reasonable increases in their basic exchange-rdtes'bf“”*
$1 per month to Universal Lifeline Telephone Servicd “(ULTS). $2 per
nonth for residential one-party service, and $3 ‘per month to w
business one-party service. These increases will tend tooffset’ -
revenue shortfall from intralATA MTIS-reductions' of 20%- to:25% and "
any residual shortfall to GTEC could be made up’ by the statewide
surcharge (supra) on the orxder of 1% to 2% on all intrastate toll.

. sexrvices and toll-equivalent - servmces.lo T ' T

This differs from ouxr earlfer'positionfsetﬂforth in
D.90-08-066 which would have allowed the LECs to substantially’
increase their carrier common line charge (CCLC) and switched-
access charges to derive revenues-to offset the shortfall

associated with exiting the settlements pool under NRF and'.
phase-out of Pacific’s in lieu transmtmon payment. - Finding: of Fact -
6 of D.90=-08-066 states: = L S e v

#The basic rate levels found reasonable in the ...
implementation phase should act as a constraint
on the level at which the CCLC can be set and
on other potential cost~-based revenue shifts,
in order to maintain an appropriate balance . .
between cost-based rate design and affordable'
basic exchange rates.” S

Upon review of the current record we note that the
magn;tude of the shortfall of revenues ‘which is projected by GTEC,
at the onset of the NRF, oxcceds that wh;ch could be absorbed by

reasonable increases in its basic rates in combinatxon with- -
reasonable access charges and CCLCs. Such 1ncrease° would be borne o

10 These rates .are illustrative for discussion purposes-:and.-for, . .o.-
IRD development, but seem to also provide ball park references of
revenue reasonableness when compared to a potential’'20-25% MTS toll’-
reduction.
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entlrely by its ratepayers and IECs doing -business in.GTEC’s

service area.. ... . e LT ey e v e

- It dis worth emphas;zlng that the avoldance of rate shock-
for GTEC’s business and residential. ratepayers_;s_anpzxmaryﬂ
motivation for. the collection of rate design policiegathat«we
endorse in this decision. A substantial reduction .in intralATA
toll rates, which is a prerequisite for full intralATA competition .
but which we wish to explore in any event (see Saction 9, infra.), ..
the phase-out of Pacific’s continuing payments in lieu of ,
settlements, and the elimination of GITEC’s existing surcharge wlll
combine to create substantial upward pressure on GTEC’s .rates. As'
noted earlier, the payments from Pacific alone amount to -about five
dollars per GTEC access .line per month,. and the other. rate- ,
reductions could cause that -amount. to double. No party haslopposedm
the elimination of Pacific’s payment to GTEC; rather, the
discussion has focused on the period and terms under which the
payment should be eliminated. GTEC and its ratepayers . must face
the full amount of GTEC’s costs at some zuture tlme atter GTEC has
some reasonable per;od to: seek e£f1c1ency meovements, both -out of
fairness to Pacific’s ratepayers and as a greater: fpur *o,i
efficiency on GIEC’s part. o o o

The losses in revenue for GTEC must be offset by revenue
lncreases elsewhere. To ant;c;pate to some extent the dlscu551on o
in the remaznder of thls decxs;on, :he ava;lable seurces seem to be |
basic rate lncreases for GTEC and deaveraged 1ntraLATA toll and.,
access charges fer GTEC (presumably hlgher than those charged by
Pacifi¢). In this decision we face a tension between ldentlty;ng
the rate design tools that will be available in later hearings to
deal with these impacts, and leaving room for parties to argue
alternatives. Nonetheless, we must identify enough rate design
tools to permit full intralATA competition to be considered without
rate shock, and we presently have the record t0 narrow the=: "

alternatives somewhat to further focus the upcoming hoarings.mhfil“if{g
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As Pacific’s witness Dr.. Hausman discussed;.a

tranuzt;onal surcharge (£o last on the oxder. of five: years) ds oo
another rate design option that could be used to mitigate rate:n ' .o

shock_to::GTECfs customers. A surcharge-on toll and toll.. <. .2

equivalent services has the advantage. of being neutral:-with.respect .=~

to the potential implications of. intralATA competition, i.e. it
does not favor one group of competitors ovexr another. By contrast,
the existing settlements process (2s.well as- contract payments in-
lieu of settlements) in effect supports. basic rates. through. -
contribution from toll services provided by only one set of:
competitors, the local exchange companies. Further, -we need-not
determine the potential level of this suxchaxrge in this decision; -

for that will hinge on whether and how competmtmon ls.expanded, the ..
level of revenues that must be recovered, what the part;es ‘pelieve: -

would constitute rate shock for GTEC’s-customers, and sSo.on.

still, thms record shows . that we - should have this teool available in: -

the upcoming hearings. B C e - T - S B
As we noted earlier; the settlements process has.-

functioned for over thirty years to help keep .basic telephone'rates.”‘”

reasonable by using contrxbut;ons from statewide toll rates of-all
serving utilities. The substxtute contract payments provide: for
the same pﬁrpose, and the potential surcharge on toll and toll) .-
equipment services we endorse in this decision continues-the same .
policy. There is nothing new here with regard to the Commission’s
mandate to keep basic telepbone rates just and reasonable. . The. . -

planned phase-out of any such surcharge will also limit-its impact. -~

Two other issues have been raised with regard to the:- .. .

payments in lieu of settlements from Pacific to GTEC. -One arqument: - ;.

is that suchk payments are somehow inconsistent with the -NRF.. In ..

response, we note that such payments were part of. the revenue level: - .-

and rate design for both Pacific and GTEC when the NRF was put into
effect, and that we are planning for their phased elimination in .
any case. Second, DRA and Pacific have suggested that Pacific’s . -
contract payment to GTEC be terminated irxmediately and replaced . - .
entirely by monies raised from basic rates, coupled with either the
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CHCF or the new surcharge. - We decline’to adopt’ this: suggestlon
because the immediate use of the surcharge to ‘fund the entire = -~ "7

amount of Pacific’s transition payment would unduly restrmct ouyr U

rate design flexibility and might: well affect our abllltY‘tO des;gn
GTEC’s rates without the rate shock-alluded to above.
Accordingly, the=temporary-tranSLtlonal~toll suréha&ge
now appears to be the necessary additional revenue source.” ‘We will
seek further evidence in the IRD exhibits to determine the eitent:
to which revenues. from access charges, and"the'CCLCS,'togethér with
reasonable basi¢ rate increases will cover any shortfall- projected
for GTEC, to keep the statewide teoll and toll-equzvalent revenue
surcharge.as’ small as possible. N e e

5.4 Continuation of Settlements h

The<three mid-sized LECs (Citizens, Roseville,“and” " -~ e

Contel) have each agreed to exit the' settlement pool. They'should
be allowed to do so. We need only to consider whether ‘the :

withdrawal should be uniformly established for all three of these |

LECs or whether separate plans are approprlate.

Fundamentally, Roseville recommends that the Commissior - =

not involve itself in the negotiations between the mid-sized LE‘
and Pacific on this issue. While this suggestion has great ‘ap "
and we hope that the parties will allow Roseville’s ‘recommen
to proceed, we are concerned that the phase out plans will
reasonable length and uniform in execution. Toward that -
will describe our understanding of the three mid-sized '
proposals and then set forth our views of uniform datr”
provisions for their withdrawal from the toll settle

e P . e C e

Citizens has set out a comprehensive F*

will allow it to exit the pooling and settlemer
the new intralATA competitive envxronment in-

rFive-Point: Plan” obl;gates c;tlzens to.
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" [E]xit the intrastate settloment pools,
including Extended Area .Service [EAS)
arrangements, erfectlve January 1, 1991. "

[E)nter inte a contract thh Pacitic: to
establish a schedule for -fixed trans;tlonal
paynents based on existing support levels
to be phased out by the end of 1994;

(Flile an application for general rate
review no later than mid-1992, with a test
yeaxr of 1993 and new company-specific . -
access rates to become effectlve January 1,
1993: , - _

[E)nter 1nto an [NRF] erfectlve January 1,
19937 and

[I]mplcment operatxons under a Deszgnated
Carrier Plan (DCP) effective in 1992 .or.
1993.” (Citizens Op. Br., p. 1ll.) '

While Citizens would.no longer participate in’'the EAS
arrangement, it has not yet resolved ‘how the costs or EAS will be
recovered. C1tlzens plans to- “bulk Dill” Pac;f;c«for‘the EAS
revenue requzrement until a‘permanent arrangement is agreed upon.

In a Designated Carrier Plan, ‘the Citizens could pick any
carrier to be the designated swltched toll carrler, however, it has
selected Pacific to be .its designated: carrrer.. The retail
relationship between Citizens and’ 1ts customers would not change:
the company would continue to bill its customers for servxce at the
designated carrier’s (Paczfzc s) tarmffed rates.,'

5.4.3 Contel’s COmprehensave-Plan,to
—_ Phase Out of Toll Settloments

Contel described its comprehensive plan to phase ‘out of
the toll settlements and pooling as follows:. - :

#1. Effective as of January 1, 1991, Contel
will terminate all settlement agreements
with Pacific Bell for interLATA access,
intralATA message toll, WAYS/800, and . . .-
private line, and eventually extended area
service (EAS).
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Effective Januaryfl,1I991;:Conteluwillﬂbill Lot
and keep interLATA access rates (and, when
they are authorized, intralATA access: . .
rates) and intralATA toll rates (both still

by concurrence with Pacific Bell’s - o
tariffs); and, as a replacement for

pooling, Contel will receive from Pacific

Bell a predetermined annual transition

payment.

Effectlve January 1, 1991, and through the
conclusion of 'a general rate case, Contel:
will continue to concur with the interLATA
(and any intralATA) access rates and =~
intralATA toll rates of Pacific Bell.

On or before December 31, 1992, Contel will
file a general rate case "with a test-year
approprxate to have its new rate design for.«”
all services effective no later than Nl
January 1, 1994. :

The foregoing general rate case will .
include Contel’s proposzal (a) for compnny
specific access rates, with a differential

- between the originating access rate. (set at
the statewide average) and the term;natlng
access rates for the CCL [carrier common
line)] and traffic sensitive elements, L
(b) for an altexmative regulatory rramework
similar to that adopted for Pacific Bell -
and GTE California but appropriate for :
Contel’s specific circumstances and (¢) for
the lmplementatlon of either a des;gnated
carrier plan (DCP) for which Pacific Bell
will be the designated carrier) or an
originating responsibility plan (ORP) as
the replacement intercompany compensatlon
plan.” (Contel Op. Br., pp. 4 and 5.) .

Contel contends that the foregoing orderly transition
period will end by December 31, 1993, and will allow Contel- the .
opportunity to gradually move from its historical -reliance on toll
settlement revenues to a hxgher rlsk competztive toll env;ronment.
During the transxtlon perzod there‘wall be sugnlfxcant reductions
in toll and access rates in the IRD phase of th;e proceedxng, as
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well as the reduction .in revenues caused by the .elimination:of
touch-tone charges, the expansmon of 1oca1 calling area, and the
completion of separatmons changes‘already ln progress.; The
transition perlod will also afrord Contel the opportunlty to fully
evaluate whether a DCP ox an ORP would be the appropr;ato
replacement compensation plan for its operations.

-

4. . : Sorou e T
Roseville states that it intends to exit the settlements
pool for toll, access, and private line services effective,
January 1, 1992. Roseville’s proposal would:

71. End pooling and settlements of toll, e e
access, and private line services erﬂectlve,J
January 1, 1992. R .

Inplement a DCP for intralATA toll services .
effective January 1, 1992 with the option

to convert to an ORP at a future date.

Under the DCP, Roseville. intends to use
Pacific Bell as its initial designated
carrier. In addition, Roseville will bill -
and keep revenues forx intrastate-access and. -
private line servicos.

Develop an agreement with Pacific. Bell for._-
a fixed transition of existing revenue
support levels to zero by the end of '1994. -
The propesed contract payment will decrease..
first in 1994 to a 50% level and then to
zero for 1995 and thereafter. As
recommended by DRA witness. Abhul;men, the
contract payment and transition will be-
privately negotiated by Roseville and
Pacific Bell. (Abhulimen (for DRA), ..

Ex. 501, p. 2A-10 = 2A-11 (Abhulimen
Alternative One.) The revenues lost to
Roseville through the transition process.
will not be recovered automatlcally 1n

other rates.

Develop an agrcemcnt with Pacxf;c Bell to
replace current extended area service: (EAS)
arrangements with a fixed compensation.. . .
agreement to apportlan EAS revenues. )
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Submit a general: rate case application:
after IRD and after sufficient. data. has ‘
been collected about intralATA competltmon
to rebalance all of the Company’s rates for
the impacts of intralATA competition and ..
the transitional phase-down negotiated wzth
Pacific Bell.” (Rosev;lle Op. Br.,

PP. 3-4.)

Unlike Citizens and Contel, Roseville was ‘silent in its.
plan as to whether it would ask to haveAthe-rlexibility‘to'operate
under the NRF as part of its intended general ‘rate- proceedxng
referred to in Element 5. above. - = S K

5.4.5 Pacific’s Position on CQntmnuatxon
of Settlements to the Three ‘ :

— Mid-Sized LFCs

Pacific recommends-that the" Commlsslon ”;..adopt the
proposals of the m;d-s;zed LECs (Roseville, COntel, and citizens)
to end pooling and move to a Designated Carrier Plan - (DCP) or an
ORP.” Pacific contends that the'trahSitional contracf‘payments to
be agreed to by Pacific and each m;d-smzed LEC will enable

transition to a DCP or ORP arrangement. (Pacmflc 0p. Br., P. 4.)

However, Pacific asserts that, if fcr any reason-a
mid~sized LEC elects or is allowed to remain in poolxng
indefinitely, Pacific’s settlements ‘payments to that LEC should be
reduced to zero by January L, 1998. (Pacmf;c Cl. Brm, p. 2.)
5.4.6 Discussion ot“Settlements~’ ‘

While we belleve that Paczrxc and the m;d-s;zed LECs
should have reasonable flexszllty in reachzng an. understandmng and
agreement on phase out from-the settlement pool, - we do-believe
there should be uniformity of the phase out or trans;txon from the
pool as they elect to participate in the NRF.

Therefore, in keeping with Pac;fic s de»ire to reduce

settlements or contract payments' to zero-by 1998, we' w;ll require
transition payments, for the mid-sized LECs, to remain at the
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current 1991 level (cost basis):"f£or:.1992, then .reduced by about 50% . :
for 1993 and by 25% or more Lfor each -year 1994, 1995, -and X996 then ' .

drop to zero payment by no- later than January 1, 1997. (See. :-
Appendix B for details of the example “transition payments.).

It is also appropriate to require . the . mid-sized -LECs to ...

accept NRF incentive regulation on, or before, Januvary l, 1994, the: .
date proposed by Contel for its conversion to.NRF. Undexr this.
nmodified proposal, the three mid-sized LECs would continue o
concur in Pacific’s toll rates and access charges. in calendar years : -
1992 and 1993. - o : L : Tee Lo Lt R

Any shortfall of payments to cover these. mad-sxzed LECs’ - -
costs during the transition period would be made upnby +the ‘same-"
increases to basic ratestt and, if they elect the NRF, they ‘would - -
qualify for the illustrative 1%:to: 2% surcharge to ‘intrastate toll
and toll-like services discussed above. for GTEC.. | EANC

" It has been.the Commission’s long-standing:practice to .

establish and maintain uniform statewide:toll rates wherever it is
practical to do so. Under monopoly regulation, the Commission was
able to ultimately achieve its goal sometime in the 1960’5 “when
7other line charges” of the small Lndependent telephone compan;es
were eliminated and the cost-based settlement pool prov;ded the
necessary revenues to the hlgh-cost LECs to help keep thelr basic
rates affordable.’ v ' ' L e

As we consider whether or not lntraLAIA toll rates should
be maintained uniform. under compet;t;on, 1t is useful to brmefly
recall the evolution of the current. 1nterLAmA market. When
competition began in the mid-1980s with the breakup"of “the-Bell
system, the creation of the LATAs, and the certification of
numerous IECs to provide interLATA sexvice in California, each IEC

o
(e

11 For example, as discussed earlier, Sl per month on ULTS, $2 on
one~party residence, and $3 on one-party business service.

- 26 =
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established its own toll rate structure. ..To that extent statewide- .-

intexlATA toll rates varied among ‘the: IECs and their interLATA -
rates gradually became even. more competitive.. . .oy

While interlATA toll rates vary among.lECs,  the
Commission. requires that they be uniform within each IEC. * When
compatition was first authorized on an intexIATA basis, AT&T~C’s
uniform message toll rates were established: by Commissiom . oo v
decision.*® These rates formed the necessary ceiling from which

competition could emerge without fears that excessively deaveraged .. .

rates would affect either individual high-cost routes ox universal -
statewide telecommunications: service. ‘ g
6.1 Position:of Key Parties . ...

- . . . ‘ A SN

. DRA’S witness Roy Lathrop :opined.that the current:
intralATA MTS toll rates must be signitficantly reduced to: more ..
closely reflect the market level of IECS’ (interLATA) .toll rates.
In doing so, .Lathrop contends that: the Commlsszon«should adopt a

reasonable imputation method:

7[Wlhich allows certain mlleage ‘bands or rate.. .
periods to reflect rates that may not cover the .
per-minute costs, provided the gn;ixg service
passes an imputation test. 'DRA envisions that:
toll service pricing parameters to be
determined in IRD will include price floors
(basod on costs to bo determined in IRD) and-
price ceilings to be set at statewide market
rates, with consideration given to the total
bill impact upon customers (for whom the .
diminished toll portion of their monthly. bill
may be offset in part by’ an 1ncrease in the
basic monthly service rate). .7 (EX. 501,,,"“

p- 3-17.) : : S .

32 D.84=06-111.
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with that background DRA - recommends varzous £oll”
alternatives startlng polntm :or IRD., For our dlscus"lon here,
we will focus on DRA‘S first alternatlve as. rollows-‘~' s

B R e e B e

”Details of Alternatlve 1 Toll Tar;!rlng
Policies: L

7a. 2all LECs continue to concur in’ Paclflc s
tariffed rates and chargeo for MTS toll,
toll coin and OCPs ‘[optlonal calling o
plans]’

All LECs continue to concur. in Pacific’s
tariffed rates and charges foxr WAIS/800
sorvice, with the exceptlon of GTEC’e
Busxness Line 800 serv;ce,., ‘

All LECs, with the exceptmon of GTEC,
continue to concur in Pacific’s private’
line rates and.charges;

Pacific and all other LECs continue pooling .

of costs and bllllngs. GTEC and winterhaven
do not participate in toll MTS or teoll
private line pools.* (Ex. 501, p. 3-18.)

DRA also recommends that MTS, which is now a Category I -
(monepoly) service be reclassified to a Category II (partlally '
compotitive) service so that an LEC could sock multiple changes ln
its MTS rates during the course of a year. DRA states that ‘similar
pricing flexlblllty rules apply to IECs’ 1nterLAmA MTS rates."(DRA‘”'
Op. Br., p. 66.) I

GTEC asserts that.

e
'
v, =

~The NRF. would be trustrated n.t all I.ECs had to-
reach some consensus:before initiating toll -
prlce changes, or" if one LEC was allowed to
initiate price changes, which then had to'be -
adopted by all other LECs independent.of their”
market requirements or business objectlves.

»There is no compelling:xreason to require strlct L0
uniformity in MTS toll rates after IRD. :
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Uniform LEC MTS rates-have not: existed for .a:
number of years because of the various
surcharges and surcredits that  individual LECS'
have applied.to their rates. Those surcharges
and surcredits range from +28.24% to =-41.43%.
GTEC, Kissell, Ex. 507, p. 16; Attach.  A. -
These surcharges/surcredats have effectively -
deaveraged MIS rates even though the published
tariff rates of all California LECs are the
same. GTEC is unawarc of any significant’
public complaints or problems as a result of
this departure from average toll prices..
Moreover, the public is already familiar with
the fact that the rates charged by
interexchange carriers for intrastate interLATA
toll calls vary from company to company.. If
the Commission permits LEC MIS rates to vary by
company after IRD, it would be simply taking
this established Commission policy with respect
to the intrastate interLATA market and applying
it to the intralATA MTS market. (GTEC Op.
Br., p. 21.) 3 L

GTEC argues that DRA’s basic toll service most closely
f£its the Commission’s descrlptn.on of a- Category I serv:.ce and a .

inflexibly priced service certainly does" not belong in’ Category II.
GTEC, however, agrees with DRA and Pacific, that if. toll
competition 15 authorlzed then toll servzcer should bocome
Category II services and subject to the prxcxng tlex;b;l;ty of
other Category II services. (GTEC Cl. Br., p. 11.) ‘

Pacxflc arques aga;nst adopt;on of DRA’s proposal for a.
basic toll rate schedule or its proposed tandxngs that . a statew;de .
uniform ”Basic Schedule” for all LECs be adopted if 1ntraLATA
competition is approved. Instead, Pacific contends tnat.uww .

#GTEC and Pacific have nearly identical
proposals for statewide average toll rates. -
One area of significant difference, however, is
GTEC’s proposal that the starting, unifoxm-toll
rates include a combination of Pacific’s and
GTEC’s costs, or otherwise be set high enough
to recover GTEC’s higher toll costs.

At this point, it is safe to-say that rates. for ...~
most toll sexvices will likely exceed the S
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incremental 'cost ;of ‘either GTEC or Pacific,:andu:.
for this reason,,"combmnxng costs" ls L -
unnecessary. ‘ t

[
e e
e e

”Moreover, there are “two magor problems w;th .
' GTEC’S suggestion. First, GTEC has not - o
explained how such a combining of .costs would "
occur, how the work can be completed in time to
Xeep IRD on its current schedule, and what -
usefulness will be served by the exercise.

#pacific firmly belioves that GTEC should be
provided a fair and reasonable opportunity to
earn its authorized revenue requirement, but
its effort to cloud toll cost issues with
irrelevant and potentially harmful matters will
competitively disadvantage Pacific and ill
serve all Californians. Professor Hausman made
¢lear that the sensible approach is to allow
GTEC to recover any revenue shortfalls from its
below=cost services to the extent reasonable,
and fund any remaining shortfalls through an
external surchaxge (86 Tr. 10442-44). This
external surcharge should be available for
public review and subject to a well-defined.
phase-down schedule. It should not be hidden
in the prxccs ‘of Pacific’s competitive toll
services.” (Pacific Cl. Br., pp. 13-15.)

6.2 _Discussion :
' In D.89-10-031, the Commission ¢oncluded that the two NRF“‘
utilities (GTEC and Pacific) should be requzred to adjust the '
prices for their Category I services each year based on the” changes”“
in their respectlve price cap indexes. The Commission also " a
required them to apply thelr ‘indexes to the cexlxng rates“for
' Category II services. ‘D.89-10-031, 33 CPUC 2d 43, 142-143."

According to GTEC, these Phase IX policies should apply to MIS
services as well. We agree, and in fact it may well be necessary

to allow the NRF utilities to revise their MIS rates more

frequently than once a yeax. . . ,_r, _

Our current treatment allows each IEC to establ;sh 1ts
own 1nterLAIA toll rates on a un;form statew;de bas;s.” Through
this policy we-have non-uniform. lnterLAmA toll rates today. As we:ﬂ;

r(,,;
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begin to implement: IRD we w:ll‘have only the two . largest'utelxtlee
(Pacific and GTEC) under NRF. It is likely that most ‘o ‘the other
LECs will 1n1t1ally be concurring in Pacific’s toll rates.'
Accordingly, Pacific’s MTS schedule will Lnltlally apply,to ‘all the
LECs (except GTEC). GTEC, under its- ORP; will - establlsh-lts own
conpetitive rate structure. Ve wxll requlre these toll rate
structures to be uniform- (thh;n each utility) on a statewxde
basis. Also, since pre-subscription. is not contemplated at.the
onset of intralATA toll competltlon,APaclflc, GTEC and the smaller
LECs will most likely remain the domznant carr;ers of rntraLAmA MTS
for the near future. Therefore, their rates for MTS: should be set,
in the words of Pacific, ”consistent wuth [therr] cost and market
factors.” : : : ~ '
At this time intraLArA toll‘is7o'Category I"serVIcc and
the timing of moving this service to Category II w&ll be -an issue
in the IRD phase of this proceedxng-u_" L

GTEC’s short£alll3 should be made up, to , the. extent that
it can, from its own sexvices, . 1nclud1ng toll and should not
impose any greater burden on others. .. Thereazter, any. remalnlng

GTEC revenue shortfall may be recovered through the small ourcharge

proposed for intrastate toll and toll-equlvalent servzces.f This
should allow all ratepayers early access to substantzally (20~
25%) lower intralATA MIS rates throughout Callfornza thh only
modest increases in basic rates. , ,

If customers are concerned about GTEC’S toll rates belng

‘non-uniform and. potentlally h;gher than other LECs, those customers o

[ A .
R S o

LAt L e e
e AR

4wk

13 Unrecovered cost of serv;ce a!terwrate adjustments to basmc
services. = - .- B T Lommoan Tl

14 Assumed level of initfgl:decreusef 'Paciffc“ind”GfEé;ﬁilI:”“

provide their -actual levels of MIS rates, separately, on.a-uniform.- =

statewide basis as part of IRD.
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may use any of a number of IEC’s to obtain such: sexvices.: :Sincer.. .
IECs can maintain- statewide. .authority, they can. average their- - - . .=
message toll rates and in that way maintain pressure on GTEC to .
keep its rates more nearly uniform. .. Lastly, no-matter: what:level
GTEC plans to use to set its rates, the rates will have: to,be-about
20% to 25% less than today’s rates in the competitive enviromment. .-.
7. Statewide Unifoxrmity of - - - o chmiens oo oanroo
——Access Chaxges o _

As the 22 California LECs open. their respective .service -
areas to intralATA competition, their costs of providing
originating access and. term;nat;ng access, between- their, customers
and IECs will vary. -~ - - e T *“~”YC‘

Today, the small and m;d-szzed LECs concur in Paczfzc s
intralATA toll rate schedules angd- (except for GTE-WC) 1n 1ts
interLATA access charges, and until these utllltmes elther .choose
to or are directed to change their regulatory posture to, NRF, they
will likely continue to concur. in. Pacifice’s. intralATA., toll rates.
Thexefore, it is reasonable to-conclude ‘that they will: also -apply
Pacific’s level of access charges until they either- exit, the
statewide settlement pool or choose to partic;pate ‘in- NRF .

Following either or both of those events, the questlon of
uniformity of access charges becomes an issue. The broad- epnsensus
of the parties to this proceeding supports the adoption of- LEC-
specific access rates and charges, as the LECs accept the- ‘ 
requlatory flexibility afforded by NRF and exit the settlement
pool, as GTEC has already done. AT&I-C d;ffers in its: posxtlon on
uniformity of access charges. from. othexr- part;es to thls proceed;ng.

AT&T=C’s ~first and recommended proposal”. is for a
statewide uniform access rate whlch'¢-L.would be. set based»solely
on Pacific’s costs, with any resulting revenue shortfall for the
high cost LECs recovered through increases in below-cost services
and as necessary from the CHCF.”¥ (AT&T-C op. Br., p- 15.)“;
AT&T=C’s altermative approach as a substltute for poollng
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#...would establish uniform access ‘charges- based-ona weighted - -~
average of:the LECs’- 1nd1v1dua1 .ucc:ersmvt:has.rge'_-'..-ff~“5(A'l'&'1:‘-c"~'c>p'~'."‘B::f".,-'»-’”-4"3:T
p. 16. ) LT o e Se L T wnLmr Dl e

- AT&T=-C alleges that it will be compet;txvely
disadvantaged if LEC-specific access rates are permitted "(AT&T=-C
Op. Br., p- 17), although it admits that this same dlsadvantage-*
exists from state-to-state for interstate purposes.:e _ ww~‘~;fT

The arguments against the adoption of uniform access
rates were best presented by MCI’s wmtness Anthony Dl Tlrro as
follows: ' ' ‘ T : ‘

”MCI does not believe that the goals the'
Commission may have regarding LEC lntraLATA

toll rate levels should inveolve the averag;ng

of access rates across all LECs. If the focus:
of the Commission is uniform LEC toll rates, it ..
is unnecessary and unduly complicated to use
access rates to achieve this goal.

7As I stated above, a primary goal to be N
achieved in the upcoming- implementation rate
design, or IRD, is the development of acceoss

rates that are based on underlying costs of
providing that service. Adding to this process
the perceived need to develop uniform statewide
access rates to accommodate the averaging of
LEC toll rates can only serve to obscure the
actual costs of interexchange access. Pacific
Bell and GTE of California (GTEC) will be
proposing new rate designs for a variety of’
services in IRD. To support the proposed rate
design, each company will provide cost support
relevant to its provision of those services. -
If uniform statewide access charges are
mandated as part of this process, Pacific and
GTEC will be required to consider the costs of
interexchange access for all LECs operating in
the state. This requirement will unduly
complicate the costing and rate design- process.

#additionally, Pacific and GTEC will submit
interexchange access rate design proposals,
including a rate element structure, which fit
the environment in which they operate. The
resident technologxes, network archztecturerand
customer demographics of these two companies
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are:significant inputs to the costing and- rate
design structure best suited to their . - e
respective operatzons. This rate structure may

not be applicable to the xnterexchange ageess -
environment of other LECs.” : SRR

#Tor these reasons, MCI believes that a
requirement for uniform access charges will
complicate and confuse the IRD process, and
create additional problems for toll prov1ders.

(Ex. 512, pp. 3-4.)

Pacific also challenges AI&T-C's»assertions that’ it would .-
suffer and be disadvantaged by vary;ng access charges.~ In: 1ts
reply brief, Pacific chides AT&T-C on this poxnt notmng that
access charges vary from state to state yet'

”. ..AT&T’s flnanCLal performance s;nce
divestiture can hardly be characterized as one.
of ’‘suffering’ fLrom varying accass rates.

rFurthermore, Mr. Sawyer explained that this
so-called disadvantage will likely be extremely
small, if it will exist at all (Exh. 525,

p- 4), and AT&T has offered nothing to rebut
his testimony. Given the existing record and
the overwhelmmng ¢consensus that company-
specific access rates be permitted, nothing.
speaks in favor of AT&T’s second alternative.

#Consistent with these recommendations, the
Commjission should reject AT&T’s proposed
findings of fact for statewide average access
rates...” (Pacific Cl. Br., pp. 20=21.)

We agree with the gemeral consensus of the parties that
company-specific access rates should be perm;tted._ This will give
the LECs the flexibility to recover . some .0f their costs of
operation from competitive toll services to keep basic rates
affordable as we move away from settlements under the NRF.
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For the smaller LECs who plan to.-remain:undex: -rate of
return regulatxon 1ndefmn1tely; we expect that they Wlll contlnue
to concur in Pacific’s toll and. (except for GTE-WC) its«acccss
rates. In doing so, their rates of return, ‘supported in part from
toll settlements, will likely decline due to sharply falling-toll
rates. This erosion of earnings may then lead: aomo ‘of 1argor of
the small LECs to opt for NRF. At that time, it-is expected that
they too will establish company-specific access: charges in keeping
with their costs of operation.

8. Noticing Methods and Information- to
Cuctomers on NRF to Coincide with

.___JEELIBQ_D£EAELQB_________________.

There is gcneral agrecment among the LECs and the DRA
that a four-element program as recommended by DRA would be’
effective in informing the LECS’ customers about the emerging
availability of alternative carriexs for. intralATA toll serv1ces as
a part of IRD when it is made ef:ect;ve.‘ ‘ ' ' o '

DRA’s f°“r'element'Pr°§ram*iQCIude5--*"»'%J‘-~

#1. Public Participation Hearings. These
should be held in locations throughout the
state, and would be accessible by ratepayers in
the service areas of all LECs. The hearings o
should occur at the end of evidentiary hearings:
in IRD, but prior to the_submzss;on of br;ers.

~72. Bill Insexts. DRA proposes that a. minimum
of 3 bill insexrts be mailed to explain the -
proceedings and proposals of the LECs, to .
announce the public participation hearings, and
to alert customers to changef ln rates and- ‘
service options. L , .

#3. White Page Directory Information. This
element would have two parts - 1) material in
the information section of the white pages
directory, and 2) a listing of intralATA
carriers, along with their company calling
codes and (800) telephone numbers. The listing
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of intralATA carriers would be a Category Lo~
tarlffed servzce._x,v e e ot

AT N

74 . . Qustomex Quireach. -This: would 1nvolve the
LECs lncorporatzng customer information about
intralATA competition and calling optlons 1nto

- existing.customer outreach activities. DRA-
supports both Pacific’s and GTEC’s customer
outreach proposals as they were described to -
DRA during the course of this proceeding.”

(DRA Op. Br., p. 61.)

Public Participation Hearings (PPH) are unopposed-by. any .. -
party to this proceeding. There are only three. general concerns:
o' When should they be held? I,

o Where should they be held’
© How many- locatlons are necessary’

DRA. and TURN recommend:that the PPHs- be held durmng the
briefing cycle of this proceeding, after.receipt otmtestlmony,but "
prior to submission of the evidentiary record. Where and-how . many. -
to hold should, according to DRA, be worked out by the-Commission’s -
Public Advisor in cooperation with personnel in the Commission’s.
regional offices to assure reasonably adequate coverage- throughout-
the state. No one opposed DRA’s recommendation determining the
locations for PPHs. However, TURN did recommend that the- PPHs be .
held in the following 14 communities throughout the state: - _
#Eureka, Redding, San Francisco, ‘San Jose, Sacramento, Fresno,. . - -
Monterey, San Luis Obispo, Bakersfield, Los Angeles,~Anaheim, Long .
Beach, Ontario, and San Diego.” (Ex. 513, p. 19.)

Pac;f;c suggested that dates certa;n be—establlshed for
the PPHs. These dates would be. dur;ng the: IRD—phase, but depending
on schedulxng, night occur prior to concluszon of the ev;dentmary
hearings.
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8.2-1 Disewssion - 7 -l Ll oo AT a0 e

We concur with Pacific that dates certain need to be
established for the bill Lnserts advms;ng customers oL the ! PPHs.
Accordingly, the appropr;ate blll lnsert wmll llst the dates and
locations of the PPHs, whlch w111 be establzshed at the outset of
the IRD hearlngs by the ALJ after coordjnatzon w1th the ass;gned
Commissioner and the Commission’s Public: Adv;sor- The PPHs will be
planned to occur during the IRD evidentiary hearings, ‘and-the PPHs
" will be held on fixed and scheduled dates, whether or not the
ovidentiary hearings are concluded. e 2

We also agree that the text for bill inserts- should be
submitted to the Commission’s Public Advisor for. review and
approval because he has knowledge of recent attendance and, interest
in PPHs relative to prior telecommunmcatmons proceed;ngs such as
Phase II of this proceedlng. The list of locations for PPHs
provided by TURN (supra) will be used: as a reference for
determination by the assigned Commissioner and the' ALJY of the -
number and the ultimate locations of the PPHs. The appropriate .
»ill insert should be prepared and mailed not earlier than 60 days .
and not later than 15 days prior to the first PPH.. ’ R

3 pill Inperts ‘ : L o ; .

The parties concur that bill inserts are necessary. to -
advise the general public of the nature and- extent of this' IRD . -
phassa of 1.87-11-033 and, more specifically, to inform the public
of three activities that will take place durzng the next nine - .
months, as follows: ' ‘

¢ Explaining the nature of the NRF, and the.
dates of the forthcoming hearlngs which will
consider IRD to establish the new rates and
charges for basic and other LEC services.
necessary to allow the development of
intralATA competition.

The times and places when the public may
attend PPHs and present statements or
testimony regarding the proposed IRD and any
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other issues' concernang the NRF and
intralATA competition. s .

The date when the IRD for commoncomonf.ofw

intralATA competition under the NRF will -

become effective if adopted as planned.

This bill insert would also include

information on how to reach.competltors of.

the LECs and how to access their available

servxces.

As to these three blll 1nserts, ne LEC opposes the;r use
or the need for the LECS to absorb the cost of these customer
notices in its regular on-gomng expenses.- While DRA did estimate
some costs associated with these 1nserts, the estimates were not
based on recorded data and norLEc-requested additional revenues to
provide these notices to its customers with their per1od1c~bllls
for service. ' T
TORN also recommends that the LECs be requxred to ma;l :
two additional bill insexrts, the first, shortly before commencement : .
of intralATA competition, containing the:  “Notice of 10XXX calling -
options” (access codes for IECs) and the second six months later -
containing an update of the 10XXX calling options. (Ex. 513, p-
1.) , . A S O
Pacitic‘supportedutheuuse~o£<a rourth;bill:inse:t:along~- :

with the majority of other parties. : GTEC supported the use of. - - -
three bill inserts, stating.that the LECs should not be required: to- .
advertise their competitors’ names, lOXXX access codes,-and:. - -
telephone numbers either in their directories or-in bill -insert:
notices. (GTEC Cl. Br., p. 17.) GTEC also points to and
enphasized a statement made by AT&T~C that: : :

- #It is up.to the competltlve IECs to promote -
their services [citations omltted] It is no
coincidence that the IEC participants in this -
proceeding all emphasized their preference for
using their own advertising to attract

customers. Once the Commission opens the LATA
: : . i

: CEppE ] J: ‘ !] ! . w.]J
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information.” [Emphasis added by GTEC.) ATS&T.
Br., p. 42.
Actually, AI&T—C was dwelllng on a dlfrerent 1ssue on
page 42 of its brief; namely, TURN’s proposal to place actual IEC
rate information in the information section of the wh;te pages. As
to Pacific’s sample ~fourth” bill insert AT&T-C .tated

”AT&T generally concurs in the position taken by
Pacific on the bill insexts and public :
participation hearings. AT&T does not oppose 2
fourth bill insert similar to Pacific Exhibit -
515 if it is deemed necessary. AT&T agrees
that these bill inserts are a normal part of
doing business of the LECs and should not be
reimbursed from external sources.” (AT&T-C-

Op. Br., p. 37.) S ,

AT&T~C footnoted its Opening Brief on this matter:
confirming GTEC witness Shaw’s statement that if a fourth bill
insert is orderxed, GTEC proposes that it be compensated for this -
bill insert, although the method for compensatlon was not :specified -
(Tr., ppm‘11778-11779). . Lo R S R ‘

We believe that the five bill inserts recommended by TURN .
can be cut to four, with its recommended:third and fourth:insert

combined, as it may be possible to list-those IEC access codes that .

represent IECs which have received intralATA CPCN authority from . -
this Commission, and have filed tariff revisions to . immediately
commence lntraLATA message toll sexvice contemporaneously'w1th the
LECS’ IRD. . : N . . L RN Lol
This would leave a need~£or*a”~omprehensive‘tourthwbill‘www
insert, similar to Pacific’ s-sample contaxned 1n~mppendmx ‘C hereto,
to be issued about six months followxng the 1ntroductlon o: IRD.

15 See Appendxx c for review of Pac;tic’s sample rourth ball
insert.
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. The modest costs. of the fourth bill insert will be’ borme: -~

by the LECs through the various: revenue sources: intended .to: form:: -
the first year transition payments to preserve the financial :
integrity of the LECs as we move forward with NRF. o

"We will also direct Pacific and GTEC to submit their -
respective bill inserts to our public advisor for review and
approval and seek to make the bill inserts as clear, brief, and
succinct as possible. The bill inserts should also .contzin a
notation, in the appropriate languages, .that the same information
is available in the respective foreign language. A variation of
Pacific’s suggested billing envelope notation, “IMPORTANT .See Bill:'
Insert” should be included on the face of each envelope:. contalnzng
Bill Inserts 2 through 4. S : )

Our preferred notation is: ”IMPORIANT INFORMATION ON .
POTENTIAL CHANGES TO YOUR TELEPHONE SERVICE-ENCLOSED” o0

For many years the LECs have included  an in:ormation~
section as a preface to their white pages- directory listings. The
current directories for multiple exchanges totaling over 100,000
listings may well include about 50 pages of such information
preceeding the actual listings. Some of the larger LEC directories
include much of the information in a' second language . (most: often in
Spanish). Alternatively, some directories include toll free.
telephone numbers of information sources. for forexgn,language
subscr:.bers.16 ' ‘ 3

DRA recommends that the preface to. the wh;te pages: ‘
include two elements: (1) X0XXX information which includes. - -~ -
explanations of what constitutes an intralATA toll call as well as .
definitions of the rate elements to be used in comparing different
carriers’ rates, and (2) a.tariffed listing by .company code of all
carriers planning to offer intralATA sexrvice in that LEC’s .area and

16 For example, Pacific’s Marin County May 1991 dlrectory
includes information numbers for Spanz»h, Chinese, Vietnamese and
Laotian speaking customer representatives.
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choosing to be. included in the Ylisting. DRA’s .proposed: directory
listing would be provided under .tariffs. adopted: by the Commission
for the LECs (Category I) monopoly services. ' T P
TURN recommended that comparative rates for the various
carriers also be included in the information section of ‘the white
pages. (TURN Op.. Br., pp. 8-10.) - g ' AN
Pacific proposes. that the example 1n£ormatlon contaxnedv~
in its Exhibit 515 (Appendix B) also be printed in the “Customer
Guide” preface to its white pages. For its directories Pacific
would include generic information that would not become obsolete .
with the passage of time and thus not be- m;sleading to customers

(Pacific Op. Br., p. 45.) : oo g ‘
GTEC objected to the inclusion of competxtors' access

codes, rates, or “other advertising” in its directories. : In the

event that the Commission mandates that LECs must print.such . =~ =

materials in their directories, then the competitors should be
required to pay the additional costs incurred for princing the
information in the LECs” directory or in bill inserts-‘a(GTEc
op. Br., P. 35.) o S

In response to a questzon from the ALY, .GTEC’s witness
Xaren Shaw tetified that, ”GTEC’s directory cost estimate is:
.025 cents per page..-" and this was the best number she had-
(Tr. 11785.) o Crna e el
-On May &, 1991, after the: reply briers were due..and. Illed*”
on April 29, 1991, GTEC’s counsel wrote to the ALJY and stated that .
Ms. Shaw had mispoken when she provided the figure of .025: cents
per page and that she now declares. that. the fzgure shouldfbe

#.025 dollars per page.” . A . R

TURN responded to the GTEC letter and takes -issue with
GTEC’s attempt to. introduce a new number in the record in this-
fashion and then questioned the validity of the revised numbex.

No party supported TURN’s recommended inclusion of
comparative rates in the LECs’ directories white pages and many
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objected to' that information:being.included-on the.grounds.that it. .-
could easily and quickly become obsolete with the:passage of time. . " -

and thus be a disservice to. customers. TURN - asserts: that: ”This
argument ignores the fact that scores of white pages directories -
around the state have different production schedules,” and, ”Rates . .
will have to be continually provided to the LECs so-that each white: ..
pages directory has the most up-to-date rates.” ,(TURNAOpwﬁsr@,y,~
p. 12.) o N I L L e e
TURN further contends that the publication, of rates in- .
directories will actually spur price competition by carriers who
will seek to appear price competitive in the many different-white -
pages dlrectorles produced throughout the- year. - (TURN Op.-.Br.,.
p. 12.) . S N e I PRSP RN SRR
8.4.0__Riscussion BT P L SR BT P ST S
' We will adopt the recommendation of: DRA  and TURN-that ... ..

LECs be required to list alternative intralATA -carriers.-in.-the, ..
information or ”“Customer Guide” portion of the preface to-the white -

pages directory listings of each LEC, where the respective. IECs - .
desire to operate. The LECs may file: tariffs to recover the cost
of the listings. In addition, those carriers who wish to- . provide
intralATA message toll service may at thezr d;scret;on have-thexr
rates listed on a comparative table with those same rate dxqtances
and sample rates shown for the LEC. ‘, : ' '

This requirement will provxqe & level playznq rleld
between the IECs and the LECs, sincethe LECs already list their
sample rates for typical intralATA MYTS-calls in-the white.-pages of "
their directories. The white' pages znrormatzon on how tOWget in
touch with altermative providerxrs and- any separate rate information
will be included on a random selectmon baszs, ‘rather- than
alphabetical, following the LEC’s own. xnrormatlon and separately
from its rate ;nrormation._ . - N : =

Accordingly, we will. requlre the LECs to provzde the
space for such information and charge the IECs th°w°9§?m93;

ol
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providing such service. - The IECs may: choose to.place their: .
information in the LEC directories or:be:excluded:as:they desire.. . .
'GTEC’s testimony and letter. depicting: estimated. directory: .-

white pages costs of 2.5 mills per page and 2.5 cents per: page,.
respectively, are so different that there is no basis to accept - .
either number without the opportunity for cross examination after
GTEC supplies recorded data to support on¢ figure or. the- other.
Therefore, we will require GTEC to do so in IRD.
8.5 _Customer outreach - B LTI SO

~ TURN advocates an active outreach program to inform the . -
general public of the NRF and intralATA competition.: Its witness,
Karen Miller, recommends that the .information proposed for the -
white pages directories on 10XXX calling and similar bilingual .
material be prepared by the LECs and made available to-public: . -
schools, English as Second Language :(ESL). programs, senior citizens
and other community centers. Miller opines that the S
Telecomnunications Education Trust could assist in the distxibution -
of materials.’ o Sl ' ' :
Miller also recommends that:

“Public Service Announcements (PSAs) that @ .
describe 10XXX calling . options and potent;al
benefits and provide contact numbers for
further information should be provided through
both radio and television media. In addition.
€0 PSAs in English, PSAs should be aired in
various languages over stations that serve
non~English speaking audiences..

#The PSAs should be written and mailed. by the
Comnission’s Public Information Office. A
Commission spokesperson should also be made -
available to present the PSA, -if requested by
any radio or television station. In ny
exper;ence, PSAs are often welconmed by the
media and aired at no charge. The Commission
has an obligation to fully inform all
ratepayers of a change of the magnitude under
consideration in this proceeding. PSAs are.a.. .
low-cost way to .reach a broad base of
custonmers.” (Ex. 513, pp. 1l6-17.)
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- Miller suggests that:the PSAs should be -aired-.at-least. ..
one month prior to the introduction of intralATA competition. TURN .-
also recommends that marketing studies be conducted  six months
after the introduction of intralATA. competition to assess. the..
public understanding of the new industry structure:and service:
options. o e o e , .
Miller expresses concerns that;GTEc.has~only_English1and-.
Spanish speaking service representatives, while it 'serxves large. -
nunbers of Southeast Asian refugees in pockets of its-service -
areas. Accordingly, TURN recommends that GTEC be-directed: to

assess the demographics of its service terxitory -and be required to

inmplenment . bilingual capability “to.be able to communicate with 95% ..
of its customer base.” (Ex. 513, p. 20.) e T
DRA’s witness Cynthia Walker notes that both.GTEc and _
Pacific have customer outreach programs in place to‘explalnuchangesr,
in rates and or services to their customers. Walker opines -that:
#Rathexr than ‘bombard’ the customer with detail, DRA suggests that -
the involved LECs.include a service number in the implementation
bill insexrt which customers can . call, at no charge, for. more . -
information.” (Ex. 501, pp. .5-14 and 5-15.) o -
~DRA also supports the use of PSAs to alert the publlc to '“
forthcoming changes.to theixr telephone: services. Walker .expresses .
some concern. over the possible bias that may affect the wording
used by the LECs to describe the NRF-to their customers. . .o . -
Nonetheless, she still believes that-these utilities ”...axe in the

best pos;t;on-to effectively communicate this information.to their . -

customers.” (Ex. 501, p. 5-15.) , , .
As a response to concerns about. b;ased Lnformatmon, o
Walker suggests that further details of the notification program be
presented as exhibits in the IRD portion of this proceeding. .
Pacific generally supports the outreach proposals but
asks the Commission to reject the requirement for validation of its

R e § gt y ot
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foreign languages.to reach 95% of- ;ts.customers-q (Paczflc‘Qp. Br.,

p. 43.) o0 EEE R T S RN e C ATl B g et
GTEC takes serious issue with TURN ‘and DRA ‘on'evaluation::

and validation of its communications program to reach 95%-0f its-

customer base.: GTEC asserts that it has demonstrated that-it.”is .. -

more than adequately addressing the issue of customer notification -
without a Commission order or establishment of an arbitrary
penetration level.” (GTEC, CL.‘Br.;Vpeszq;y -
8.5.] DjEEmEEiQD : v e e
“In this order TURN’s recommendations for preparation and-
dissemination of information on NRF'including L0XXX..calling in -
English and in those foreign languages roprasenting. significant - o
second language concentrations  in.the' LECs: service areas-are. .
reasonable. Therefore, we will require the LECs to prepare and
dissenminate foreign language versions of ‘bill inserts. and .10XXX. .
calling information upon inquixy and request to their service:
representatives. 17 As used herein, significant concentrations.

will be defined as more than 5% of the listings in the white pages -

of any directory distributed by a LEC. In the event that the.. .
utilities can produce a superior standard.which will fully satisfy -
our Public Advisor, they would be free to substitute that superior
standard. To assure objectivity, we will direct: the LECs to. = -
coordinate drafts of these materials: and-texts: of PSAs- with our.
Public Advisor prior to finalizing thex. T
We ‘will also require GTEC and other LECs to expand themr:vs
bilingual customer representatives’ capability to. better match the.
needs of the second languages of theixr customer concentrations, via.:
toll free telephone numbers. Where any significant: nunbers of

17 GTEC should also reference all of 1ts tell free b;llngual |
customer service numbers in its bill inserts and white pages
directories.




1.87-11-033 et al. ALJ/GAA/tcg *

customers with a.particular. foreign-language are:.noted, -the printed- -
material should also be prepared in that language for distribution. . -

to those customers as needs-arise. . '~ .. Cae ey
We . will direct the- d;strxbutlon of PSAs by the LECs on-

the NRF. and emerging intraldTA competition resulting therefrom. .

We will not require the LECs to conduct the TURN: -
recommended market research activities or validation of - - _
penetration, keyed to percentages of the populaticn, by the LECs at.,
" this time. We can invoke additional requirements later if we -
discover that the combination of bill inserxts, public: participation
hearings, white pages directory information, public outreach, and -
PSAs, in aggregate, are insufficient to explain-the emerging .
intralATA competition to significant segments of the populat;on at
large. : o : '

These avenues of information;will-likely¢be;assisted;by,
the intralATA message toll marketing activities of the-IECs. .. .
The cost of the LECs’ public outreach- programs.will be -

borne by the LECs, especially in view of the planned surcharge.on
all California intrastate toll operations to help reduce rate shock
to the local sexvice rates of the LECs. Through this statewide
toll operations surcharge, the IECs who provide intralATA.services
in competition with the LECs will assist the LECsin meeting.all -
expenses including the costs of providing this information dviing
the transition period into intralATA competition.
9. Discussion of Structural Considerations
——fox IRD Procecedinas
We have given consideration. to the structure-and. timing . .-
©f IRD and the various issues that remain before us in Phase III.
We are mindful of the complexity of the rate design process, . :
especially considering the thousands of individual services and
rate elements that may be of concern to various parties.. We remain
committed to a careful consideration of the xelationships .between
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price and cost, although we' recogn;ze that such a- revzew'may take
some time. ' Ve . T e AT R PO ST
On the other hand, parties offered- extens;ve.comments
regarding the proposed decision’s - characterization of a-desired

schedule and structure for the remainder of Phase-XIIX:and IRD.: .  For .-

example, CA Bankers Clearing House: Association and:'the County of LA
declared that the Commission must evaluate the economic viability -
and overall public benefit of intralATA competition before. - .
permitting it to begin, asserting that the Commission:should. ...
determine the effect of competition on price levels and consumer.
benefits. It also contends that the ~illustrative” toll discounts
advanced in the proposed decision may bias the additional -
evidentiary hearings. R

Pacific Bell views the language of the proposed dec;s;on .

as a violation of due process rights of LECs if the Commission uses
it to implement intralATA competition without first holding -
hearings to consider necessary changes required by the introduction

of competition. Pacific states that competition should be expanded

within the LATA only on terms and conditions which result-in a -

level playing field, and submits a- list of additional. issues: which ..
should be addressed in the first phase of any evidentiary hearings. .

Similarly, BAT, GTEC, and TURN also criticize the PD for finding .
that allowing increased intralATA competition: is in the: public
interest without having held evidentiary hearings to-address the
consequences of allowing intralATA competition.: IR S
DRA supports the notion that “properly defined-and .
implemented intralATA competition will deliver. the anticipated
benefits to the telecommunications network, market 'and ratepayers.”

However, it ”“fears that intrallATA competition as proposed  in [the .~

proposed decision] may result in continued market erosion of LEC ..

products that are constrained by the 'ALT’s implementation approach, -

while interexchange carriers (IEC) without the same limits on .-
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pricing flexibility are able to skim the most competitive markets .
and the largest volume customers. in an: open intralATA marketplace.” -

In addition, a prehearing conference (PHC) .was held. July . .
10, 1991 to address scheduling issues related to a bifurcation of = .-

Phase III and IRD as discussed in the proposed decision.. At the
PHC, parties offered numerous helpful comments and suggestions

regarding scheduling and how issues might best be addressed. . While:

we do not base any findings in this decision on tbe transcript .of
the July 10, 1991 PHC, we wish to: reiterate that we are paying -
careful attention to the parties and their various expressions of
concern and interest in our process. , \ ‘
Based on the comments of the parties we are persuaded to
modify the narrative and discussion in the proposed decision:
regarding the structure of Phase IIX and IRD. We anticipate that
ratepayers may benefit from an-early and substantial toll :rate.
reduction and corresponding rate realignment. We are-also. - -
persuaded that it may be more problematic for us to. introduce the
full measure of intralATA competition contemporancously with- that -
rate realignment and before the completion of IRD. Then again - it
may not. In any event, we look forward to a full hearing on these
issues and will make an objective judgement on the evidence.. -
Accordingly, we will endorse the ALJY’s proposal to make.-
the first matter of business (as we proceed. further into Phase III)
hearings to consider a substantial cut in intralATA toll rates,
with concomitant increases in other rates to the-extent necessary.. .
We believe that such measures are potentially inportant .enough to-
warrant a further intexrim decision putting interim rates in:place
before we hear the other Phase III and IRD issues. With. regard to -
intralATA competition, we will provide that parties may present -
evidence and arqument regarding the extent to which this-rate ,
realignment in and of itself would be good c¢cause to relax further
or eliminate current restrictions (such as, for example, those on
800 and virtual. private network services as wall as. for oxdinarxy . -
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intralATA toll calls).  Based on this'evidentiary recoxd, :we will . . -
decide whether and how to realign rates:on an interim basis;. and to--.

what extent, if any, further immediate competition is appropriate
prior to the completion of IRD. N R ST S
We believe it is appropriate to: comment further'regardlng;;
other observations on this subject contained in the proposed . -
decision. Our monitoring reports regarding the earnings from the . -
intralATA pooling and settlements process indicate that intralATA .
‘toll rates are above cost. Comparisons with interLATA rates, ox
intralATA rates in most other states, support this proposition. .
Further, price reductions for toll calling have been associated-
with increases in calling volumes  in many jurisdictions. What
follows from these observations are the dual hypotheses that

(1) intralATA toll is priced above its . cost, and (2) that.customers -
are losing the benefits of additional calling that they would gain
if the price were closcr to cost. These hypotheses seem to have . .

merit, dut we do not adopt them as factual unless and until
adequate debate and evidence is produced: in the next round of.
hearings. o R T
In this regard we would-advisewthe“partie5~to.studyvthe
concerns expressed in the proposed decision about the level of
intralATA rates and the possible remedies outlined therein.. For
example, if the facts demonstrate that a rate realignment of the
sort described in the proposed decision would advance our goals of
cost-based pricing and efficiency and promote greater utilization
of the network without harming universal service, then we would be -
enti}ely“comfortable‘considering-it.~‘Ir“the present  intralATA rate -
structure amounts to punishing subscribers for using their-phones. : -
without a public policy benefit of .countervailing:weight, we will . -
change that rate structure to benefit consumers. :If the economy of .
the state-is hampered by unneeded expense to business for using-
modern telecommunications technology through the public: switched .
network, then we will reduce that expense or apportion it more
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equitably. We are especially concerned about small businesses,’ .. . 7"

because small businesses create many: jobs and because 'they are most

likely paying the full rates at:all times-duewto’a lack'of private’

network alternatives. A B S R S
. We.share the concerns of most’ partmes that rate .+ =

realignments not unduly harm any particular group’ of . ratepayers.. . . -

Our hearings will be the forum for parties to make the. case for or '
against a particular degree of interim rate realignment' and

increased competition. Our further interim decision will be the

opportunity to draw conclusions based on:the evidence and we will.
adopt, modify or discard rate change’ proposals in keep;ng with the
results of the hearings. :

But we feel obliged to inform the parties that the
provision of the benefits of competition and access to affordable .
network services is a goal for this Commission.’ To the extent that“
the record may demonstrate that the current rate design is ‘
burdensome and thwarts these goals,. it is’'a cause of great concern.’
We intend to discover the extent to which these concerns are:true.

and to adopt remedies that fit the facts and the regqulatory goals .. .

articulated in the decision that initiated this investigation. ' .

- [ L-5

In accordance with PU Code § 311, the ALY draft decision:
propared by ALT George Amaroli was issuod on May 21, 1991. Timely
comments on the proposed decision (PD) were filed by AT&T-C, BAT,
CPN et al., Calaveras et al., CBCHA and CLA, California:Payphone
Association (CPA), Centex, Citizens, Contel, DRA, GYTEC, MCIL, ,
Pacific, Roseville, TURN, and US Sprint. Reply comments were filed . .

by all of the above parties except AT&T-C, BAT, CBCHA and. CLA, and '.':

Centex. -MCI’s reply comments were late-filed by one day.due to a°

reproduction erxor in its original submittal. ' Nonetheless, MCI‘s - .,

reply. comments, in this instance, were received in sufficient time’
for consmderatmon herein. - 0 T o e
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A numpber of the comments. received- centered: on:arguments. ... ..
of the parties’ positions which-were previously raised-during the' . .
course of the evidentiary hearings and in the parties opening and. ' -

reply briefs in this proceeding. In keeping with:Rule 77.3 of the

Commission’s Rules of Practice. and Procedure such arguments-are- - - -

given no weight. : _

Still other arguments center on DRA’s.and.Pacific’s goal .

- of ”flashcutting” away GTEC’s transition payments that- GTEC.
receives. from Pacific under contract.since it exited from the - -
settlements pool. DRA goes further to -challenge the- illustrative
rates which employ the transition payments to GTEC and modest.
increases to basic rates to maintain affordable service for GTEC’s

customers in the event of a move to intralATA competition. -We . . .
remind the parties that this revenue shortfall problem for GTEC has-

been known and studied for some time. In prior decisions which are

cited herein, we made it very clear that our goal was to determine

how this transition payment phase out should occur and how the: -
necessary rate increases should be implemented. We maintain that -

goal and our illustrative rates herein are developed accordingly. .

While we agree that the illustrative rates are not intended-to -
preclude some latitude in the phase-~out procedure, we:-are not

inclined to accept any flashcut or other proposals which will cause.

undue rate shock to any class of customers of any utility. - .

As to the use of a toll and toll-equivalent surcharge to

offset revenue shortfalls caused by the LECs exiting from the . -

settlements pool, our plan is to use. essentially the same.source of. . .
funds as is used for toll settlements today. We will expect that - -
the parties will assist us in developing a proper record as:to the - .
appropriate intrastate toll services and toll-equivalent. services.: - .-
to form the base for this transitional revenue source. This toll: ... .-
and toll-equivalent surcharge is not a necessary. part. of CHCF since:: :

it is intended to be used only for a limited period of time. The
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actual period should be determined. in the- IRD- hearings.. AT&T-C’s- .
and GTEC’s five-year phase-out proposal shouldybe;given:seriou91qsf«~-
consideration. . e T el N T e L

GTEC’s request to consol;date ;ntra and interLATA tarxrr
schedules for access service was not an issue for consxderatlon in
this policy proceeding. Accordingly, we will not rule on the
reasonableness of that request. GTEC may again present” that
proposal for consideration as part -of its IRD rate design.’ -’

CPA did not participate in the recent pollcy hearlngs,
but it did file comments and requested that: ' o

1. Rates for customer-owned pay telephone
(COPT) not be subject to increases in the
1n1t1al subphase of IRD,‘ ;

2. Any potentlal removal of 1ntraLATA service . .
restrictions in the initial subphase of IRD
be extended to operator serv;ces, and el

Authorxzatmon or new 1ntraLATA service
providers be timed so as to aveid ' :
d;.advantag;ng those not yet authorized to
provide intraLATA servxce. _ B o
It is clear that no ev;dence ‘was taken on any of CPA'
recommendations during the policy hearings. Therefore, we will
await the receipt of evidence on CPA’s recommendations in the IRD
hearings prior to considering them for adoption.
Many of the parties who commented on the PD, expressed

concerns that the reasonableness of opening. of the LATAs . .to. further ..

competition should not be a foregone conclusion. These parties -
believe that this issue is a very significant. step and is. likely ,
irreversible aftexr it is once taken. We agree in principal, even . ..
though there is already significant competition and leakngﬂof_mf,\“,"
competing services into the LATAs. Accordingly, we have revisedv

Section 9 of this order and any relevant findings . or fact, ,
conclusions of law, and ordering paragraphs.to set the proper stage
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for thorough consideration of all aspects of this ‘issue: 1nathe
forthcoming: IRD hearings. = 0 T0Te 00t et

10.3 Roseville’s Request to Separate its
Pooling- Exit Plan from NRF, and . . ..

——Other Concexrns

Roseville correctly points .out that the scope.of issues .
set forth for the recent policy hearings did not“p:esgribe,ﬁhat<any,,
plan to exit the toll settlements pool be tied to . a LEC’s
acceptance of NRF. - : o L

We will clarzfy ouxr posxtxon that Rosevzlle as a _
mid-sized LEC may continue its negotiations with Pacific to cxxt
the settlements pool according to the same’ transn.t:.onal timeframe
being adopted for Citizens and Contel. However, the question of
whether Roseville should accept the NRF will be deferred to its
next rate proceeding. We caution Roseville thatrlt is ‘our current
intention that only NRF companies may participate in any adopted
transitional surcharge to make up for reduced settlement revenues
or phased transitional contract payments from Pac1fic after exiting
the settlement pools. Roseville will be left with the option of
seeking assistance from the CHCF after the one-time contract
payment usually offered by Pacific, and to do so it must satisfy
the requirements for participation in that fund (per D.91=05~016). -
With these caveats, we agree that NRF is not a precondltlon O pool“m
exit. e . PR n

W

As to "notices,” DRA in*its‘replyﬂcommeﬁtsvasserts that

Roseville should be required to include references to'NRF in its -
bill inserts to its customers. - We agree with DRA that'Roseville - I

should be required to provide notices to its cutomers similar to
those required of Pacific and GTEC. 'To the extent that:notices = .
need to include an explanation of the NRF to educate customers of . .
possibleVraté'changes=and related positive and negative“impacts,

such information should be included. Accordingly, Roseville will -

not be relieved of any applicable notice requirements set forth in: v u
this order.
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Lastly, Roseville.asks:that:the: adoptmon of a.DCP :0r..ORP: .
and a meet point billing arrangement" “for” pr;vate Line" servmces b
considered as separate issues from implementation of a ‘NRF. “There =
is some historical basis for Roseville’s request'in that GTEC
established its own access rates well before this Commission™
authorized the NRF for GTEC. ' We will not foreclose Roseville from =
advancing its position on these matters when it seeks formal’
authorization to incorporate these plans or arrangements. =

. . v i

In its comments, DRA included a‘nine-page Appendix B
containing its version of the rate deSighs‘it‘weuld‘recbmmend“to
reflect illustrative rates for proposed ‘changes in the followmng
four areas: ‘ C SEEEE

o Intrastate 1ntraLATA mcssage tol) xates.

o Basic Exchange Access Line (BEAL) Servxce‘”::””
rates. Coe

Establishment oz a new surcharge applxcablc
to all intrastate billings for all toll and -
#toll-related” calls billed by any CPUC -
certificated lntrastate telecommunxcatlons
service provider.

Elimination of the COmmon-Pooled Surcharge
pooling mechanism associated with the
Commission ordered interlATA SPF to SLU..
transition.

None of the specific example rate designs contained in
Appendix B were introduced in evidence during the recent policy
hearings. Therefore, numerous parties object to the introduction - -
of DRA’s Appendix B at this time. We agree, however, to the .extent . .
that some of these examples remain consistent with -this order,-and -
in DRA’s opinion are useful to~thisrproceeding,‘bRA’ﬁayffﬁrther‘w
develop and introduce them again - in. the IRD phase.
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10.5 CTEC Questions “Significant. Concentrations” .
of Customers Whosc Native Language. is not =
_English L

GTEC asks that,the decms;on clar;fy the def;nmtlon of
#significant concentrations” of customers whose native language 15
not English in any community. . Such szgnlfmcant concentrations had .
been referred to as more than 5% of. the populatlon of any. communzty:
in the order. GYIEC rccommended that a‘commun;ty bg,dgt;ned.as an |

exchange area. ‘ .
Instead, we will adopt the whlte pages l;stmngs o: each

directory distributed by the LECs as the appropriate customer base, .

because of the widely divergent population levels qf_the,yar;e§m,¢:h
telephone exchanges. We will also allow the LECs to discﬁsé::his_
requirement with our Public Advisor, and if they can present a
superior standard to fully satzsry nxm, they would be rree to use
that superior standard.

The PD did not specirically address how LECs, whzch elect

to participate under the NRF, would cont;nue to contract for EAS
settlements. Citizens noted this overs;ght in its. comments and
recommended that EAS compensation should not be uubject to the
transitional phase~down schedule. c;tzzens also asks-that ‘it be
pernitted to regotiate a new EAS agreement w;th Pacmfic, and that
its compensation should be allowed to contlnue, and that the EAS
payments not be included in the transitional phase-down schedule.

We concur with Citizens and will revise the conclusions . -
of law in this oxrder to address this issue as it will apply to the..
three ‘mid-sized LECs. - ' : : A ns
10.7 The Trans;t;onnllrhnse-nown Schedule
————Should be Flexible _ S - _

The PD essentiallstuggested-a five-year phase~down ¢f°
Pacific’s contract payments to LECs which opt to exit the toll
settlements pool. Citizens, Contel, and other LECsS have suggested
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that this phase-down period should be flexible,.rather than: a
specific five=year plan. . .. . ..o e

We concur that the phase-down per;od should be open to
reasonable negotiations between the parties, as long as, it provides
sufficient time to allow the: participat;ng LECs to adju t to
expanded toll usage and the NRF. This should also help reduce any
potentially excessive increases in basic rates during the

transition period. Accordingly, the schedule for the phase-down -~ -
period will be flexible. We nonetheless caution the parties:that -

we are not sympathetic to any flashcutting proposals, nor-do we:

welcome phase-out schodulos: longer than our five-year illustrative
example. Therefore, we will specify the five-year time limit with
specific dates for GTEC and the mid-sized LECs, respectively, in . -
this order. . ‘ LT I T e S I

Eindings of Fact IR

1. D.90-08-066, dated'August\27p”1990;'inﬁthiS'proceeding,
proposed:a number of “Findings of . .Fact” that. also»applymtolthls
interim order as follows: e e O

a. ~88.°  Further information about-the .. .7
availability of 10XXX dialing would better e
inform customers about their market o
options for all 10XXX ‘calling.”

b. ~89. The white pages are a substantial
.source of customer information regardlnq
thc;r telephone eervxce.f. ,

Based on the record in ‘this proceeding,- Flndxngs of Fact
88 and 89 0f D.90-08-066 are adopted: in this order.. .. : '

2. In establishing the initial rate structure fox any.
expansion of intralATA competition, .care must beﬂgivenrtov*~W'~~“
consideration of potential rate 1mpacts on. all classes of-:
customers. IR T SRR T

3. ‘The‘partiesrhave'rcquested‘that‘thewfoliowing‘issues be
resolved to facilitate the preparation:of IRD for. thxs.proceedmng-~ww
a. Continuation of Settlements NS CEORERE




T.87-11-033 et al. ALJT/GAA/tCg %ww

< -Statewide Average Toll Rates: . ~-¢ vooeniur

Stagewxdc Uni:ormity or Accems Chargog, el
o : - EE U

' Notzczng Methods of Information to”
Custonexrs on [NRF)] to -coincide.with the-
- IRD decision. e e e

4. The long-standing polmcy of the Commission. under ‘rate ofﬂaw
return regulation of the LEC’s:has been to maintain.uniform-toll
rates whenever possible, and pooling of toll revenues was the. key
to making that policy a reality. . . L RN PRIV PR S

. 5.. The pooling of toll revenues.and the cost of service - . .
bazizs of settlemont haz also been instrumental in.allowing the . .
higher cost rural LECs to maintain reasonable andaffordable basic .
service rates and at the same time modernize their facilities:and .
equipment. G e e

6. Modernization of xural LECs facilities allows the
telephone industry to quickly and.automatically“place: telephone
calls to all telephone subscribers in California. - . .. oo

7. Telephone uscrs ntatmwide ‘have been advantaged bocuuae
California’s highest cost LECsS are now modern;zed and equipped to
originate and terminate toll calls: readzly to and- from all parts of
the state. ‘ T o,

8. AT&T=-C, Pacific, and the smaller LECs Support the
continuation of current pooling and'settlementS‘arrdﬁéements for
those smaller LECs currently in the pool.- . R

9. The burden of continuing settlements. poollng for: the .
smaller LECs constitutes less than one percent of the 1990’ recorded
inter-company settlement revenues. : : SR o :

10. The 17 smaller LECS have no meedlate plans €O change
from rate of return regulation to the NRF. ‘

11. Pacific’s proposal would allow the.smaller-LECs to .
continue to- concur in Pacific’s intralATA -toll rates . and access ... -~
charges and except for GTE-WC, to continue in the-settlement

pooling process.
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12. It is not necessary to eliminate pooling for: the smallexr .

LECs in oxder to allow introduction .of intralATA .competition,. .
and/oxr NRF regulation for the larger LECs.’ S

13. IntralATA competition with..the promise of lower toll -
rates will cause a substantial reduction in the level of pool
settlement revenues flowing from Pacific Bell to’the smaller. LECs. .

"14. The drop in settlement revenues in combination with the. .
means test provisions, now part of the CHCF, will also encourage
‘the smaller LECs to become more productive and efficient and
thereby meet cerxtain of DRA‘s stated goals. o .

15. Prior to the commencement of the NRF in 1990,. GTEC and .
Pacific entered into an agreement under which GTEC would. withdraw -
from the intralATA MTS and toll private line settlement pools.: In .
exchange for GTEC”s withdrawal from the pools, Pacific, asthe pool
administrator, agreed on behalf of the pool members to pay GTEC the -
sum of $195.3 million as a transition payment. The payment ‘
represents the amount that GTEC was .entitled to:draw from the pools
in 1989 to cover its costs of providing MTS and toll private line
services in excess of its direct billings to its end user
customers. R T A

16.  GTEC and Pacific both agreed that the transition payment
would be phased out over a number of years. :

17. In D.89-12-048, we specifically took.the transition
payment: of $195.3 million from Pacific into consideration.in'
establishing GTEC’s start-up revenue requirement. We. subsequently
advised the companies in D.90-08-066 that no change in the::
transition payment amount should occur thhout the approval of. the
Commission. - S S Sl

18. A gradual phase out of the transition payment from
Pacific to GTEC is appropriate.. . " & = U - I T

19. DRA‘’s proposal to require GTEC to recover: the entire -
amount of the transition payment on a flash-cut basis through .-

R - N .
LI T N -
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increases in its end-user rates would likely result in rate shock
and could endanger universal serviece. .. . - - - Tomesae

20. Xt is recasonable to-obtain.the overall transxt;on payment_~
to GTEC from a combination of available sources... These .sources .
would include partial phased payments from Pacific which are ,
obtained from the settlement pool, increases in below-cost and -
end-user rates, and a modest statewide -surcharge -on intrastate toll
and toll ecuivalent services of all LECs and IECs. - ) -

21. The combination of sources to obtain GTEC’s transxt;on -
payment will allow Pacific to reduce its payment by about 50% from. . -
the current level for 1992, and a 25% reduction of the remainder in
each of the years 1993, 1994, and 1995, dropp;ng To.a zero payment. .. .
for 1996. . : : : - : C e U .

22. GTEC’s extornal-tunding trom intra&tate tollfandgtollpfﬂw‘w
equivalent services would also be phased out over an-appropriate . .
period of time after the IRD decision is issued. AT&T-C and GTEC
believe a five-year phase=-out period would be reasonable. :

23. The transitional funding mechanism is not a necessary .
part of the CHCF since the surcharge is for a limited peried, and
because the rules applicable to the smaller utilities participating .
in CHCF are not appropriate for GTEC which is now governed-by the
NRF adopted in D.89-10-031. - s e y

24.  Pacific has indicated its wlllzngness to serve as the
adninistrator of the transitional surcharge funding mechanism. -

25. The three mid-sized LECs. (Citizens, Roseville, and . .
Contel) have - each agreed to exit the- settlement pool.. -

26. The three mid-sized LECs have all recommended _
comprehensive, but somewhat different, five-point plans to~ex1t
from the settlement pool. However, only Citizens and Contel have
included participation in NRF by January 1, 1994, as part . of-their.
respective five=-point plans. . . S e AT

27.  We have determined that it is reasonable to allow . o
Citizens and Contel and require Roseville to exit the settlements
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pool on a phase-out basis, consistent with the plan:being advanced: "
for GTEC, beginning not later’ than January 1, 1994. ISR
28. The mid-sized LECs have recquested reasonable flexibility
in reaching an agreement with Pacific on terms for phase-out from™
the settlement pool. While we generally c¢oncur, we will set
timetables for the phase out, or transition period, and establish
the rate of phase-down in the IRD. :
29. Staggering the mid-sized LECs’ phase-down to begin one-
- year following GTEC’s, thus yielding a’ full equivalent.to. .. - ,
settlement payment by Pacific for 1992 then reductions beg&nn;nq in
1993 and dropping to a zero payment by 1997 is reasonable. :
30. It is roasonable to require Roseville to accept NRF .
regulation on or before January 1, 1994, consistent with Citizens’ .
and Contel’s proposed plans if it wishes to partzcmpate-xn a
similar phase-down transition period. R
31. The three mid-sized LECs have agreed to continue .
concurring in Pacific’s toll rates and access charges. during
calendar years 1992 and 1993, as part of any adopted. IRD.. \
32. Any shortfall of revenues experienced by the mid-sized.
LECs would be made up by rate increases to basic rates and 'the..
surcharge to all intrastate toll and toll-like services. aS"proposed‘
for GTEC when they elect to participate in NRF. T e
33. The illustrative increases .of $1 per month on ULTS, $2 on
one~party residence service, and $3 on one-party business.service,
as well as the 1% to 2% surcharge on all intrastate toll and -
toll-like services, need further study and modification' as..
necessary in the IRD phase of this proceeding. : D ,
34. It has been the long-standing practice-of this Commission -
to establish and maintain uniform statewide toll rates wherever. it
is practical to do so.. ‘ o ' T
. 35. With the advent of compet;tmon in intexlLATA toll sexrvice, ..
after the breakup of the Bell Systenm, numerous IECs were - .. \
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certificated to provide interlATA service-in California- and*each- R
established its own distinct toll rate schedulew | - . qoiwwme 0007
36. As.competition within the interLATA market- increased,.
interlATA toll rates became nore competitive. L. me

37. Although interLATA toll rates vary among. IECs, the
Commission requires that they be uniform within each IEC’s: sexvice
area. ; : YA S
38. Today, while a policy of uniform—intraLAIA:toll¢rate5g;

exists, end users actually pay varying prices due to the existence

of LEC-specific surcharges and: surcredits applicable to toll and. - -
access services. . B R , e

39. The assurance of a specific toll rate cemllng and’ toll
rate uniformity within each LEC protects consumers against:
excessively deaveraged rates and maintains necessary universal
service to individual high-cost routes. PR :

40. Initially, most of the LECs otherx. than GTEC- plan to

designate Pacific as their toll carrier. -under a DCP and as such ;o

will, until they become part of NRF,;concur.ih,Paciric'Smtoll-rate; o
schedule. L . PR ST )

41. There is no economically sound -reason to adopt a .
different intralATA MIS structure under NRF. than exists  for
interLATA toll. - e Lnour e e

- 42. Under an ORP, the LEC would. establlsh its own toll rate

tariff schedule: den;gncd to recover. approprxato accass. oxpenses .and. -
other costs of service.: T R A D

43. As individual LECs. opt to participate in the-NRr, they
may then require the freedom to.operate under an ORFP to -recover . . ;. -
theixr costs of serxrvice.. A T Sl B

44. At the commencement of IRD, only Pacific and.GTEc wlll be

undexr NRF regulation. GTEC under its ORP will be.establishing: 1ts‘~'

own. competitive toll rate structure..::All other LECs. will initially
concur in Pacific’s toll rate schedules, the mid-sized LECs under
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transition- agreements with Pacxflc ‘Bell, and-the smaller LECs under

settlementS. . . t cor ) o h‘lj ' o PR "'."- )\P .“ LT eammen e

45.. Pre-subscription is.not-contemplated at-the:routset.of:
IRD; therefore, Pacific, GTEC, and .all other California LECS-Will
likely remain the dominant carriers:of intralATA MIS in their .-
service areas, at least until pre-subscription is available. ,

46. Supporting cost data will :be needed to:assure-that:the .. .
LECs’ rates for MTS. services are set consistent with their:cost-and-
market factors. S T P PO

47. There is a need to take further evidence  in-the- IRD
hearings before moving MTS to a Category II service undex: the- NRF.-

48. Today, the small and mid-sized California LECs,: other
than GTE West Coast Incorporated’ (GTE-WC), which has its.own access
rates, all concur in Pacific’s intxralATA toll rates and interLATA.
access charges, and until these utilities: eithor choose to-or .axe
directed to change their regulatory posture to NRF, they will
likely continue to concur in Pacific’s intralATA toll: rates.-

49. It is reasonable to assume that all LECs, other than -
GTE-WC, which are not under the NRF today will continue to concur
in Pacific’s intrallATA toll rates and Pacific’s access. charges
until they choose to participate in NRF which for Contel and
Citizens will be not later than January 1, 1994. | .

50. GTEC has accepted the NRF, and currently has its own
specific access rates and charges. S S

51. Most of the partzes to thxs proceedlng support LEC-
specific access rates and charges, when the LECs accept the
requlatory flexlbxllty of the NRF.

52. AT&T-C argues for unztormity or LntraLAmA accesv rates
and charges, although it is clear that AT&T (1ts parent) ‘does not
. enjoy that treatment for lntrastate access charges, among the 50 e
'states, nor does AT&T-C enjoy that treatment as between Paclflc and :f
GTEC for interLATA access in. Ca;zrornza, |
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.53. ' The authorization of LEC-specific access:.rateszand~c, .- ... =
charges will give the LECs the flexibility to recover some.of their -

costs of operation from the. IECs'~ccmpetitivegtoll-servicesgto;help
keep basic rates affordable undexr NRF.:. =~ - o0 wnan

54. LEC specific intralATA access rates. and charges.-will:-
liXely ke authorized to GTEC and GTE-WC: at the outset. of IRD and- -
later to Citizens, Contel, and Roseville when: they-exit the’
sottlement pools and entexr a DCP, or an ORP, or file their next
general rate proceeding and elect to enter the NRF. EERN

55. . Many of the 17 smaller LECs are likely. tovcontlnue to
concur- in Pacific’s toll and access:rates and,remalnﬁunder:rate(ofv.
return regulation.indefinitely. . - . - . . St aat

56. When the effect.of falling toll rates. results in: lower o
settlements revenues to the 17 smaller. LECs, it is expected that at '
least some of them will opt for. the NRF and-the freedonm torset:.
company specific access charges and rates in. keeping with: theixr
costs of operation. T O T I T T

57. DRA proposed a four-element customer. intormation program

consisting of: " S R
. 1. Public Partlclpatzon Hearings. (PPHs)

SR e e

2. Bill Inserts’
3. White Pages Dlrectory Informatlon, and _J'
4. Customer Outreach. LT ET Ve T T

58. There 1s a general’ consensus among the LECs ‘that’a
four-element customer information program as recommended by'DRA
would be effective to inform customers about emergmng competxtlcn
for intralATA toll services and IRD. ‘ o

59. The parties agree that the CommlsSLon s Public Advisor inm:

cooperatlon Wlth personnel in the Commission’s’ reglonal ‘offices’ canf“'

best determine where and how many PPHs should be hcld to assure v
reasonably adequate coverage throughout the state. = ~ % o wiT
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60. -Pacific’s suggestion that dates .certain -be ‘established

for the PPHs is reasonable. = . .. .t o TR TR I S SO IR

.61. The parties believe that the PPHs would -be .most ..
informative to the public if held after the conclusion:of .-
evidentiary hearings. - o CL D Con e

62. The need to fix dates-certain. for the PPHs may: cause them
to occur during the evidentiary hearings if such hearings are not @ .
yet concluded by those fixed dates. T Nt B

63. . The parties agree that bill inserts are . necessary to<¢

advise customexs and the general public of.the nature. and . extent of . -

NRF, the dates and locations of evidentiary hearings and PPHs, the
date of commencement of intralATA competition, how to reach:
competitors of LECs and how to access their available: services.

64. All LECs support the use of up to three bill inserts to
inform customers of pending.hearings and the implementation date of
intralATA competition when and if the latter occurs. . The LECs
would absorb the costs associated with these three bill -inserts as
part of their regular on-going expenses. . Co v

65. Pacific and the majority of tho other parties. supported
the use of a fourth bill insert, -to better inform customers about ..
competing IECs who will also provide intralATA message .tollk - ..
service, and how to access them, if and when the LATA is opened to
competition. ‘ S 2 e

66. It is reasonable to recquire the LECs to employ four blll
inserts to inform their customers of the pending IRD hearings and -
PPHs and to further inform them of the emerging-dates for intralATA
competition, as well as how to communicate with competitors and
access their services. : e o T .

67. . The modest costs of a fourth bill insert- would also be
borne by the LECs through the. transitional revenue sourcesvlntended
to support the first year of operation of .the LECs undexr  intralATA " .
competition. .. - ' L e R R TP 0
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68. Bill inserts and:white pages information:will be more:
effective if notations are included, in appropriate foreign .
langquages, directing non~English speak;ng customers to-additional
information sources. R S R R U

69. Comprehensive information about the availability of’
alternative carriers, services, and -instructions on 10XXX d;al;ng
will better inform customers about their market options for:all.
10XXX calling. S APLRIT

70. The LEC directory white pages are 2 substantzal souxce of
customer information regarding their telephone service. . .- - .

71. LEC directory white. page information sections with lists

of IEC carrier codes and telephone information numbers: for.each IEC.
would be used by and useful to LEC customers seeking competitive s

providers of intralATA toll services. : :
72. LECs would maintain a more level playing fleld at. the
outset of intralATA competition if they are required to list =

alternative intralATA carriers in the information or customer guide. -

portions of the preface to their white pages directory listings.
73. It is reasonable to allow the LECS to file:tariffs to
recover the cost of listing IEC information in the white pages-of
their directories. L : ‘ S o -
74.  White pages listings.of IECs.included on-a random.
selection basis, rather than alphabetzcal following the LECs own™
information would help reduce any view of preferential bias toward
any listing. . ' R T S P R OREPLS R T S St
'75. . Since LECs provide comparative example rates-for:their
intralATA toll services, it is reasonable to require-the LECs:to -

include a comparative table with those same rate distances-and ..: uo

example rates shown for IECs who desire to have that information

displayed in the. LECs’ directory and would-pay the'LECs’ rates: and-f“

charges for inclusion of that information. N L
76. TURN’s recommendation for PSAs and customer outreach

including printed materials in foreign languages, where there is a
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significant population and demand for such information.in-a
particular foreign language, is reasonable. ., VR E es .

77. While there is a need for punlic outreach, we:see no. need
to conduct costly market research, or:validation of. information on
penetration. keyed to percentages of the population at this time.

78. Except for white pages directory listings of IEC access.
anéd other directory information regarding the XECs,. for which the
LECs are entitled to file tariffs to obtain cost recovery,.all -
other proposed customer information: and outreach relative to -
intralATA competition may be borne:by the LECs. as- requla: ‘business
expenses. _ : - L e

©79.. The toll sattlements pooleorunon-NRFvLECS andche;
statewide toll operations surcharge for NRF. LECs will -help assist:
the LECs in meeting expenses including the cost of providing::
information to their customers during the transition-period into
intralATA competition. : ‘ oL S ;

80.. There.is no need to. determzne whether ;ntraLAIA toll :
should be treated as a Category I.or Category II service:in. th;s .
order. . . Lo ' ERURIVARITR, :

1. 'The.policy determinations. set forth in this:order, .on the

four pending. issues before us, should facilitate the preparation of. -

IRD to allow the Commission to consider the propriety of .. .- -
authorizing intraldTA competition on a_ timely basis. L :

2. The 17 smaller LECs, with the: exception of Wlnterhaven,
should be permitted to continue toll pooling and settlements with
Pacific until they choose to file applications: to participate. in
the NRF, or untii we complete the full transition of the-mid-sized . .
LECs to NRF. At that time the Commission may want to investigate.
any potential benefits of eliminating toll settlements-for:the-
smallex. LECs.. SRR : -
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3. The smaller LECS should:be.permitted to.concur. in: v’ |
Pacific’s toll rates and access-charges as- part-of IRD for ~u:.:o .o .o
intralATA competition. T P R oL

4. The 17 smaller LECs should not be- requ;red to: change Lrom:
rate of return regulation tovNRF.atﬂthls»tlme, or.in: the:near:: -
future. : ' ‘ : Dot e e ‘

5. ‘Maintaining the existing- regulatory posture ‘of -the 17 .

smaller LECs for the next three to.five years.should. facilitate- and?;

grecatly simplify the preparation.of IRD: for - consxderatzon of -
intralATA MTS competition by the Commission. . Como, S

6. The 17 smaller LECs should be expected to make similar-
changes to their basic exchange rates, as are adopted-for Pacific,
to compensate them at least in-part, for anticipated-reductions in "
toll settlement revenues that are.likely to result from the:
emcrgence of intralATA competition in IRD. S ae,

7. The transition payment from Pacific to GIEC: should be
phased-out over a reasonable period of time as part of. .IRD; rather
than terminated at the outset.of IRD. C - T '

8. Revenues lost by GTEC ac the result of the phase-out or
Pacific’s transition payment should be recovered first, from . = = "
increases in GTEC’s rates for below-cost basic sexvices, and then
through a modest surcharge on all. intrastate message toll and:toll
equivalent services. S e e e
) 9. GTEC’s external funding from intrastate message toll. and" .
toll equivalent services should also be phased-out:over a.
reasonable period of time. o T A O LR S

10. The exact amount of the surcharge for GTEC’s extermal . .
funding and the: appropriate phase-out period should be,determzned o
as part of IRD. T CoooTl g O S SRR NI
11. The three mid-sized LECs (Citizens, Rosevulle, and: ‘

Contel) have agreed to exit the settlement pool in the near future - :
as part of IRD, and they should be allowed to do so ¢n a phase=-out
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basis consistent with that being advanced for GTEC; but beg;nn;ng
not later than January 1, 1994.7 -7« ol 2l UL DRy oy
12. The phase=-out period from the toll settlements. pool'and

entry into the NRF should be established in IRD in this. proceeding.. .

13. As a practical matter, if any one of the mid-~sized LECs
fails to file a general rate proceeding for a 1993 test. period, a
phase-down of its transition payment,. in lieu of toll settlements,
from Pacific should begin for calendar year 199%.. =~ ... .~ . -

14. The three mid-sized LECs  should elect to.participate in ... : .
the NRF beginning no latex than January L, 1994 if they desxre the -
benefits outlined herein. S WAL e Ll

15. The three mid-sized LECs should . be allowed reasonable-

flexibility to negotiate the terms of their respective transitions: : =
from toll settlements to fixed phase-down payments from: Pacific..
The phase-=down should begin January 1, 1993 and terminate mo 1aterxr«
than January 1, 1997. e Lo T el

16. The transitional payments. from Pacific ‘should ‘help -

provide a smooth transition for exiting the settlements pool to an

access charge structure under the DCP, .or ORP, for LECs which elect
to participate in the NRF. W S e R ¢ S At S S F e S
17. The three mid-sized LECs .should be .authorized- tovadjust
below=-cost basic exchange rates upward during IRD,..consistent with
rate changes that are adopted for ‘Pacific, to compensate them, at .

lcast in part, for anticipated reductions in transitional payments. -

18. Any further shortfall of revenues expexienced by the -
mid-sized LECs should be recovered from the temporary statewide

surcharge to all intrastate toll and toll - equivalent services to-be-..

developed in IRD for LECs electing.to participate ini the NRF.

19. “EAS compensation to the mid-sized LECs .will mot be -
subject to-the transitional phase-down. ' Pacifi