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INTERIM OPINION MODIFYING DECISIOR 89-10-031

GTE California Incorporated’s Request
Oon July 31, 1992, GTE California Incorporated (GTEC)

filed a petition to modify Decision (D.) 89-10-031, dated

October 12, 1989. GTEC requésts that rather than changing its

tariffed rates as required by D.89-10-031, it be permitted to
implement its 1993 price cap indéx rateé ad]ustment by changing its

billing surcharges/surcredits.
In support of its petition, GTEC points out that theé

Commission granted similar modifications of D.83-10-031 for both

calendar years 1991 and 1992, by D.90-09-084 dateéd September 25,

1996 and D.91-09-072 datéd September 25, 1991, respectively.
GTEC also argues thatt

*The Commission is curréntly consxderlng GTEC'’s
and Pacific‘'s rateée deésign proposals in the :
Implementation Rate Deésign (IRD) portion of
Phase III of I.87-11-033. Ad]ustment of
éxisting tariff rates would thus impact the
Commission’s IRD decision which is expected to
be issued in early 1993. 1It would be
unreasonable to adjust GTEC’'s tariffed rates as
of January 1, 1993, based on its October 1992
priceé cap index filing, sincé many of those
same rates would have to be increased only a
few months later based on the company’s new
rate design adopted in IRD. Two major rate
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»changes in such rapid succession would
undoubtedly genératé both customer confusion as
well as irritation with both GTEC and the '

Comm1ss1on.

Pacific Bell's Companion Réequest

on July 31, 1992, pPacific Bell (Pacific) also filed a
petition to modify D.89-10-031 to permit it to again use the
surcharges/surcredits method to implement its 1993 price cap
adjustments, as it was permitted to do for calendar years 1990 and
1991 by D.90-09-084 and D.91-09-072, respectively (supra), which
modified D.89-10-031 ((1989) 33 CPUC2d 43, 234 (Ordering Paragraph
(0.P.) 14)).

Pacific assexts that:

*...ratepayérs would be less confuséd and
irritated by these changés if the 1993 price
cap index changés were impléméented by adjusting
Pacific'’s bill1ng surcharges/surcredits rather
than by changing individual tariff ratés.®

Also?

*The burden of adjusting and reviewing
individual tariff rates to reflect changes as a
result of the price cap indéxing mechanism for
1993 is particularly unreasonable in light of
the changes in tariff rates that wlll result
followxng thé Commission’s decision in IRD.
Pacific believes that these burdens are
especially inappropriate in a situation where
customer confusion or frustration may occur.”

Pacific also réquests the deletion of the O.P. 14a
Subséction a. provisions {added by D.91-09-072] relative to the
*...proposed adjustments to ratés which reflect the intraLATA SPF-
to-SLU settlements effects and interLATA SPF-to-SLU revenue shifts®
since these adjustments were completed in 1992.1

1 SPF (Subscriber Plant Factor) to SLU (Subscriber Line Usage)
transition is discussed infra at page 4.
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protest of AT&T Communications of California to
Pacific's Petition to Modify D.89-10-031 and its
Recommended Alternative Petition to Modify D.89-10-031

On August 13, 1992, AT&T Communications of CaiifOrﬁia
(AT&T-C) filed a protest to Pacific’s petition stating that it
*...is not opposed to allowing Pacific the ability to implément its
1993 price cap adjustments through surcharges and- surcredits, (but
AT&T-C) is opposed to the deletion suggested by Pacific for
‘Ordering Paragraph 14a (Subsection a.} of D.89-10-031 (added by
D.91-09-072]) regarding SPF-to-SLU revenue adjustments.”

AT&T-C argueées thatt

*.«.(T)he Commission should not believe, as
Pacific would have it, that this is a minor
change to D.89-10-031 nor should it believe
Pacific's claim that no further SPF-to-SLU
revenue adjustments are warranted. Indeed, as

- discussed below in AT&T’s Petition to Modify
D.89-10-031, the adoption of Pacific’s
modification would represent a major departure
from Comnission policy regarding local exchange
carrier (‘LEC') recovery of nontraffic
sensitive ('NTS') costs. Therefore, AT&T
respectfully requests that the Commission deny
Pacific’s proposal to modify Ordering Paragraph
14a of Decision 89-10-031 concérning the
elinination of the SPF-to-SLU revenue
adjustments.*

AT&T-C then presented its recommended petition to modify

D.89-10-031:
*Specifically, [AT&T-C] requests that the
Comnission modify D.89-10-031 to recognize a
1993 SLU revenue adjustment until new LEC
access rates are impleménted at the conclusion
of the implementation rate design (‘IRD’) phase
of 1.87-11-033. ([AT&T-C) requests this ,
modification to D.89-10-031 to ensure that the
Commission’s policy, enumérated in D.85-06-115,
establishing LEC access rates based upon the
SLU allocator is maintained. Without this
modification, LEC carrier common line ('CCL’)
switched access rates will not be revised on
January 1, 1993, and, if this occurs, LECs will
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ovérrecover their NTS cbsts to the detriment 6f
all california ratepayers." .

In its argument for its proposed retention and ‘
continuation of the SPF-to-SLU adjustment, AT&T-C provided the
following historical background information for the adjustment:

*In Decision 85-06-115 the Commission oxdered a
gradual and uniform reduction of the
disproportionate assignment of NTS costs to
access services (D.85-06-115, O.P. 5., ‘
p. (249]). The initial reduction of NTS cost
in access services was to be accomplished by
transitioning from a ’subscriber plant factor'’
(*SPF') allocator to a ’'subscriber line usage
('SLU’) allocator over a period of seven
years -- 1986 through 1992. In transitioning
from the SPF to the SLU allocator, LECs were
required to file for annual reductions to their

CCL access rate elements.

*In ordering the transition from a SPF-based to
a SLU-based allocator for purposes of _
recovering NTS costs, the Commission recégnized
the resulting harmful long-term éeffects if -
uneconomic costs were permanently included in
access rates. Specifically, the Commission
acknowledged that the recovery of a large
. amount of NTS costs through acceéss services

purchaséd by interexchange carriers (’IXCs’)
would encourage IXCs and large business
customers to bypass LEC facilities in order to
avoid artificially high switched access
chargés. Theé result would be higher charges
for the remaining users of the LEC network. It
was exactly this négative result that the
Commission sought to avoid by implemeéenting the
transition to the SLU allocator (D.85-06-115,
p. {(161]))."

Protest of the California Bankers Clearing

House Association and the County of Los Angeles

to Pacific’s and GTEC'’s Petitions

On August 28, 1992, The California Bankers Cléafinghousé
'Association and the County of Los Angeles (CBCHA/County) filed a
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protest to the petitions of pacific and GTEC. 1In thelir protest

CBCHA/County state that:
*Although CBCHA/County have not objected before
fwith similar requests over the past two yéars,
all of which have beéén granted) they must doé so
now because of the incompleteness of the two
LEC positions.

*Ordinarily the petitions of Pacific and GTEC
would bé non-controversial, as they have beeén
in the past. Unfortunately, the petitions
arise this year under an unusual circumstance:
the price caps index that the LECs have used in
the past, and which they propose to use in
their filings this year, is no longér valid.

A key component, the ’'x' factor adopted to
measure LEC productivity, was only approved for
1990, 1991, and 1992. (See D.89-10-031,

p. 229; Ordering Paragraph 9.) Since the
upcoming price caps filing is for 1993, the
LECs do not have any Commission-approved _
productivity factor to be used in a price caps
filing for which they wish to use the
surcharge/surcredit mechanism. In esseénce,
their pétitions are incompleéte bécause they
chose to ignoré the productivity factor issue.”

CBCHA/County also argue that other parties have protésted
the LECs’ Applications (A.) 92-05-002 (GTEC) and 92-05-004
(Pacific) for review of the New Regulatory Framework (NRF) method
of regulation with respect to the productivity factor currently
being used (4.5%). CBCHA/County contend that this issue will
surely be addresséd in the NRF review and it is likely that the
Ccommisgion will adopt a highér productivity factor, probably in
early 1993.

CBCHA/County argue that:

. *There would be a large financial windfall to
the LECs if they were allowed to make 1993
pricée caps filings using the old productivity
factor of 4.5% and the factor should in fact
have been higher.*
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MCI Telecommunications Corpdration's Support
of AT&T—C'S Protest, AT&T-C's Alternative Petition

for Modification of P.89-10-031, and CBCHA/County's
Protest of the Céontinuing Use of the 4.5%
Productivity Factoxr

On August 31, 1992, MCI Telecommunications Corporation
(HCI) late-filed its response to Pacific’s and GTEC's petltions.

In its response, MCI supportéd AT&T-C's opposition to
Pacific’s proposed deletion of O.P. 14a, Subsection a. which wquid
eliminate the requirement for any further adjustments to rates for
SPFP-t0o-SLU effects. Accordingly, MCI also supported AT&T-C's
recomnénded petition to continué the adjustment for future SPF-to-
SLU effects. MCI argues thatt “Elimination of this mechanism will
énd the benefits available to consumers.”

As to CBCHAfCounty's protest of the use of the 4. 5%
productivity factor, MCI believés that CBCHA/County’s proposal
reasonable and a higher productivity factor should be used for
pending October 1, 1992 price cap filings of GTEC and Pacific;
the Commission concludés in the 1992 RRF review that a higher
factor is warranted. Specifically:

“MCI believes CBCHA’s proposal is consistent
with thée Commission’s inteat in adopting the
new regulatory format in California, to create
incentives for more efficient local exchange
operations and, most 1mportant1y, assure that
the fruits of thosé efficiencies benefit
consumers in California.=

Response of Pacific to the Protests of
ATST-C and CBCHA/County

On August 28, 1992, Pacific responded to the protests of
AT&T-C and CBCHA/County stating that it had received no proteésts to
the use of surcharges/surcredits to implement its 1993 price cap
adjustments, but did réceive protests of AT&T-C and CBCHA/County
raising additional issues. Pacific arques that these protests and
AT&T-C’s petition should be denied.
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Pacific asserts that AT&T-C improperly criticizeés
Pacific's proposed delétion of the SPF-to-SLU language from
0.P. l4a of D.89-10-031 regarding the SPF-to-SLU revenue
adjustments, which Pacific contends is "entirely appropriate and
consistent with prior Commission orders® (D.85-06-115 at O.P. 5,
(1985) 18 CcPuUC2d 113, 249).

Pacific further claims thatt

*This language (D.8%-10-031 O.P. 14a Subsection

a. :evised_gu;suant to D.91-09-072 O.P. 1.a.)

is not applicable to a 1993 price cap advice

letter filing bécausée the SPF-to-SLU transition

was completed in 1992, in accordance with

Commission requirements.*

Pacific also argues that AT&T-C’s proposed alternative
pétition is inconsisteéent with the NRF decision which created *...a
strong set of incentives for Pacific to manage its operations in
the most efficient manner.® Pacific corntends that AT&T-C's
proposal asks the Commission to make a substantial exception to the
opération of NRF, "... and return to a traditional revenue
requirement-based mechanism to determine CCL rates.® ’

Regarding CBCHA/County'’s request for the use of a higher
productivity factor than 4.5%, Pacific asserts that the Commission
has not yet acted on Pacific’s A.92-05-004 filing of May 1, 1992,
requesting a review of the NRF, and thus has not adopted a
productivity factor for use in future price cap filings.
Accordingly, Pacific challenges CBCHA/County’'s request that any new
productivity factor adoptéd neéxt year be applied as if the new
productivity factor had been in place on October 1, 1992, as
constituting a retroactive application. This should be denied
since it would otherwise create an unknown productivity target
inconsistent with NRF, according to Pacific.

Pacific also citeés D.89-10-031, (1989) 33 CPUC2d 43 at
158 and it asserts that "(T}he Commission detexrmined that the
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productivity factor used in the price c¢ap indexing mechanism should
be a predetermined 'target'....*
CGTEC's_Résponse to CBCHA/County's Protest

On September 1, 1992 GTEC résponded to CBCHA/County'’s
protest of thé continued use of a 4.5% productivity factor for GTEC
in 1993. GTEC argues that CBCHA/County’s proposition *...smacks of
cost-of-service regulation and would remove the incentives
established by D.8%-10-031 by introducing substantial uncertainty
in the price cap formula.*

GTEC urges rejection of CBCHA/County’s recommendation;
but prior to doing so, acknowledges that its productivity factor is
at issue in A.92-05-002, currently pénding béfore this Commission.
Accordingly GTEC agrees thatt

“If any other ’x’' factor is, in fact, adopted as

part of the 1992 Revieéew, that productivity

adjustment should then be utilized )

prospectively (presumably beginning with the

first price cap filing after the issuance of

the final 1992 Review decision).®

pivision of Ratepayer Advocates Support of
GTEC’s_and Pacific’s Petitions

On September 2, 1992, the Division of Ratépayer Advocates
(DRA) filed its response to the petitions, supporting the use of
the surcharge/surcredit method for implementing the 1993 price cap
adjustments of GTEC and Pacific.

DRA also responded to the CBCHA/County‘s recommendation
for consideration of a higher productivity factor than 4.5% for
GTEC and Pacific. DRA states that:

“(It] bélieves that the éxisting 4.5%
productivity factor should be used with the
(January 1,) 1993 price cap filing, subject to
prospective adjustments from the effective date
of the 1992 NRF review decision(s]."
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Discussion

We concur with GTEC and Pacific that application of the
price indexing mechanism should continue on a surcharge/surcredit
basis for the two utilities' October 1, 1992 filings to become
effective January 1, 1993, both for administrative ease and to
reduce customer confusion. We granted a similar modification of
D.89-10-031 for the 1991 and 1992 pricé cap filings of the two
utilities for similar reasons by D.90-09-084 dated September 25,
1990, and D.91-09-072 dated September 25, 1991, respectively.
Furthermore, the protests received on these peéetitions addressed
issues other than the use of surcharges/surcredits to implement the
upcoming revenue adjustment envisioned by D.89-10-031.

We disagree with AT&T-C's and XCI's proposed continuation
of the SPP-to-SLU settlements effects for the 1993 pricée cap advice
letter filing because the SPF-to-SLU transition was required for
only six annual steps starting in 1986 and then for 1988 through
1992. There is no réasonable way to interpret the language of
0.P. 5. of D.85-06-115, (1985) 18 CPUC2d 113, at 249, to require
further step adjustment for calendar year 1993. Accordingly, we
will deny AT&T-C’s récommended modification of D.89-10-031.
Nonetheless, the issues surrounding appropriate levels of access
and carrier Common Line Charges (CCLC) aré pending issues in the
Implementation Rate Design (IRD) phase of this investigation
(1.87-11-033) and, therefore, will likely warrant our consideration
in future decisions in this proceeding.

Lastly, we agree that the productivity factor to be
applied to future price cap filings is a pending issue in
A.92-05-002 (GTEC) and A.92-05-004 (Pacific). However, these
proceedings have not yet progressed beyond the discovéry phasé and
it is not likely that a final décision will be reached in these
proceedings prior to the first quarter of 1993.

Accordingly, while we may be able to cénsider new levels
of future productivity for GTEC in A.92-05-002 and for Pacific in
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A.92-05-004, any attempt to do so herein would likely be regarded
as inconsistent with D.89-106-031. It would also be speculative 6n
our part to do so at this time prior to the development of an
evidentiary record. Therefore, we will continue to use the 4.5%
productivity factor for GTEC's and Pacific’s 1993 price cap advice
letter filings to be made on or before October 1, 1992.

We will do so without prejudice to any party raising
thése issues at hearings in A.92-05-002 and A.92-05-004 and we will
consider the evidentiary record developed in thosé proceedings in
reaching our decision regarding the appropriate productivity
factors for GTEC and Pacific to apply to their respective
operations after the effective date of the decisions in A.92-05-002
and A.92-05-004. :

We recognize CBCHA/County's concern that we not
unnecessarily extend the curreant productivity factor beyond its
previously effective schedule. However, we need an evidéntiary
record to determine whether it is reasonable to apply a different
productivity factor in the future. 1In the absence of an
evidentiary record, we choose to extend the currently adopted
productivity factor, but only as long as necessary to révisit this
issue in A.92-05-002 and A.92-05-004. )

In the evént that an annual productivity factor other
than the current 4.5% level is adopted for GTEC andf/or Pacific in
the above-captioned procéedings, we will apply that new
productivity factor to all applicable utility operations as soon
after the effective date of the order(s) as is practicable, ratherx
than await the next annual price cap filing effective date of -
January 1, 1994.

Having stated our concurrence that GTEC’s and Pacific’s
respective 1992 price cap changes should be applied by way of
adjustments to their respective billing surcharge/surcredit
mechanisms, our denial of AT&T-C's petition to modify D.89-10-031
to require another (7th step) adjustment for the already completed
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SPF-to-SLU transition and our deferral of any considéeration of the
proper level of future productivity to be required of GTEC and
Pacific to the evidentiary record in A.92-05-002 and A.92-05-004,
respectively, we need not address the remaining comments and
positions of the parties,
Findings of Fact

1. In D.89-10-031, the Commission directed GTEC and Pacific
to file advice letters no later than October 1 of each year,
beginning in 1990, to update rates for Category I (basic monopoly)
services and nonflexibly priced Category II (partially competitive)
services and rate ceilings and floors for flexibly pricéd sérvices
according to the price indexing mechanism adopted in that decision,
with new rates, ceilings, and floors to be effective the following

January 1.

2. In D.89-10-031, the Commission also required that startup
revenue adjustments be impleménted effective January 1, 1990 for
GTEC and Pacific through bill-and-keep surcharges/surcredits
applied to intrastate access, intraLATA toll, and local exchange
services to which surcharges and surcredits normally apply.

3. GTEC and Pacific have significant surcharges/surcredits
currently in effect.

4. It is anticipated that the revenue effect of
surcharges/surcredits will be incorporated into rates in the IRD
portion of this proceeding. _

5. Impleméntation of the January 1, 1993 price indexing
adjustments through adjustments to the surcharges/surcredit will
help reduce customér confusion and will be less costly to
administer, as compared to specific modifications to tariffed

rates.
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6. It is reasonablé to apply the pricé indexing méchanism
for 1993 on a uniform bill-and-keép surcharge/surcredit basis to
all tariffed sérvicés to which surcharges and surcrédits currently
apply, including fleéxibly priced services.

7. The implementation of the SPF-to-SLU transition in
allocation of non-traffic sensitive costs directed to take place,
through six annual steps in 1986 and 1988 through 1492, by O.P. 5.
of D.85-06-115 was completed on January 1, 1992. -

8. The historical treatment of access charges and allocation
thereof has been studied and implemented over a loager term than
one or two years as evidenced by D.85-06-115, 0.P. 5. referenced
above.

9. Thé treatment of access charges and appropriate rates and
charges for access to the local éxchange teélephoné companies local
networks, for the future, are pending issués for our consideration
in the IRD (Phase III1) of I1.87-11-033.

10. The appropriate productivity factors to be imposed on
GTEC and Pacific in the future, as part of NRF, are issues under
consideration, in A.92-05-002 and A.92-05-004, respectively.
Conclusions of Law _

1. D.89-10-031 should be modified to allow that theé price
indexing mechanism be applied for calendar year 1993 on a uniform
bill-and-keep surcharge/surcredit basis to all tariffed services to
which surcharges and surcredits normally apply, in order to reduce
customer confusion, and for administrative ease.

2. The appropriate levels of rates and charges for future
accéss to the local exchange teléphone companies’ local area
networks should be considered in the IRD (Phase III) of
1.87-11-033.

3. AT&T-C’'S petition to modify D.89-10-031 to include an
additional step of adjustmeént from SPF-to-SLU for the LECs access
services tariff, beyond the six steps required by D.85-06-~115,
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0.P. 5., should be denied without prejudice to consideration of its
position on access issués in the IRD (Phase III) of I1.87-11-033.

4, The proper productivity factors for the future operations
of GTEC and Pacific under the NRF should bé determined in

A.92-05-002 and A.92-05-004, respectively.

5. If an annual productiv;ty factor other than 4.5% is
adopted in one or both of the above proceedlngs, the new
productivity factor(s) should bé applied to GTEC's and/or Pacific's
utility operations as soon as practicable after the effective date
of the order(s) in those procéedings, wlthout awaiting the
beginning of 199%4.

6. In order to provide timely impléméntation of revénue
changes required by D.89-10-031, as modified by D.:90-09-084, and to
comply with the October 1, 1992 deadline of amended O.P. 14a of
D.89-10-031, this order should be made effective today.

INTERIM ORDER

IT IS ORDERED that:
1. Ordeéring Paragraph 14a added to Decision (D. ) 89-10-031

by D.90-09-084, dated September 25, 1990 is revised to read as

followst

"GTE California Incorporated (GTEC) and Pacific
Bell (Pacific) shall file advice letters in
accordance with General Order 96-A no later
than October 1, 1992 for Commission.
consideration and approval to apply the adopted
price cap méchanism through adjustments to
their surcharges/surcredits to be effective
January 1, 1993. 1In these advice leétters, GTEC

and Pacxflc shall:

"a. Propose revenue adjustments to apply
the adopted pricé cap indexing
mechanism for 1993.

Propose the adjustments requlred by
subparagraph (a). abové via a bill-and-
keep surcredit/surcharge based on
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recorded customer billings for the
first eight months of 19%2 annualized.
The bill-and-keep surcharge/surcredit
shall be applied to intrastate acceéss,
intraLATA toll and local exchange
services to which surcharges and
surcredits normally apply.

Use recorded intrastate ratemaking
demand, expenses, and revenues .
(excluding the effects of temporary
surcharges/surcredits) for the first
eight months of 1992 annualized to make
the revenue adjustments.

*Copies of the advice letters shall be served at
the time of filing on all parties currently
active in the Phase III (IRD) part of
Investigation (I.) 87-11-033 and on anyone
requesting such sérvice."

2. Ordering Paragraph 15 of D.89-10-031 previously modified
by D.91-09-072 is further modified to read as followst

*Beginning in 1993, GTEC and Pacific shall file
advice lettérs in accordance with General Order
96-A no later than October 1 of each year for
Commission considération and approval to update
rates for basic monopoly services and non-
flexibly priced Category II services and rate
caps and floors for flexibly priced services
according to the adopted price cap mechanism
with new rates, caps, and floors to be
effective the following January 1. In these
advice letters, GTEC and Pacific shall:

“a. Propose adjustments to Decémber 31
rates which refléct on a revenue-
neutral basis any rate rebalancing
authorized to be effective on January 1
of the coming year.

Propose further adjustments to the
rates described in (a) to apply the
adopted price cap indexing mechanism
for the coning year.

Base demand estimates used in any rate
rebalancing on recorded data for as
much of the year as possible, with




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

estimatés used for the remaining
months.

"Copies of the advice létters shall be served at
the time of filing on all parties then active
in 1.87-11-033 and on anyoné réquesting such

service."
3. GTEC’s and Pacific’s petitions to modify D.89-10-031 are
granted to the extént set forth in this order and in all other
respects are denied.
4. AT&T-Communications of California’s petition to modify
D.89-10-031 is denied.
5. GTEC and Pacific shall use a productivity factor of 4.5%
in their respective price cap filings due on October 1, 1992.
$. The ordering paragraphs and other requirements of
D.89-10-031 dated October 12, 1989, except as expressly modified
here, and by our prior decisions (D.89-12-048, D.90-04-031,
D.90-09-084, and D.91-03-072) continue to apply to GTEC and pacific
after the effective date of this order. Appendix A to this order
restates thé curreéntly applicable ordering paragraphs of
D.89-10-031 as modified by this order.
This order is effective today.
Dated September 16, 1992, at San Francisco, California.

DANIEL Wm. FESSLER
President

JOHN B. OHANIAN
PATRICIA M. ECKERT
NORMAN D. SHUMWAY
Commissioners

{ CERNIFY THATY THIS DECISION
WAS APPROVED BY THE' ABOVE
commnsswwsns TODAY ‘

I
//

L J LMAN Eiecutrve Dlrector

ks H
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' APPENDIX A
Page 1

[}

COMPLETE ORDFRING PARAGRAPHS OF D.89-10-031
AS MODIFIED BY D.89-12-048, D,90-04-031,
D.90-09-08%, D.91-09-072, and DB.92-09-081

1. Local calling aréas shall beée expanded as proposed by
Pacific Béll (Pacific) and residential Touch Tone charges shall be
eliminated for all local exchange carriers in California. 1In
metropolitan areéas, currént Zoné Usage Méasuremént (2UM) Zone 1
calling areas shall be expanded to include current Zone 2 calling
areas. For non-2UM aréas, 0-to-12 milé toll calling bands shall be
eliminatéd for directly dialed calls and Extéendéd Area Sérvice.
(EAS) charges shall be eliminatéd for those exchangés where
customers curréntly pay a flat rate EAS increment for O0-to-i2 mile
routes. Impleméntation of thesé changés shall be delayed until
statewide revenue impacts are determined in the supplemental rate
design proceeéding. .

2. As developéd in Section VII.A.5 of this decision, the
principlés of unbundling, nondiscriminatory access, imputation, and
"basing raté structurés of ménopoly utility services on underlying
cost structures areé adopted in principle. Local exchangeé carriers
shall impute thé tariffed rates and charges of any function deemed
to be a monopoly building block in the rates and charges for any
bundled tarifféd service which includés that monopoly function.
Pacific and GTE California Incorporated (GTEC) shall use tariffed
ratés and chargés for Basic Service Eléments (BSEs) or other
monopoly building blocks in allocating costs to below-the-line
services, and shall deémonstrate as part of any future request to
receive pricing flexibility or to provide additional enhanced
services or any new sérvicées which facé compétition that such
proposals comply with the principles adoptéd in this ordering
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Paragraph. These principles shall be applied to spéecial contracts

as well.,
3. All local exchangé carriérs are authorized to file

applications in eéxpedited application dockets to request rate
flexibility for Category II servicés, as provided in Section
VII.A.6 of this decision. Applications shall comply with Rules 2
through 8, 15, and 16 of theé Rules of Practicé and Proceduré and
shall includé proposed tariff schedulés. A local exchangé carriér
shall demonstrate that its application complies with the
unbundling, nondiscriminatory access, imputation, and rate
structure principlés adopted in Ordering Paragraph 2. Copies of
the applications shall bé sérved séparately at the time of filing
on thé Commission’s Advisory and Compliancé Division (CACD),
Division of Ratépayer Advocates (DRA), and Legal Dbivision, and
shall contain or have attacheéed cost support and workpapérs. Copiés
of the applications shall also be sérved at the timé of filing on
all barties in I.87-11-033 and on anyoneé requesting such sérvice.
Local éxchange carriérs are authorized to6 subpit néw cost studies
to updaté rate floors aftér ratée flexibility is implémented through
advice letters filed in accordance with Genéral Order 96-A. Copies
of the advicé létters shall be sérved at the timé of filing on all
parties in I.87-11-033 and on anyoné reéquésting such service.

4. Local éxchangé carriers aré authorizeéd to change their
rates or charges through advice letter filings for services for
which pricing flexibility has been impleméntéd. Sections III, IV,
V, and VI of Géneéral Order 96-A aré waived so that such rateé
changes are effectivée on ten days’ noticé to all affected customers
if the rate change is a decrease and on 30 days’ notice to all
affected customers if the rate change is an increasé. Any protests
shall bé filed within eight days aftér an advice letter is filed,
and CACD shall notify the local éxchange carrier within ten days
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after an advice letter is filed if its proposed tariff sheets are
rejected.
5. The rules adopted in this decision regarding pricing
flexibility for cCateéegory II seérvices replace on a statewide basis

- comparable rules adopted in D.88-09-05%. In particular, Ordering
Paragraphs 2 and 4 and the third sentence of Ordering Paragraph 5
of interim Decision (D.) 88-09-059 are supérseded by Ordering
Paragraphs 3 and 4 of this order, based on thé record developeéd in
However, the requirement in D.88-09-059 that connections

Phase 11I.

from an interexchangé carrier’s or competitor’s point of presence
to a local eéxchangeé carrier’s central office be priced at cost in
high spéed digital speécial accéss tariffs for intralATA purposes is
not supersédéd by this:deécision. Local exchangé carriers shall
file advice létters in conformance with Genéral Order 96-A within
90 days after the éffective daté of this order to conform tariffs

of flexibly priced services with the rulés adopted in this
decision. Copiés of the advice léttérs shall be sérved at thé time
of filing on all parties in I.87-11-033 and on anyone requesting
such service. ) ) ,

6. Pacific and GTEC shall file applications and supporting
testimony annually no latér than June 30 of each year, commencing
Junée 30, 1990, for approval of repreéescription or téchnical update
reviews of dépréciation rates to become efféctive on January 1 of
the following yéar. Applications shall comply with Rulés 2 thrdugh
8, 15, and 16 of the Rules of Practice and Proceduré. Copiés of
thé applications shall be served separatély at the timé of filing
on CACD, DRA, and Legal Division. Copies of the applications shall
also be servéd at the time of filing on all parties in 1.87-11-033
and on anyoné requesting such seéervice.

7. Theée Request by the Division of Ratepayer Advocatés for
Réview by the Full Commission of the March 21, 1989 ALJ Ruling
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Granting in Part the February 10, 1989 DRA Motion to Compel
Production of Documents is denied.,

8. The incentive-based price cap regulatory framework
developed in this decision and described in Conclusions of Law 23 -
26, 28, 29, 31 - 43, 50, 57 - 61, 65, 68, and 74 is adopted.

9. A productivity adjustment of 4.5% for 1%$90, 1%%1, and
1992 is adopted for use in theé price cap index.

10. A markeét-baséd rate of return of 11.50% is adopted for
purposés of determining startup revénue requirements for 19%0 and
as a basis for thé bénchmark rate of return.

11. A bénchmark raté of réturn 150 basis points abovée the
adopted market-based rate of return is adoptéd for use in the
adopted sharing méchanism to bé éfféctive January 1, 13990.

12. The Federal Communication Commission’s (FCC) curreéntly
writtén Part 64 cost allocation rules (47 Code of Féderal
Requlation § 64.901) and cost manuals curréntly adopted by thé FCC
for Pacific (Exhibit A-18) and GTEC (Exhibit A-136) arée adoptéd for
usé at this time, as modified by Conclusions of Law 44a and 44b,
to separate intrastate costs bétweéen below-thé-line serviceés and
thosé subjéct to thé sharing meéchanism. Thé Part 64 methodolog?
shall bé applied using Part 32 (Uniform System of Accounts) as
modified and adoptéd by this Commission.

13. Pacific’s proposal to invést $404 million through 1992
to upgrade its network through replacemént of electro-méchanical
and electronic switches and associated analog carrier interoffice
facilities is adopted to the éxtent that Pacific is authorized to
place $11 million of expénses relateéed to switch réplacements into
rates efféctive January 1, 1990, as providéed in Ordering Paragraph
14,

14. Pacific and GTEC shall make compliance filings in
1.87-11-033 no later than October 26, 1989 to implement the adopted
startup revenue adjustment on an intrastate ratemaking basis, the
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1960. interLATA SPF-to-SLU revenue shift, and the 1990 intraLATA
SPF-to-SLU settlements effects, and, for Pacific, to place %11

million of éxpénses related to switch replacements into rates
effective January 1, 1990. In theéesé compliance filings, Pacific

and GTEC shall:

Proposé revenue adjustments which (i) would
have yielded the adopted 1990 markét-based
rate of return in 1989, (ii) refléct an
adjustment to rates for the 1990 intraLATA
SPF-to-SLU seéttlements effects, and (iii)
refléct an adjustment to rates for the 1990
interLATA SPF-to-SLU revenué shift.

A

Propose furthéer revenue adjustménts to (i)
apply the adopteéd price cap indexing
méchanism for 1990 and (ii) for Pacific,
refléect the adopted $11 million in expenses
related to switch replacément.

Propose the adjustments required by ‘
subparagraphs (a) and (b) above via a bill-
and-keep surcredit/surcharge baséd on
récorded customér billings using the samé
period annualized uséd for calculation of
the startup révenue adjustment. The bill-
and-keép surcredit/surchargé shall bé
applied to intrastate access, intralATA
toll, and local exchange services as
discussed in this decision.

Usé recorded intrastate ratemaking démand,
expenses, and revenués (excluding the
effects of temporary surcharges/surcredits)
for the first eight months of 1989
annualized to make the révenue adjustments.

Proposé which time period, publisher, and
specific measure of GNP-PI should be used
in the price cap indexing mechanisn.

The corpliance filings shall contain or have attached
éarnings data for the first eight months of 1989, all workpapers,
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and proposed tariff schedules. Pacific and GTEC shall file an
original and 12 copiés of the compliance filings in the Docket
office. The filings shall comply with the applicable rules in
Article 2 of thé Rules of Practicé and Procedure and shall have
attached a certificate showing service by mail on all parties in
1.87-11-033. Copies of the compliance filings shall 21so be served
_at the time of filing on the ALJ, theé assigned Commissioner, CACD,
Legal Division, and on anyone réquesting such service.
Other varties may file comments on the filings no latex
shan November 9, 1989. Copiés of the comments shall be served
the time of filing on the ALJF, the assigned

separately at
CACD, Legal Division, all parties in I.87-11-033, and

Conmissioner,

on anyone requesting such seérvice.

14a. GTEC and Pacific shall file advice letters in accordance

with General order 96-A no later than October 1, 1992 for
Commission consideration and approval to apply the adopted price
cap mechanism through adjustments to their surcharges/surcredits to

be effective January 1, 1993. In these advice letters, GTEC and

Pacific shall:
Propose furtheér revenuée adjustments to

apply the adoptéd price cap indexing
mechanisn for 1993.

a -

Proposé the adjustments required by
subparagraph (a) above via a bill-and-keep
surcredit/surchargé based on recorded
customer billings for the first éight
months of 1992 annualized: Theé bill-and- -’
keep surcharge/surcredit shall beé applied
to intrastate access, intralATA toll and .
local exchange services to which surchargés
and surcreédits normally apply.

Use recorded intrastate ratemaking deémand,
expenses, and revenues (excluding the
effects of temporary surcharges/surcredits)
for the first eight months of 1992
annualized to make the revenue adjustments.
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Copiés of the advice letters shall be served at the time
“of filing on all parties curréntly active in the Phase IXX (IRD)
paft of 1.87-11-033 and on anyone requesting such service.

- 15. Béginning in 1993, GTEC and Pacific shall file advice
letters in accordance with General Ordeér 96-A no later than
october 1 of each year for Commission consideration and approval to
updaté rates for basic monopoly services and non-flexibly priced
Catégory II services and rate caps and floors for flexibly priced
services according to the adopted pricé cap mechanism with new
rates, caps, and floors to be effective the following January 1.
In these advice letters, GTEC and Pacific shall:

a. Propose adjustments to Decembeér 31 rates
which reflect on a revenué-neutral basis
any rate rébalancing authorized to bhe
effective on January 1 of the coming year.

Propose further adjustménts to the rates
described in (a) to apply the adopted price
cap indexing mechanism for the coning year.

Basé dermand estimates used in any rate _
rébalancing on recorded data for as much of
the year as possible, with estimates used
for the remaining months.
Copiés of the advice letters shall bé served at thé time
of filing on all parties then active in I.87-11-033 and on anyone

requesting such service.
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16. Pacific and GTEC shall file advice letters in accordance
with Géneral order 96-A no later than April 1 of each year,
commencing in 1991, which evaluate whether the prior year’s
operations were such that sharable earnings exist and, if so,
specify the bill-and~-keep surcredit with duration of up to 12
months which should be applied to basic monopoly services except
switched and low speed special access and sérvices normally
excluded from surcredits. The sharing calculation shall be based
on recorded intrastaté results that reflact the Commission’s
ratemaking adjustments, shall conmpare the adopted bénchmark rate of
return and earned rates of return, and (if sharable earnings exist)
reflect appropriatée interest. Interest shall bé based on the 90~
day commercial paper rate as published by theé Fedéral Réserve
Statistical Release and shall be calculated using thé methodolcgy
and formulas as discussed and set forth in D.88-09-028 for the »
labor productivity sharing for Pacific and GTEC. <Copiés of thé
_advice letters shall be served at the time of filing on all parties
in I.87-11-033 and on anyoné réquesting such service.

17. The moniteoring and reporting requirements in Seéection
XI.A.2 of this decision are adepted. _

"18. All local exchange carriers shall cooperate fully with

Commission staff in providing information necessary for monitoring,

audits, and investigations.

19. CACD shall initiate as soon as feasible and chair
workshops to provide more information to the Commission regarding
current ratemaking adjustments, the format of annual filings by
which Pacific and GTEC should report thé prior year’s earnings and
any sharablé earnings which might exist, and reporting requirenents
necessary to implement the adopted monitoring plan. The workshop
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report(s) which CACD shall filé as a compliance filiﬁq in 1.87-11-~
033 shall include at least the following information:

a. A description of each réport currently.
provided to the Commission, what sections
of Commission staff use the réport and for
what purposé, and CACD’s recomméndations
régarding whether the réport should be
réviséd, consolidated with otheér reports,

or eliminated;

Any other modifications to local exchange

carrier reportlng requlrements or
Commission monltorlng activities which CACD
recomnénds, including colléction of
reélévant nmarket power information for
category II and Category III servicées and
réports to bé filed régarding annual
operating résults and an evaluation of
whéthér sharable earnings exist;

descrlptlon of each currént ratemaking
adjustment and parties’ positions régardlng
whethér each one should bé reflected in the

sharing calculationi

CACD's récommendations regarding sérvice-
specific cost allocatlon and tracking

programs.

CACD shall file its workshop report(s) on all parties in
1.87-11-033. Parties shall be given an opportunity to file
comménts and reply comménts on CACD’S workshop reports, and shall
prcéidé détailed réasons for any remaining aréas of disagtéemént.
If Pacific or GTEC objects to the colléction andfor submission of
specific data or reports suggéested in CACD’'s workshop repérts,’it
shall state in its opéning comments whether the data is currently
collécted and shall provide an estimate of thé incrémental cost of
méeting the proposed collection or reporting réquirements.

20. Pacific and GTEC are authorized to file app11cat10ns to
request recategorization of existing services for pricing purpodses
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or to request that existing services be inciuded in the sharing
méchanism or, alternatively, bé given bélow-tha-lineé accounting
treatment. Applications shall have supporting testimony attached
and shall comply with Rulés 2 through 8, 15, and 16 of the Rules of
practice and Proceduré and, if tariff changes arée proposed, shall =
includé proposed tariff schedules. Copies of the applications
shall be sérved separately at the time of filing on CACD, DRA, and
Legal Division, and shall contain or have attached cost support and
workpapers. Copies of the applications shall also bé served at the
time of filing on all partiés in 1.87-11-033 and on anyone
requesting such seérvice.

21. If 30-year Treasury bond rates differ from current levels
by 250 basis points for at least three consecutive months, Pacific .
and GTEC shall file applications and supporting testimony within 60
days following the énd of theé three month périod stating their -
positions regarding whether the benchmark rate of return should be
nodified. 1In the first applications, Pacific and GTEC shall each
address whéther a short-term debt component should be included in
the capital structuré. In each application, Pacific and GTEC shall
submit analysés of the cost effectiveness of both their proposeéd _
capital structuré and a range of alternate capital structures.
applications shall comply with Rules 2 through 8, 15, and 16 of the
copies of thé applications shall

Rules of Practice and Procédure.
and Legal

bé served separately at the timeé of filing on CACD, DRA,
Copies of the applications shall also be sérved at thneé
g on all parties in 1.87-11-033 and on anyoneé

Division.
time of filin
requesting such service.

22. Pacific and GTEC shall file applications and supporting

testimony no later than May 1, 1992 for réview of opéfations of the

adopted incentive-baséd regulatory framework. Pacific and GTEC
shall each include at least the following information in its

application:
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Operating reésults for 1990 and 1991}

Discussion of wheéther thé GNP-PI and the
manner in which it is applied in the
adopted indexing mechanism provideé an
Adequate reflection of economywide
inflation in rates;

Review of the productivity adjustment,
recommended productivity adjustment for the
upconing period, and discussion of the
frequency with which it should bé updatead:;

Comparison of servicé quality measuremeénts
before and after implementation of the
adopted incentive-baséd regulatory
framework:

. - Review of monitoring and reporting
requiréaents; and
Discussion of ongoing nééd for a sharing
mechanism. .

Applications shall comply with Rulés 2 through 8, 15, and
16 of the Rules of Practice and Proceduré. Copies of the
applications shall be served separately at the time of filing on
CACD, DRA, and Legal Division. Copiés of the applications shall
also be served at the time of filing on all parties in Y.87-11-033

and on anyone réquesting such service.

23. Pacific and GTEC are authorizéd to requést authority to
providé enhanced services, BSEs, and any new servicés comparable to
BSEs which might bé offéred due to the adopted unbundling
principles through applications procésséd according to thé
Expedited Application Dockét procédure. Applications shall comply
with Rules 2 through 8, 15, and 16 of thé Rules of Practice and
Proceduré and shall include proposeéd tariff scheduleés. Copiés of
the applications shall be sérved separately at the timé of filing
on CACD, DRA, and Legal Division, and shall contain or have
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attached cost support and workpapers. Copies of the applications
shall also be served at the timé of filing on all parties in
1.87-11-033 and on anyone requesting such sérvice,

24, Pacific and GTEC shall request authority to provide new
services dependent on a fiber-to-the-customer infrastructure prior
to making any investmént in fiber beyond thé feeder system, other
than small-scale trials or fiber which is cost effective in the
provision of traditional local exchange carrier services. Such
requests shall be through applications and supporting téstimony
filed in compliance with Rules 2 through 8, 15, and 16 of thée Rules
of Practice and Procedure and shall include proposed tariff
schedules. Copiées of thé applications shall be served séparately
at the time of filing on CACD, DRA, and Légal Divisioéon, and shall
contain or have attached cost support and workpapers. Copies of
the applications shall also bé sérved at the time of filing on all
parties in 1.87-11-033 and o6n anyoné réquesting such service. '

25. Pacific and GTEC shall file advice létters in accordance
with Géneral Order 96-A to réquest authority beforée they invest in
fiber beyond thé féeder system due to unusual physical conditions.
Copiés of the advice letters shall be served at the time of filing
on all partiés in 1.87-11-033 and on anyoné requesting such
service.

26. Pacific and GTEC shall filé applications in the Expedited
- Application Docket to request authority before they invest in fiber
beyond the féeéder system to providée traditional lécal exchange
carriér services. cCopies of the applications shall be served
separately at the time of filing on CACD, DRA, and lLegal Division,
and shall contain or have attachéd cost support and workpapers.
Copies of thé applications shall also bé served at the time of
filing on all partiés in 1.87-11-033 and on anyone requesting such

sérvice.




1.87-11-033 et al. /ALJ/GAA/jao

APPENDIX A
Page 13

29. Parties in 1.87-11-033 may file comments no later than
Novémber 2, 1989 and reply comments no latér than November 16, 1989
on thé proposed definition of *feedér” set forth in Séction XIiB.2
of ‘this decision. Copies of the comménts and reéeply comments shall .

be served at the time of filing on CACD, Légal bivision, all
parties in I.87-~ ~-11-033, and on anyone requesting such sérvice.

28. The Centér for Public Interest Law is eligiblé to request
compensation for its participation in 1.87-11-033.

29, Pacific’s appeal of the March 21, 198% Administrativeé Law
Judge’s ruling regarding recéipt into évidence of certain Pacific
planning document excerpts as part of the publlc record in Phase II
of 1.87-11-033 is grantéd and the documént shall reémain under seal.,

30. 1If Pacific or GTEC requests that a new or éxisting
servicé be placéd in Category III for pricing. purposes,’lts'
application or advice letter, as appllcable, shall addréess whéther
various market powér criteéria are appllcablé and, if so, shall
include the relevant information. The market power criteria
addressed shall include, but shall not bé limited to, the

following!

Market share;
Fase of eéntry and éxit:
-Numbér of competitors, treénds,

-Estimations of capital investments
necessary to compete,

-Status of unbundling efforts by the local
exchange carriers;

Facilities ownership;
Size and growth capability of competitors;

Local exchange carrier return on equity:
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-Rate of réturn on marginal investment;

Competitors’ earnings (to the extent

- available); °
Substitutable seryices and studies regarding
the cross elasticities of demand; .
Rates, terms, and conditions of substitutable
sérvices{ and o : ‘
Whether a utility affiliate offers a
competitive sérvice.

(END OF APPENDIX A)
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Washington, D.C. 200604

A.Lipman/R.Rindler, Attys at law
SWIDLFR & BERLIN CHARTERED
3000 ”"K” Streelt, NW

Washington, D.C. 20007
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' M. L. Lambert _ Feg
NETWORK SI‘RVI
20 Montgomery St., S.Iite QBQ
San Prancisoco, CA 94127

Deborah Ward

‘I’E:LE(II{ }‘IANAGEHENI‘ SYS'I‘EMS
5743 Corsa Averne, Suite 103
Westlake Village, CA 91362

Iee Buxdick, Attomey at I_at-r
THELEN MARRIN JOHNSON & BRIDGES
Two Erbarcadero Cénter

San Francisco, CA 9411}

Thomas J. Long/Peter V. Allen
TOWARD UTILITY RATE NORMALIZATION
(T.U.RN.)

625 Folk Street, Suite 403

San Francisoo, CA 94102

S.Iubin/C.Houser/A: Pongracz
US SPRINT OOMMUNICATIONS CO.
1850 Gateway Drive, 7th Floor
San Mateo, CA 94404-2467

DAVID WILNER
P.O. Box 2340 ,
Novato, CA 94948

.Com. Noxrman D. Shmmay
RM. 5213%

AlJ GEORGE AMAROLI
RM. 5010%

ALT EVELYN LEE
RM. 5113%

ALT JOHN S. WONG
4. 5007%*

Rufus G. Thayer
RM. 5123%

Lionel B. Wilson
RM. 4300%

Helen Mickiewicz
RM. 5131#%

Carol L. Matchett
RM. 5133%

.* 505 Van Néss Avénue e
San Francisco, CA 94102 (END OF APPENDIX B)




