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By this decision we conclude dur investigation into the =

~ regulation of cellular radiotelephone utilities which began on
November 23, 1988. Specifically, we aret
a. Reéjecting the reporting requirements for
the assessment and monitoring of céllular
capacity utilization and capacity expansion
proposed by the various parties;

Amending the facilities-based carriers'’
Uniform System of Accounts (USOA) to
incorporaté cost allocations to segrégate
retail activities from wholesale and non-
operating activities}

Allowing resellers to petition to modify
their Cértificate of Public Convenieénce and
Necessity (CPCN) to perform switching
functions currently provided by the
facilities-based carriers}

Requiring the facilities-based carriers to
unbundle their wholesale tariff}; and

Continuing the current ban on reseller
affiliates of facilities-based carriers to -
provide sérvice in the same markets wheré
their affiliated facilities-based carrier
provides retail seérvices.
In concluding these proceedings, we haveée exhausted the ‘
steps we devised in D.90-06-025 to imprové the original iégulatOry
" framework for cellular adopted by the Commission in 1984. We
remain concerned about the actual level of competition in the
facilities-based portion of the cellular markeéet, and based on our
experience in Phase III, about whether we can in fact obtain the
intelligence about the operation of the duopoly market on which
D:90-06-025 relied.
We also observe that the demand for cellular has expanded

to the point where there are signs we may be reaching & broader
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market more quickly than we anticipated. Finally, we note the
impending entry of alteérnative providers of mobile telephone
sérvices such as so-calléd specialized mobile radio carriers and
pérsonal communications services. All of these factors lead us to
concludé that our regulation of the marketplace for mobile
communications will require further examination.

2. Background

The Federal Communications Commission (FCC) established
18 metropolitan statistical areas (MSAs) and 12 rural statistical
areas (RSAs) in California for the provision of cellular service.
Within each of the 30 deésignated California statistical areas, the
FCC issuéd two permits based on a lottery, thereby, creating a new
duopoly telecommunications service. Thé FCC structured its
issuance of permits so that each statistical area would have a
nonwireline (Block A) carrier and a wiréline (Block B) carrier.

The first applications to provide cellular servicé in
California camé from the Los Angeles MSA permit holders in 1983.
Subsequently, by Decision (D.) 84-04-014, we authorizéed cellular
carriers to set rates on what the markeéet would bear.

With the experience of several years of cellular service
in California, on Novembér 23, 1988, we openéd this investigation
to assess whether the céllular radiotelephone regulatory framework
established by the 1984 decision was meeting Commission objéctives
and if changes to the regulatory framework were warranted. To
obtain maximum input into this investigation, wé named as
respondents all facilities-based céllular radiotelephone utilities,
cellular resellers, and local exchange carriers (LECs) providing
interconnection for ceéllular carriers.

The investigation was bifurcated. The first phaseée
addressed generic regulatory goals. The second phase addressed
specific regulatory policies for cellular wholesalers and
resellers. In considering these issues, we kept in mind the
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continuing essential fact of this industry--a regulatory program
based on the ‘duopoly wholesale carriers licensed by the FCC.
D.90-06-025 (36 CPUC 24 464) addressed thé Phase I and
Phasé II issues. By that decisjon the céllular regulatory
framework was modified to provide benefits of competition to the
extent that they are achievable under the FCC's duopoly facilities-
based market structure. The decision also expanded the
investigation into a third phase to address the following issues

that impact cellular competitiont

a. A streamlined certification process for
RSAs facilities-based carriers}

b. Duopoly carriérs' reporting requirements
that will enable us to assess and monitor
oh a twice-yearly basis cellular capacity
utilization, capacity expansion, _
development of cellular sérvices in rural
areas, and prices charged for cellular
services}

Modification of the USOA to include cost
allocation methods for a carrier's
wholesale and retail opeérations;

The ability of cellular résellers to

perform switching functions currently )

provided by the cellular carrieérs and the

unbundling of the wholesale tariff rate

element} and

Whether a facilities-based carrier’s

affiliate should be prohibited from

reselling in markéts wherée the facilities--

based carrier provides retail

services.
3. Prehearing Conference

_ A prehearing conference (PHC) was held on November 1,

1990 before Administrative Law Judge (ALJ) Galvin in San Francisco.
At this PHC, the Commission’s Advisory and Compliance Division
(CACD) was delegated the responsibility of coordinating a workshop.
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The purpose of the workshop was to lessen and, if possible, to
resolve the five issues remaining in the investigation.
4. workshop Report
The workshop, held March 4 through March 8, 1991,
resulted in the parties’ filing of a joint workshop réport on
May 31, 1991, Although the workshop did not résolve the issues
before us, significant progress was made in narrowing the issues.,
5. Second PHC
' Subsequent to receipt of the workshop report, the ALJ
held a second PHC on July 19, 1991 to schedule evidentiary hearings
and to establish a briefing schedulé. As summarized in the joint
workshop report, the parties agreed that delays in certification of
RSAS were attributable primarily to the length of timé required for
cellular sitting and environmental reviews imposed by General Order
(GO) 159 and the California Environméntal Quality Act, neither of
which are subjects for modification in this investigation.
Further, a majority of the RSAs permit holders had already received
their operating authority prior to the second PHC. Accordingly,
the establishment of a streamlined certification procéss for RSAs
facilities-based carriers became irrelevant for this proceéeding.
pParties concurred that the fifth issue, whether a
facilities-based carrier’s affiliate should be prohibited from
reselling in markets wheré the facilities-baséd carrier provides
retail service, néed only be addressed in briefs and that an
evidentiary hearing was not necessary. Accordingly, the affiliate
issue was deferred to the briefing stage of this investigation.
6. Evidentiary Hearing |
Evidence on the duopoly carriers’ reporting requirement
and on the USOA cost allocation methods was heard August 19 through
August 23, 1991. Cellular Resellers Association (CRA}, Cellular
Dynamics Telephone Company of Los Angeles, Inc., Cellular Dynamics
Telephone Company of San Francisco, Inc., and Céllular Dynamics
Telephone Company of San Diego, Inc. (jointly Cellular Dynamics),
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the Division of Ratepayer Advocates (DRA), PacTel Cellular
Corporation and its subsidiaries (PacTel Cellular), and McCaw
Cellular Communications, Inc. (McCaw) provided testimony on the
reporting requirements and USOA cost allocation methods.

Bvidence on the ability of cellular resellers to perform
switching functions and the unbundling of the wholesale tariff rate
eléement was heard September 30 through October 4, 1991. Witnesses
for Cellular Sérvice, Inc. (CSI), US West Cellular of California;
Inc. (US West), PacTel Cellular, Los Angeles Cellular Teléphone
Company (LA Cellular), McCaw, and DRA testified on the reseller
switch and unbundling issue.

Briefs were filed on November 7, 1991 and the proceeding
was submitted upon the filing of reply briefs on December 5, 1991.
However, by.a March 6, 1992 ALJ ruling, submission of this
investigation was set aside to address a suppleméntal brief and
request for official noticé tendered by CRA on February 12, 1992,
approximately two months after this investigation was submitted.
The ALJ reopenéd the invéstigation, rejected CRA’s supplemental
brief and request for official notice, and resubmitted the
investigation efféctive March 6, 1992.

7. CRA’s Motion for Commission
Reviéw of an ALJ Ruling

Subséquently, on March 30, 1992, CRA filed a motion for
Commission review 6f the assigned ALJ’s March 6, 1992 ruling. CRA
asserted that the ALJ ruling was in léegal érror for twod reasonst
first, because judicial notice of the requested documents is -
mandatory under Séctions 451 through 453 of the California Evidence
Code, as adopted by Commission Rulé 73} secondly, because the ALJ"
failed to make any findings of fact in his ruling. According to
CRA, a long list of California Supremé Court opinions require the
Commission t6 make separately stated findings of fact and
conclusions of law on all material issues.
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On April 15, 1992, GTE Mobilnet filed a reply stating
that the ALJ's ruling was procedurally and substantively correct.
GTE Mobilnet asserted that CRA was incorrect in that the Comnission
is not required t6 take official notice of documents. Further, GTEB
Mobilnet asserted that ALJs aré not required to state specific
findings of facts or explain the basis of their evidentiary
rulings. .

Subsequéent to GTE Mobilnet’s reply, CRA and GTE Mobilnet
participated in an exchange of letters and filings regarding this
matter.

Contrary to CRA’s assertion, the Commission is not
required to take official notice of documents. Rule 73 of thé
Commission’s Rules of Practice and Procedure explicitly provides
that official notice may be taken of such mattérs as may be
judicially noticed by the courts of the State of California.

Rule 73 is permissive. The documents requested for official
notice, annual réports on filé with the Commission, by their very
naturé would not be subject to mandatory judicial notice even by a
court pursuant to Sec. 451 of the Evidence Code.

CRA sought to include two pages of Mobilnet’s 1989 and
1990 annual report as official notice and to submit a suppleméntal
brief after the procéeding was submitted which argued, among other
matters, that Mobilnet does not currently allocaté any
administrativé and general (A&G) costs to Mobilnét’s retail
operations. Although thesé documents were in existencé at the time
of thé evidéntiary hearing, CRA did not move to take official
notice or make a motion while the proceeding was open to éstablish
a proceduré to take official notice of documents after the matter
was submitted.

Official notice is generally accorded to facts and
propositions of géneralized knowledgée that are so universally known
that they cannot reasonably be the subject of dispute. However,

" this is not the case in this instance, as evidenced by Mobilnet’s
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reply to CRA's réquest for official noticé and suppléméntal brief.
Oofficial notice of the documents should not bée taken without an
explanation of how the documents wére prepared, and the
supplemental brief should not be allowed without affording all
parties equal opportunity to submit supplémental briefs. To do
otherwise will deprive other parties of their right to cross-
examine or to rebut a fact that is really an issue.

Further, in its original notice filed in its appeal of
the ALJ’s ruling, CRA was attempting to alert the ALJ and the
Comnission to information on the Annuval Reports which, in CRA's
view demonstratéd problems with use of the facilities-based
carriers’ proposed avoided cost methodology, as allegedly
impléemented by a cellular carrier. However, CRA had previously
challenged the use of an avoided cost méthodology in supporting
applications for rehearing of D.90-06-025, and that decision stands
until modified by the Commission consistent with Section 1708.
Therefore, the ALJ’s decision not to consider the proffered
materials was consistent with D.90-06-025.

CRA’'s second basis for legal error is also wrong. CRA,
as an active participant in Commission proceedings, should be well
aware that there is no requirément that ALJ rulings include
separately stated findings of fact or conclusions of law and that
it is common practice, that ALJs make oral and written rulings
without stating findings of fact or conclusions of law.

We affirm the ALJ’s March 6, 1992 ruling.

8. Reporting Requirement

As we have discusséd in D.90-06-025, id at 495 and 513,
it is the proper public policy to forebear from any rate of return
or profit-based regulation of cellular wholesalers (facilities-
based carriers) that aré pricing their serxrvices competitively.
However, we would be disposed quite differently towards a
facilities-based carrier that violated the public trust by
withholding service to make extra profits. If such an instanceée
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occurred, we would initiate an investigation of the rates of the
carrier in question and impose an appropriate and punitive
constraint on its profits,

Although there was no evidence in Phase II of this
investigation to convincé us that such an investigation should be
opened, we concluded at that time that a monitoring program should
be devised to keép us apprised of market developments and to give
carriers some réasonablée expectations of the performance we seek.
Specifically, two questions need to be answered on an ongoing
basis. These questions arée whether the cellular systém capacity is
being reasonably fully utilized and whether the cellular system is
being expanded at & reasonable pace. Therefore, we concluded that
this final phasé of the investigation should address facilities-
based carriers’' reporting réquiréménts that will énablé us to
attempt to assess and monitor on a twicée-yearly basis céllular
capacity utilization, capacity expansion, development of cellular
service in rural areas, and prices charged for céllular services to
answer our two questions. Since thé facilities-based carriers are
already required to file tariffs which identify the prices théy are
authorized to charge for cellular service, no additional reporting
requirement on thé prices charged for cellular services should be
required of the facilities-based carriers. These tariffs are
readily available for review and analysis at any time.

8.1 Wworkshop Reésults

At thé conclusion of the workshops, all parties concurred
that McCaw'’s proposed réporting format presénted at the workshop
should serve as a starting point to all cellular carriers filing
reports with the Commission. The report provided for specific
measurements, such as the number of céll sités in service, number
of switches in service on a system-wide basis, system peak period
call blocking rate, and the voice grade equivalent *RF" channels.
However, CRA was opposed to McCaw'’s proposal to colléct data on a
beginning-of-périod and end-of-period reporting format. CRA




1.88-11-040, A.87-02-017 COM/JIBO/kpc *#

proposed that the carriers provide monthly data, pointing out that
a report containing end of the period data or averagés over a six-
month period would provide an inconclusive view of the system's
utilization. According to CRA, capacity utilization must be viewed
over the entire six month reporting period.

The parties also concurred that cell site information
should be provided in certain instances. The trigger for reporting
of cell site information would be on an exception basis, i.e., only
for those sites meeting specified criteria, for ten percent (10%)
of the most utilized cells and 10% of thé most underutilized, and
for those cell cites where the quality of service has deteriorated
to a level unacceptable to the Commission. The parties agreed that
the Commission should establish a service quality standard for
éxception reporting.

In addition to the disputé as to whéethér carriers should
réeport monthly data or beginning and énd-of-period information in
thé semi-annual reporting cycle, workshop participants disagreed on
thé reporting of customer complaints.

8.2 Evidentiary Hearing

McCaw revised its proposéd réporting requirement format
at the evidéntiary hearing to incorporate additional information
suggested by DRA at the workshop. McCaw includéd measurements for
the percent of peak hour calls droppéd, and thé number of outages
and remédiés. The only DRA recommendation not incorporateéed into
McCaw’s revised reporting format was tracking the number of
customer complaints and résponses to those complaints.

Both DRA and CRA weré adamant on the neéed for the
Commission to recéive sérvice quality complaint information in
order to understand capacity and utilization measurements. Eveén
McCaw’s Kirkpatrick confirmed that degradation of service is likely
to occcur in an overutilized system.

CRA and Cellular Dynamics asserted that theée semiannual
reporting of monthly averages is nécessary for the Commission to
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review the entire six-month reporting period for abnorﬁalitiés in
usage, complaints, and outages and to properly assess the
facilities-based carriers' operations. CRA and Ceéllular Dynamics
also asserted that additional detailed system-wide, switch, and
cell site information from the facilities-based carriérs is needed
to monitor capacity utilization. CRA's Charles W. King and Harry
Midgley recommended that the facilities-based carriers’ first
report include as much historical data as possible. King bélieves
that this should include a three-year history of semiannual
observations of markets, defined as customérs, calls, and air time}
prices for wholesale sérvice; return on invéstment on a MSAs basis
using the facilities-based carriers’ current separations process;
invéstmeéent in facilities and equipment, and measures of
utilization.
8.3 Reporting Requirement Discussion

In establishing the neéd for a réporting requirément in
D.90-06-025, our expectation was that we would obtain answers to
the following questionst

1. Whéther the céllular system capacity is

being fully utilized, and

2. wWhether the cellular systém is being

expanded at a reasonable pace.

McCaw proposed certain data for our considération. DRA
and CRA, to varying degreés, differed with McCaw only in thé amount
of detail and frequency of data. Wwhile the proposed data discusséd
by the parties may be informative, we are still left far short of
. our primary inquiry of addréssing the reasonablenéss of capacity
utilization and pace of expansion. Instead of standards or
acceptable levels of service (such as we have in Géneral Order
133), we received recommendations for data. Assuming arquendo that
we were to receive the data in a form proposed by one of the
parties, we would still be unable to assess that data without a
standard of care.
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Clearly, reporting the proposed data on a routine basis
is troublesomé for two réasons. First, this collection of data as
currently proposed could well be considered micromanagement of an
industry rathér than éffectiveé regulatory policymaking. Second,
the collection of these data by the carriérs and thé review by
staff would bé burdensome--and may well bring us no further towards
answering our initial two inquiriés. Until such time that we can
establish standards of reasonable system utilization and expected
pace of expansion, it would be premature of us to establish a
reporting requirement. The cart, unfortunately, was placed before
the horse. Therefore, we will not adopt any reéeporting requirements
at this time. However, we remind the industry that Commission
staff, pursuant to PU Code § 581, is entitled to access to records
on réequest.

9. USOA Modifications _ B

In D.%0-06-025, (id at 500-503 and 512) we informed the
ceéllular carriers that we wanted to control poténtial cross-subsidy
probléms between a facilities-based carrier's operations and its
resale operations directly. We stated that we would not impose
specific margins or price limits on these carriers’ reétail
operations. However, we would require thée facilities-based
carriers’ retail operations to at least break even on a rational
business basis. If the retail operations cover all direct costs
with that business, thén we can conclude that the carrier is not
pricing predatorily towards the resellers, and that the cellular
retail market can function like any competitive market with the
customer base and earnings going to the firms that offer thé best
service at the lowest cost.

We concluded that the USOA would be the appropriate tool
to attempt to determine the facilities-based carriers’ cost to
provide wholesale and retail services. However, the existing USOA
was not in a form conducive to our break-even criteria. Therefore,
we deferred a revision of the facilities-based carriers' USOA to
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incorporateé cost allocation méthods for the carriers' wholésale and
retail operations to this phase of the investigation.

Specific guidance for thé revised USOA was provided.
First, cost allocation procedures should be impleménted. From a
rational business perspective, costs incurred by a carrier dué to
its offering of wholesale service should be prdoperly allocateéed or
assigned in their entirety to the wholesale side if those costs
could rnot be avoided if the carrier discontinued retail service (id
at 500-503). Secondly, sales commissions to agents should be
included on the retail side unless the carrier pays them to all who
deliver new customers (including resellérs). To maintain a
rational business perspective, the USOA should permit commissions
to be amortized over the expected period of time theé customer stays
with the carrier. Thirdly, retail costs should include a rate of
return on ‘investments dedicated to retail service that would not be
needed for wholésalé-only operations.

We also informed carriérs in D.90-06-025 (id) that, upon
adoption of a revised USOA, facilities-based carriers would be
required to6 réport their reétail révenues and éxpenses each six
months. If rétail revenues do not eéqual (break even) or exceéd
retail expénses, then the carrier will lose its ability to reduce
the retail margin through témporary tariff filings.l 1f a
carrier's retail expenses éxcéed its retail revenues for two
consécutive six-month periods, then an investigation shoéuld be
opénéd in which the carrier will have the burden of eéxplaining why
its retail operations have not béen compensatory to cover operating

costs.

1 By D.90-06-025 (id at 486-493 and 516), facilities-baseéd
carriers were precluded from using a temporary tariff procedure
established in that decision to réduce thé current margin between
wholesale and retail rates until a revised USOAs is put in place.
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carriers were also informed that compliance with thé
allocation methods adopted in this final phase of the investigation
should bé verified annually by external auditors. This auditor’s
opinion should ba automatically filéd each year with CACD within 30
days of execution, but no later than March 31 of each year,

CACD received advance notice in D.90-06-025 (id at 500-
503) that CACD would be re5ponsiﬁle for receiving the facilities-
based carriers! semiannual reports, and be delegated the
ministerial duty of verifying the carriers’ calculations and
certifying, by leéetter, theéeir current status of either unrestricted
temporary tariff authority or restricted temporary tariff
authority. CACD would alsd be responsiblée for recommending the
issuance of investigations on a facilitieés-based carrier that fails
the cross-subsidy test.
9.1 Workshop Results

Although D.90-06-025 provided guidance in developing cost
allocation méthods, this topic was a major area of conténtion in
the workshop. Key issues developed in the workshop included the
definition of *avoided costs" and its applicability to accounting
méthodology, and how to specifically modify the currént USOA.

Resellers intéerpreted the D.90-06-025 (id) cost -
allocation méthod2 as costs that relate solely to wholesale
service such as antennas, mobilé télephone switching offices
(MTSOs), and landliné connection facilities.

Advocating another point of view, the fa0111t1es—based
carriers’ proposal allocates to the wholesale sidé costs that the
carriers could not avoid today if they were to divest themseélves of

their retail operations today.

2 Costs that the carrier must incur due to offering wholesale
service are properly allocated or assigned in their entirety to
the wholésale side if those costs could not be avoided if the
carrier discontinued retail service.
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Other key issues pertained to c¢ost allocation methods
that should bé employéd for commissions, advertising, customer
servicé reépreseéentatives, management information systems and
billing, bad debts, salé of nonregulated services and equipment,
depreciation and amortization, personnel, A&G éxpénses, rate of
return, logos and royalties, and business acquisition costs.

Based on parties' positions regarding theésé issues, we
received teéstimony on four distinct USOA modification proposals in
the evidentiary phase of this procéeding. DRA submitted one plan.
CRA proposed a second, which Cellular bDynamics adoptéd with
modifications of its own. McCaw and the other facilities-based
carriers jointly submitted the fourth proposal.

9.2 DRA's Position

DRA recommended that we adopt "Part 64"~ methodology,
in this final phasé of the investigation, to be used to establish a
detailéed allocation methodology applicable to all facilities-based
carriérs. Part 64 is based on a fully allocated or fully
distributed cost methodology whereby all costs, including
overheads, are allocated to service baséd on the relative amount of

3

usage.

Also, DRA recomménded that a task force be comprised of
representatives from thé céllular carriérs and DRA to develop a
revised USOA, and that the task force retain theé services of a
consultant to implement thé cost allocation principles established
in this investigation. DRA beliéves that the cost of the task
force should be funded by the cellular industry.

3 Part 64 is a4 FCC cost allocation standard used by teélephone
corporations under FCC jurisdiction for récording transactions
betwéen regulated telephone utilities and their corporateée
affiliates.




I.88-11-040, A.87-02-017 COM/JBO/kpc *#

i -

DRA 6pposes the use of avoided cost for cost allocations
per a USOA bécause it is not a cost accounting concépt and is
difficult to implement.

9.3 CRA's Position

CRA -récommended specific changes to the current USOA
adopted in D.86-01-043 (20 CPUC 2nd 401) for facilities-based
carriers. Specifically CRA’'s avoided cost allocation methodology
recommends that the USOA be révised to allocate all costs to
wholesale that would still be incurred in their entirety by the
carriers if they offered only wholesale service. Wholésale service
would be assigned all investment and operating expenses associated
with cellular call transmission, switching, and landline
intérconneéction. Remaining investments in building and leasehold
jimprovements that are used for providing both wholesalée and retail
service would be allocated to retail usage based on square-footage
usage. Investments in vehicleés, office furnituré and equipment
would bé allocated in accordance with thé relative use for
wholesale and retail activities. Expensé accounts would be
subdivided for wholesale and retail activities, and A&G accounts
would bé allocated in thé same proportion to wholesale and retail
services as the underlying costs.

CRA’s USOA modification also providés for the inclusion
of a rate of réturn on investment dedicated to retail service, an
imputed income tax charge, imputed wholesale chargés to reflect the
sale of wholesale cellular service by a carriers' wholesale
operations to its retail opérations, and the establishment of a
*Royalty for Trademark Name and Logo® account to reflect an imputed.
charge to the facilities-based carriers’ retail operations for the
use of any such name and logo.

In summary, CRA’s costing approach providées for costs
exclusively incurred for retail operations to be assigned directly
as a retail cost, costs exclusively incurred for wholesale
operations to be assigned directly as a wholesale cost, and costs
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that aré shared between retail and wholésale service appértiOned
according to their relative incurrence.
9.4 Cellular Dynamics! Position

Cellular Dynamics' proposal is substantially the same as
CRA’s. However, Cellular Dynamics recommends that, if the
facilities-based carriers' proposed method is adopted, avoided
costs should be defined as those costs that would have been avoided
if the carrier had never instituted retail operations. céllular
Dynamics' avoided costs definition conflicts with D.90-06-025
because it relies on the premise that retail activities never
existed as opposed to the décision’s direction that retail
activities are discontinued.

Although parties filed petitions for modification and
rehearing with the Ccommission, and filed a petition for writ of
review with the State Supreme Court, the requiremeéent that wholésale
costs bé based on thé assunmption that reétail activities have beén
*discontinued" was not changed. Therefore, Céllular Dynamics’
avoided costs definition should not be consideréd in this

procéeding. ‘
9.5 McCaw and Other Pacilities-Based
Carriers' Position

At the workshops held prior to the évidentiary hearing on
this issue, McCaw proposed that each facilities-based carrier
preparé a cost allocation manual for the facilities-based carrier’s
individualized operation for approval by the Commission. McCaw’s
reasoning for separate manuals was that each facilitiés-based
carrier conducts its business, maintains records for other than
réqulatory purposes, and collects statistical information based on
that carrier’s unique circumstances.

However, because of DRA‘s workshop position that uniform
allocation procedures should be established, McCaw conferred with
other facilities-based carriers and modified its individualized
cost allocation manual to incorporaté generic allocation
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procedures. The other facilities-based carriers support McCaw's
revised cost allocation manual, héreinafter referred to as the
facilities-based carriers’ manual.

The facilities-based carriers’ USOA manual for cost
allocation procedures is based on an avoided cost standard that is
quite differént from CRA's. Wherever possible, costs are directly
assignéd. Those costs which arée shared by the wholésale and retail
operations, such as advertising, customer service, and billing, are
allocatéd based on measurés of activities and the application of
the facilities-based carriers' definition of an avoided cost
standard. The standard applied required an imputation of
hypothetical costs that a ¢arrier might incur if fts existing
retail customers were served by independent reseéllers buying
wholesale service from the cellular carrier. The carriers would
add these imputed costs to wholésale expenses and subtract them
from retail expenses.

The facilities-based carriers’ proposed USOA manual
provides a number of subaccounts to provide additional detail
beyond that included in the existing USOA. It also provides an
assignment or allocation procedure for each USOA révenue and
operating expensé account.

Consistent with the current USOA, the facilities-based
carriers’ USOA includés accounts for noncellular activities.
Noncellular activities are those opérations over which the
Commission doés not exércise accounting jurisdiction, such as the
sale or repair of customer premise équipmént. Similar to the
allocation of costs bétween wholesalé and retail activitiés,
noncellular opérations’ costs are directly assigned whére
appropriate. The remaining costs are assigned through the use of
allocation mechanisms such as special analysis, activity based
allocations, or based on the apportionment of previously assigned

amounts.
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9.6 USOA Modification Discussion :

0f the 3 proposals left for analysis, DRA's is the least
appropriate in this instance because it doés not résolvée the USOA
issue and because it does not récognize that all parties wereé
notified well in advance, by D.90-06-025 in June 1990, of éur
intént to modify and incorporate a cost allocation method into the
facilitiés-based carriers’ USOA in this final phase of the
investigation. If DRA felt strongly énough about an industry task
force to deéevelop a révised USOA, it should have made its position
known through a petition for modification shortly after D.90-06-025

was issued. :
To adopt DRA's industry task force conceépt at this late

date would requixé us to ignore the detailed comments and reply
comments filed by interested partiés prior to the workshop, the
workshop proceéss, the evidentiary hearing process, and thé amount
of time, effort, and money several parties, including the
Commission, dedicated to this issué for more than a year. It is
apparent from the results of the workshop and evidentiary hearing
that additional hearings would be néeded to resolve disputes that
would more than likely occur within thé industry task force;
résulting in & substantial delay. Further, the record before us is
sufficient to implement modifications to thé USOA at this time.

In addition, DRA‘’s "Part 64" concept was previously
recomménded by CRA in CRA’'s July 30, 1990 comments supporting
applications for rehearing of D.90-06-025. Although sone
modifications to the decision were made pursuant to D.90-10-047,
the avoided cost languagé was not changed and Part 64 was not -
incorporated into thé déecision. Consistent with D.90-06-025, by
this decision wé will modify the USOA.

The remaining two proposals before us are based on
different interpretations of an avoided cost standard. McCaw and
other facilities-based cellular carriers have suggested one
version, while CRA has submitted another.
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As explained at theé beginning of our USOA Modification
discussion, D.90-06-025, 36 CPUC 2d 464 at 500-513, sought cost
allocation methods that, from a rational business perspeéctive,
provided for all costs a carrier must incur dué to its offering of
wholesale sérvice to be allocated or assignéed in their entirety to
the wholesale side if thosé costs could not be avoided if the
carrier discontinued retail service. "

Parties to this proceeding have takén an inordinaté amount
of time attempting to detérmine thé meaning 6f the phrase *avoided
cost.”™ The phrase has frequently been taken out of context,
thereby obscuring our intent. In the discussion relating to the
USOA in D.90-06-025, we indicatéd our intent to control any cross-
subsidy on the part of the facilitiés based carriérs. Avoiding
cross-subsidization is a primary reason for modifying thé USOA, and
we will not adopt any proposal which does not meét that goal.
Further, weé stated that we would réquire a carriér'’s retail
operations to break éven on a rational business basis. If a
carrier’s retail operations aré coveéering all of the costs directly
associatéd with that business, then thé carrier is not cross-
subsidizing rétail out o6f wholesale revénues or earnings. (36 CPUC
2nd at 501)

McCaw's avoided cost approach fails under the goals sét
forth in D.90-06-025 bécause it does not ensure that all of the
costs directly associated with its retail operations are allocated
to thé retail side. Under McCaw's proposal, thé costs of the
facilities-based carriers’ rétail operation would be artificially
low because it allows certain accounts that are common to both '
wholesalée and resalé to be lumped into thé wholeésale sidé.

McCaw’s Kirkpatrick provided a good examplé of how the
facilities-based carriers’ avoided cost concept would be applied.
If a facilities-based carrier had only one vehicle driven 60% of
the time by its wholesale field engineer and driven 40% of the timé
by its retail manager, the cost of the vehicle and the cost to
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operate the vehicle should be allocated 100% to wholesale
operations because, according to Kirkpatrick, the facilities-baséd
carrier would need that vehicle for wholesale éoperations even if it
discontinued its retail operations. But under this method, the
retail operation of a facilities-based carrier would recéive the
benefit 6f thé use of the vehicle without having to réport it as a
cost of doing business. This methodology does not meet our stated
intent that the retail operation cover all costs associated with
the retail business and would encourage cross-subsidy rather than
prévent it.

Additionally, a carrier would not have just one vehicle,
but would havé a fleet of vehicles. We can usé the samé figures as
above with a fléet, with thé wholesalé side utilizing the fleet 60%
of the time and the retail side 40%., From a rational business
perspective, if thé carrier divested itself of its retail arm, it
would divest itself of 40% of its fleet. Similarly, with office
space, if a carrier divested itself of its rétail arm, it could
lease the officé space utilizéd by theé retail operations at the
going markét rate which would either include ovérheads such as
building maintenance, or the lessée would be résponsible for its
own overheads such as building mainténance. Therefore, allocating
building space, including associated ovérheads, based on square
footage of usagé will accurately reflect the true costs for both
retail and wholesale operations.

The facilities-based carriers’ manual is flawed in oné
other réspect. It will not énsuré standardizéd reporting bécause
the manual allows for individual variations in the style and format
of reporting among the carrieérs. The manual contains the following
caveatt

It should be noted that assignment and
allocation methods described by account areé
provided o6nly as examplés for implementation of
the Comnission’s avoidable cost standard.

Carriers may employ different assignment and
allocation methods which would also be
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consistént with the commission’s avoidable cost
approach.

Theréfore, we also rejéct the facilities-based carriers’
plan on practical grounds. In D.90-06-025 we stated that CACD will
be responsible for enforcing this monitoring requirement by
receiving the periodic filings. The carriers’ proposal allows for
individual variations in style and format among the carriers®
reports. However, common sénse dictates that standardized
reporting by the carriérs is necessary for CACD to perform its
function efficiently. Consistent filings not only allow quick and
accurate comparisons to be nmadée but also facilitate reference to
common specific data. The facilities-based carriers’ plan is
contrary to these principles and would theréefore place an
unnecessary burden on this Commission’s staff.

Additionally, thé carriers’ proposal allows the submission
of estimates of many costs rather than the actual historical data.
Under their plan, the facilities-based carriers would be permittéd-
to submit data from a hypothetical model to estimate what their
costs would bé if they were a wholesalé-only business. Yet, CACD
must know the actual costs that were incurred, not hypothetical
¢osts, if it is to succeéssfully monitor the carriers. Analyzing
recorded data is an éssential element of detérmining compliance
with Commission directives. In this regulatory scheme, we preéfer
to reviéw actual historical data over hypothetical models.

CRA'S proposal meéts the objective for a modified USOA
that we set forth in D.90-06-025 of minimizing the potential of
cross-subsidies (id at 501). It also is an avoided cost allocation
methodology, and thus complies with thé guidelines that were set
forth in D.90-06-025(id). 1It is not, as some have suggested, a
"fuily allocated costing® approach because it recognizes that the
costs of certain physical facilities, such as antennas and landline
connections, are assignable in their entirety to wholésale
operations. This is because these facilities are investments and
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expensés that would be borné by a wholesale carrier, whether or not
it were offéring retail sérvice. Under a fully allocated approach,
howéaver, these costs would be allocated between wholesale and
retail operations.

CRA suggests that costs associated exclusively with retail
operations be assigned entirely to retail businéss and costs
exclusively incurred for wholesale operations be assigned in their
éentirety to wholesalé. Accounts that include both reéetail and
wholesalé costs should be seqregated based on théir reéspective
incurrence. By allocating costs as they were actually incurréd on
the wholeésale and retail sides, CRA's avoided cost reporting plan
minimizes the poténtial of cross-subsidization because it forces
retail operations to accurately report their actual costs.

Thé McCaw witness’ vehicle éxample déscribed earlier
illustrates this principle wéll. Undér CRA‘s avoided cost
methodology, if a facilities-based carrier had only oné véhicle
driven 60% of thé time by its wholésale field engineer and driveén
40% of the time by its retail manager, the cost of the vehicle and
the cost to operaté the vehicle would be allocated 60% to thé
wholesale side and 40% to retail. Thus, each side is accurately
reporting what its actual cost of doing businéss was.

sincé CRA’s proposal is the only plan before us that meets
the goal set forth by D.90-06-025 (id at 500-502) of an avoidéed
cost methodology that minimizes the potential for cross-
subsidization, wée will adopt this proposal, Appendix B to this
order, as a modification to the USOA adoptéd by D.86-01-043,

20 CPUC 2d 401. Our adoption of these modifications does not
preclude us from making alterations at a later date should a
condition warrant such a change.

Several parties have commented that there should be
guidance for allocating between cellular and noncellular.
Additionally, McCaw's proposed manual provided spécific
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instructions for those allocations between cellular and aon-
cellular. The current USOA has provisions for allocations between
cellular and noncellular, in that theré are specific subaccounts
for noncellular. Howeéver, guidance is not provided on how the
cellular and noncellular shared revenués and expenses should be
allocatéd. To help ensure that the carrier is not cross- .
subsidizing noncellular out of wholesale revenues or earnings, we
will adopt guidelines for allocating between cellular and non- -
cellular. Any révenués and costs that can bé diréctly assigned to
cellular and noncellular should be done first. Then, any cellular
and noncellular shared revenues and expensés should bé allocated in
the same manner preéescribed for allocating bétween cellular
wholesale and retail. However, the allocation betweén céllular and
nonceéllular should také place before any further allocation bétween
cellular wholeésale and retail.

Consistént with our statéd goal that the USOA be used to
attempt to policé predatory pricing, thé USOA should, except for
imputed wholesalé customer révenues from a facilities-based
carriers’ retail operations for réselling wholesale service,
réflect actual costs. The révised USOA should bée applied on a-
consistent basis so that the specific assignment and allocation
procedures distributé no moré and no less than 100% of the
facilitiés-based recorded révenues and éxpenseés among thé
facilities-based carriers’ noncellular, wholesale, and retail
activities. ,

With the adoption of these modifications to the USOA, CACD
can begin to attempt to efficiently monitor the cellular industxry
for préedatory pricing. Thé facilitieées-based carriers may then
utilize the temporary tariff procedure established by D.90-06-025,
36 CPUC 464 at 500-503 and 510, to reduce their retail margin upon
submission of their first USOA report to CACD and acknowledgement
from CACD that their retail révenues equal (break even) or exceed

their retail expenses.
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9.7 Rate of Return Component

In D.90-06-025, (36 CPUC 2nd at 501) we stated that the
facilities-based carriers must at least break even on a rational
business basis to réduce the retail-wholesaleé margin through
temporary tariff filings. Specifically we stated that retail costs
should include a rate of return on investment dedicated to retail
service that would not bé needed for wholesale-only operations.

CRA has correctly asserted that a rate of return component is part
of our required break-even analysis, '

To satisfy this guideline CRA proposed that a fixed 14%
rate of return, which CRA asserted is consistent with the maximum
rate of return, after sharing, authorized to Pacific Bell in the
incentive régulatory framework proceeding, be imputed into the
break-even formula. Actually, thé maximum raté of return
authorized in that procéeding is 14.75%.4

The facilities-based carriers weré quick to point out that
cost of service regulation was previously found to not be
appropriate for the cellular industry. However, LA Cellular
conceded in its brief that it is appropriatée to impose a
requirement that retail rates be high enough to recover actual
interest payments related to assets diréctly used in retail
operations. LA Cellular asserted that there is no basis for
imposing an arbitrary rate of return where assets have been paid
for with équity dollars,

Rate of return, which is expressed as a pércentage,
reflects payment for the use of capital (both debt and equity) and _
is traditionally used in cost of servicé régulation of monopoly
enterprises. However, utilizing a rate of return as a measureément

4 This absolute cap équals the benchmark rate of réeturn (13.00%)
plus half the sharableé earnings bétween the benchmark and pré-
sharing rate of return cap of 16.50% (1.75%).
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for the bréak-even analysis as required by D.90-06-025 is not an
implementation of cost-of-service regulation.

We stated in D.90-06-025 (id at 501) that a carrier is not
predatorily pricing towards the resellers, if a carrier's retail
operations are covering all o6f the costs directly associated with
that businéss. The cost of capital (both equity and debt) is
nmerely one of the costs of doing business.

From a rational business perspective, a firm must recover
its opérating éxpenses,; including interest (payment for the use of
debt capital), and taxes, as well as a payment for the use of
equity capital. A competitive firm that is not engaged in
predatory pricing will not only cover all of its operating costs
but will also attempt to cover a normal return on its equity
capital. Othérwise thé owners that provide the capital to the non-
predatory pricing firm will choose to invest where they can at
least earn the prévailing markét return on invested capital with
similar risk.

Partiés were put on noticé by D.90-06-025 that retail
costs should include a rate of return on investment dedicated to
retail servicée that would not be neéedéd for wholésale-only
operations. During the curréent proceéding thé parties had an
opportunity to provide testimony on and cross examine CRA's witness
on whether or not thé maximum rate of réturn authorized in the
incentive regulatory framework procéeding is thée appropriaté rate
to use for the break-even analysis. Howéver, thé only raté of
return proposed was by CRA. CRA’'s witness was not cross-examined
on whéether the top rate of return, after sharing, authorized to
Pacific Bell in the incentive requlatory framework proceeding is
appropriate, and testimony was not provided as to why this :
particular rate would be inappropriaté other than to purport'that
the Commission should not adopt an arbitrary rate of return to usé
for the break-evén analysis. Nor was this specific rate addreéssed
in the briefs by the facilities-based carriers.
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Therefore, we find that the raté proposed by CRA is
reasonable, as adjusted to refléct the true cap on the rate of
return after sharing as adopted in the incentive regulatory
framework proceeding.

We will require, therefore, that the revised USOA adopted
by this order include thé break-even analysis generally as proposed
"by CRA. The rate of return to be used in the break-even analysis
is 14.75%.,

We will also require thée facilities-based carriers to
provide, on thé USOA adopted basis, semiannual réports addressed in
D.90-06-025 (id at 500-503) to CACD’s Director no later than 45
days after the last day in the sémiannual reporting period. These
should continué to be prepared and mailéd until the facilities-
baseéd carriers aré notified in writing by the Exécutive Director
that the semiannual reports no longer need to be mailed to the CACD
Diréctor. The sémiannual reports should cover the periods from
January 1 to Juné 30 and from July 1 to Décember 31, with the first
réquired report to bé mailed to CACD covering the period July 1,
1992 to Décember 31, 1992.
10. Reseélleér Switch

CRA proposed in the early stages of this investigation
that cellular wholesalée utilities bé requiréd to offer uabundléd
access to certificated reséllers so that resellers could perform
théir own switching functions. Resellers asseérted that such a
requirement would lead to lower rates, a greéater availability of
innovative servicés, and greater competitiveness than now occurs or
is likely to occur undér the duopoly wholésale market structure.

However, the record devéloped by CRA and reséllérs in thé
prior phases of this investigation did not clearly show that CRA’s
reseller switch proposal was feasiblé. Therefore, a Commissioner’s
ruling issued on December 11, 1989 provided the resélleérs an
opportunity to présent a more detailed account of their réseller
switch proposal in a subsequent phasé of this investigation. The

AY
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ruling also provided other interested partiés an 0pportunity to
present their points of view and relevant facts in the subsequent
phase of the investigation. Consistent with the Commissioner'’s
ruling, Ordering Paragraph 23 of D.90-06-025 incorporated the
resellers’ switch issue as a Phase II1I issue (id at 518).

No reseller came forward with a generic switch proposal.
However, CSI did provide a specific proposal to be implemented for
jtself in the San Francisco and in the Los Angeles/San Diego MSAs.
Specifically, CSI proposed to install two switches, one in each of
the identified markets.

The CSI switch would interconnect with facilities-based
carriers' switches. It would also interconnect with the public
switched telephone network (PSTN), consisting of the LECs and the
interexchange carriérs (IEBXs) via Type 2A trunk gro‘ups5 and
tandem switches in the San Francisco and the greater Los Angeles
area. LECs operators’ service and emergency services would be
available via a Type 1 trunk group.

CSI's switch, with associated data bank, would absorb the
number administration, most billing functions, vertical services,
call recordation and verification, and routing functions currentiy
being performed by the facilities-based carriers in these MSAs. In
addition, CSI would take over responsibility for the
interconnection between the facilities-based carriérs’ MISOs and-
the LECs and the IEXs points of presencé. All intérxconnections
would be at a "T1" or a highér basis.

CcSI presented four witnesses to substantiate the need for
a reseller switch. These witnesses testified on the engineering
feasibility, technical feasibility, greater availability of
innovative service offerings, and the economic justification for a

5 Direct connections with an LECs tandem office.
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reseller switch, The facilities-based carriers countered with
their own witnesses who rebutted assertions of CSI's witnesses,

Although CSI intends to take over functions from the
facilities-based carriers, it is not clear to what eéextent this
would occur. For example, connections to the PSTN vertical
services would be eliminated entirely, accoxding to CSI's Midgley,
a communications consultant. However, the facilities-based
carriers would need to replace that function with a connéction to
CSI.

Another example is CSI's call recordation and billing
function proposed. Midgley assérted that the facilities-based
carriers will be able to substantidally reduce their billing
records. CSI will not need detailed billing récords which
currently identify the unit that placéed the calls or thé length of
thé calls for the particular units. CSI wil) only require a bill
showing the total accumulatéd usage of, air time.

The facilitiés-based carriers indicated that some form of
detailed billing records, albeit not at the current detail level,
will néed to be maintained if the proper end user is to be charged
and credited for usage adjustménts, and we concur that this will
result in duplication of some functions. ‘

CSl‘’s witness Widmar téstifiéd on the innovative service
offerings that cellular subscribérs would récéive upon the
implementation of a réseller switch. Among thése innovative
services are limited calling aréas, incoming call screening,
distinctive call signaling, priority call waiting, cellular
extension, cellular private branch exchange, cellular céntrex,
voicé mail eénhancements, dual-system access, custon directofy
service, cellular secretary, multi-liné hunting, and billing format
design.

According to King, president of an economic consulting
firm, CSI's switch proposal will provide competition in areas of
cellular service where such compétition is technically feasible.
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Although technical innovations would continue to come from the
manufacturers, service innovations would come from réseliers such
as CSI, currently restricted to "retail activities,® that is, the
solicitation of end-user customers, the initiation of their
service, and the adninistration of their accounts.

To ensure an equal footing in the cellular switch market,
CSI réquéested that the Commission unbundle wholesale rates, provide
resellers the ability to connéct with the LECs, and provide
resellers with the ability to acquire exchange codes (NXX) from
Pacific Bell (Pacific) on thé sameé basis as the facilities-based
carriers.

10.1 Resellers' Switch Discussion _

The reseller switch issue was incorporated into this phase
of the investigation at the urging of thé resellers so that the
resellers could presént a detailed account of their switch
proposal. During the comment process prior to thé workshop, the
resellers provided very little in the way of a proposal that the
facilities-baséd carriers could evaluate. Therefore, the
facilities-based preworkshop comménts listed a seriés of questions
which théy felt neéded to bé answered to detérmine the feasibility
of & reseller switch. At the workshop, CSI responded to the
facilities-based carrieérs’ quéstions. However, CSI still did not
provide a sufficient amount of specificity about its switch
proposal. The facilities-based carriers were looking for details
such as the speécific type of switch, the method of interconnection,
the manufacturer or size of the switch, the number of connections
needed, the type of trunking needed, and whether individual numbérs
or blocks of numbers are needed for roamers.

The workshop devoted to thé reseller switch proposal was
productive to the extent that LA Cellular acknowledged that a
reseller switch may be technically feasible. LA Cellular invited
CSI to present a written proposal for thé connection of a specified
model switch by specified links to specified LA Cellular locations,
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with an identification of all relevant requiremeéents for LA
Cellular. DRA and facilities-based carrieéers, however, concluded
that CSI léft many questions unanswered including the following:
the typé of switch, the méthod of interconnection, the manufacturer
or sizeé of the switch, thé number of connections needed, thé type
of trunking needed, and whether individual numbeéers or blocks of
numbers are needed for roamers.

During the workshops Pacific raised the issue of whether
cellular reséllers should bé ablé to acquire intérconnected NXX
codes on the same basis as the carriéxs since cellular resellers
are not Part 22 licenseés. However, Ordering Paragraph 10 of
D.90-06-025 (id at 516) clearly requires interconnection
arrangements betweén cellular carriérs and LECs to bé offéred on a
nondiscriminatory basis. Thére is nothing in the decision that
restricts interconnection arrangemeénts to only facilities-based
carriers. King testifiéd that CSI is committed to abide by the
code utilization rulés that apply to all carriers. Therefore, by
D.90-06-025, resellers already have the right to interconnection
arrangeménts and NXX codes on the same basis as facilities-baséd
carriers.

The reseller industry did not make a proposal for a
generic resellér switch. The only proposal camé from CSI and was
specifically for CSI. This may be because most résellers do not
have accéss to sufficient funds to purchasé a switch. Theé
projected cost ranges from $1.3 million to $3.0 million, depending
on whether reéliance is placed on CSI’s estimate or U.S. West'’s
estimate. If this is the casé, théré may be a very limited
reseller switch market, but thé number of switches résellers might
install is not at issue here.

Nonetheless, we have CSI‘s switch proposal concept before
us for consideration. CSI’S proposal relies upon capabilities of
switches and switch software that have not yet been developed,
tested, or made available on the open market. However, from the
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evidence presentéd in this investigation, it is very apparent that
technical innovation is accelerating té the extent that a reseller
switch proposal may bée technically viable in the very near future.
Therefore, consistent with our goal of increasing the comp&titi?e
forces for céllular service, we will authorize resellers to provide
cellular switch facilities and will establish a procedure for
resellérs to follow.

Those réseéllers that want to providé switching services
currently béing provided by facilities-baséd carriers should file a
petition to modify theéir current certificate of public conveniénce
and necessity (CPCN) to operate as a switch resellér. One purpose
in modifying thé CPCNs is to eliminate any language in the current
CPCNs that prohibits resellers from operating facilities. A second
purposé is to ensure compliance with theé California Environmental
Quality Act (CBQA). As part of its petition to modify, a reseller
must comply with Rule 17.1 and include a Proponent‘’s Environméntal
Assessment (PBA) as part of its filing for réview by Commission
staff. Resellers are reminded that cellular facilities théy wish
to install subsequent to that covéréd in the CPCN modification
proceeding are subject to Géneéral Ordér 159,

Résellers will not be réquired to prové the teéechnical
feasibility of their proposed switchés, just as the facilities-
based carriers aré not required to do so whén they install a
switch. We will rely on market forces and téchnological advances
to influence when resellers decide they are réady to move into the
market as switch resellers. Parties obviously disagree as to
whether a reéseller switch is technically feasible at thé present
time. Whilé issues of switch incompatibility and protocol
converters may exist, we believe that résellers will not invest
between $1.3 million to $3.0 million to develop and install a
reseller switch that cannot commuriicate with the switches alreéady
installed by the facilities-based carriérs. The sizablé up-front
investment réquiréd precludes resellers from investing in a switch




I.86-11-040, A.87-02-017 COM/UBO/kpc *+

until resellers themselves are confident that the réseller switch
concept can be succeéessfully impleménted.
11. ©nbundled Tariffs

Having resolved CSI’s interconnection arrangement and NXX
concerns, we are left with CSI’s unbundled tariff requirement to
addréss. King devéloped unbundled wholesale rates for the carriers
to charge CSI based on what King believed to be the carriers’ own
costs and what would résult in an economically efficient transfer
of monopoly profits from the carriers to the géneral public.

Thé economic justification for the reseller switch is
measurable, according to King, by calculating the incremental cost
on a8 forward-looking basis. King described incrémental cost as-
derived by considéring a given growth path for a sérvice over time
(ten to 15 yéars) to perturb thé éxpected growth path by 1% or
more, and the increase in present discounted cost over a
sufficiently long-timé horizon so that all capital and A&G costs

become variable.

Howéver, King’s unbundléd ratés weére flawed becausé he
rélied on "rough éstimateés* and on technical matters provided by
CSI’s éngineers Midgley, Widmar, and Raney to develop theé unbundled
ratés. Among the déficieéncies in King’s économic cost analysis
weére a failure to reflect the additional hardware and software
costs to be incurred by the facilitiés-based carriers to implément
CSI's switch proposal, the cost to implément the IS-41 and/or black
boxes upon the completion of fiéeld tests, and & realistic idea of
the functions that the facilities-baséed carriers would not need to
duplicaté such as the extent of call and bill details.

Irrespective of CSI's flawed calculations, both CSI and
PacTel Cellular’s economic witnesses agree that the basis for
establishing unbundled wholesale rates should be long-run
incremental costs. Howevéer, a dispute lies in King’s extension of
the incremental cost definition to include average cost in those
situations wherée there aré no identifiablé economies-of-scale such
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as in the switching function, and CSI's assértion that reselleérs
not be charged any access feées.

We concur with DRA that the wholeésale sérvices being sold
on a bundled basis by the facilities-based carriers can be
unbundled. Absént unbundled rates, it is difficult, if not
impossible, for resellers to assess thé viability of a reéseller
switch. Purther,.any failurée to unbundle wholéesale rates runs
counter to our Phase I goal of increasing the competitive forces
for cellular service and encouraging the most rapid expansion of
cellular service and new technology that is reasonably possible.

The facilities-based carriers should beé required to
unbundle and tariff their wholesale rates into specific
subcomponents, Thé cost methodology récommended in the ALJ 311
decision was incremental cost. Howevér thé usé o6f incremental cost
méthodology was conditioned on all parties agreéeing on a concise
definition in their 311 comments. Absent any consensus on a
definition, parties were ordered to file unbundled tariffs based on
direct cost methodology.

The comments and reéeply comments indicaté that although
theré is general agreemént that incremeéntal cost methodology may beé
the most appropriate méthodology, therée is certainly no consensus
on a standard definition nor éven agréemeént on what constitutes an
incremental cost methodology. Hausman (PacTél) for examplé states
that King’s (CSI) proposed méthodology is not an incremental cost
methodology, but a fully allocated cost methodology (1211t2 and
Exhibit W-11 pg. 8), yet King's definition was taken word for word
from Hausman’s testimony in I. 88-11-033, Implémentation Rate
Design (IRD) for LECs. Part of thé problem, as pointed out by
PacTel Cellular and GTE Mobilnet in their 311 filings, concérns
their unresolved dispute with King’s extension of the increméntal
cost definition to include average cost in those situations where
there are no identifiable economies of scale such as in the
switching function, and the assertion that resellers not be charged
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any access feé. A review of the definitions submitted shows no
real agreement on a standard definition as shown in the following

examplesi .
Hausmant For incremental cost, a growth raté
over thé next 5 to 10 years would be chosén for
cellular in a given market, and the present
discounteéd cost of meeting this growth would be -
estimated. A comparison calculation would thea
be made with a different and lower growth rate
{(which could bé negative) for the carriers’
wholesale customers with the rémaining
custoners buying service from the CSI switch.
The comparison of this present discounted cost
compared with the first estimated cost divided
by the number of customers who buy service from
the CSI switch would give an estimate of long
run incremental costs. (Exh. W-11 pg. 5)

Kingt The best way to estimaté long-run
incremental cost is to consider a given growth
path for a service over time, to perturb the
expécted growth path by 1% or more, and to
calculaté the increasé in present discountéed
cost over a sufficiently long-time horizon so
that all capital costs become variable., A
period of 10 to 15 years will usuvally suffice
for the calculation. (Tr. 935.)

LA Cellular: Long run incrémental costs (LRIC)
arée the additional costs thé company will incur
on a long-run basis bécausé of a new business
decision, such as introducing a new service
offéring or changing an existing tarifféd rate.
If the new businéss decision has no impact on
the company’s existing cost structure, thereé
will be no LRIC incurred by the company:. 1In
short LRIC can be defined as thé différence
betweén total costs with and without
implementation of the new business decision.
{311 Comments.)

In addition to the lack of an agreement on a standard
définition and methodology for incréeméntal cost, we have other
concérns with the incremental cost methodology and déefinitions.
 being proposed by the various parties in this proceeding. One is
the inconsistency of some of those definitions with the standard
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econonic definition or those from other proceédings. LA Cellular
proposes using the adopted definition in Decision 90-11-029 (AT&T's
Readyline, Pro Wats and Megacom sérviceés). However, we did not
adopt a definition for increéemental cost in AT&T's procéeding. Theé
definition LA Cellular wants us to adopt in the current proceeding
is that proposed by DRA in AT&T's procéeding. We only stated in
Finding 19 of D.90-11-029 that *all parties in this procéeding,
with the éxceéption of U.S., Sprint, agréé that some adaptation of
LRIC is a proper cost standard for determination of minimum rate
levels for services in a competitive market." Setting minimum rate
levels (i.e. floors) for unbundléd raté elements such as airtime
using LRIC may not bé fair to the facilities-based carriers in the
short run. That is because we stated in D. 90-06-025 that we
believe the costs of providing cellular service should drop
substantially in the future with thé conversion of thé analog
portions o6f the network to digital, increasing capacity by thrée to
four times. We will consider incremental definitions,
methodologiés and quidelinés in our IRD procéeding and are not
anxious to adopt a definition and méthodology in this proceeding-
that may be uniqué to the cellular industry. There is not
sufficient record or justification for such a determination.
Another concérn with using the increméntal cost
methodology definitions proposed by thé various parties is the
difficulty of obtaining réliable cost éstimatés baséd on uncertain,
long-term forecasts. An example is Hausman’s definition of |
incremental cost which not only réquires an estimate of cellular
growth of customérs and usage for each cellular carrier in the
cellular market over the néxt 5 to 10 years, but also thé growth
raté of the customers and usage of those resellers who choose to be
connected to CSI’s switch. The céllular market’s growth rates,
which have bean irregular and highly dynamic in the past, would
have to include possible effects of new technologies like digital, -
new services, emergencé of possible new competing téchnologies like
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personal communications networks, and the emérgencé of possible

other private competitors like Fléét Call: Even Hausman, on pagé 5 *~

of his Exhibit W-11, indicates the high uncertainty of forecasting
future growth and costs. He also notés (Exhibit 0 pg. 4) thé need
to average appropriately among the additional increment of neéw
demand which it will serve, the required lumpy investments to
obtain the incremental costs. It is our opinion that usé of long-
term estimates would be difficult, unreliable and result in & high
level of controversy. ' .

For the above reasons, the usée of incremental cost
méthodology for unbundling would in our opinion create a great deal
of controversy and result in léengthy delays. The delays would
cértainly be counter to our afore-mentioned Phase I dgoal of
increasing the competitive forces for céllular services and
encouraging the most rapid eéxpansion of cellular seérvicé and new
téchnology that is reasonably possiblé. Thérefore, we will adopt
the usé of direct émbeddeéd cost méthodology for the unbundling
applications. Direct embedded cost methodology has beén the
costing methodology used in telecommunications utilities for many
years. It is well understood, léss controversial, and will provide
reasonable and fair rates for unbundling the bottleneck wholésale
rates. We will adopt the following definition from Deécision
91-01-018 for direct embédded costst

Diréct embédded costs includé all costs of the
company lncludlng mainténance éxpénse, cap1ta1
related expenses including return and incomée tax
and depreciation, édmlnistratlve costs, other
operational expenses such as right to use feées,
and wage—related expenses including relief,
pension, and Social Security taxes, except somé

common corporate overheads.

The adoption of direct embedded costs methodology in this
particular instancé does not foreclose our option to consider
incremental cost for unbundling the ceéllular wholesale access rates
in the future. Nor does it indicate a change in our policy and
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direction. We beliéve that increméntal costing methodology is
normally the most appropriate costing methodology for competitive .
services, but do not believe it is appropriate for unbundling
wholésale tariffs at this time for the reasons discussed above. We
havé learned in past and ongoing proceedings how long, difficult
and controversial proceedings involving incremental cost
methodologies can be for telecommunications services. As mentioned
previously, we will bé reviewing incrémental cost methodologies in
the IRD proceeding which could provide a standard definition with
guidelines that could be applicable to the cellular industry. We
will agree, howevér, to review an incremental cost methodology, in
addition to the direct émbedded methodology, at hearings on the
applications for unbundling the wholesale tariff. This is
conditioned on submission at the time of the application filing of
an agreement signed by all parties, on an incrémental cost
definition and detailed methodology.

For unbundling, the ALJ 311 decision required distinctive
subcomponeénts for air time, billing, interconnections,
transmission, and other identifiable service components. Séveral
of the comments in the 311 filings on theseé components indicate a
need for clarification. FPor example, McCaw Cellular incorrectly
interprets transmission to apply only to facilities which cu¥rently
exist between the céllular switch and the switches of the LEC and
IEC, and states the cost study méthodology should only be used to
determine the cost of unbundleéd features obviated by the réseéller
switch.

OQur réason for requiring thé unbundling of wholesalé rates
is to promote increased éfficiency and innovative use of thé
cellular network by opening up the nétwork to additional
competition. The best méthod to achieve that goal is to allow
competitors to interconnect, on a cost supported basis, to those -
facilities that only the facilities-based carriers are allowed to
provide under FCC rules because of the scarcity of radio fréquéncy
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spectrum: We thérefore unbundle into wholesale rate eleménts only
those functions that cannot be provided by competitors, that is the
portion 6f the network betweén thé mobile unit and thé switch, and
certain switching functions. It is that portion of theé network
that should be cost based, not the portion o6f the network that will
be opened up to competition. We see no need to unbundle wholesale
rates into rate elements £6r services that competitors can provide
because we want that portion of the network to be market priced
(i.e., the existing wholésale and retail rates).

It is certainly not our intent to get involved in rate
based regulation of existing wholesale and retail customér rates.
We aré only setting up cost-based rate elements on bottleneck
facilities for competitors following the FCC concept on open
network architécturé (ONA), which we bélieve is appropriate for
telecommunications networks. King agreés (Tr. 964) that using the
ONA principles on cellular would stimulate maximum innovation and
reduce costs to consumers. For éxample, Pacific Bell is no longer
a raté based LEC, yet we ordered them to provide cost-based rate
eleménts to competitors for portions o6f their network that can’t be
provided by compétition. A recent example is the LEC-providéd
interconnéction rate élemeéents nécessary for RTUs to connect théir
network to the LEC networks in D.91-01-016.

We agree with DRA that the unbundled rates should include
a reasonable return to the facilities-based carriers no matteér
which cost methodology is used. Therefore, in their unbundling
applications the facilitiés-based carriers should use a 14.75%
return, which is discussed in Section 9.6 of this decision. This
set return will eéensure consistency and comparability betweeéen the
filings of different utilities. Parties who believe a different
return should be allowed should justify their proposed returns in
their applications on unbundling or in protests to the
applications.
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In order to reduce the misunderstandings and assuré more
consistency and uniformity among the application filings, which
should reduce the application processing time, we will make the

following guidelines applicable:

1. Workpapérs supporting the cost studies
should be made available to interested
parties under a nondisclosure agreement at
the time of the application filing, and
will be protected under the rules of
General Order 66-C. Workpapers should be
clear, detailed and well‘organized, with
assumptions, cross-referencing, and
information resources shown.

The cost studies should be based on the
study year 1993, reflecting the actual
operations (e.g., cost levels, volumés,
investment level, étc., for 1993). They
should includée any direct émbédded costs
that in any way can be identifiéd and
attributéd by reasonable persons to the -
provision of the service elements described
in 3 below.

Applications will contain the proposed
recurring and nonrecurring tariffed rate
eléements for thé following subcomponents, .
which can be subdivided into moré detailed
rateé elements if applicants desiret

a. Aairtime--shall only includé on a cost
per minuteée basis all the diréct
embedded costs of providing the
communication channel bétween the
subscriber’s mobile telephone and
interface at the facilities based
switch, including terminal equipment
necessary for transmitting, receiving,
etc. the channel. '

Interconnection--shall only include a.
rate elemént(s) for the direct embedded
cost of providing the interface
connection to the reseller supplied
trunks at the facilities-based
carrier’s switch.
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Switching--shall only include a rate
elementés) to includée the direct
embedded costs of providing those
functions at the facilities based
carrier’s switch to récognizé theé
reseller number and route the call to
the reseller’s trunk, and set up a call
coming from a reseller switch to the
facillties based carrier’s switch. It
should include the costs of any
protocol or switch modifications.

Billing--shall only include the direct
embedded costs of providing summary
billing to resellers for the above rate

elements.
It will be assumed that the reseller will
purchase its own NXX codés and handle its
own number administration and customer
services so thése rélated access costs
should not beé included.

Consistent with our Phase I goal of encouraging the most
rapid expansion of cellular service and new technology possible
through competition, facilities-based carriers operating in MSAs
with resellers should file applications unbundling their wholesale
rates within 120 days after the effective date of this order. In
recognition of the diversity of cellular service beétween MSAs and
RSAs, the RSAs (and MSAs without eéxisting resellers) should file an
application unbundling their wholesale rates within 120 days after
the filing date of an application from a reseller proposing to
provide switched cellular service within the RSA's service areéa.

We remind the parties that § 2113 of the Public Utilities
Code provides that any violation of any part of any of our orders
constitutes contempt of the Commigésion. Any such violation may be
punishable by a fine of up to $2,000 per day undér §§ 2107 and
2108, in addition to contempt penalties.

The facilities-based carriers, in their 311 comments,
protested the inclusion of the condition delaying the elimination
of the margin requirement until the unbundled rates are in place.
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Théy claim that this condition is unrelated to bundling and is
inconsistent with the Phase II decision. We disagree. Encouraging
conpetition is a key policy in the Phase 11 decision. This
condition, which wé adopt, will provide a strong incentive to the
facilities-based carriers to implémént thé unbundled rates quickly
which should incréase competition in this industry. Theé condition
will also maintain some stability in the marketplace until the
résellers have the opportunity to compete. The conseéquences in the
Phase I1 decision for operating the facilities-based retail arm-
below cost aré not sufficient to eliminaté market abuse. It would
take over a year before thé Commission could start a proceeding to
evaluate whether this anti-compeéetitive practice was taking place,
and would be of littlé value to thé reseller who was put out of
business as a result. Our insisténcé on introducing added
competition quickly is important in that it will allow us to
consider furthér streamlining of our regulatory rules, reducing the
regulatory oversight and rules and requirements for cellular
service providers.
12, Facilities-Based Carriers'
Affiliate Operations

By D.84-06-027 of Application 84-03-68, PacTel Mobile
Access was denied authority to résell cellular sexvicé in the same
térritory in which Los Angelés SMSA Linitéd Partnership was
authorized to provide resalé services. Los Angeles SMSA Limitéd -
Partnership's genéral partner, Los Angeles CGSA was a wholly owned
subsidiary of PacTel Mobile Access. This policy of precluding a
facilities-based carrier’s affiliaté from competing with the
facilities-based carrier, with the exception of one instance, has
remained in effect since the issuance of D.84-06-027 to discourage
anticompetitive and cross-subsidization practices.

The exception pertains to PacTel Mobile Services (PTMS),
an entity which is owned 100% by PacTel Corporation, the parent of
PacTel Cellular. PacTel Cellular in turn, owns approximately 62%
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of the equity and 65% voting interest O0f Bay Area Céllular
Telephone Company (BACTC), the'Block A carrier in thé San Francisco
and San Jos¢ market, and which has beén allowed to competé in that
market pursuant to D.86-05-010.

PacTél Cellular filed A.87-02-017 to obtain Commission
approval for its acquisition of an additional interest in BACTC.

At the time of the application, PacTel Cellular and its affiliate
owned a 47.0 percent interest in BACTC. By the application, PacTel
Cellular sought to acquire an additional 14.1 pércent interest from
Cellular Mobile Systems of the Bay Area, Inc. We previously gave
notice in D.86-05-010 when we allowed PTMS and BACTC to competé in
the Bay Area of our intent to revisit the issue if PacTél Céllular
obtained more than a 47.0 percent interest in BACTC. The assigned
ALJ in A.87-02-017 raised the issue during the course of that
proceeding and was informed that PTMS would séek thé transfer of
its Bay Aréa customérs to BACTC or to anothér entity not affiliated
with PacTel Cellular, subject only to BACTC's approval and approval
by this Commission.

In D.87-09-028, PacTel Cellular was granted authority to
purchase the additional 14.1 percent interest in BACTC and PacTel
Céllular was ordered to make a compliance filing within 120 days
regarding the proposéd transfer of PTMS’ customérs to BACTC.
Howéver, PacTel Cellular's minority partner in BACTC, California
Celcom Communications Corp., refused to approve the transfer of
PTMS' customers to BACTC. The transfer never took placé and PTMS
continues to competée with BACTC in the Bay Area.

To résolve the issue of reséller affiliates competing in
the same area, A.87-02-017 was consolidated with this
investigation.

As part of our current investigation we wantéd to assess
winether facilities-based carriérs’ affiliatés should continue to be
prohibited from reselling in markets where the carrier provides
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rétail service and to dstermine if PTMS, which continues to have
customers in the Bay Area, is in violation of that policy.

Although the issuée of reseller affiliates was addressed .
in the first phase of this investigation, a Quéstioﬁ remained as to
whether the FCC has preempted us in this matter.

12.1 workshop Results _

At the workshop, parties concurred that FCC policy does
not currently preéémpt us from either continuing Our_Current résell
policy or from relaxing thé prohibition. -All parties, including
CRA, recomméended a relaxation of the current résale policy, with .
appropriate cross-subsidization controls in place.

CRA in its comments to the workshop réport filéd on
May 31, 1991 indicated that the policy behind thé prohibition on
facilities-based carrier affiliate resale is to discourage anti-
competitive and cross-subsidization practices.

CRA concurréd with the other workshop partIC1pants that
facilities-based carrier retail affiliate operations could exist

ift
a. They are subjeéct to the same rlgorous
accounting allocations and obligations on
an NSA-by-MSA basis}

They are treated in precisely the same

manner as independent resellers without

access to switch and other carrier

wholesalé information unless

that information is also provideéd to

independent resellers; and

The facilities-based carrler chooses to

havé either a retail division or

structurally séparaté affiliate

to avoid carrier packing of an MSA by

adding multiplée retail affiliates with

differing rate structures.

However, parties’ comments indicate that item (b.) above

was seen as difficult or impossible to implement. LA Cellular in
its Workshop comments stated that the proposal was impractical. LA
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Cellular indicatéd that one of the economies that could be enjoyed
if a reseller affiliate operated in the same market is that
existing staff could manage both opérations. LA Céllular goes on
to states

There is no practical way that the Commission

can monitor information transférs between

facilities-based carriérs and resale affiliates

whén the same peoplée perform functions for

both [

McCaw indicatéd that thereée is no basis to attémpt to
control information flow betweén affiliated companies in the
cellular business, and indicated that despite any safeguards put in
place, information would undeniably be availablé to thé affiliate
in any event. The comments concluded that any such restriction
would be “"unenforceable" and would not seérve any legitimate
Commission policy.

12.2 Prehearing Conference

At the July 19, 1991 PHC partiés concurréd that
evidentiary hearings weré not needed to address thé resale issue.
Accordingly, the matter was set for briéefing at thé end of theé
Phasé II1 hearings.

12.3 PFacilities-Based Carrier
Affiliate QOperations Discussion

In the early days of thé cellular industry, wé recognized
the potential for anti-compétitive behavior and cross-subsidization
between affiliated companies, and thus established this
prohibition. While the industry has maturéd over thé past several
yéars, we do not want to change thé current policy unless wé are-
certain that it will not be detriméntal to compétition in this
industry. _
While the Workshop parties appéared to reach consénsus on
some issues, that consensus contained enough basic differences to
be meaningless. One major area of difference which emerged during
the workshops and which continued throughout thé rémainder of the
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proceeding related to CRA’s insistence of the need to implement
proprietary information safeguards for information flowing from the
carrier to its reseller affiliate. Carriers insisted that no
amount of safeguards would prevént the flow of information between
entities under thé same corporate umbrella.

In reviewing the issués in this situation, we are
unwilling to make changes to our current policy when the potential
for anti-competitive behavior exists. Parties’ positions
solidified early on, arnd have not changed much during the course of
the proceeding. Also, with the Workshop and various opportunities
for briefings, parties have been given an adequate opportunity to
make their positions clear on this issue, even in the absencé of
evidentiary hearings. Therefore, we will continue thé current
prohibition on an affiliate reséller providing service in the same
market where the facilities-based carrier provides reétail service.

This brings us to the issue of what to do about PTMS’ .
customérs in the Bay Area, where it is operating in competition -
with BACTC, in which PacTel Cellular has béen the majority partner
since 1987. We made our intent clear in D.87-09-028 that PTNS’ Bay
Area customers should bé sold to BACTC or some other ceéllular
entity. However, that customer transfer never occurred, and PTMS
continues to provide service to customers in competition with »
BACTC. By this order we are reaffirming our understanding stated
in D.87-09-028 that PTNS séll its Bay Area customer base. PTMS by
this order is given 120 days to transfer its Bay Area customérs
either to BACTC or another cellular company. Noncompliance ﬁith
this order will result in fines under PU Code 2107 for évery day
that PTNS is not in compliance. _

Any customeéer base transfer, whéther in part or in whole,
must have Commission approval prior to the transfer occurring.
Approval for the transfer shall be obtained via the advice letter
or application préocess, dépending on the circumstances involved.
An application would be required if the transfer results in &
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tariff rate incréase, moré restrictive tariff terms and conditions,
a changé in conditions of service, or withdrawing sexvice -
completely.

This ordexr prohibits affiliate resale in the samé market.
However, we still see the néed to monitor affiliate transactions in
this industry. On August 11, 1992 we issued a rulemaking in the
subject of affiliate transactions which applies to electric, gas
and telecommunications utilities, and in R.92-08-008 impleménted
interim reporting requirements to be followed. This rulemaking was
initiated after the close of this proceeding, but since its
provisions aré applicable to cellular companies, we hereby take
official notice of that document, and put ceéllular companies on
notice of the need to comply with the interim réporting
requirements delineated in Appendix A to that order.

We are aware of one other instancé of a réseller
affiliate operating in the same area as its facilities-based
carriér affiliate. GTE Mobilnet of California, Inc. (GTEN-CA) is
licénsed by this Commission as a reseller of cellular telephone
service. GTEN-CA is an affiliate of GTE Mobilnet Ltd. which
currently provides wholesalé and retail cellular service in thé
greatér San Francisco-San Jose areas.

_ In D.92-05-021, wé granted GTEM-CA authority to provide
GTEM-CA to offér cellular service, limited to cxedit card
telephonés installéd in réntal cars, public traﬁsportation-véhicies
such as limousinés and vans, offshore drilling platforms, and other
such similar locations in the same northera California markets in
“which its affiliated entity, GTE Mobilnét Ltd: currently provides
wholesale and retail céllular servicé. This authority was
conditioned on disposition 6f the affiliate competition issue in
this phase of 1.88-11-040.

The crédit card telephone operations offered by GTEM-CA
will make no use of any recording, rating, or other billing related
functions provided by GTE Mobilnet Ltd. or its mobile teléphone
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switching office, nor is there any othér commonality of functions
between the GTEM-CA crédit card operation and GTE Mobilnet Ltd.'’s
opération. Thé authority granted was very narrow in scope and
could not bée perceived to be contrary to thé public interest or
present realisti¢ opportunitiés for cross-subsidization or any
other anti-competitive practices. Therefore, it is appropriate not
to change the authority grantéed to GTEM-CA in D.92-05-021, provided
that GTEN-CA and GTE Mobilnet Ltd. continue to comply with that
order, and GTE Mobilnet Ltd. contimies to be considered a dominant
carrier for purposes of affiliate transaction reéequirements adopted
in R.92-08-008. ’
13. 311 Comments 7

The ALJ’s proposed decision on this matter was filed with
the Docket Officé and mailed to all parties of récord on June 12,
1992, pursuant to Rule 77 of the Commission’s Rules of Practicé and

Procedure.

Comméents from CRA, CSI, DRA, Fresno MSA Limited
Partnership and Contéel Cellular of California, Inc., GTE Mobilnet
of California Limited Partnership and GTE Mobilnet of Santa Barbara
Limited Partnérship (GTEM), LA Cellular, NcCaw, Nationwide Cellular
Service, Inc., PacTel Cellular, and US West were timély filed with
the Docket Officé on July 2, 1992.

However, McCaw filed a motion to strike a portion of
CRA's comments because CRA‘s filing excéeded theé 25-page limit
provided for in Rule 77.3 by 28 pages, and because thé 28 pages
proposéd spécific changeés to the cost allécation manual which
purportedly reflected CRA‘s position for the first time in this
proceeding. McCaw requésted that CRA’s Modified Appendix C be
stricken from the record and that no weight be accorded such

comnents.
CRA replied that it submitted its Appendix C in response

to Rule 77.4 which requires that comments proposing specific
changes to the proposed decision shall include supporting findings
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of fact and conclusions of law. Howevér, Appendix C was not
identified or purported to'be findings of fact or conclusions of
law. Such findings and conclusions were set forth in CRA'’s
Appendix A,

CRA was on the other side of this 25-page limit issue in
the sécond phase of this investigation. 1In that phase, CRA filed a
motion to strike the appéndices attached to LA Cellular’s 311 '
commeénts, 36 CPUC 24 464 at 508.

Although we accepted LA Cellular’s 311 comments, we
granted CRA's motion and rejected the appendices attached to LA
Cellular’s comments. In rejecting the appendices we stated that
although there are no page limits on appendices, Rule 77.3 dbes not
providée for additional comments to be incorporated into appendiceés.
To do so would negaté the intént of restricting comments.
Appendices are restricted for findings of fact and conclusions of
law, id at 509. We also warned all parties that any continuance of
this procéedure may résult in rejection of comments.

Rule 77.3 limits the filing of comments in major generic
proceedings, such as in this proceeding, to 25 pages plus a subject
index listing the recommended changés to the proposed decision, a
table of authoritiés, and an appendix setting forth findings of
fact and conclusions of law. Howeveér, in this instance, CRA went
beyond the statutory filing réequirément. Not only did CRA include
28 pages of additional comments as Appéndix C, it crafted a two-
page summary of its comments, apparently not detected by McCaw or
other partiés, within CRA’s subjéct indéx as pages iii and iv,;
raising CRA’s total commént page count from 53 pagées (25 pages of
identified comments and 28 pages of Appéndix C) to a total of 55
pages, exceeding the allowable comment page count by 30 pages.

Had CRA worked within the legal process and filed a
timely motion to extend the comment pagé limit citing circumstances
for the need of an extended page limit, we would have considered
such a motion, and upon the demonstration of good cause granted
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somé relief to thé pagé limit,; such as we did in the Southern
California Edison and San Diego Gas and Electric Company meérger
proceeding, D.91-05-028.

CRA's comments goes well beyond the proper legal standard
for the filing of 311 comments and does not comport with Rule
77.3's comment and page allowancé. CRA is not new to Commission
proceedings and should be well vérsed on our rules. CRA shouid be
admonished for such an inappropriate filing., Absent a timely
request and authority for extended comments, we should reject CRA's
comments and afford such comments no weight.

However, because we accepted LA Cellular’s comments in
the prior phase of this proceeding, equal tréatment should be
afforded CRA to the éxtent possible. Therefore, CRA's Appendix C
should be réjected. This léaves CRA's two-page summary buried in
its index and 25 pagés of comments that need to be sizéed down to
the allowable 25-page count. Rather than rejecting CRA’s remaining
27 pages of comménts for failuré to follow the rulé we will, for
this proceeding only, allow the first 25 pagés of CRA’s comments.
This means that CRA’s two-page summary and 23 subsequént pages of
comménts should bé accépted. CRA'S last two pagés of identifieéd
comments, pages 24 and 25, should bé rejected because they exceed
the allowablé page count.

On the samé motion that McCaw objectéd to CRA’s exténded
page limit, McCaw objécted to CSI's comments regarding events that
have developed subsequent to the closing of thé record and two
partial newspaper/magaziné articles attached to CSI's comments as
Appendices B and C datéd June 1992 and May 1992, respéctively. 1In
support of its objection, McCaw cited Rule 77.3 which states that
new factual information, untested by cross-examination, shall not
be included in comments and shall not bée relied on as the basis for
assertions made in post-publication comments.

McCaw requested that CSI's Appendicés B and C, together
with related portions of its comments be stricken. To do otherwise
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would, according to McCaw make thé hearing process meaningless,
because a party could merely ignoré the record and submit allegedly
accurate and relevant materials after the fact.

Comménts, such as CSI's Appendices B and C with rélated
portions of its comments, which provided new factual information,
untested by cross-examination were not considered by this
Commission pursuant to Rule 77.3.

Comments were also filed by BACTC on July 3, 1992,
However, BACTC's commeénts are rejected because they were not filed
within 20 days of the date the ALJ's proposed decision was mailed,
pursuant to Rule 77.2, and because BACTC did not request or receive
an extension of timé to file its comments.

Reply comments from CRA, CSI, DRA, GTE Mobilnet of
California Limited Partnership, and GTEM, LA Cellular, McCaw,
National Céllular Services, Inc., and PacTel Cellular were timely
filed with the Docket Office.

We have caréfully reviéewed thée comments and reply
comments filed by the parties to this proceeding that focused on
factual, legal or téchnical errors in the proposéd decision and in
citing such érrors made specific referénces to thé record, pursuant
to Rule 77.3. To the extént that thése comménts and reply comménts
required discussion, or changés to the proposed decision; the
discussion or changes havé beén incorporatéd into the body of this
order. Comménts and reply comments which merely reargued positions
taken in briefs were not considered.

Findings of Fact

1. A majority of RSAs permit holdérs had réceived their
operating authority prior to the second PHC.

2. The establishment of a streamlined certification process
for RSAs facilities-baséd carriers is moot.

3. 1t is proper public policy to forebear from any rate of
return or profit-based regulation of cellular wholesalers that are
pricing their services competitively.
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4. We will not adopt reporting requirements for the
assesspent and nonitoring of cellular capacity utilization and
capacity expansion at this tire,

5. The Commission is not required to take official notice of
documents. '

6. Rulé 74 explicitly provides that official noticé may be
taken of such matters as may be judicially noticed by the courts of
the Staté of California. V

7. Ve affirm the ALJ’s Narch 6, 1992 ruling denying CRA’s
réquest that official notice be taken of a Commission’s Legal
Division memo datéd Decéember 16, 1991 and that official notice be
taken of GTE Mobilnet of California Limited Partnership’s annual
reports for 1989 and 1990.

8. Thé purpose of the modified USOA will bé to attempt to
police predatory pricing.

9. The USOA is the appropriate tool to déetermine the
facilities-based carriers’ cost to provide wholesale and retail
services,

10. The existing USOA is not in a form conducive to
segregating retail, wholésale and noncellular activitiés in order
to make a retail break-éven analysis. '

11. Costs incurred by a carrier dué to its offering of
wholesale service should be properly allocated or assigned in théir
entirety to the wholesale side if those costs could not bé avoided
if the carrier discontinued retail service. N

12. If a carrier’s retail operations are covering all of the
costs directly associated with that business, then thé carrier is
not cross-subsidizing retail out of wholesale revénues or earnings.

13. Costs exclusively incurred for retail operations of a
carrier should be allocated directly as a retail cost, costs
exciusively incurred for wholesalé operations should be allocated
direbtly as a wholesale cost, and costs that are shared between
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retail and wholesale service should allocated according to their
relative incurrence. :

14. Facilitiés-based carriers will lose their ability to
reduce the retail margin of their wholesale opé¢rations through a
tenporary tariff filing if their retail revenués do not équal
(break even) or exceed their retail expenses. ‘

15. Part 64 is baséed on a fully allocated or fully
distributed cost methodology whexe all costs are allocated to
service based on the réelative amount of usage.

16. Using the Part 64 methodology, costs associated with the
physical handling of cellular radiotelephone calls would be
allocated béetween wholesale and retail operations.

17. Cellular Dynamics’ avoided costs definition relies on the
premise that retail activities never éxistéd.

i8. There has been no change to the requirement that
facilities-based wholesale costs allocation be based on the
assumption that rétail activities have béeén discontinued.

19. D.90-10-047 denied Advantage Group’s application for
réhearing of the avoided cost method. :

20. The facilities based carriers*' USOA cost allocation -
manual is baséd on the facilities-based carriers’ definition of
avoided cost.

" 21. The facilities-based carriérs’ USOA cost allocation
manual allows classification of costs which are shared bétween
wholesalée and retail to be allocated in their entirety to the
wholesale side.

29. The facilities-based carriers’ USOA cost allocation
manual does not meét the requirement that retail operations cover
all of the costs directly associated with retail business.

23. The facilities-based carriers USQA cost allocation manual

does not prevent cross-subsidization.
24. CRA's proposed modifications to the USOA are based on an

avoided cost standard.
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25. CRA's costing approach providés for costs exclﬁsivéi&
incurred for retail operations to be assigned diréctly in their.
entirety as a retail cost, and costs exclusively incurred for
wholesale opéerations to be assigned in their entireéty as a
wholesalé cost, including costs that are associated with the
physical handling of cellular radiotelephoné calls. Costs that are
shared between retail and wholesale service are apportioned
according to their relative use.

26. CRA's modifications to the USOA is thé only proposal
which utilizes the avoided cost method and also meets the
requirement that retail operations cover all costs associated with
the retail side of the business., -

27. Assignment betweén cellular and néncellular should be
accomplishéd up front in the allocation process.

28. Accounts should beé distributed to noncellular and
cellular operations by direct assignment whéré appropriate and by
allocation for any remaining amounts in the same fashion prescribed
for allocating between wholesale and rétail.

29. The purposé of a break-éven analysis of the facilities- .
based carriers’ retail opération is t6 discourageé cross-subsidies.

30. .CACD received advance notice in D.90-06-025 that it would
be deélegated the responsibility of monitoring thé facilitieées-based
carriers’ operations for cross-subsidies.

31. BExcept as providéd in Finding 55, & facilities-baseéed
carrier may use the temporary tariff proceduré to reduce its retail
nargin upon acknowledgement by CACD that the USOA report the
carrier submitted shows that its retail revenues equal (break-even)
or éxceed its retail expensés.

32. Retail costs for purposes of the break-even analysis
should include a rate of return on investment dedicated to retail
service that would not be needed for wholesale-only opérations.
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33. Utilizing a raté 6f return for the break-even analysis as
required by D.90-06-025 is not an implementation of cost of sérvice
regulation.

34. Rate of return, which is expressed as a percentage,
reflects paymént for thé use of capital, both debt and equity.

35. A carrier is not predatorily pricing towards the
resellers, it a carrier’s rétail operations are covering all-of the
costs directly associated with that business.

36. From a rational business perspectivée, the cost of
capital, both equity and debt, is merely one of the costs of doing
business.

37. The rate of return cap, after sharing, as adopted in the
incentive regulatory framework proceeding, is a reasonablé rate of
return to usé for the break-éven analysis.

38. Resellers that want to provide switching services may
file a petition for modification of their certificaté of public
conveniénce and nécessity to operate as a switch reseller.

39. CSI provided a reseller switch proposal for its own
specific operations.

40. CSI's switch proposal rélies upon capabilities of
switches and switch software that have not yet been developed,
tested, and made available on thé opén market.

41. Technical inaovation is accelérating to the extent that a
reseller switch proposal may be téchnically viable in thé very near
future. -

42. cellular facilities, including switches, aré subject to
the requirements of Commission Rule 17.1 and G.O. 159.

43. Cellular reséllers do not have to prove the engineering
or technological feasibility of their switches,

44. There is no incentive for réséllers to 1nstall a switch
that is not teéchnically and economically feasible and which cannot
comnunicate with the switches of facilities-based carriers.
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45. Wholesale services béing sold by facilities-based
carriers can be unbundled,

46. The unbundling of wholesale rateés is consistent with our
Phase I goal of increasing thé competitive forces for cellular
service and encouraging the most rapid expansion of cellular
service and new technology that is reasonably possible.

47. The unbundling of wholesale rates must bé accomplished
béfore résellers can evaluaté the economic viability of a reseller
switch.

48. There is no consensus among the parties on a standard
definition of incremental cost or an incremental cost methodology
for unbundling wholesale rates for the reseller switch.

49. The incremental cost methodologies proposed by the
parties would result in a great deal of controversy and would not
produce reasonable tariffed rateées because of the difficulty in
making long-term estimatés for this industry. o

50. The adoption of an increméntal cost methodology using the
definitions proposed by the partieés would delay the implémentation.
of unbundled tariffs anrd be inconsistent with the Phase I goal of
encouraging thé most rapid expansion of cellular serviceé and néw
technologies through competition.

51. The use of direct embedded cost méthodology is less
controversial and will result in fair and réasonable unbundled
tariff rates. ‘

52. It is reasonable to utilize 4 14.75% raté of return for
unbundling wholésale tariffs.

53. A 14.75% rate of return will ensure consistency and
comparability.

54. The unbundling of wholesale rates for competitors into
cest-based rate eléments for those functions that competitors
cannot provide does not constitute raté base regulation. Bxisting
retail and wholesale rates will remain market priced.
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55, The NMSAs with resellers may not usé the advicé létter
process to reduce their retail margin until they have approved
unbundled wholésale tariffs in order to encourage quick
implementation of unbundled tariffs to promote compeétition.

56. Encouraging additional competition in the cellular
industry will allow future streamlining of regulatory rules,
reducing regulatory oversight for cellular servicé providers.

57. Ordering Paragraph 10 of D.90-06-025 requires
interconnection arrangements betweeén cellular carriers and LECsS to
be offered on a nondiscriminatory basis. Thé term cellular
carriers is not restricted to only facilities-based carriérs.

58. The FCC doés not preempt us from either continuing our
current résell policy of prohibiting a facilities-based carrier
from competition with itsélf in the same market through a reséller
affiliate or from relaxing the ban,

$9. There is no practical way thé Commission can monitor
information transfers between carriers and résale affiliates when
the same péoplé perform functions for both.

60. Despite any safeguards put in place, information
transfers betweén facilities-based carriers and resellér affiliates
would still likely occur.

61. It is potentially anti-competitivé to have an affiliate
of a facilities-based carrier providing resale service in the same
territory as the facilities-baséd carrier.

62. D.87-09-028 stated this Commission’s intent that PTMS
should divest itself of its Bay Area customers. ,

63. PTMS has not complied bécausé BACTC'’s minority partner
refused to approve the customer transfeér,

64. On August 11, 1992 we issued an order instituting
rulémaking on reporting requirements for affiliate transactions.

65. The interim affiliate transaction rules adopted in the
order specifically apply to cellular facilities-based carriers.
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66. McCaw filed a motion to striké a portion of CRA's
comments bécause CRA exceeded the 25-page limit provided for in
Rule 77.3.

67. Rule 77.3, in rélevant part, limits the filing of
comnments in major geéneric proceedings, such as in this proceeding,
to 25 pages plus a subject index listing thé recommended changes to
the proposed decision, a table of authorities, and an appendix
setting forth findings of fact and conclusions of law.

68. CRA’'s comment page count totaled 55 pages, which exceeded
the Allowable comment page count by 30 pages.

69. Had CRA filed a timéely motion to extend the comment page
limit, we would have consideréd such a motion, and upon
determination of good cause granted somé relief to the page limit.

70. McCaw objected to CS1's comments régarding evénts that
have developed subséquént to the closing of the récord and two
partial newspapér articles attached to CSI’s comments. '

71. Rule 77.3 statés, in pertinéent part, that new factual
information, untested by cross-examination, shall not be included
in commeénts and shall not be rélied on as the basis for assertions
made in post-publication comments.

" 72. BACTC filed comménts to the proposed decision on July 3,
1992, '

73. Rule 77.2 required comments to the ALJ's proposed
décision to be filed by July 2, 1992.

74. BACTC did not réquest or recéive an extension of time to
file its comménts to the ALJ’s proposed decision.

Conclusions of Law

1. A streamlined cert1f1cat10n process for RSAs facilities-
based carriers should not be adopted at this time.

2. Reporting requiréments for the asséssment and monitoring
of céllular capacity utilization and capacity expansion should not
be adopted at this time. :
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3. Facilities-baséd carriérs should be requiréd to report
their retail revenues and eéxpenses each six months.

4. Cellular Dynamics' definition of avoided cost should not
be adopted. : '

5. Cellular Dynamics’ USOA proposal should not be adopted.

6. The facilities-based carriers’ USOA manual should not be

adopted.
7. CRA’s modifications to the USOA should be adopted, as

discussed in this order.

8. Facilities-based carriérs operating in MSAs with
resellers that want to use the temporary tariff process to reduce
the rétail margin, should first havé unbundled wholesale tariffs in
place and also have acknowledgement from CACD that the adopted USOA
reports submitted to CACD démonstraté that their retail opération
is operating at a break-even basis. Carriers in RSAs and MSAs
without resellers need only do the latter unless they are notified
that a reseller wants to provide a switch.

9. Retail costs should includé a rate of réturn on
investment dédicatéd to retail servicé that would not be needed for
wholesale-only operations. .-

10. A 14.75 percent raté of return should be included in the
break-even analysis. 7

11. CRA's proposéd break-éven analysis as modified to
reflect a 14.75% rate of return should be adopted.

12. Ceéllular resellers should bé allowed to acquire
interconnectéd NXX codes on the same basis as the facilities-
based carrieérs.

13. Procedures should be established for resellers that
want to provide their own switches.

14. Partiés have not agreéd on a single definition of long-
run incremental costs to be uséd as the basis for unbundling
wholesale rates. Theréfore, direct embédded costs should be the

basis for unbundling wholesale rates.
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15, The facilitieées-based carriers’' ratés should be
unbundled for competitors. !

16. Violation of any part of any of our orders constitutes
contempt of the Commission. Any such violation may be punishable
by a fine of up to $2,000 pér day under §§ 2107 and 2108, in
addition to contémpt peénalties.,

17. The ban on facilities-based carriers’ affiliates
providing resale sérvice within the facilities-based carriers!’
territory should not be lifted. »

18. Facilities-based carriers should not bé allowed to have
reseller affiliates in the same market because the potential
exists for anti-competitive behavior and cross-subsidization.

19. PTHS should sell its Bay Area customers to BACTC or
some other cellular company.

20. The underlying reasons for thé ban on affiliate
competition do not apply in GTEM-CA’s provision of céllular
service through crédit card teléphones installed in rental caxs,
public transportation vehiclés such as limousines and vans,
offshore drilling platforms, and other such similar locations, in
the same northern California markéts in which GTE Mobilnet Ltd.
now operates., -

21. Abseént a timely request and authority for exténded
comments wé should reject CRA’s comments and afford such comments
no weight. However, we should afford CRA's comment$ similar
treatment given to LA Cellular‘s 311 comments filéd in the prior.
phase of this investigation. '

22. CSI's Appendicés B and C with relatéd portions of
comments in CSI’s comments to the proposed decision should not be

considered.
23. BACTC's comménts should be réjected.
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ORDER

IT IS ORDERED thatt

1. A streamlined certification procéss for Federal
Communications Commission Rural Statistical Areas (RSAs) permit
holders shall not be adopted at this time. '

2. The USOA for facilitiés-based carriers shall be modified
to incorporate the avoided cost methodology appended to this order
as Appendix B.

3. Assignment bétwéen cellular and noncellular shall be
accomplished up front in the allocation process.

4. Accounts shall be distributed to noncéllular and cellular
operations by direct assignment whéré appropriaté and by allocation
for any remaining amounts in thé samé fashion préscribed for
allocating bétwéen wholesale and retail.

5. Thé USOA shall, except for imputéd wholesale customer
revenues from a facilities-based carriers' retail operations for
reselling wholesalé service, reflect actual costs. The cost
allocation modifications identified in Ordering Paragraph 2 shall
be applieéd on a consistent basis so that the spéecific assignment
and allocation procédures distributé no moré and no léss than 100%
of récorded (actual) revenues and eéxpenses among the facilities-
based carriers’ wholésalé, retail, and nonrequlated activities.

6. The facilities-based carriers shall provide, on the
adopted USOA allocation basis, sémiannual financial reports to
CACD’s Diréctor no later than 45 days after thé last day in thé
semiannual period and shall continue to bé prepared and provided
until notifiéd by the Executive Director in writing that the
semiannual reports no longér need be préepared and provided to CACD.
The semiannual report shall cover thé periods from January 1
through June 30 and from July 1 through December 31, with the first
required report to be mailed to CACD covéring the period July 1,
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1992 through bDecember 31, 1992, The semiannual financial
statéments shall bée made available for public inspection by CACD
upon request.

7. Cellular carriéers required to utilize the USOA, as
modified by this order, shall provide within 30 days of attestation
but not later than March 31, a statement from their independent
auditors attesting that the cellular carrier's financial statements
for éach 6-month period of the prior year, were prepared in
accordance with the revised USOA, and utilized thé avoided cost
methodology adopted by this order.

8. The facilities-baséd carriers shall unbundle their
wholesale rates into specific subcomponents on a direct émbedded
cost basis which shall be tariffed as discussed in Section 11 of
_this decision. Distinctive subcomponents shall be éstablishéed for

air time, billing, switching and interconnection. Facilities-based
carriers in MSAs with resellers shall tender for filing
applications unbundling their wholesalé rates within 120 days after
the effective date of this order. Facilitiés-based carriers in
RSAs and carriers operating in MSAs without reséllers shall file
applications to unbundle théir rates within 120 days after the
filing of an application by a reséller réquesting authority to
provide switched cellular sérvices within the MSA’s or RSA‘s
service territory.

9. Cellular Sérvice, Inc.'s (CSI) switch proposal shall not
be adopted at this time.

10. Any certificated switchless reseller or new cellular
reseller applicant that desires to own, control, opérate, or manage
its own cellular switch should file a petition for modification of
its certificate of public convéenience and necessity to provide such
service. It shall servée this Petition for Modification on the
service list for this proceeéeding. (X.88-11-040, A.87-02-017)

11. Pacilities-based carriers opérating in MSAs with
resellers that want to use the teéemporary tariff procedure to reduce
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the retail margin, shall first have unbundleéed wholesale tariffs in
place and also have acknowledgement from CACD that the adoptéed USOA
reports submitted to CACD demonstrate that their rétail opération
is operating at a break-even basis. Carriers in RSAs and MSAs
without resellers need only do the latter unless they are notified
that a reseller wants to provide a switch.

12. Affiliates of facilities-based carriers shall not be
authorized to provide resale service in the same territory as the
facilities-based carrier.

13. PacTel Mobile Services shall have 120 days from the
effective date of this order to transfer its Bay Aréa custoners to
either BACTC or another céllular company. PacTél Mobile Sexvices
shall notify the CACD Director of its compliance with this order
within 15 days of compliance. :

14. GTEM-CA is granted a waiver from the ban on affiliate
resellers to continue its credit card cellular sérvice adopted by
D.92-05-021, as long as GTEM-CA and GTE Mobilnét Ltd. continue to
comply with that order and GTE Mobilnet Ltd. continues to be
considered a dominant carrier for affiliate transaction
requirements adopted in R.92-08-008.

15. Application 87-02-017 is closed.

16. This 1nvestlgat10n shall remain open to solely address
the rehearing of Resolution T-14619 régarding Ordering Paragraph 9
of D.90-06-025, as granted by D.92-04-081.

17. Cellular Resellers Association, Inc.’s comments to thé
Administrative Law Judge’s (ALJ) proposed decision on pagés 24, 25,
and Appendix C are rejected.

18. CSI's Appendicés B and C with rélated portions of
comments in CSI's comments to the ALJ's proposed decision is

rejected.
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19. Bay Area Cellular Telephone Company’s comments to the
ALJ’s proposed decision are rejected.
This order becomes effectivée 30 days from today.
Dated October €, 1992, at San Francisco, California.

DANIEL Wnm. FESSLER
) President

JOHN B. OHANIAN .

NORMAN D. SHUMWAY
commissioners

I abstain. ; _
]s/ PATRICIA M. ECKERT

Commissloner | CERTIFY THAT THIS DECISION
' WAS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

i

Lxcoutive DitGETor

L
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APPENDIX A
Page 1

. List of Appearances

Respondentst Jackson, Tufts, Cole & Black, by William H. Booth,
Joseph S. Faber, and Evelyn K. Elsesser, Attorneys at Law, for
US West Cellular of California, Inc.} Peter A. Casciato,
Attorney at Law, for Cellular Resellers Association, Inc. and
Cellular Service Inc.; Pillsbury, Madison & Sutro, by Mary B..
Cranston, Maria M. Astengo, and Megan Pierson, Attorneys at Law,
for PacTel Cellular Corporation and its subsidiaries, Los
Angeles SMSA Limited Partnership, PacTel Mobile Service, and
Sacramento Valley Limited Partnership; Orrick, Herrington &
Sutcliffe, by Robért J. Gloistein, Attorney at Law, for Freésno
MSA Limited Partnership; Graham & James, by Martin A. Mattes,
Rachelle B. Chong, and Adam Andersén; Attorneys at Law, for Bay
Area Cellular Telephone Companyj David Dischéer, Attorney at Law,
for Pacific Bell; Gold, Marks, Ring & Pépper, by Alan L. Pepper
and Joshua L. Rosén, Attorneys at Law,; for Cellular Dynamics
Teléphone Company of San Francisco, Inc., Céllular Dynamics
Telephone Company of Los Angeles, Inc., and Cellular Dynamics
Telephone Company of San Diego, Inc.}§ Cooper, Whitée & Cooper,; by
E. Garth Black and Mark P. Schréiber, Attorneys at Law, for
Roseville Telephone Company; Armour, Goodin, Schlotz & Mac
Bride, by Jamés D. Squéri, Barbara L. Snider, and John L. Clark,
Attorneys at Law, for GTE Mobilnet of California and GTE Santa
Barbara Limited Partnership} Morrison & Foresteéer, by James M.
Tobin and Dhruv Khanna, Attorneys at Law, for McCaw Céllular
Communications, Inc. and affiliates; Dinkelspiel, Donovan &
Reder, by David M. Wilson, Attorney at Law, for Los Angeles
Cellular Telephone Company; Rogéer P. Downs, Attorney at Law, for
PacTel Cellular and its affiliated cellular partneérships; Jake
Wexrksman, Attorney at Law, and Jennifer S. Pomeroy, for US West
Cellular of California, Inc.j} Jeromé Sanders, for Nationwide
Cellular Seérvice, Inc.} and Ralph W. Schultheis, for Mission
Bell Telecommunications.

Intérestéed Partiést Cooper, White & Cooper, by B. Garth Black and
Mark P. Schreiber, Attorneys at Law, for Calaveras Telephoneé
Company, California-Oregon Telephone Company, Ducor Telephone.
Company, Foresthill Telephone Company, Happy Valley Telephoneé
Company, Hornitos Telephone Company, The Ponderosa Telephone
Conmpany, The Volcano Telephone Company, and Winterhavén :
Telephone Company; Chickering & Gregory, by C. Haydén Ames,
Attorney at Law, for Chickering & Gregory; Beck, Young, Freénch &
Ackerman, by Jeffrey F. Beck and Sheila A. Brutoco, Attorneys at
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Law, for CP National; Citizens Utilities Company of Califérania,
Evans Telephoné Company, GTE West Coast, Incorporated, Kerman
Télephone Company, Pinnacles Telephone Company, Sierra Teléphoneé
Company, Inc., The siski{éu Télephone Company, and Tuolumne -
Teléphone Company; Randolph W. Deutsch, Attornéy at Law, for
 AT&T Communications of California, Inc.:} Mésérve, Mumper &
'Hughés, by Morley G. Mendelson, Attornéy at Law, for Celluphone,
Inc.:} Pougialés & Hallér, by Ann M. Pougiales, Attorney at Law,
for California Cellular Agénts Associationj Josh Stearn, for
O‘Rourke- & Company} L. Russel Mittén and Mark T. Shine,
appearing for Citizens Utilities Company of California; and
sidney J. Webb, for himself.

Pivision of Ratepayer Advocates: Jamés S: Rood, Attorney at Law.

(END OF APPENDIX A)
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MODIFICATIONS TO THE UNIFORM SYSTEM OF ACCOUNTS
FOR CELLULAR COMMUNICATIONS LICENSEES
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Paga 24, Paragraph Dt ‘
D. In thosé instances in which the ixcensee conducts both

wholesale and retail cellular operations, if the state regqulatory

commission, exercises accounting jurisdiction over both wholesale
and retail cellular operations, a segrégafioﬁ of intangible assets,
Qlant investment, révenues and expenses shall bé:ﬁaintained.hetween
the two kinds of cellular services:ig accordance with vrocedures

set forth herein with resvect to éach_account.

Note: Modifications to the existing USOA are underscored.
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‘Addition to page 42:

c. [The following'féubaccounts of this account shall be
paintéined;
162.1 Allowance for Uncollectiblé Accounts - Wholesale Customers
102.2 +'Allowance for Uncollectible Accounts - Rétai) Customers

1602.3 Allowance for Uncollectible Accounts - Otﬁer
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Addition to page 48

112 Inta’ngr ible Assets .-

A. This account ... of public convenience and necessity.
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addition to page 53:

B. i‘hiéracc‘ounti shall be ‘subdivided so as to show the

amounts included herein for each px’fépert'y acquisition. These

acauiring end-use custcmegs or customer l1ists, which shall be
treated as an assét related to reta;l sérvice, |
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Addition to page €7

devoted to wholésale and to retail onératicns._
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‘adaition to page 68
304 leaseho 14 Improveménts

-4

proverty in terms of suare feet of floor space dévoted to wholesale

and to retail overatijons.
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Addition to pge 70

314 Vehicles
A. This account shall include theée cost of passenger and

service vehicles and other vehicular work equipmeént.

The costs in this account shall bhe a2llocated between

B.
holesale and retail overations according to the assianment of the

pod

vehicles to wholesalée and réetail actvities. When a vehiclée is used

for both wholésale and retail vurvoses, the cots shall bé allocated

accordina to the nileaage incurred in connéction Wwith vholesale and

ratai) activities.

ffice Furniture and Ecuivnent
This account shall include the cost of office furniture.
B. The cossts in this account shall be 2llocated hetwée
wholesale and retail overations in accordance with the relative use

of the itens for wholesaleée and reétajl activities.
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Page 78, Account 502, Wholesale Customer Revenues
o+ The licensee shall separately identify reVenue ggom sale

certificated resellers.
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Additions and Changes to page 83

Customér Accounts and Service Exvense e
621.1 Wholesale Customer Accounts and Billing Exv ense

This subaccount shall {include the cost of generating the

rovided to resellers and to _carrier's

billing taves that are

retail ooerations. It shall also include the cost of aeneratin

the invoices that aré rendered to resellérs. _
621.2 Retail Customer Accounts and Billing Exvense
This account shall include thé cost of all other (non-

wholéesaleée} lahor, materials ushed and éxpenses incurred (..

tad Débt Exvénse

A. This account shall bé charged ...

B. The following subaccounts shall be maintained ' .

623.1 Bad Debt Fxvense -~ Wholesalée customers
623.2 Bad bébt c

623.3 Bad Debt Exvense — Other
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Additions and changées to pagé.83
625 Sales Ezométidﬁ and thertisiﬁg EXveérnses
625.1 Wholesale sales, oromotion and advertising exvensés
This subaccount shall) include thé cost of personnel dévoted to
sales to resellers, It shall also_include vromotional and

pronote cellular sérvice without reférence to the carriér's rétail

operations or jts agents, or that identifv all votential retai)

outlets of the carrier's cellular sérvice, includina resellers.

625.2 et 3 ales. Pronotion 2nd Pdver*‘51na Exovenses,

1

p.4 ué a_Connissions
This subaccount shall include the costs of labor, materials
used and expensés, - excluding c¢ommissions, incurred in the
performance of nmarketing, sales promotion and advertising that

identifiés or vertaing *o the carrier's rétail outléts or its
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Additions to pge 83 (cont'd)

ssions

such commissions are vaid on_a comvarable basis to all entities,

includin

exvensés as thev are

incurréd _or maV anortize comhissions ovéer a period not areater than

. the subscriotion life of the’éVéradé>éﬁstdmera If the carrier

changes proceduré, however, it nust restate its commission éxvense

to reflect the condition that would exist had the new procedure

L

'3

"been in éffect
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Addition to’ page 84 N

etail overations in the same provortion as the wholesale-to-rétail

" allecation of the underlying direct costs, or if no direct costs

can be identified, with remainder of Account 401.
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New page 87

644 Imputed Wholesale Chéiges

This account shal) include the ché;ges'at tariffed vholesale

rates for' the cellular radiotélevhone services sold by the

identifier belongina to thé carrieér, the carrier's varent or other
affilisted oraganization.

tradenark 2obraiser.
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PROCEDURES FOR ANALYZING THE PROFITABILITY OF
CELLULAR CARRIER WHOLESALE AND RETAIL OPERATIONS
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Q

'
N

[

Investment Base

300 Land

302 Buildings

304 Leasehold Improvements
305 Antennae :

306 Power Equipment

307 switching Equipment
308 Base Siteé Controller
309 Towers ‘

310 RF channel Equipnent
312 Transnission Equipnent
314 Vehicles

316 Tools & Equipment

318 oOffice, Furniture & Equip.

Total Plant in Sérvice ,

Less Accumulatéd Depréciation
Equals Net Plant Inveéstment

Plus Working capitail .

Plus Unamortizéd Intangible value
Léss Customeér Deposits =~ :
Plus Unamortized Comnissions
Equals Invéstment Base

Mininun Rate of Return
Required Return

Income TaX Factor ,
Equals Imputéd Income Tax
. Réquired Return + Tax

130 days wholesale revenues.
260 days retail révenues.

’Excluded pursuant to Commission policy.
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B. Expéenses

610 System Mainteénance
613 Depreciation
615 Anmortization-Leasé¢hold
Amortization-commissions
616 Anortization of Plant
Acquisition & Intangibles
617 Real Estate Acquisition Charges
619 Teleconnunications Direct Opérations
621.1. Customer Accounts & Service
. Wholesalé
621.2 Customer Accounts & Service
Retail
623 Bad bebt Expeénse : _ '
625.1 Sales Promotion & Advertising
Wholesale )
625.2 Sales Promotion & Advertising
~ Retail
625.3 Conmnissions
627 General & Adninistrative pelols
631 Danages & Claims xx®
633 Pension & Benefits XXX
635 Rental Expense : plale’d
639 Othér Taxes _ _ | ®XxK -
64) Gain or Loss on Céllular Plant xx -
643 Expénseées Charged Construction (CR) (dx®)
644 Inputed Wholésale cCharges té Reétail
645 Royalty for Tradémarked Namé or Logo  ___
Total Operating Expenseés L XXX

. ‘Excluded pursuant to Commission Policy.
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C.

49.
50.
51.

52.
53.
54.
55.

D.

APPENDIX B
pPage 18

Revenues

501 Retail Customer Révénues

502.1° Wholesalé cCustomer Revénues

502.2 Imputed Revenue from Retail
..Operations

503 Roanmeér Revenues

405 cConnission Revenues

505 Other Operating Revenues
Total Revenues

Retail Analvsis

Retail Return & TaxX Requirements

(1.26)

Retail Operatlng Expenses (LAB)

Retail Break-evén Revenue Requireémént
(161-L62)

Retail Revenues (L55)

Retail Surplus or (Deficiency) (L59-L58)

Wholesale Analvsis , Wholeésale

Wholesale Revenue (L56)

Wholésale Operating Expenses (L48)
Wholesale Net Opérating Income
(L61-Lé2)

Imputed Inconé TaX Rate

Inputed Income Taxeés

Wholesalé Net Income (L63- 65)
Wholeéesale Investmént Base (L21)
Wholesale Reéturn on Investmént (L66/67)

(END OF APPENDIX B)

Wholesale

Retail




