
I 

Moiled 
ALJ/KLM/jac 

OCT 9 1997 
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In (he Matter of the Application of Alternate 
Communications Technology, Inc., for a Certificate of 
Public Convenience and Necessity to Operate as a 
ReseUer of Long Distance Telephone Service and to 
Provide Intrastate Operator-Assisfed 
Telecommunication Services. 

OPINION 

"r-~" ..-, '-'. "n r\~· . . , \ I 

UL~~·lju~ju\.JLiu '. 
Application 97-04-063 
(Filed April 25, 1997) 

Alternate Communications TechnologYI Inc. (ACT or applicant), an Indiana 

corporation, seeks a certificate of public convenience and necessity (CPCN) under 

Public Utilities (PU) Code § 1001 to permit it to TeseH interLATA telephone services in 

California and inttaLATA t~lephone service, including operator-assisted services.' 

By Decision (D.) 84-01-037 (14 CPUC2d 317 (1984» and later decisions, we 

authorized interLATA entry generally. However, we limited the authority conferred to 

inter LATA service; and we subjected the applicants to the condition that they not hord 

themselves out to the public to provide intraLATA service. Subsequently, by 

D.94-09-065, we authorized competitive inlraLATA serviceseflective Jal\uary 1, 1995, 

lor carriers meeting specified criteria. 

I California is divided into ten Local Access and Transport Areas (LATAs) 01 v.1fious sizes, each 
containing numerous 10<'.11 telephone exchanges. "lnterLATA" d('scribes services, re\'('nu~, 
and (unctions that relate to tdccommunications originating in one LATA and terminating in 
another. "JntraLATA" describes servi('('s, revenues, and (unctions that reJate to 
te!ccommunkations originating and terminating within a single LATA. . 
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The Commission has established two major criteria for determining whether a 

CPCN should be granted. An applicant who is a switchless reseller must demonstr.lfe 

that it has a minimum of $25,000 of cash or cash equivalent (as described in D.91-1O-041# 

41 CPUC2d 505 at 520 (1991», reasonably liquid and readily avail~ble to meet the firm's 

start-up expenses. Such applicants shall a1so document any deposits required by LEes 

or interexchange carriers and demonstrate that they have additional resources to cover 

all such deposits. (0.93-05-010,49 CPUC2d 197 at 208 (1993).) 

As part of its application, applicant provided an unaudited ba1ance sheet and 

income statemcnt. These financial records do not demonstrate that applicant has the 

requisite $25,000 in cash or cash equivalent. To the contrary, applicant's balance sheet 

shows only $lA43 in operating cash. Almost aU remaining assets totaling about 

$188,000 are identified either as accounts rtx'eivable or con\mission advanc~s. ACf has 

long term debt approaching $1 million with attendant debt service exceeding $100,000 

annually in addition to other normal costs of doing business. 

On May 12,1997 and July 7,1997, the assigned administrative law judge (ALJ) 

contacted ACf officers by telephone to inform applicant of the Comlllission's financial 

requirements and provide ACT with an opportunity to supplement the application. 

After receiving no written response trom ACT, the assigned ALJ issued a ruling on 

August 13, 1997 seeking additional evidence (rom ACT that it has the requisite financial 

resources to oper.lte as a reseller of telecommunications services, consistel\t with 

Commission rules. On September 4, 1997 ACT mailed a Jetter to the assigned ALJ with 

, 0.93-05-010 dclines a switchtcss rcscHer as .1 nondominant intcrexchange carricr (NDIEC) 
with the follOWing charJcieristics: it uses the switch of another carrierj it usually, but not 
always, uses a((('ss circuits that the underlying c<lrricr purchases from a local exchange ('arrier 
(LEe); it pco\'ides service in its own nam.e; and its custon\crs vic\,,' it as their telephone 
company (or intcrLATA and infNstate C<llts. 0.92-06-069 noted that it is pOSSible to control, 
operaf(', or manag(' telephone lines without owning thenl. The decision also notes th,lt resellers 
which do not own or diredly opccat(' their own telephone wires n\ay still have plant which is 
owned, conlroJ]ed, operated, and/or n"'naged in order to (acilitate (Ommunfcation by 
telephone. 
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an updated balance sheet and an explanation of ACT's position. The balance sheet 

shows that, as of May 1997, ACf's liquid cash had faUen to $270 and that its accounts 

receivable had increased to about $120,000. Its commission advances remained steady 

at about $85,000 and ACT had incre(lsed its receivables rather than its cash on hand by 

extending addilionalloans ("notes receivable") in an amount exceeding $62,000. 

ACT's leller argues that the $25,000 required by Commission lUles as a 

prerequisite to acquiring a rescUer CPCN applies only to new companies and not those 

which have been offering service in the industry in other states, as ACT has. ACT 

observes in its leiter that it will not incur a variety of costs which would be incurred by 

a new company such as costs associated with tent, accounting fees or salaries. 

Discussion 

ACT argues that 0.93-05-010, \\'hich reduced the financial requirements for 

rescllers from $75,000 to $25,000, applies only to new or "start-up" companies and not 

those, like ACT, that are operating in other states. 0.93-05-010 refers to 0.91-10-0·U 

when it states "we will continue to allow applicants who have profitable interstate 

businesses to demonstrate suffident cash flow by submitting an audited balance sheet 

and income statement." (49 CPUC2d 205.) 0.91-10-041 set forth guidelines (or financial 

fitness of telecomn\unications resellers, among other things. It reduced the cash 

requirement (or rescllers (rom $420,000 to $75,000 and in so doing suggested that we 

may grant a CPCN to a profitable rescller with operations in other states if an arfiliate 

guarantees the financial resour(es required for the California affiliate. Specifically, we 

stated our intent to "accept an audited Balance Sheet and Income Statement of a 

company which docs a profitable business as a going concern rescller outside of 

California and which proposes expansion of its Operi\tions to provide intrastate services 

in Califomia under its own corporate name. If the going concern has sufficient cash 

flow, its subsidiary or af(iliate may apply for a CPCN, with the out-of-state rescller 

acting as a guarantor with the proviso that its will pledge $420,000 of that c~sh flow to 

its new operations in California." (41 CPUC2d 513.) TIle reference to $420,000 in the 

dicta suggests this provision applies only to switched rescUers whose financial resource 

requirements were retained at the level of $420,000 by the order. Even if the order 
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intended to apply equally to resellers, however, ACT has not demonstr,lted compliance 

with the requirements upon which it would hiwc us rely in granting its application 

here. 

First, ACT has not submitted an audited balance sheet and income statement. 

The information it provides is unaudited. In this case, where the applicant's financial 

resourCes appear so uncertain, we \\'cmld not accept an unaudited statement as a 

demonstration of compliance with Commission rules. 

More important, ACT has not"plcdgcd" any cash (low to its new operations in 

California. Indeed., ACT has almost no cash or cash equivalent to pledge. ACT 

describes the $270 in cash it holds as "more than am pIc cash flow" (or its purposes, 

believing that it will incur essentially no start-up costs in California. Our rules require 

$25,000 in liquid assets or a demonstration that the applicant can cover its start-up costs 

with less. (49 CPUC2d 205.) Ad has not demonstrated that it C<ln cover its start-up 

costs with $270. 

Finally, ACT docs not appear to be "profitable." In that context, it has failed to 

reconcile profitabilit}, with the fact that it has been operating with negative equity 

exceeding three times its total assets. D.97-06-107 requires such a justification where a 

company's equity is negali\·e. (See D.97-06-107, Appendix, Question 9, Instruction 7.) 

\Ve herein den)' ACT's appJication for authority to operate as a reseHer of 

telecommunications services in California on the basis that ACT has failed to prescnt 

evidence that it has the financial reSOurces to support its California operations. 

Findings of Fact 

1. Applicant has requested authority to oper"te as a rescUer of telecommunications 

sen'ices in California. ACT states it has similar opemtions in (orty other states. 

2. No protests havc been filed. 

3. Applicant has not demonstrated that it has a minimum o( $25,000 of cash or cash 

equivalent, reasonably liquid and readily available to meet its start-up cxpenses, 

consistent with D.91-1O-041 and 0.93-05-010. 
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4. Applicant did not present an audited balance sheet and income statement in its 

application. 

S. Applicant's out-of-state affiliates have not pledged any cash to applicant's 

California oper<ltions and appear to have no cash or cash equivalent to pledge. 

6. Applicant has not provided any evidence to support its asscrHon that $270 is 

adequate to cover its start-up costs 'for its California operations. 

Conclusions of Law 

The Commission should deny the application beCause the applicant has not 

demonstrated that it has adequate financial resources as required by the Commission. 

ORDER 

IT IS ORDERED that: 

1. The application of Alternate Communications Technology,Inc. for authority to 

operate as a reseller of intrastate telecommunications services is denied. 

2. Application 97-04-063 is closed. 

This order is effective today. 

O.lted Cktobcr 9, 1997, at San Francisco, California. 
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