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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

COMMISSION ADVISORV & COMPLIMICE DIVISION 
Telecommunications Branch 

RESOLUTION NO. T-12019 
April 13, 1988 

SIDQ(ARY 

PacifJ.c 

January 

October 

PACIFIC BELL. ORDER DIRECTING PACIFIC BELL TO 
REDUCE ITS ANNUAL REVEIWE REQUIREMENTS FOR 
ATTRITION YEAR 1988 AND PLACE THE AMOUNT IN 
A MEMORANDUM ACCOUNT. 

Bell (~acifJ.c) filed Advice Letter No. 15343 on 

29, 1988, as directed"by Decision No. 81-10-015; dated 

28, 1981. By this Advice Letter, Pacific reque~ts a 1988 

attrition year revenue requirement reduction of $51.661 million. 

Pacific also requests that the reduction be placed in a 

memorandum account rather than making an immediate adjustment to 

the existing billing surcharges/surcredits.(I] 

1 In its Order Instituting Investigation, 011 81-11-033, pg 12-
14, the Commission stated that it would accumulate the revenue 
requirement changes occurring subsequent to Pacific's General 
Rate Case Phase II Decision in a memorandum account until such 
time as limited supplementary rate design hearings are held to 
determine how to reflect such revenue requirement changes in 
"rates. 
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Based on our review, Pacific's 1988 attrition revenue requirement 

is a reduction of $64.911 million. The difference between our 

adopted revenue requirement reduction and Pacific's filed amount 

is due to 1) the inclusion of the effect of interest accrued as a 

result of the change in rate base in federal and state income tax 

calculations(2): 2) removal of revenue requirement effects of 

the Direct CUstomer Access/Directory Information (OCA/DI) Advice 

L~tter No. 15070 per Resolution T-12075, dated March 23, 1988; 

3) correction for the use of forecasted data in development of 

_ revenue growth factors; and 4) correction of other minor errors. 

Appendix A of this resolution shows Pacific's filed intrastate 

results and the adopted 1988 attrition intrastate results of 

~ operation. 

• 

summary of Changes 

Correction of growth factors 

Removal OCA/DI A.L. 

Inclusion of interest effects 
due to rate base change 
and other adjustments 

Financial attrition 

TOTAL 

$ in Millions 

-$4.718 

- 1.757 

- 1.843 

1.068 

-$7.250 

2 Interest is an element in calculation of state and federal 
income taxes. For ratemaking purposes, interest is determined by 
mUltiplying the rate base by the weighted cost of debt. A change 
in rate base will result in an incremental change in interest and 
thereby an incremental change in income taxes and revenue 
requirements. 
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Although much of the discussion in this Resolution centers around 

Division of Ratepayer Advocates' (ORA) protest, the framework of 

our review of paoifio's 1988 attrition filing is focused upon 

compliance with the adopted attrition formulas (Deoision 

85-03-042 as modified by D. 86-12-099) as implemented in 

Resolution T-12007. 

BACKGROUND 

This is paoific's second attritiqn year filing in the three-year 

General Rate Case Plan. It is based on a 1986 test year and a 

1987 attrition year. 

Deoision 86-12-099, dated December 22, 1986 sets forth the 

attrition formulas to be used by Pacific in attrition filings. 

In January 1987, Paoific filed its 1987 attrition Advice Letter. 

R~solution T-12007, dated March 25, 1987, ordered a 1987 

attrition year revenue requirement reduction and corresponding 

reduction in rates. pacific applied for rehearing of 

D. 86-12-099 and Resolution T-12007. Pacific has appeals of both 

the decision and resolution pending before the California supreme 

Court. 

In response to Pacific's application to rehear Resolution 

T-12007, the commission granted limited rehearing on ·the issue of 
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December 17, 1987, the Commission denied Pacific's requested 

relief for attrition year 1987. However, it granted limited 

recoqnition of Equal tife Group (ELG)[3) impact in attrition 

year 1988 as a "section HII(4) filing. 

In addition to the limited rehearing of technical update, 

C-3 

D. 87-04-078 denied Pacific's petition to modify o. 86-12-099 but 

established workshops to review the need for attrition and the 

attrition mechanism. The August 1987 workshop was attended by 

representatives of local e~change companies, AT&T-Communications 

of 'california (AT&T), ORA; commission Advisory "and Compliance 

4It Division (CACO) and Toward utility Rate Normalization (TURN) The 

workshop participants agreed that there were too many issues 

before the Commission to arrive at any meaningful consensus about 

attrition. Both TURN and pacific stated that formal hearings 

were the appropriate way to deal with any modifications to 

attrition. 

• 
3 Equal Life Group is a depreciation class receiving different 
treatment from vintage groups. 
4 section M of D. 86-12-099 discussed additional 
may be included in an Attrition filing. These are 
by 90vernment action, that are easily quantifiable 
ver1fiable (page 25.) 
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In August 1987, Pacific filed a petition to modify D. 86-12-099 

to relieve it from the obligation to file for the 1988 attrition. 

year. Decision 87-10-075 ordered Pacific to file for 1988 

attrition "using the adopted methodology (D. 85-03-042, as 

modified by D. 86-12-099) as implemented in Resolution T-12007, 

and allow(ing) only the few specific changes to that methodology 

which may be adopted in other related decisions to be issued 

before the end of 1987. 11 (page 14, rnimeo) Pacific applied for 

rehearing of D. 87-10-075, contending that the subject to refund 

provision of that decision violated the rule against retroactive 

ratemaking. The Commission denied rehearing in D. 88-01-056, 

dated January 28, 1988. 

Pacific filed Advice Letter No. 15343 on January 29, 1988 

requesting a revenue requirement reduction of about $58 million 

for 1988. on February 18, 1988, ORA filed a protest to Pacific's 

Advice Letter No. 15343, which they supplemented on March 3, 

1988. (See Appendix B.) Pacific responded to ORA's protest on 

March 7, 1988, having requested and been granted a week's 

extension in the response deadline. (See Appendix c.) 

PROTESTS 

DRA's protest addresses four major elements of the attrition 

filing and provides four additional comments and recommendations 

5 



, , , . 

• 

• 

• 

C-3 

for future filings. ORA's original estimate of Pacific's 1988 

attrition ~as a reduction in revenue requirement of $231 million. 

DRA amended its protest on March 3, 1988 to consider the tax 

effects on changes in revenue. It also amended its 

recommendation on the labor productivity sharing plan to include 

refunds with interest. DRA's revised attrition revenue 

requirement estimate is a reduction of $167 million. 

ORA's protest can be divided into factual issues, interpretative 

issues and procedural issues. These issues are discussed below. 

1. Issue of Fact 

ORA protests that Pacific compares actual data with forecasted 

data in its determination of factors for ~rowth in access lines 

and growth in revenue per access line. These factors are used in 

developing the estimated 1988 attrition year revenue, labor and 

labor overhead expense and several other expenses. DRA cites 

Appendix C, page 1 of D. 86-12-099 which states: 

"Growth rates shall be calculated from the regression 

equation, not by a comparison of predicted attrition year 

access lines or revenues to recorded results." 
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ORA describes the erroneous comparison thus: tI ••• Pacific 

forecasts the last half of 1987 and for all of 1988. Pacific 

then calculates an average number of switched access lines for 

both years. The ~alculation of average switched access lines for 

1987 includes actual 1987 results through June. This calculation 

is contrary to the attrition formula." 

In response Pacific states that it developed its factors for 

growth in access lines and revenue per access line using the same 

methodology used in its 1987 attrition filing. Pacific further 

states, IIIn addition, Decisi_on No. 86-12-099 requires the use of 

'six months of recorded test year data'. Accordingly in its 

• filing Pacific used actual 1987 results through June. 1I 

• 

We agree with DRA that pacific's method of calculating the growth 

factors contains an error since it compares actual with forecast 

data. This is a factual error that deviates from the clear 

wording of O. 86-12-099. The fact that Pacific also made this 

error in its 1987 attrition filing and the Commission did not 

discover the error when it issued Resolution T-12007 does not 

mitigate it being an error. We will not perpetuate this error. 

The correction results in a $4.718 million reduction in attrition 

revenue requirements • 

7 



I ( .' 

e 

• 

e· 

c-) 

2. Issues of Interpretation 

The directions for developing growth in access lines and growth 

in revenue per access line are set forth in Appendix C, page 1 of 

D. 86-12-099. The complete text of the directions is given below: 

"Growth in access lines and growth in revenue per access 

line are to be forecast from linear least squares 

regression models used to correlate access lines and 

revenue per access line wi~h time. Five years of recorded 

data, including six months of recorded test year data 
. 

shbUld be used. Growth rates shall be calculated from the 

regression equation, not by comparison of predicted 

attrition year access lines or revenues tOo recorded 

results. II 

DRA protests Pacific's use of 66 data points of twelve month 

moving averages based on 77 months of recorded data in its 

forecast to develop factors for growth in access lines and growth 

in revenue per access line. To support its protest, DRA quotes 

D. 86-12-099, cited above. DRA states that Pacific's twelve month 

moving average technique on 60 months of recorded data as a base 

would result in 49 data points for the linear regression model 

rather than 66 data points that pacific uses. using 49 data 

8 



I ( • 

I 

• 
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calculates the compounded growth rate over the relevant time 

span. The compounded growth rates of 3.98% for revenue per 

access line and 3.30\ for access lines result in a further 

reduction in revenue requirement of $51 million. 

C-3 

Pacific defends its forecasting method to develop factors for 

growth of access lines (3.53%) and revenue per access line 

(2.73\). Pacific states it forecasted the level of 1988 access 

lines and revenue per access line using linear least squares 

regression model. It then used the forecasted levels to 

determine the growth factor. pacific points out that 

• D. 86-12-099 requires the use of a linear least squares _ 

regression model to-forecast the growth factors. According to 

Pacific, ORA used only historical data to derive the growth rate 

(recorded data through June 1987) rather than forecasted data 

through December 1988 and introduced a compounded growth rate 

rather than a linear rate. Pacific states, 

• 

"Pacific's use of 66 data points in the regression 

equation complies with the requirements of Decision 

No. 86-12-099. That decision states that, in calculating 

growth in access lines and revenue per access line, 

Pacific shall use 'five years of recorded data, including 

six months of (attrition year 1987] data' (D. 86-12-099, 
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mimeo Appendix C, p.l). The words 'five years of recorded 

data' mean five full calendar years of recorded data. In 

accordance with this requirement, Pacific's 66 data points 

represent five full calendar years of recorded qata (1982-

1986) plus the additional half-year of attrition year 1987 

required by Decision No. 86-12-099. 11 

The parties interpret the requirements of D. 86-12-099 

differently with reqards to the matter of the total number of 

months of recorded data and the number of points resulting from 

moving averages. Additionally, ORA introduced the use of 

compounded g~owth rates although the Attrition Decision is silent 

on the use of a compounded growth rat~. Because Pacific uses the 

linear regression model, uses at least five years of recorded 

data, and uses the same method it used in its 1987 attrition 

filing, the spirit of the attrition methodology is followed. 

Therefore, given the directive in D. 87-10-075, page 14, mimeo, 

we will remain consistent with the methodology as implemented in 

Resolution T-12007. The parties may raise the issue of the number 

of months in a future proceeding (such as Phase II of our 

investigation into alternative regulatory frameworks for local 

exchange companies, I. 87-11-033) in which the attrition 

mechanism will be re-examined. This part of the protest is 

denied without prejudice. 
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3. Issues of Procedure 

A. Billing and collection for AT&T 

ORA protests the inclusion of the revenue requirement adjustment 

for AT&T's billing and collection take-back .(Advice Letter 

No. 15091) in advice letter contributions to revenue requirement. 

ORA states this item should be deferred to AT&T's billing and 

collection investigation, I. 88-01-007. The revenue effect of 

this item is a $41 million reduction in pacific's attrition 

revenue requirement • 

Pacific responds that the 1987 revenue requirement effect of the 

billing and collection advice letter was included in the 1987 

attrition filing and implemented by Resolution T-12007. Pacific 

states I. 88-01-007 may not be timely since DRA has requested an 

extension of six months in the current schedule for the 

011. FUrthermore, the 011 has no stated intention to provide 

revenue recovery. For these reasons Pacific states the AT&T 

billing and collection advice letter effect should remain in the 

attrition filing. 

ORA does not protest the amount of the Billing and Collection 

Advice Letter No. 15091 revenue requirement adjustment or the 

inclusion of advice letter revenue requirement adjustments in the 
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advice letters are allowed in the attrition mechanism 
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(D. 86-12-099, Appendix C, page 1).(5) In the 1987 attrition 

filing, we recognized a similar adjustment. Thus, inclusion of 

this advice letter in the 1988 attrition filing is consistent 

with both D. 86-12-099 and Resolution T-12007. We therefore deny 

this portion of ORA's protest. 

B. composite Salaries and Wag~s Factor 

The ORA protests the benefits portion of the composite salaries 

and ~ages factor. It alleges th~t Pacific incorrectly included 

• adjustments for actual and forecasted changes in benefits as part 

of wage expenses, thus going far beyond changes to wage 

• 

5 Our adopted intrastate revenue in Phase I D. 86-01-026, dated 
January 10, 1986, includes revenues for billing and collection 
services for AT&T. After D. 86-01-026 was issued, AT&T indicated 
its preference to take-back its billing. In response, Pacific 
filed AL 15091 on May 20, 1986, requesting authority to provide 
intrastate billing and collection services under a five-year 
Specialized service Arrangement. This provided for five years of 
revenues that decline each-successive year. The Commission 
approved AL 15091 by Resolution T-15049, dated June 25, 1986. 

Billing and collection revenues are included in the adopted 
intrastate revenues. These are projected to 1987 and 1988 
attrition year levels using the attrition formula. The $41 
million at issue in DRA's protest reflects the adjustment between 
the forecasted billing and collection revenue and the declining 
billing and collection revenue in the Specialized Service 
Arrangement approved by Resolution T-15049. 
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agreenents which D. 86-12-099 allows. specifically DRA protests 

1) the forecast of increase in number of employees taking 

advantage of the Pacifio savings plan, 2) the increase in benefit 

expenses by the amount that actual 1987 benefit expenses exceeded 

the expense included in the 1987 attrition award, 3) the 

increased benefit expense determined by an inflation factor which 

is not included in either the wage agreement or the attrition 

formula, and 4) the decrease in pension expense due to an 

estimate change. DRA's protest would increase the revenue 

requirement reduction by $17 million. 

Pacific states it employed the same approach it followed in 1987 
- -

to calculate the benefits portion Of -tne com~osite salaries and 

wages faptor. liThe var.j.ous determinants of these expenses, 

although not expressly provided for in the contract, are directly 

related to the contract. For example, the vision care plan 

reimbursement to employees increased by 31% (1988 over 1987) 

pursuant to contract. This would also logically increase the 

number of employees that participate in the reinbursement .•• In 

addition, non-salaried employees were contractually granted an 

increased \Company-match' for savings plan contributions. For 

attrition purposes, Pacific estimated that a high percentage of 

employees would take advantage of this benefit during 1988." 

Pacific states it also used estimates of employee participation 

13 
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In Resolution T-12007 we noted that "Although the attrition 

formula set forth on page 2 of Appendix B of D. 86-12-099 does 

not specifically mention team incentive plan or benefits plan we 

will include these items since they are part of the labor 

contract. However, the inclusion of team incentive plan and 

benefits plan in attrition should be reviewed in a future 

appropriate proceeding in which the attrition mechanism will be 

re-examined. 11 Therefore we will deny the protest without 

pl;ejudi"ce and let stand'this portion of pacific's filing since it 

• is consistent with Resolution T~12007. We repeat that the 

inclusion of team incentive plan and benefits plan should be re­

examined in the next appropriate proceeding dealing with the 

attrition mechanism. 

• 

C. productivity sharing Plan 

DRA recommends a methodology to make explicit the manner in which 

productivity sharing is to be accomplished in 1989 and onward. In 

its amended protest, DRA further recommends the productivity 

saving be refunded with interest . 

14 
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Pacific responds that it intends to comply with the productivity 

incentive mechanism adopted in D. 81-12-061. However pacific 

takes issue with DRA's estimated savings of $80 million and 

quotes D. 81-12-061, liThe labor attrition formula should be 

recomputed after the attrition year using the actual realized 

productivity factorl1 (Ordering Paragraph No. 13, mimeo p.330-331 

(emphasis added». Pacific also states that it believes there is 

a methodology in place in the Phase II Results of Operations 

Decision (D. 81-12-061) and alleges that DRA is introducing a 

different methodology in that the DRA proposes use of average 

levels rather than end-of-period levels of access lines and 

employees. Further Pacific believes the earliest date for which 

interest should begin-accruirig is January 1, 1989 when the actual 

amount, if any, will be known. 

We find that Pacific has applied the productivity factor in 

compliance with D. 86-12-099 and used the value, 2.9%, adopted in 

O. 81-12-061. Since the Productivity Sharing plan as modified 

and adopted in D. 81-12-061 was litigated at length in Pacific's 

A. 85-01-034, it is more appropriate for DRA to express its 

recommendation for changes in the reethodology in a petition for 

-modification of 0.81-12-061. However, we will take steps to 

implement the productivity Sharing plan . 
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Actual productivity savings for 1988 will not be known until 

after the year's end. Therefore we will direct pacific to file 

its actual realized 1988 productivity factor with CACD for review 

on or before January 31, 1989, using the Productivity Sharing 

Plan adopted in D. 87-12-067. If the actual realized 

productivity factor is greater than 2.9\, Pacific should file an 

advice letter to flow-through the ratepayers' share of savings at 

the time it files its productivity factor. 

D. 1988 Represcription (6] 

ORA recommends that represcription of depreciation be 

• incor'porated into the 1988 attrit:ion filing. 

• 

Pacific responds that revenue requirenent changes due to 

represcription must be recognized: however, it is inappropriate 

to hold the attrition proceeding open until mid-year to take 

these effects into account. Pacific recommends the revenue 

requirement effect of represcription should be put into 

memorandum balancing accounts to be considered at a later time. 

6 Represcription of depreciation is a procedure in which 
all plant accounts, depreciation rates, salvage values and 
remaining life are evaluated. 
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Pacific also points out that since the represcription issue was 

not resolved before the end of 1987, it-shoUld not be included~ 

"Attrition is intended to take into account only those 

known changes which are finalized before the start of the 

attrition year. 1I (D. 87-10-075, rnimeo p. 11) 

Represcription is not specifically allowed in either the 
-

attrition mechanism set forth in D. 86-12-099 or Resolution 

T-12007. The Commission normally acts on the utility's request 

for represcription "after the Federal cOl!Uilunica'tions Commission 

has approyed its rates. Thus it may be late in the year before 

• represcription is complete. Undoubtedly, in making its 

recommendation, DRA anticipates a decrease in depreciation 

accrual and thereby a further reduction in revenue requirement 

from represcription. Rather than delay this attrition filing, we 

will direct CACD to provide a recommendation on the disposition 

of any revenue flow-through at the time the Commission authorizes 

Pacific's represcription rates. 

• 

E. Cost of Capital 

DRA recommends that Pacific's cost of captial be re-evaluated in 

the 1989 attrition filing since the commission has found 

17 
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Pacific's return on equity Of 15\ to be reasonable only through 

1988. 

Pacific responds that in light of I. 87-11-033, it is premature 

to decide whether to review Pacific's cost of capital in 

connection with a 1989 attrition filing. 

The Commission has found the 15\ return on equity reasonable from 

the test year 1986 through the succeeding two years. 

(D. 86-01-026, Finding of Fact No.3) No finding of 

reasonableness exists beyond 1988. 7his i~plies that a review is 

-needed to determine a reasonable cost of capital for the 

• succeeding years, in~ludipg a review of capital structure on 

which the cost of capital is based. 

• 

We are currently investigating alternative regulatory frameworks 

for local exchange companies in I. 87-11-033. We are aware that 

the implementation of alternative ratemaking processes may 

replace current procedures altogether or result in modifications 

to the present General Rate Case Plan. Even though Pacific 

states it is premature to discuss 1989 attrition in light of our 

investigation, we want to emphasize that the current ratemaking 

process is in effect until it is removed or modified. Therefore 

we must operate and plan in the current regulatory environment. 

- 18 



• . 
f 

• 

•• 

• 

• • 
c-) 

If Phase II of our investigation is completed by the end of this 

year it will be necessary to review the capital structure of 

Pacific as a benchmark for 1989. On the other hand, if Phase II 

of our investigation is delayed, we will need to review the 

capital structure of pacific for 1989 financial attrition. 

Therefore we direct pacific to submit an application, testimony 

and exhibits for a review of its capital structure and cost'of 

capital for 1989 on or before July 15, 1988. 

By Resolution ALJ 160, dated October 28, 1981, Pacific is 

required to make a 1989 attrition year filing, using the advice 

letter format, in lieu of a 1989 test.year general rate case. 
. . 

Therefore in this Resolution we will also direct Pacific to file 

an advice letter for 1989 operational attrition by October 1, 

1988 •. Our decision on the 1989 attrition year revenue 

requirement will encompass the effects of our review of the 

operational attrition advice letter and the evidentiary record 

developed on financial attrition issues. 

F. Use of Total Access Lines for Revenues Forecasts 

ORA also suggests that non-switched access lines (private lines) 

be included with switched access lines in determining the growth 

factors for access lines and revenue per access line • 
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paoifio states, "Advice Letter 15343 applies the same attrition 

formula and methodology approved by the Commission in connection 

with Paoific's 1981 attrition filing. Indeed, the ORA's protest 

does not even allege any inconsistency with pacific's 1981 

attrition filing ••• The ORA's protest iEproperly seeks to modify 

the approved attrition formula. 1I Pacific further defends its 

attrition filing by citing portions of O. 81-10-015 and alleging 

that ORA ignores the clear mandate of that decision in 

recommending different methodology for Pacific's attrition 

filing. 

CACD's investigation reveals that historical non-switched access 

• line data prior to rnid-1985 is not reliable. Pre and post 

divestiture non-switched access line data are incompatible. 

Therefore, for Pacific, we will use switched access line data, 

consistent with the methodology in Resolution T-12001. The issue 

of total versus switched access lines should be discussed in an 

appropriate future proceeding in which attrition is re-examined. 

• 

4. Summary of Our Handling of ORA's Protest 

with respect to DRA's protest, we have corrected the factual 

error reqarding growth factors and have considered its 

recommendations. To that extent, DRA's protest is granted . 
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DISCUSSION 

operational Attrition 

pacl~ic's 1988 operational attrition is generally consistent with 

the required methodology. The filing includes the adopted 

separation factors and produ~tivity factor, which were developed 

in Phase II Results of Operations D. 87-12-067 of A. 85-01-034. 

We make several relatively minor corrections to pacific's filing. 

The factors for growth in access lines and growth in revenue per 

access line w~re corrected to use forecasted data only in th~ 

• factor determinations as a result of ORA's protest. The factor 

for growth in access lines is changed froa 1.0273 to 1.0306] and 

the factor for growth in revenue per access line is changed from 

1.0353 to 1.0370. The correction of the factors results in a 

further reduction in revenue requirement of $4.718 million. 

• 

Pacific's determination of expenses for Labor and Labor Overheads 

is consistent with Resolution T-12007 and O. 87-10-075. The 

calculation used the 2.~% productivity factor set forth in Phase 

II, D. 87-12-067. The factor for growth in composite salaries 

and wages was determined by methods used in the 1987 attrition 

filing. Once again the factor was deternined from weighted 

relative growth of (1) salaries and wages, (2) team incentive 
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plan, (3) benefit plans, and (4) payroll taxes. While this is 

consistent with Resolution T-12007, neither the team incentive 

plan nor the benefit plans are specifically mentioned in the 

attrition formula for-labor expense. Inclusion of team incentive 

plan and benefits plan should be reviewed in a future appropriate 

proceeding in which the attrition mechanism will be re-examined. 

We will correct Pacific's federal and state income tax 

calculation by including the interest resulting from the increase 

in the 1988 attrition year rate base over the 1987 attrition year 

rate base. We also correct a transcriptional error. The result 

of these corrections is·a· further reduction in revenue 

~ requirement of $1.843 million. 

~ 

Financial Attrition 

Pacific includes financial attrition in Advice Letter No. 15343 

in compliance with D. 87-10-075. pacific's embedded cost of debt 

decreased from 9.25% in December 31, 1986 to 9.17% on December 

31, 1987. The reduction is due to long-tera debt retirement and 

redemption activity. This resolution does not change.the capital 

structure or the 15% return on equity which we found reasonable 

in D. 86-01-026. The rate of return on intrastate rate base 

decreases by 4 basis points from 12.16% adopted in Resolution 

T-12007 to 12.12%. consistent with Resolution T-12007 and 
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. O. 87-10-075, preferred stock is i~puted in the capital 

structure. We will correct rounding errors which results in a 

financial attrition revenue requirement reduction of $4.075 

million compared to pacific's estimate of $5.143. 

other Adjustments 

C-3 

Pacific's 1988 attrition filing includes revenue requirement of 

$40.049 million from Advice Letters for new or revised services 

implemented during 1987. This amount is reduced to $38.292 

. million to reflect the removal of $1.757 million for OCA/OI 

Advice Letter No. 15070 as directed:by Resolution T-12075. 

Ordering Paragraph No. 1 of O. 87-12-048 permitted the inclusion 

of ELG impact in this filing. Our review shows that plant 

categories SUbject to ELG treatment were capped at the same 

qrowth rate used for the attrition year telephone plant in 

service and additions to plant were made to ELG plant while 

retirements were made in Vintage Group. This is in compliance 

with D. 87-12-048. Pacific included this adjustment as a 

"Section Mil filing as provided ~or in D. 86-12-099, page 25. 

Pacific calculated the ELG revenue requirement impact to be 

$16.740 million. 
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. 
In I. 81-11-033 we indicated our intention that Paoific's revenue 

requirement changes occurring after the Phase II Decision would 

be accumulated In a memorandum account. Thus, we direct Pacific 

to accumulate its 1988 attrition year revenue requirement 

reduction beginning January 1, 1988 with interest accrued at the 

three month commercial paper rate in a memorandun account. 

FINDItlGS OF FACT 

1. Decision No. 81-10-075 directs Pacific to use the adopted 

attrition methodology (D. 85-03-042, as modified by D. 86-12-099) 

as implemented in Resolution T-12007. 
eo 

2. Pacific Bell's Advice Letter No. 15343 generally follows 

the methodology it used in its 1981 attrition. 

3. Pacific deve~oped its factors for growth in access lines and 

growth in revenue per access lines by comparing actual data with 

forecasted data. 

4. The attrition formula for the factors for growth in access 

lines and growth in revenue per access line states, "Growth rates 

shall be calculated from the regression equation, not by 

comparison of predicted attrition year access lines or revenues 

to recorded results. 1I (D. 86-12-099, Appendix C, Page 1) 

24 
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5. It is appropriate to correct the growth factor methodology 

used by Pacific to agree with the attrition formula as stated 

above in Finding of Fact No.4. 

6. using 60 or 66 months of recorded data and/or data points in 

revenue growth forecasting is a matter of interpretation that 

should be addressed in a future proceeding which will re-examine 

the attrition mechanism. until such time, the method used by 

pacific in its 1981 attrition filing is appropriate. 

1. The attrition mechanism~is silent on the use of compounded 

growth rates. 

8. Considering the revenue requirement effects of Billing and 

Collection Advice Letter No. 15091 in this attrition filing is 

consistent with Resolution T-12001 and D. 86-12-099. 

9. The team incentive plan and benefits plan, while not 

specifically mentioned in the attrition formula for Labor and 

Labor Overhead set forth on Page 2 of Appendix B of D. 86-12-099, 

should'be included in this filing because they are part of the 

labor contract and because it is specifically allowed in 

Resolution T-12001. 

25 



. , 

• 
C-3 

10. The inclusion of team incentive plan and benefits plan in 

attrition should be reviewed in a future proceeding in which the 

attrition mechanism will be re-examined. 

11. pacific's attrition filing for 1988 uses the 2.9% 

productivl.ty factor adopted in D. 87-12-067. 

12. The actual productivity factor will not be known until after 

the end of the year. Therefore it is appropriate to implement 

the sh~ring of the productivity savings on·or before January 31, 

1989. 

• -_ 13." On 6rbefore January 31 of the year, Pacific should file its 

e" 

1988 actual productivity factor with CACD for review. It should 

use the productivity sharing Plan adopted in D. 81-12-067. If 

there is a productivity sharing, Pacific should file an advice 

letter to flow-through the ratepayers~ share of the savings at 

the time it files its actual productivity factor. 

14. The productivity sharing plan as modified and adopted in 

D. 87-12-067 was litigated at length in Pacific's A. 85-01-034. 

Revisions to the methodology should not be made in this 

Resolution, but are more appropriately raised in a Petition for 

Modification of D. 81-12-061. 
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15. Represcription is not allowed in the attrition mechanism as 

set forth in D. 86-12-099 or Resolution T-12001. 

16. To keep this attrition filing open until the 1988 

represcription effect is known is not reasonable. At the time 
. 

that this Commission adopts pacific's-represcription rates, CACD 

should recommend the appropriate method to deal with any flow­

through in the event of a change in revenue requirement. 

17. Pacific's return on equity of 15\ has been found reasonable 

through 1988. No finding of reasonableness for return on equity 

exists for -1989. 

18. Pacific's year~end 1981 embedded cost of debt of 9.17\, a 

decrease from 9.25% adopted in Resolution T-12007, is reasonable. 

and should be adopted. 

19. We are not changing the capital structure or the 15% return 

on equity which were found reasonable in D. 86-01-026. Using the 

9.11% embedded cost of debt, the attrition year return on rate 

base of 12.12% is reasonable. 

20. A review of Pacific's capital structure and cost of capital 

for 1989, either as a benchmark for an alternative regulatory 

framework or for 1989 financial attrition, is necessary. 

27 
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21. Resolution ALJ-160 directs Pacific to file a 1989 attrition 

year filing, using the advice letter fOl~at, in lieu of a test 

year 1989 general rate case. 

22. Non-switched access line data is not reliable prior to mid-

1985. Pre and post-divestiture non-switched access line data are 

not comparable. 

23. Resolution T-12075 directs the $1.757 million effect of 

Advice Letter No. 15070 be excluded from this attrition filing. 

24. The dev~lopment of ELG effect of $16.740 million, included 
-

as "section Mil in this attrition,-is in compliance with 

D. 87-12-C}48. 

25. The 1988 Attrition year revenue requirement-reduction of 

$64.911 million as set forth in Appendix A of this Resolution is 

reasonable and should be adopted. 

26. Placing the $64.911 million revenue requirement reduction 

for 1988 attrition in a memorandum account is consistent with our 

intention in the alternative regulatory framework investigation, 

r. 87-11-033 . 
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27. with respect to ORA's protest, we have corrected the factual 

error and have considered the recoamendations. To that extent, 

DRA's protest is qranted. 

IT IS ORDERED THAT: 

1) The 1988 attrition year intrastate results of 

operation and revenue requirement reduction of $64.911 million as 

set forth in Appendix A of this resolution are adopted. 

2) Pacific shall place the revenue requirement 

reduction from January 1, 1988 into a memorandun account with­

interest accruing at the three-month commercial"paper rate from' 

January 1, 1988 until further order of the Commission. 

3) Pacific shall file an application, testimony and 
. 

exhibits for capital structure and cost of capital review for 

1989 on or before July 15, 1988. 

4) Pacific shall file an advice letter for 1989 

operational attrition by october 1, 1988 using the adopted 

methodology (D. 85-03-042, as modified by D. 86-12-099) as 

implemented in this Resolution • 
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5) On or before January 31, 1989, pacific shall file 

its·1988 actual realized productivity factor, with supporting 

workpapers, with CACD for review. If there is a productivity 

sharing, pacific shall file an advice letter to flow-~hrough the 

ratepayers' share of the savings at the time it files its 1988 

actual realized productivity factor. 

6) This resolution is effective today. 

I certify that this Resolution was adopted by the Public 

utilities commission at its regular meeting on April 13, 1988. 

The ~ollowirtg commissioners approved it: 

STANLEY W. HULETT 
Pl('Sidcnt 

FREDERICK R nUDA 
G. MITCHELL WIJ.K 
JOHN D. OHANIAN 

Com mis.sioners 

Executive Director 

. i 
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PUBLIC UTILITIES COMMISSION 
HI "-'U ,I.lU I."i{t-.'\.I( 

• • .I~(O. O. \·.'v~ )i~'1 

Februory 18, 19&8 

Victor \·jci::;scr 
Executive Director 
california public utilities COllUQi~sion 
505 Van Ness Avenue 
San Francisco, CA 9~l02 

Dear Mr. Wcis~ar: 

Rc: Protest of tho Division of Ratepayer Advocates 
to Pacific Bell's l\dvice IR-tter lto. 15343 

pursuant t'o General Order 96A (III II), the California Public 
Util itios cornr.dssion's Division of Ratepayer Advocates ("ORA") 
hereby protests Pacific Bell's ("pacific") Advice Letter lto. 
15343 dated Januarv 29, 1983. As explained nore fully below, 
Paci fic's l\dv.icc Letter fil ing incorrectly applies the 
copruh;sion' ~ .-,ttri ti on mc".hoO(llo~JY and WhOIl corrected should 
re~ul t in revenue rcqui n~r.lent reductiO)' of dppro>.:ililutC) Y $239 

million. 

On December 22, 1986, the co~nis~ion issued 0.86-12-099 Which 
resolved certain. outstanding questions regarding the attrition 
Rethodology adopted for Pacific and General Telephone Company of 
california. 0.86-12-099 contains the basic attrition ~echanisn 
applicable to this filing. 

In D.87-10-075, :the commission ordered Pacific to file a 1988 
attrition year advice letter on or before January 20, 1988, in 
order to address operational and financial attrition. The 
ComJilissiol\ ordered Put!itic to (olloW thlJ "ttrition forrmlil 
adopted in D. 85-03-01. 2 as modi fied by 0.86-12-099 ,,-i th t\otO 
exceptions: (1) pacific should usc the Phase 2 decision'S 
results of operations: and (2) Pacific should incorporate the 
tcdlnicdl upd,.to/duPl·ucilit 1 on fi nd i nqo of l\. 07-0"'-049. The 
COl!il'1ission al so requ ired Paci fiG to identify all 1 inal\cln<.J~ dud 
.-of inllncing5 from JanUill'Y 1, 19U7 throuljh DC:CCl1lbcr 31, 19.B7. 

Pacific filed Advice Letter No. 1~34) on or ill-ounll J,\OUill'Y 29. 
1988, in compliance with Ordering pa~agraph 1 of D.87-10-0075. 
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ORA's protest is based 00 Pacific's incorrect interpretation of 
the attrition nethodoloqy/forroulae. Pacific h~s used essentially 
the Sal!\e defective .iote .. pr~tation-ot-theo-tnothodolO<Jy··for -1988 as 
it used in its 1981·attrition filing.·-For 1981, DRA filed a 
limited prot~st based on ~ limited evaluation of Pacific's 1981 
attrition filing. Pacific's defective interpretation was not 
based on DRA's limited review. Unfortunately, the Conmission 
odopted the filing by du[~ult. 

hdoption of Pacific's defective interpretation in the 1988 
attrition til,ing would result in tha adoption of a revised 
pcthodology with9ut benefit of a full review by all parties. ORA 
proposes that the co~mission objectively apply the cookbook 
attrition nethodology/for@ulae a~ set forth in 0.66-12-099. 

DRA has four specific areas of protest to Pacific's 1988 
':lttrition /\dvice lkttcr. l\ppro>:ili1~te revenue requircraent effects 
Cor each item .lce in p<lr(·nthc:t~t):i. 'l'ho total approximato revenUe 
l"equircment i~ $ (2 39H) for ORA I S calculations versus $ (5SI-I) as 
cnlculated by Pacific. 

1. ','he AT&T Billin~nd ·Collections Adjustncnt Is Inappropriate 
At This Time (-41M) 

'I'he Corn~ission is investiq.ating the revenue reql1irement impact on 
local e>:change carriers of AT&'!' Comnunications of Cal ifornia' s 
billing and collections' takeback in 011 68-01-001, dated January 
13, 1988. An attrition vdjustreent for billing and collections at 
this time would only conplicate ultinate resolution of the 
revenue requirenent issue, because an eventual true-up vith the 
011 decision is inevitable. 

DP~ believes the appropriate forum for revenue requirement 
adjusttnent for AT6..T's billing and collections is the 011 
specifically dusiqn~tcd to investigate that issue. The current 
timetable for 011 88-01-007 calls for a decision by Nay. That 
timetable pcrnits occounting 10l' th\J 1·CV0nuo rC!l}uh'clnont ,,~rfl!ct 
in the supplementary rate design envisioned in 011 87-11-033, the 
investigation into intra LATA regulation. 

'~e forecasting nethodoloyy used by Pacific iG not in conpliancc 
.... ·it:h the attrition ('lethudolO<]}' ildopt.cd in 0.86-12-099. 'fhat 
d~cision requires thnt.qrowtl\ in access lin~s bo forecast with n 
linear least squares reqr~ssicn model using "(Clive years of 
... .:·'-:0'·.1(;(.) d.ll-'-l, iIH':]lIlliu'J :;i): mlUithn of n·conl .. d t<'~t year <lilta." 
(/\Jlpcnnix C, p. ). Five vcar:i of rccon..led dd\..l is (,0 lilunths ul 
data. (lucilie incorn .. -ctly lISC!; .,./ rLonths C1f d.:lta. 
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~dditionallYl Pacific's data is based on a twelve nonth noviog 
averaqe. Us og 60 1'Qonths of data as a baso, a twelvo month 
~ovinq average results in 49 data points. Therefore, the correct 
regression forecast would use data from July, 1962 through June, 
1987, resulting in twelve month movin? average data points fro~ 
Juno, 1983 through June, 1987. Paciflc incorrectly uses 66 data 
points, relying on data as far back as January. 19B1. 

ny using ~ore data than specified in the attrition decision, 
Pacific is allowing older, less relevant data to affect the 
attrition revenue requirement. 

Pacific's netbod for determining the growth rate is also 
inconsistent \-lith D. 86-12-099. 0.86-12-099 specifies hOl., growth 
rates are to be determined: 

"Growth rates shall bci calculated from the 
rcgres~ion equation, not-by a cOI'.lparison of 
predicted attrition year access lines or 
revenues to recorded results. n 

(Appendix C, p. 1). 

A- comparison of predicted results to recorded results is 
expressly prohibited, _but pacific has done exactly that. To 

-determine switched access line growth, Pacific forecasts the' 
results for the last half of 1981 and for all of 1988. paQific 
then calculates an average number of switched access lines for 
both years. The calculation of average switchea access lines, for 
1981 includes actual 1987 results through June. - This calculation 
is contrary to the attrition formula. 

Pacific does not calculate growth rates fron the regression 
equation. First, it forecasts 1986 results. Growth rates are 
then based on the change of 1988 over 1987. ORA calculates 
growth rates from the regression equation, as the conmission 
ordared. using the direct output fro~ the regression equation, 
\lhich is the: slope and intercept of the reqression line, OM 
calculates the corapound annutll growth l-Dtt! oVt!r tho r\J1Qvdot timu 
span. 
]. The .R~venue Gr..Q'!!_t.tL p,"n=-Acc~~~...1>i I}C FOl·ecast Is ~lso Incorrect 

(-6()H) 

This forecast is incorrect for the sane reasons, discussed above, 
as the groNth in access line forecast is incorrect. Again, 
Pacific does not adhere to the specified attrition formulae: 
DRA's forecast does . 
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4. Growth in co~posite Salaries and Wages Forec~st (-35M) 

0.86-12-099 permits adjustment to labor and labor overhead 
expense to reflect changes to wage agreements. (Appendix B, p. 
2). It does not permit adjustnent to reflect aotual wage 
expense, nor does it allow new estimates~ (Appendix S, p. 2). 
pacific has included adjustments for actual and forccast~d 
changes to wage e)..:penses which go far beyond changes to \-/a90 
agreenents. The specific ite~s are: 

* Pacific forecasts an increase in the 
number of enploy~es taking ~dvantage of 
the Pacific savings plan: 

* Pacific increases benefit expenses by the 
anount that actual 1987 benefit expenses 
exceeded the expense included in the 1987 
attrition award: . 

* Pacific further increases benefit expenses 
by including an inflation factor ~hich is 
not included in the wago a9ree~ent nor is 
it a part of the attrition cookbook 
formula;· and 

* Pabific ~ecreases ~ension e~pense due t6 a 
change in esti~ate. 

All of these adjustments are external to and not directly_ 
included in Pacific's wage agreements. Therefore, these 
adjustments cannot be included in Pacific's attrition filin9' 

ADDITIOUAL RECOHMENOATIOllS AND CO}'.}lENTS 

ORA also reconRends that the productivity mechanism be specified 
and that represcription be incorporated in the attrition 
resolution. ORA also conments on the cost of capital and the-use 
of s~itchcd access lines ~s tho baso for growth cstimntQG. 

1. Th2 Productivity sharing Mechanism Should Be specified 

0.87-12-067 callG for an equal uharing of productivity q~tns 
LIiJOVC t1IC 2. y~~ which is iruputctl in l-'.icit le' s labor and labor 
OVerhead e>:pense. ORA h~ts c~timutcd pclcific's end of 19(;8 
productivity using the methodology accepted in the above 
referenced decision. ficcausc ORA nnticiputcs additional 
productivity improvements in pacitic's operation above 2.9\, the 
revenue requirement should furthcr dacrease hy about $00 million. 
OM alsO anticipatcs that Pacific's shareholders will receive 
approximat~ly $80 million as a result of this sharing • 
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To minimize controversy, ORA believes the specific mechanis~ for 
determining productivity be explicitly spelled out. ORA 
recomnands tho following: 

1. Average enployee levels and average s\litchcd access lines 
should be calculated as nn ~vcraqo of actual January through 
December end of month figures. 'l'ha sarna procedure should be u5cd 
for both 1987 and 1988. 

2. The revenue requirement calculation should be done exactly 
the same as is accept~d by the co~roission in this attrition 
filing, because this sharing is part of the 1988 attrition 
filing. The calculation should be done using a 2.9\ productivity 
filctor and aga-in using t.h~ <1ctual lwoductivity factor. Tho 
difference in gross revenue rcquirenent should be split evenly 
bet\reen paci f ic and Paci f ic' s ratepayers. 

Because this true-up won't occur until sometime in 1989, 
Pacific's rates must be subject to refund pending this outcome. 

2~ The Commission should Incorporate the Impact of Depreciation 
Represcription 

1988 is a represcription review year for resetting basic 
depreciation lives and salvage for all accounts. Commission 
action should b~ concluded by mid-year. The revenue requirement 
impact of this represcription should be incorporated in th~ 1988 
attrition resolution under section M provisions of 0.86-12-099. 

3. The 1988 Attrition caoital structure Should Be EValuated 10 
1989 

ORA accepts that the current attrition proceeding does not permit 
a reevaluation of Pacific's cost of equity capital, even though 
Pacific's return on equity at 15\ is far above returns 
authorized for any other major California utility. However, the 
comI~ission has stated that a 15% return on equity was reasonable 
only through 1988. (0.B6-12-099, p. 6). ORA urqes that 
Pacific's cost of capital be reevaluated in Pacific's 1989 
attrition filing. 

4. fhe_Use Of Switched .Access Lines Rather Than Total Access 
l.:i ll~_l!..i.~E!!~:r!llLQD.h: .. h._1r::ll"~~~t: .H~Y'-'.J\U~~R~uuh·.€m~l\l .. 

Using ~\o .. itched access linc5 in the access line growth formula and 
the revenue per access line growth forAula is inaccurate. The 
unswitched access line market, which includes private lines and 
special access, has been rapidlY growing. Uhile the number of 
llllt;wllt.:hcd tlCGO~U liuuu hflu uuel int:d, thu L·UV"UllU pY\" unuwltc;:had 
access lines has soared. 

Pacific claims not to know hoW roany un switched access lines it 
had before 1984. Therefore, Pacific contends that the attrition 
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forroulac, \lhich require 60 months of data, cannot rely on 
s~itchcd and unswitched access lines. As a result, Pacifio only 
uses switched access lines. 

ORA believes this interpretation of the attrition rnethodoloq1 
introduces a serious error in the revenue requirement 
calculations. By omitting unswitched access line data, the 
formulae does not· capture an important driver of paci.fio's 
financial performanco. This ornis~ion will cost ratepayers aboU~ 
$)0 million in 1988. ORA believes that future attrition filings 
should be based on total access line data, not just on switched 
access'line data. 

CONCLUSlON 

ORA requests that Pacific's Advice Letter lto. 15343 be rejected 
insofar ~s pacific fails to correctly apply the attrition 
mechanism/formulae ordered by the commission. ORA's proposed 
$239 nillion revenue requirement reduction for 1998 reflects' 
p~opur upplicbtion of tho proviously·adopted attrition 
methodology. ORA further requests. consideration ot its 
recoronendations and comments on the productivity sharing 
mechanism, depreciation represcription, 1989 capital structuro 
and the use of switched access lines. 

Respectfully sub~itted,· 
. 

. ", .. ~ 
.. ~:!, .. c. '-; - ... :...... .. ..... 

. 
Rufus G. Thayer I . 

Staff Counsel 

RGT:JG:bjk 

cc:- All Respondent Telephone utilities - 1.85-03-078 
All parties - A.85-01-034 
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March 3, 1988 

Victor Weisser 
Executive Director 
California PUblic Utilities Commission 
505 Van Ness Avenue 
San Francisco, CA 94102 

Dear Mr. Weisser: 

Re: Amendment to Protest of the Division of Ratepayer 
Advocates to Pacific Bell's Advice Letter No. 15343 

By letter dated February 18, 1988 the Division of Ratepayer 
Advocates (ORA) logged its protest to Advice Letter No. 15343 
dated January 29, 1988 submitted by Pacific Bell "(Pac Bell). The 
DRA protest indicated that corrections to the Advice Letter 
should result in a revenue requirement reduction of approximately 
$239 million. Upon further review of the advice letter 
methodology the staff hereby amends the amount of revenue 
requirement reduction to approximately $167 million as explained 
more fully below. 

The original DRA calculation with respect to taxable income did 
not account for year-to-yearchanges. The DRA calculation was 
based strictly 6n the attrition formula in the Appendices to 
0.86-12-099. Resolution T-12007, the 1987 Pac Bell attrition 
resolution, did not amend those formulae. However, the 1987 
attrition resolution adopted without comment an adjustment to 
income taxes due to changes in taxable income (Resolution T-12007 
Finding of Fact 2). 

Upon further examination of this issue the DRA believes that an 
adjustment to income taxes due to changes in taxable income is 
appropriate. Accordingly, the DRA recommends that the Commission 
explicitly adopt a formula to calculate this effect in order to 
avoid ambiguity in the futUre. It should be emphasized that this 
correction in methodology does not change the issues upon which 
the DRA protest of the Pac Bell attrition filing was made. The 
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numerical estimates do change. The following Table shows both 
the original and revised ORA estimates: 

AT&T Billing and Collection 

Access'Line Growth 

Revenue per Access Line Growth 

Wages and Benefits Growth 

Pacific Bell base 

TOTAL 

original 
Filing 

-$41H 

-$39M 

-$66H 

-$35M 

-$58M 

-$239H 

Revised 
Filing 

-$41H 

-$19H 

-$32M 

-$17M 

-$58M 

-$167M 

An additional comment is necessary to the portion of the DRA 
discussion in its February 18 letter at page 4 with respect to 
the productivity sharing mechani~m.· While 0-87-12-067 determines 
how the savings from the performa~ce above the 2.9 perceht 
benchmark productivity factor should be split, it is silent on 
whether those funds should be refunded with interest. Clearly 
the savings should be refunded to ratepayers and shareholders 
with interest because Pac Bell will have the vse of the money 
until refunded. 

i~pectfU}imi 

~Thayer 
staff Counsel 

RGT:bjk 

CC! All Respondent Telephone utilities - 1.85-03-018 
All Parties A.85-01-034 
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Victor weisser 
Executive Director-
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California Public utilities Commission 
505 Van Ness Ave. 
San Francisco, CA 94102 

PA(IFI(~~BELL • 

Re: Response of Pacific Bell (U 1001 C) to 
Protest of the Division of Ratepayer Advocates 
to Pacific Bellis Advice Letter No. 15343 

Dear Mr. Weisser:-
--

-
Pacific Bell (-Pacific·) hereby responds, pursuant to General Order 
No. 96-A (III H), to the Division of Ratepayer A~vocatels (·DRA's·) 
February 18, 1988 protest, as amended on March 3, 1988, to 
pacificls Advice Letter No.- (·AL·) 15343. The ORAls protest seeks 
to change the revenue requirement reduction associated with 1988 
att~ition from the approximately $58 million set forth in AL 15343 
to approximately $167 million as calculated by the ORA. 

For the reasons set forth below, Pacific respectfully submits tha~ 
the ORAls protest should be denied. At 15343 applies the same 
attrition formula and methodology approved by the Cornmission-Tn 
connection with pacific's 1987 attrition filing. Indeed, the ORAls 
protest does not even allege any inconsistency with pacific's 1987 
attrition filing. For purposes of comparison, Pacific has attached 
to this response a synopsis demonstrating the consistency between 
its 1981 and 1988 attrition advice letter filings for each issue 
raised by the ORA in its protest (see Attachment A). 

The ORAls protest improperly seeks to modify the approved attrition 
formula. The ORAls proposed modifications are highlighted on 
Attachment A. (n light of the commission1s stated goal of making 
attrition proceedings as straightforvard and nonconttoversial as 
reasonably possible, the attrition methodology approved for 
Pacific's 1987 attrition filing should also be approved for use in 
1988 • 
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I. GENERAL COMMENTS APPLICABLE TO THE ORA'S ENTIRE PROTEST 

AL 15343 Applies The Same Methodolo~y Approved By The 
commission In Connection With pacif c's 1981 Attrition Filing. 

The ORA argues that pacific -incorrectly applies the Co~~ission's 
attrition methodology- (ORA Protest, p. 1) and that AL 15343 is 
based on an -incorrect interpretation of the attrition 
methodology/formulae- (Id. at 2). Hovever, in compliance vith 
Decision No. 81-10-075, pacific has applied in At 15343 the very 
same attrition methodology revieved and found -reasonable- by the 
Commission in connection vith pacific's 1981 attrition filing 
(see Resolution No. T-12007, Finding of Fact No. 17). In Decision 
N~87-10-075, the Co~~ission stated: 

Accordingly ve viIi order Pacific Bell to file for 
1988 attrition using the adopted methodology 
(0.85-03-042, as modified by 0.86-12-099), 
as implemented in Resolution T-12001, and alloy only 
the fev specific changes to the methodology vhich may 
be adopted in other related decisions to be issued 
before the end of 1981 (0.87-10-015, mimeo p. 14). 

Since AL 15343 uses th~ attrit~on ciethodology specified and 
impJemented by the above decisions, Pacific has in fact complied 
vi th Dec is ion No. 81-10-075. Ignoring the clear mandat.e of the 
Commission's decision, the ORA in its protest recommends that 
Pacific use a methodology different than that implemented in 
Resolution No. T-12001. 

The ORA's claim (ORA protest, p. 2) that in 1987 it fjled a 
-limited protest based on a limited evaluation of Pacilic·s 1987 
attrition filing- should be disregarded. Pacific submits that 
there vas an extensive reviev of Pacific's 1987 attrition filing 
(AL 15215). The ORA filed a lengthy protest to Pacific·s At 15215 
that raised a number of issues and sought to reduce pacific's 
attrition-ye~r revenue requirement by an unspecified amount, vhic~ 
Pacific later determined to be approximately $80 million. Later, 
the ORA filed a second protest based on a ·further reviev· of At 
15215, seeking to reduce Pacific's attrition-year revenues by an 
additional $36 million. The DRA took nearly a month to reviev AL 
15215 and although it certainly had ample opportunity to do so, it 
never indicated, until nov, that its protests or reviev vere 
-limited.- Nor was ORA the only party to review and protest AL 
15215. Tovard Utility Rate Normalization (-TURN-) similarly filed 
two protests to AL 15215, raising several additional issues. 

In Resolution No. T-12001, the Co~~ission analyzed each issue 
raised by the multiple DRA and TURN protests. In addition, the 
Commission conducted an independent reviev of Pacific's filing and 
made several adjustments on its own initiative (~, labor 
escalation factor; non-labor escalation factor; advlce letters for 
new services; intrastate separation factor for the Attrition Year 
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1987 Telephone Plant in Service formula; and tax effects resulting 
from a change in taxable income). The result vas the Co~mission's 
adoption of an attrition year revenue requirement reduction of 
approximately $191 million, vhich was approximately a $115 million 
larger reduction than that ori9ina11y filed by Pacific. Later, the 
Commission granted a limited rehearing on the issues of 
depreciation technical update and the non-labor escalation factor. 
During that rehearing, testimony vas filed by the ORA and pacific, 
hearings vere held, 'and a later decision (0.81-12-048) vas issued 
by the Co~mission. Given the detailed reviev of AL 15215 described 
above, the ORAls claim that the Corr~ission ·unfortunately adopted 
[At 15215) by default- obviously is incorrect (DRA protest, p. 2). 
Therefore, At 153~3, vhich applies the same attrition methodology 
approved after the extensive reviev of AL 15215, is based upon a 
correct application of the Corr~issionls attrition methodology and 
complies with the specific mandate of Decision No. 87-10-075 
requiring the application of such methodology. 

B. The ORA InapproiriatelY Attempts To Change The Approved 
Attrition Formu a. 

The ORAls claim that pacific has incorrectly interpreted the 
attrition methodology/formulae is essentially a claim that the 
Cowmission has incorrectly interpreted.the attritio~ formula, since 
pacific has strictly adhered to the same procedures the Commission 
found -reasonable· last year and that Pacific vas in fact required 
to use this year. Undeniably, the ORA is attempting to change the 
approved attrition methodology.·However, the Commission has 
indicated several times that the generic attritionmethodolcgy 
should not be reviewed in connection with attrition advice letter 
filings. Rather, it ·should be revieved in a future proceeding in 
which t~e attrition mechanism wil~ be re-exa~ined· (see, ~, 
Resolution No. T-12001, p. 5). Since that time, the Commission has 
indicated that attrition is an issue thai vill be addressed in the 
Commissionls Alternative Regulatory Framevork 011 No. 87-11-033 . 
(see 0.87-10-075, mimeo p. 14: see also D.87-12-067, mimeo p. 147). 

As discussed more fully belov, it is inappropriate for the DRA in 
this proceeding to propose changes to the approved attrition 
methodology. As the Commission is avare, Pacific itself has 
concerns about the attrition formula and methodology; hovever, 
pacific understands that this attrition advice letter filing is not 
the proper forum to address that issue. If the ORA desires to 
change the adopted attrition methodology, it should first propose 
doing so in 011 No. 87-11-033. 

e· 
- 3 -
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fl. SPECIFIC RESPONSES TO THE ORA'S -AREAS OF PROTEST-

A. Inclusion Of The AT&T-C Advice Letter Effect Is Entirely proper. 

The ORA contests the inclusion of the effect of Pacific's advice 
ietter concerning the provision of billing and collections services 
to AT&T Communications of California (-AT&T-C·). The ORA argue~ 
that such effects should be considered instead in 011 No. 
88-01-001, which is addressing the issue of AT&T-C billing and 
collections takeback. The O~\ alleges that -the current timetable 
for 011 88-01-007 calls for a decision by Hay- (ORA protest, p. 
2). The ORA's protest on this issue should be denied. 

First, the attrition adjustment relative to the AT&T-C advice 
letter is specific to the application of the attrition mechanism 
and independent of Oil No. 88-01-001. In fact, in Resolution No. 
T-12001 the Commission approved the inclusion of the advice letter 
effects of declining revenues from AT&T-C billings in connection 
with Pacific's 1987 attrition filing. The ORA is well avare of 
this fact, as evidenced by its very recent -Response of the 
Division of Ratepayer Advocates· (hereafter ·ORA Response-), dated 
February 25, 1988, in 011 NO. 88-01-007: 

Resolution T-11049 has delineated the revenue impact of such 
billing rate changes on pacific. "The Commission has provided, 
in both the 1986 rate case test year, and in the 1987 attriti~n 
avard, for recovery of reduced levels of Pacific's contribution 
margins earned on these services· (ORA Response, p. 11). -

Since it is clear that"the ORA previously acknovledged the 
appropriateness of the revenue effect of AT&T-C billing and 
collections and that the Commission approved Pacific's recovery of 
such reduced revenue in its 1981 attrition proceeding, the 
Commission should do the same in 1985. 

Second, there is no assurance (or even an indication) that Pacific 
or any other local exchange carrier (ALEC·) vill be granted a 
revenue requirement increase arising out of 011 8S-01-007. 
Although the Commission is interested in analyzing the revenue 
effect of the billing and collections takeback, the Commission has 
not stated that it intends to grant any LEe a ~evenue requirement 
change because of such analysis. -

Third, one veek after the ORA protested Pacific's AL 15343, the DRA 
requested a six-month extension of the current schedule in 011 
8S-0l-007 (see ORA Response, p. 7). Thus, although the ORA claims 
in its protest that a decision is expected in 011 88-01-007 by 
·May,· if the ORA's request is granted a decision may not occur 
until 1989. Certainly, this attrition proceeding should not be 
held open until for over a year to take into account something that 
has historically been included i~ attrition without protest • 

- 4 -
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pacific has responded in 011 68-01-001 vith the (o11oving 
statementz ·Pacific opposes (the DRA's recommendation to have the 
AT&T-C advice letter impact issue decided in 011 88-01-007] and 
respectfully asks that attrition issues, such as the 
above-mentioned adjustment, be determined in its 1988 Attrition 
filing- (Pacific's Response, Feb. 25, 1988, p. 3). Pacific 
reiterates that response in this proceeding. 

8. Pacific's Revenue Forecasting"Methodolo9Y Complies With The 
Requirements Of D.86-12-099; The ORA's Methodolo9Y Does Not. 

1. Pacific properly uses the linear regression model. 

Pacific used its re9ression equation in AL 15343 in the same manner 
as it has done previously and as Oecision No. 86-12-099 specifies. 
The order specifies, and Pacific folloved, in essence, a tvo-step 
process using the linear regression equation. First, Pacific 
forecasted the level of 1988 access lines and revenu~ per access 
line {0.86-l2-099, mimeo Appendix C, p. I: -Growth in access lines 
and growth in revenue per access line are to be forecast from 
linear least squares regression models used to correlate access 
lines and revenue per access line with time- (emphasis added». 
Second, Pacific calculated the appropriate grovth rates for use in 
the attrition formula from the forecasted levels of growth (Id.: 
~Grovth rates shall be calculated from the regression equation -••• I 

. 
On the other hand, the ORA did not follov either of these tvo 
required steps. The ORA did not use the regression equation to 
forecast 1988.levels. As a result, the DRA obviously could not 
calculate the attrition formula growth rates from those levels, as 
required by oecision No. 86-12-099, since the ORA did not forecast 
those levels in the first place. 

Instead, the ORA created an entirely nev methodology, vhich has no 
.precedent at all. The ORA derived a growth rate in only one step. 
-It arbitrarily compared the first and 49th fitted data points fro~ 
the regression equation to derive a historical, compound growth 
rate. The use of such a compound growth rate is not specified in 
0.86-12-099. In addition, the ORA's 49th data point does not even 
address 1988; instead, it coincides with June 1981. 

The errOr of the ORA's methodology is demonstrated by plotting the 
estimations of grovth in access lines and growth in revenue per 
access lines generated by use of the ORA's compound growth rate. 
Such plotted points produce a curve, rather than a straight line 
(as a proper use of the regression equation would produce). 
Conversely, Pacific's m~el forecasts that the absolute number of 
Pacific's access lines viII grow by steddy, constant amounts. When 
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plotted, these amounts properly form a straight line. 1 

The error in the ORA's methodology is that it assumes a constant 
growth rate, rather than constant absolute grovth required by 
Decision No. 86-12-099. (See ORA protest, p. 31 -ORA calculates 
the compOund annual grov~h rate over the [allegedly) relevant time 
span- (emphasis added». tn effect, the ORA assumes that an 
estimated, historical rate of grovth (from June 1983 to June 1987) 
viii continue into 1988. Hovever, the use of such an assumption 
does not comply vith Decision No. 86-12-099's requirement that 
-grovth in access lines ••• (is) to be forecast from linear least 
squares regression models- (emphasis added). 

2. Pacific relies upon the proper amount of data. 

The ORA argues that -Pacific incorrectly uses 77 months of data­
(ORA protest, p. 2) and that -Pacific incorrectly uses 66 data 
points- (Id. at 3). It is undeniable, hovever, that Pacific used 
the same methodology in its 1987 attrition filing. Moreover, the 
amount of data relied upon by pacific for its regression analysis 
vould have been obvious even under the most cursory review of 
Pacific's 1987 attrition vorkpapers~ Thus, to the extent the ORA 
has a concern vith the amount of data analyzed, the ORA could and 
shouLd have raised this issue over a year ago in connection with 

- Pacific's 1981 attrition filing. Pacific's approach to forecasting 
atc~ss line growth and revenue grovth per access lin~ ~as reviewed .. " 
extensively and the attrition" year revenue forecast generated by 
Pacific's calculations vas found Areasonable- by the commission. 

Further, Pacific's use of 66 data points in the regression equation 
complies vith the requirements of Decision No. 86-12-099. That 
decision states that, in calculating grovth in access lines and' 
revenues per access line, Pacific shall use Afive years of recorded 
data, including six months of (attrition. year 1987J data­
(0.86-12-099, mimeo Appendix C, p. 1). The vords afive years of 
recorded data- mean five full calendar years of recorded data. 
In accordance vith this requirement, Pacific's 66 data points 
represent five full calendar years of recorded data (1982-1986) 
plus the additional half-year of attrition year 1987 data required 
by Decision No. 86-12-099. 

IFor ease of understanding, the ORA's improper approach is 
graphically represented in -Attachment BA to this response. 

21n any situation where the grovth rate is constant, the absolute 
amount of growth viiI increase in larger and larger increments (in 
other vords, exponentially). For example, if a collection of 
marbles is increased at a constant growth rate (~, by repeatedly 
doubling its size), the absolute number of marbles vill rapidly 
increase by ever-larger increments (~~, 2, 4, 8, 16). 

- 6 -
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As noted above, the ORA argues that ·Pacific incorrectly uses 77 
months of data· (ORA ~rotest, p. 2). Agaln, it should be 
emphasized that Paciflc employed the same methodology in its 1988 
attrition filing that it did ln its approved 1987 attrition 
filing. The ORA essentially argues that Pacific's use of moving 
avera~es for its data.points me~n~ th~t P~cific is usin~ ~ata from 
a perlod beyond the flve-year llmltatlon lmposed by DeC1S1on No. 
86-12-099. The ORA's argument is vithout support or merit. 

First, using moving averages for data points makes the forecasting 
methodology more statistically reliable because it ·smooths· out 
seasonal irregularities. The ORA"s protest recognizes the 
appropriateness of using moving averages; in fact, the ORA uses 
them itself (see ORA protest, p. 3). Hovever, the ORA's 
interpretation of Decision No. 86-12-099 generates a less 
statistically reliable model because it relies on fever moving 
averages. 

Second, Pacific's use of moving averages does not mean that Pacific 
uses more than the 66 data points required by Decision No. 
86-12-099. In fact, onll 66 data points were used for the linear 
regression analysis. Thus, Pacific's use of moving averages 
employs the exact number of data points required by Decision NO. 
86-12-099. 

Finally, the-ORA alleges that pacific's use of ·actua1 1987 results 
through .June ••• is contrary to the attrition formula a (ORA 
protest, p. 3). Hovever, as above, it must be stressed that in . 
this regard AL 15343 (ollovs the same procedures that vere folloved 
in Pacific's 1987 attrition filing. In addition, Decision No. 
86-12-099 requires the use of ·six months of recorded test year 
data- (0.86-12-099, Appendix C. p. 1). Accordingly, in its filing 
Pacific used actual 1987 results through June. The ORA's proposal 
to change the approved attrition methodology should not be adopted. 

C. Pacific properly Calculates Grovth In Composite Salaries And 
Wages. 

1. pacific employed the same approach it folloved in 1987. 

The ORA alleges that Pacific has improperly forecasted qrovth in 
benefits in connection vith the composite salaries and vages 
forecast. The ORA is incorrect for the reasons set forth belovo 
First, in AL 15343 Pacific employed the same method it did in its 
1987 attrition filing. Second, pacific's approach complies with 
Resolution No. T-12007, vhich adopted Pacific's benefits plan 
expense for attrition purposes. If the ORA vants to change the 
attrition formula, it should raise its concerns in OIl No. 
87-11-033 (see 0.87-10-075, rnimeo p. 14; see also D.87-12-067, 
mimeo p. 14JT: Until that time, the approach adopted by the 
commission in 1987 _should remain the accepted approach • 
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2. The nature of the approved methodology used by pacific. 

pacific employs a four-step process to forecast qrovth in composite 
benefits. First, Pacific separates these expenses into four 
primary categories: medical/dental/vision; pension; savings plan: 
and ·other benefit" expenses. Second, pacific forecasts attrition 
year expenses-per-employee for each category. (n order to do so, 
Pacific takes into account a number of factors to ensure the 
accuracy of the forecast, including contractual changes, inflation, 
consultant reports of industry-specific expense increases, and 
estimates of employee claims and participation levels. Third, in 
order to arrive at a forecasted grovth rate for each category, 
Pacific compares the forecasted expense-per-employee to the 
expense-per-employee level inherent in Pacific's 1981 attrition 
filing as adopted by Resolution No. T-12001. Fourth, pacific 
veights these grovth rates and combines them into the overall labor 
and labor overheads attrition equation. 

3. The crux of the ORA's concern. 

The ORA's only expressed concern relates to the second step of 
pacific's methodology outlined above, in vhich Pacific forecasts 
the attrition year expense-per~employee for the various 
cat.egor ies. For example, the ORA asserts that Pac if ic should not 
be able to take into account such items as increased employee 
participation due to an improved savings plan package for 
employees. Similar ly, the ORA protests Paci f ic I·S - method of taking 
into account inflation in determining its 1988 benefit 
expense-per-employee. The ORA bases its protest on the argument 
that items'such as -increased employee participation levels· and 
-inflation factors- are not expressly provided for in pacific's 
vage agreements. It should be emphasized that the ORA does not 
protest the validity or accuracy of Pacificls component inputs 
(~, the forecasted inflation rate); instead, the DRA seeks to 
modify the adopted, accepted methodology. 

4. Pacific's response. 

The ORA's argument is inconsistent vith Resolution no. T-12001. In 
that decision, the Commission held that pacific's benefits plan 
expenses are properly includable in the attrition process 
(Resolution T-12007, Finding of Fact No.5, mimeo p. 9). The basis 
for the Commission's decision vas the fact that these items -are 
part of the labor contract· (Id.). Hovever, various determinants 

_ of these expenses, although not expressll provided for in the 
contract, are directly related to the contract. For example, the 
vision care plan reimbursement to employees increased by 31% (1988 
over 1981) pursuant to contract. This would also logically 
increase the number of employees that participate in the . 
reimbursement. To ensure the accuracy of its forecasts, Pacific·s 
calculations took these kinds of effects into account. In 
addition, non-salaried employees vere contractually granted an 
increased ·Company-match· for savings plan contributions. For 
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attrition purposes. Pacific estimated that a higher percentage of 
emplorees ~ould take advantage of this benefit during 1986. Other 
benefit expenses. such as medical, ~ere revised because of factors 
such as inflation or anticipated industry-specific expense 
increases. As a result. Pacific's estimate for 
expense-per-employee reflects these (actors. The ORA"s argument 
that such revised forecasts are not permissible is vithout merit. 

It should also be emphasized that Pacific employed the same 
methodology in connection vith its 1981 attrition advice letter 
filing. Such methodology vas specifically revieved and approved by 
the Commission (see Resolution T-l2007, mimeo pp. 4-5). In that 
1981 attrition filing, Pacific's estimations of its benefits plan 
expense contained estimates of employee participation levels and 
forecasts of inflation and industry-vide expense trends. Thus, 
Pacific's methodology for-1988, vhich follovs the same approach as 
that used and approved in 1981, should also be valid. 

III. RESPONSE TO ORA'S ADDITIONAL RECOMMENDATIONS AND COMMENTS 

A. The productivity Sharing Mechanism. 

-preliminarily, Pacific ~ould like to reinforce its intention to 
comply v~th the productiv!ty incen~ive me~hanism adopted by the 
Co~ission in Decision No. 87-12-067. Hovever, Pacific is _ 
concerned vith th~ ORA's recommendations expressed in its protest • 

1. Amounts to be shared viII be based on recorded results. 

ORA states' that it est-imates that Pacific's rev~nue requirement for 
1988 -should further decrease by about $80 million- (ORA protest, 
p. 4). However, the amount by vhich pacific's revenue requirement 
may be reduced due to the productivity sharing mechanism viII be 
determined by referencing actual, recorded results for 1988, not by 
the ORA's -anticipated- or -estimated- results. See Decision No. 
81-12-061, vhich states: -The labor attrition formula should be 
recomputed after the attrition year using the actual realized 
productivity factor- (Ordering Paragraph No. 13, mimeo p. 330-331 
(emphasis added)). The ORA's estimate is pre~ature and out of 
context in this proceeding. It should be disregarded • 

. 
2. The productivity sharing mechanism is already specified. 

The ORA argues that -to minimize controversy ••• the specific 
mechanism for determining productivity be explicitly spelled out­
(ORA protest, p. 5). The ORA's concern is misplaced, hovever, as 
the Commission has already adopted a specific methodology fot 
determining productivity. In Decision No. 81-12-067, the 
Commission adopted the ORA's ovn recommended methodology for 
determining productivity. Nevertheless, in its protest the ORA noy 
proposes a nev methodology. It recommends that -average employee 
levels and average switched access lines should be calculatd as an 
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average of actual January through December end of month fi9ures. 
The same procedure should be used for both 1981 and 1988~ (ORA 
protest, p. 5). 

The ORA's proposed methodology, which examines average levels, 
rather than end-ot-period (·EOP~) levels, conflicts vith Decision 
No. 87-12-067's adopted procedure. There, the Commission adopted 
ORAls ovn incentive mechanism (0.87-12-061, mirneo p. 146). Later 
in the same decision, the Commission adopted the ORAls suggested 
access lines per employee index (rd. at mimeo p. 148). To tully 
understand the precise mechanism proposed by the ORA and adopted by 
the Commission, it is necessary to examine evidence received in 
that proceeding (Application Ho~ 85-01-034). Such evidence makes 
clear that, under the ORA"s ovn mechanism, ~mployee and access line 
levels are to be determined from EOP data. The DRA did not at any 
time recommend that average levels-Qf access lines or employees 
should be the proper measure. 

For example, in a key chart supporting' its productivity testimony, 
the DRA set forth end-of-year (in other vords, EOP) access line 
data when testifying as to ~recorded productivity at PacBel1 from 
1974 to 1983~ (Exh. 518, p. _4-1). Moreover, the numbers under the 
-Employees- heading of the same chart exactly correspond to data 
found in a chart entitled -Employees End of Year- included in 
Exhibit I of that proceeding (Exh. 1, p. 2-11 (emphasis added». 
Elsewhere in its testimony, the ORA.states that the -flnal tally. 
of the productivity factor tor Pacific is 156 access lines per 

-employee (ld. at p. 3-6). In a footnote, the ORA states that the 

•
156- figure-is ·per PacTel's internal report- (Id.). Examination 
f that ·internal report- reveals that the ~156-~gure represents 

-Access Lines per Employee (EOP)- (emphasis added). These examples 
clearly demonstrate that the ORA's productivity incentive plan is 
based on EOP access line and employee levels, not average levels. 

Since the Commission adopted the -ORA's sU9gested access lines per 
employee index,· (0.81-12-067, mimeo p. 148), and since that index 
usesEOP levels for those measures, the·productivity measure.used 
to calculate 1988 productivity for the sharing plan should also be 
based on EOP levels. The ORAts protest recommendation to use 
average employee and access line levels represents a significant 
departure from the ORA's proposal for productivity sharing a~opted 
in Decision No. 87-12-061 and should not be considered here. 

--------------------
lReqardless of any modification to the productivity sharing 
mechanism at this time, Pacific submits that the Commission should 
.. ure that siqnificant, unique events affecting the productivity 

asurernents do not skev the results. 
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3. Interest should not accrue until amounts are kno~n • 

In its amended protest, the ORA adds the additional comment that 
any realized productivity savings -should be refunded ••• with 
interest- (Amended Protest, p. 2). However, the productivity 
sharing mechanism adopted by the Commission does not specify that 
interest is properly refundable~ In any event, it vould not be 
appropriate to begin accruing interest until at least January 1, 
1989, when the actual amount, if any, to be refunded vill become 
known. 

B. Represcription Should Not Bp. Included In 1988 Attrition. 

The ORA alleges that the revenue requirement effect of 1988 
represcription vill be determined -by mid-year· an~ ·should be 
incorporated in the 1988 attrition resolution- (ORA protest, p. 
5). While Pacific agrees that the revenue requirement effects 
associated with 1988 represcription must be recognized, it is 
inappropriate to hold the attrition proceeding open until mid-year 
to take these effects into account. Instead, these revenues should 
be put into memorandum balancing accounts to be considered at a 
later time. Such a procedure would be consistent vith the 
Commission's decision in the USO~R proceeding (see D.87-12-063, 
Finding of Fact No. 55, mimeo p. 42). ---

. 
Moreover, it is improper for the ORA to recommend that this 
proceeding be held open to account. for represcription, since that· 
issue vas not resolved -before the "end of 1987- (see 0.87-10-075, 
mimeo p. 14). In Decision No •. 81-10-075, the commIssion rejected 
the notion of a pro forma filing, with subsequent update. The 
Commission stated that such a procedure would hamper the Commission 
Advisory and Compliance Division's ability to prepare a Resolution 
for the Commission'S consideration, -by obviating the necessity of 
performing the mUltiple calculations associated with such updates· 
(0.87-10-075, mimeo pp. 11-12. As stated earlier, attrition is 
intended to take into account only those known changes vhich are 
finalized before the start of the attrition year ([d. at 11). 

C. In Light Of OIl No. 87-11-033, It Is Premature To Decide 
Whether To Review Pacific's Cost Of Capital In Connection With 
A 1989 Attrition Filing. 

The ORA proposes that Pacific's cost of equity capital be reviewed 
in Pacific's 1989 attr\tion filing. Pacific submits that in light 
of 011 No. 87-11-033, which will consider changes to the current 
regulatory framework (including regulatory processes and 
procedures), it would be premature to decide at this time the scope 
of future attrition proceedings. Moreover. it is not clear that a 
review of Pacific's capital structure and cost of equity is 
appropriate to be conducted within the context of a 
straightforward, noncontroversial advice letter proceeding (see, 
~, 0.86-12-099, rnimeo p. 25) • 
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D • Svitched Access Line Data Should Continue To Be The Measure Of 
Access Lines If A 1989 Attrition Advice Letter Is Filed. 

The ORA alleges that -future attrition filings should be based on 
total (svitched and unsyitched) access line data, not just on 
svitched access line data- (DRA protest, p. 6 (emphasis added)). 
Hovever, Pacific's 1987 attrition filing vas based on switched 
access line data, and no party objected to such methodology. Nor 
has the DRA protested the use of such methodology in Pacific's 1988 
attrition filing. Thus, the ORA is again attempting to change the 
adopted methodology in this proceeding, in contravention of 
Decision No. 87-12-067's requirement that proposed changes to the 
attrition methodology should be addressed in 011 87-11-033. 
Moreover, the ORAls assertion that -the unsvitched access line 
market ••• has been rapidly groving- is ~rong. Non-svitched 
revenue grovth over the past tvo years has been flat and 
non-svitched access line grovth has been declining. 

Moreover, since Decision No. 86-12-09~ states that five years of 
data must be used, and since five years of non-svitched access line 
data is not available, implementation of the ORA's reco~~endation 
will conflict with Decision No. 86-12-099. Any att~ition filing 
made prior to 1~92 would not include five years of data and, hence, 
yould not comply yith Decision No. 86-12-099 •. In fact, without the 
availability of the necessary data, it is hard to understand hoy 
ORA made any estimate of the effect of using non-svitched access 
lines in the formula, much less make an assertion 'about a $30 
million' cost to the ratepayers. Finally, it also not clear vhether 
the ORA's $30 million estimafe is subject to revision consistent 
vi th other changes filed i.n the ORA's amended protest. 

IV. Conclusion 

For all of the above reasons, Pacific submits that the DRA's 
protest to AL 15343 should be denied. Pacific has complied with 
the adopted methodology, vhereas the ORA's protest arises out of a 
desire to change the attrition formula. - If the attrition procedure 
is truly straightforvard and noncontroversial, the ORAls protest is 
obviously misplaced. Pacific should be entitled to knov that from 
year-to-year it can confidently rely on prior Commission precedent 
in calculating its attrition year revenue requirement. 

Respectfully Submitted, 

1~~gafk-
THOMAS J. BALLO 
Attorney for Pacific 

Attachments 

cc: Service List for Advice Letter No. 15343 
Bruno A. Davis, CACD 
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