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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

COMMISSION ADVISORY & COMPLIANCE DIVISION 
Telecommunications Branch 

RESOLUTION NO. T-14619 
October 11, 1991 

SUMMARY 

RESOLUTION T-14619. FRESNO CELLULAR TELEPHONE COMPANY. 
ORDER REGARDING FRESNO CELLULAR TELEPHONE COMPANY'S 
REQUEST TO RESTRUCTURE ITS RETAIL RATES AND MODIFY ITS 
WHOLESALE RATES. 

BY ADVICE LETTER NO. 33, FILED ON APRIL 30, 1991. 

Fresno Cellular Telephone Company (FCTC)f by Advice Letter No. 
33, filed April 30, 1991 requests author1ty to restructure its 
retail rates and modify_its wholesale rates. The advice letter 
seeks to implement the following! 

1. Replace the company's basic retail pian with a new 
basic retail rate plan with increases in access and 
usage rates. 

-
2. Introduce a Standard Plan, a Premium Plan and an 

Emergency Service Plan. 

3. Replace the wholesale plan with a new basic wholesale 
rate plan with increases in access and usage rates. 

The,Celluiar Resellers Association, Inc. (CRA) filed_a protest to 
Advice Letter No. 33 on May 20, 1991. The protest claimed that 
FCTe's new rate plans would substantially reduce theret~il 
margins,which is in violation of Ordering ~aragraph 15 of 
Commission Decision (D~) 90-06-025. FCTe filed its response to 
CRA's protest on May 30, 1991. on June 17, 1991, Mr. G. Mark 
Nickel of Visalia, California wrote the Commission stating, among 
other things, that the increase that FCTC seeks in its Advice 
Letter No. 33 appears to be a tool to subsidize the new Emergency 
service Plan. This Resolution grants CRA's protest in part and 
rejects the filing. 

BACKGROUND 

FCTe, by Advice Letter No. 33, filed April 30, 1991, seeks to 
restructure its basic rate plan and add three optional plans as 
follows; 
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Existing Basic Rates 

Access Chargee 
1-5 numbers-each number 
6 + numbers-each number 

Usage Charge. 
Peak 
UK to 5°6°00 minutes/mo. 
5 ,001-3 0 000 
300,OOl-600

b
OOO 

over 600,00 

Off-Peak 
50,OOO,mlnutes/mo. 
over 50,000 

ProQQsed Basic Rates 

Access Charget 
1-5 numbers-each number 
6 + numbers-each number 

Usage Chargei , 
peak and Off-Peak 
50,000 minutes/mo. 
50,001-300,000 
300,001-600,000 
over 600,000 

Retail 

31.00 
2S.00 

.35 

.35 

.35 

.35 

.20 

.20 

Retail 

35.95* 
32.95* 

.35* 

.35* 

.35* 

.35* 

Wholesale 

24.00 
24.00 

.• 287 
.280 
.275 
.245 

.165 

.160 

Wholesale 

26.95* 
26.95* 

.287* 

.280* 

.275* 

.245* 

.. Indicates price increase 

Standard Plan 
Access Charge. 
Usage over 150 mins. 

Premium Plan 

Access Charge 
Usage over 350 mins. 

Emergency Service Plan 
Access Charge 

Usage 5 to 125 minutes 
Usage over 125 minutes 

NOTICE/PROTESTS 

$86.00 
.33 

$146.00 
.32 

$20.00 
l.00 

.35 

October 11, 1991 

Difference 

7.00 
4.00 

.063 

.070 

.075 

.105 

.035 

.040 

Difference 

9.00 
6.00 

.063 

.070 

.075 

.105 

Margin 

29\ 
16\ 

21' 
25' 
27\ 
42' 

21\ 
25% 

Margin 

33\ 
22% 

21% 
25% 
27% 
42% 

Public notice that FCTC filed Advice Letter No. 33 to introduce 
the new retail and wholesale rateS appeared 1n the California 

-2-



• 

• 

• 

Resolution T-14619 
Fresno Cellular/A.L. No. 33 October 11, 1991 

Publio Utilities Commission's Hay 2; 19~1 Daily Calendar. In 
addition, copies of FeTe's Advice LOtter No. 33 were mailed to 
competing utilities, adiacent utilities, and known interested 
parties in accordance wIth General Order (G.O.) No. 96-A, Section 
III.G. 

On May 20, 1991, eRA protested FeTe's Advice Letter No. 33 with 
the following arguments. 

o The three new FCTC retail rate plans (standard, premium, and 
emergency), together with the new wholesale rate would 
reduce the retail margin of any independent reseller 
competing withFCTC in the Fresno MSA. This offering 
violates 0.90-06-025. 

o The openly discriminatory nature of.the filin9 places it in 
violation of Sections 453 and 532 of the Publ1c Utilities 
code. By failing to include a wholesale version of the new 
standard, premium, and emergency retail plans, FCTe 
blatantly discriminates against resellers. 

o FCTe's tiering method will have only a minor beneficial 
effect to the resellers. 

FeTe responded to CRA's protest on May 30, 1991. The response is 
summarized below. 

o D.90-06-025 does not require the carrier to implement 
wholesale rates which ·clone- each new retail rate structure 
that the carrier wishes to make available to its subscribers. 
The public should not be deprived of new retail rate plans. 

o Facilities-based carriers should be responsible for 
innovative pricing scheme~ for retail rates. Cellular 
carriers should be given,flexibility to price to attract 
casual users. D.90-06-025 states that the margin between 
current basic retail and wholesale rates will be maintained 
until the cellular USOA is revised unless the facilities
based c~rrier can show that margin mo4~fications willn~t 
render ~ts own retail operation unprofitable. 0.90-06-025 
does not suggest that a showing is necessary when a carrier 
introduces new optional retail rate plans. 

o ~he new basic retail rate plan is accompanied by a new basic 
wholesale rate plan which will provide a wholesale-retail 
margin that is larger than the margin available under the 
company~s existing tariffs. 

o ~he basic retail service establishment charge and the basic 
wholesale service establishment charge remain unchanged. 

o ~he monthly access margin increased 28.15% • 
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o The basio peak usage rates are unohanged for retail and 
wholesale. The margin is also unohanged • 

o The margin calculations_are exclusive 6fthe additional 
discounts available to large volume resellers. 

o The nargin in each of the optional rate plans either.ex~eeds 
thecurr~nt margin or otherwise compli~$ with D.gO-~6-025. 
The Commission did not refer to the -margin- as some kind of 
-percentage- margin. The margin between the new Standard 
Plan and the basic wholesale rate plan 'is greater than the 
margin between FCTe's existing basic retail and wholesale 
rates by 18 cents per customer. 

on June 17, 1991, a customer of FeTe in the Central San Joaquin 
Valley wrote the Commission stating, among other issues;. that the 
increase that FCTC seeks in its Advice Letter No. 33 appears to 
be a tool to subsidize the new Emergency Service Plan. The 
concerned customer urges the Commission to be very discerning 
regarding the rate increase. 

DISCUSSION 

There are two major issues relating to FCTe's Advice Letter No. 
33. They are the rate increases to the basic rate plan and the 
alleged margin reductions in the optional plans. 

The percent increases in FCTC;s wholesale and retail basic plans 
are shown belowt 

Basic Retail Plan 

Access charge 
1-5 number-each number 
6 + numbers-each number 

Usage Charge 
Peak 
Oft-Peak 

Basic Wholesale Plan 

Access Charge 
1-5 numbers-each number 
6 + numbers-each number 

Usage Charge 
Peak 
otf-Peak 
Up to 50,000 minutes/mo. 
50,001 - 300,000 
300,001- 600,000 
over 600,000 

-4-

16.0% 
17.7% 

no change 
75.0% 

12.3% 
12.3% 

no chAnge 

74.0% 
75.0% 
71.9\ 
53.1% 
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October 11, 19~1 

From a customer'sperspeotlve, the proposed basic retail access 
charge for the 1-5 numbers and 6+ numbers represents an inorease 
of 16\ andIS' respeotively_ The off-peak usage oharge will 
inorease 75\ •. If an exist n9 customer retains service under the 
basic reta!l plan, the monthly c~arge f6r 200 minutes ot usage 
will increase from $95.00 to $105.95 per month. 

Advice letters containing rate element inoreases must comply with 
Ordering Paragraph 9 of D.90-06-025 which states that. 

A cellular oarrier seeking an inorease in rates shall 
substantiate its request in an advice letter f111ng and shall 
provide! 

a. Market studies based specifioally on data within its 
respective MSA. 

b. Actual return on investment data for its prior 3 oalendar 
years. 

c. projected return on investment based on its proposed rates. 

d. Explanation of any major change (50 basis points) in the 
projected return on investment over the prior 3-year recorded 
average. 

e. Cost-support data as requested by Commission staff. 

We agree with CACD's position that the advice letter clearly 
involves rate increases and falls under the requirements of O.P. 
9 in 0.90-06-025 as quoted above. While a review of O.P. 9 
requirem~nts for rate increases may appear inconsistent with the 
intent of D.90-06-025 and our prior cellular decisions, they are 
not inconsistent. Our expectations~or this industry wer.e price 
decreases - thus the burden of justifying an increase. 

The Commission never intended cellulAr companies to have cost
based rates or rate based regulation. Cellular rates were to be 
determined by a competitive marketpl~ce. We recognize that O.P. 
9 requirements give the appearance of returning to a rate based 
type of regulation. What we intended was that cellular rates be 
just and reasonable. Data supplied by FeTC under o.p, 9 does not 
adequately justify the rate increases. 

We are concerned with the magnitude of the rate element increases 
in FCTCfs advice letter which are as high as 75 percent. The 
requested increases are too great to be handled in the advice 
letter process. ~~ are ~heretore rejecting without prejudice 
FeTe's advice letter. If FCTe wishes to have these increases 
considered, it should file an application with tull support. An 
application wquld allow the Commission to review and possibly 
clarify any misunderstandings parties have on O.P. 9 and allow us 
to look more closely at the proposed inoreases • 
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FeTe observes that it has not mOdified its rates since-the 
commencement of service in 1987. Since that time it has made 
significant capital investments in its system and additional 
investments will continue in the future as additional capaoit¥ 
and di9ital equipment will be added to meet,expeoted subscriber 
demands. It maintains that the struoture 6f optional rate plans 
is designed to foster rate innovation that will serve th~ pUblio 
interest. FCTC is aware that the rAte inorease may result in 
reduced usage by affected subscribers or even termination of 
service, but the new optional rate plans will provide cost 
savings to a significant nUmber o~ their subsoribers. FCTC _ _ 
believes that each subscriber will eleot the rate plan economical 
to them. We note that by Advice tetter No. 33, FCTe's basic 
retail plan is more expensive than the new Standard Plan, 
assuming a 200 minutes usaqe. 

A review of the new basic retail rate plan and the new basic 
wholesale rate plan indicates that the margi~s for usage rates 
(peak and off-peak) ~ave not decreAsed. . In fact, the rate 
margins for peak, off~peak and access all inCreAsed as can be 
seen from the tables in the background section. 

Based on a 200 minutes per month usage, we have computed that,t~e 
reseller's margin under FCTC's existing Basic Retail Plan is 26%. 
On the other hand, the proposed Basic Retailpla~, using the sarne 
~OO minutes per month usage shows a marqin of 27%. 

To qet a quantitative indication of the margin effect of FCTC's 
other new retail plans, we have made the following sample 
computationst 

1. Standard Plan RetAil Wholesale Margin 
Access Charqe $ 86.00 $ 26.95 
Usage over,1S0,minutes 

16,50 56,00 200 - 150 = 50 x $0.l3 
Total Monthly $102.50 $ 82.95 ~3.56i 

Assumptiont ~()O minutes per month with 80% peak and 20% off-peak usage. 

2. Premium Plan 

Access Charge $146.00 $ 26.95 
Usage over 350 minutes 

16.00 112.00 400 - 350 = 50 x .32 
Total Monthly $162.00 $138.95 16.59i 

Assumptiont 4()O minutes per month with 80% peak and 20% off-peak usage . 
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3. Emergenoy service plan 

Access Charge 
Usage over 5 minutes 

20 - 5 = 15 x 1.00 
Total Monthly 

$ ~O.OO 

15.00 
$ 35.00 

Assumption. 20 minutes per month usage. 

October 11, 1991 

$ ~6.95 

5.60 
$ 32.55 7.53\ 

Under FCTe's proposal, the reseller's margin wl11vary from ~7i 
to 7.5\ because there is no corresponding wholesale rates offered 
in the Standard Plan, the Premium Plan, and the Emergency Service 
Plan. 

We applaud FeTe's stated intention of bringing the most 
economical plan to individual users. The ·cafeteria style. 
approaoh of providing mUltiple plans to meet the needs of _ 
individual users is part of this Commission's basi~ philosophical 
direction for the cellular industry. However, we find validity 
in CRA's presentation that a change in margin will occur as a 
result of FCTC's Advice Letter No. 33. We understand FCTC's 
claim that modification of the basic retail and wholesale rates 
and the introduction of other retail plans without any 
corresponding wholesale plan should provide opportunit~es to the 
resellers to desiqn their own innovative retail rate plans; but 
absent implementation of the cellular USOA; we believe that 
FCTe's proposal merits fur~her Commission investigation before 
being allowed to go into effect • 

Ordering Paragraph No. 15 of 0.90-06-025 mandates that individual 
facilities-based carriers shall not deviate from the current 
retail margin until cost-allocation methods are Adopted And 
implemented as part of the cellulAr USOA unless they cAn 
demonstrate through an advice letter filing that the retAil 
operation will continue to operate on a break-even or better 
basis with proposed rate changes that impact th~ mandatory retail 
margin. FeTC has submitted workpapers under different scenarios 
indicating the proposed rate changes would maintain its 
profitability in retail operations. 

Until recently the Commission has not been fAced with 
controversial reduction in margin protests. That is primarily 
because the facilities-based carriers always adjusted their 
wholesale rate elements by the same amount as the adjustments in 
their retail rate elements. Recent innovative plans from the 
industry, however, have started deviating from that process, 
which makes it extremely difficult for the Commission and its 
staff to evaluate the validity of protests alleging reductions in 
margin without going to hearings • 
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FINDINGS 

1. FeTe's Advice Letter NOt 33 results in reduction in the retail 
margin as a result of the introduction of the standard pian, the 
premium Plan and the Emergency Service Plan. The act of 
increasing the basic retail plan and offering simultaneouoly 
three new retail plans which are more economical affects the 
current margins. It involves issues that are too complex for the 
advice letter process and which can be handled more appropriately 
in an application. 

2. o.P. 9 of D.90-06-025 may require Commission clarification 
which can better be handled in an application or in a petition 
for modification. 

THEREFORE, IT IS ORDERED that I 

1. Fresno Cellular Telephone Company's Advice Letter No. 33 is 
rejected without prejudice . . 
2. The protest of Cellular Resellers Association, Inc. is granted 
in part. 

The effective date of this Resolution .~ 5 today • 

I hereby certify that this -Resolution was adopted by the Public 
Utilities Commission at its regular meeting on October 11, 1991. 
The following Co~~issioners approved itt 

JOlIN B. OHANIAn 
DANIEL WD. FESSLER 
NORMAN D. SHUMNAY 

" . COIDI:l1SS10ners 

conmissioner Patricia M. Eckert, 
being necessarl1y absent, did 

t • • not par 1C1pate • 
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