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RESOLUTION T-16265.  PACIFIC BELL(U-1001-C). ORDER APPLYING THE ADOPTED PRICE CAP MECHANISMS IN COMPLIANCE WITH DECISIONS 89-10-031 AND 94-09-065 THROUGH ADJUSTMENTS TO SURCHARGES/ SURCREDITS TO BE EFFECTIVE FEBRUARY 1, 1999.





BY ADVICE LETTER No.  19761, filed on October 21, 1998.





_________________________________________________________________








SUMMARY





This Resolution orders Pacific Bell (Pacific) to reduce its annual revenue by $244.216 million effective February 1, 1999, in order to implement its 1999 annual price cap index filing in Advice Letter (AL) Number (No.) 19761.





The $244.216 million revenue decrease primarily reflects the flow through of net Z-factor adjustments.  D.98-10-026 continued to suspend the productivity-less-inflation factor adjustment for Pacific, consequently the decrease does not reflect productivity.   





Pacific filed AL No. 19761 on October 22, 1998, requesting a reduction to its 1998 revenue in the amount of $244.216 million, effective January 1, 1998.  Protests to Pacific’s AL No. 19761 were filed by AT&T Communications of California, Inc. (AT&T) and the Commission’s Office of Ratepayer Advocates (ORA).  











The adopted revenue changes are as follows:





1999 Price Cap Revenue Change


�
�
Price Cap Impact (0%) without Z-factors�
�
$0.000�
�
�
�
�
�
Z-factors:  Ongoing Revenue Impact�
�
In Millions�
�
$200 to $500 Expense Limit�
�
(11.930)�
�
Other Billing and Collecting�
�
(29.093)�
�
Compensated Absences�
�
(4.540)�
�
FASB 106-PBOPs�
�
(99.500)�
�
�
�
�
�
�
Sub-Total�
� =SUM(ABOVE) \# "$#,##0;($#,##0)" �($145.063)��
�
                         �
�
�
�
Z-factors:  One-time Revenue Impact�
�
�
�
Other Billing and Collecting—1997 and 1998�
�
(45.265)�
�
Compensated Absences�
�
(4.664)�
�
�
�
�
�
                         �
Sub-Total�
� =SUM(c13,c14) \# "$#,##0;($#,##0)" �($49.929)��
�
�
�
�
�
Other Adjustments�
�
�
�
Gain on Sale of Land�
�
(0.278)   �
�
Intervenor Compensation�
�
2.634�
�
Merger Refund�
�
(51.580)�
�
�
�
�
�
                         �
Sub-Total�
($49.224)�
�
�
�
�
�
Net Z-factor adjustment�
�
� =SUM(c9,c16,c22) \# "$#,##0;($#,##0)" �($244.216)��
�
�
�
�
�
Total Price Cap Impact with Z-factors Effective February 1, 1999�
�
� =SUM(c9,c16,c22) \# "$#,##0;($#,##0)" �($244.216)��
�



Note:  Revenue reduction in ()








BACKGROUND





In Decision (D.) 89-10-031, the Commission adopted an incentive-based regulatory framework (called the new regulatory framework or “NRF”) for Pacific and GTE California Incorporated (GTEC). This decision stated:





This new regulatory framework is centered around a price indexing mechanisms with sharing of excess earning above a benchmark rate of return level.





***


Following a startup revenue adjustment (D. 89-12-048) … prices for the utilities’ basic monopoly services and rate caps for flexibly priced services will be indexed annually according to the Gross National Product Price Index (GNP-PI) inflation index reduced by a productivity adjustment of 4.5%.





***


The indexing formula also allows for rate adjustments for a limited category of exogenous factors whose effects will not be reflected in the economy wide GNP-PI.  While all such costs cannot be foreseen completely, we recognized that the following factors may be reflected in rates as exogenous factors (called Z-factors):  Changes in federal and state tax laws to the extent that they affect the local exchange carriers disproportionately, mandated jurisdictional separations changes, and changes to intraLATA toll pooling arrangements or accounting procedures adopted by this Commission.





However, the Commission did not authorize Z-factor treatment for all unforeseen or exogenous factors.  In D. 89-10-031, the Commission stated that:





normal costs of doing business (including costs of complying with existing regulatory requirements) or general economic conditions would be excluded as Z-factor items.





In D. 94-06-011, the Commission ordered Pacific to replace the GNP-PI with the Gross Domestic Product Price Index (GDP-PI) commencing with Pacific’s 1995 price cap filing.  In addition, the Commission adopted a productivity factor of 5.0% for Pacific for its 1995 price cap filling.





In D. 94-09-065, the Commission authorized Pacific to implement the 1995 price cap rate adjustments through the billing surcharge/ surcredit mechanism.  





In 1995 the Commission issued D. 95-12-052 regarding the Second Triennial New Regulatory Framework (NRF) Review.  In O.P. 4 of that decision, the CPUC suspended the application of the GDP-PI minus productivity factor formula used in price cap regulation  of Pacific until further order of this Commission or until a final decision is issued in the next triennial review.  





In October 1998 the Commission issued D.98-10-026 regarding the Third Triennial Review of the NRF.  The order continues the suspension of the GDP-PI minus productivity factor formula, suspends for the first time the sharing mechanism, permanently eliminates depreciation review, replaces Z factors with limited exogenous (LE) factors, and effectively imposes a cap on residential services by keeping price caps generally.  The Decision identifies seven Z-factors that should be recovered until fully implemented:





the $200 to $500 capital expense shift,


the merger refund authorized in D.97-03-067,


gain on sale of land,


other billing and collections jurisdictional cost shift,


results of OII 92-03-052 regarding property taxes,


a $99.5 million annual reduction in Pacific’s rates for post retirement benefits other than pensions (PBOP).





The order also specifies that in the future LE cost recovery is confined to recovery for cost increases or decreases resulting from (1) items mandated by the Commission and (2) changes in total intrastate cost recovery resulting from changes between federal and state jurisdictions.  


In addition to these topics, D.98-10-026 directs Pacific and GTEC to work with Telecommunications Division staff to identify and recommend an appropriate GDP-PI for consistent use among New Regulatory Framework (NRF) companies.  





On October 22, 1998, Pacific filed AL No. 19761 requesting billing surcharge/surcredit changes to be effective either January 1, 1999 or February 1, 1999, in order to implement the certain Z-factor adjustments for 1999.�   





Pacific’s filing consists of proposed revenue adjustments (reductions in parentheses) for:





Price Cap Index, ($0 million) - This factor is calculated by using a GDP-PI factor less a productivity factor.  This portion of the formula used in price cap regulation of Pacific was suspended by D. 95-12-052 and D.98-10-026.


$200 to $500 Expense Limit, ($11.9 million) - A Z-factor adjustment associated with an accounting change allowing Pacific to place certain items of plant costing between $200 to $500 in expense accounts rather than in rate base (D. 90-08-029, A. 90-02-050).  


Other Billing and Collecting (OB&C) Expense, ($29.1 million) - A Z-factor reflecting a rate adjustment based on a federally mandated change in billing procedures.  (FCC 97-30.)


Compensated Absences ($4.5 million) - A Z-factor adjustment to reduce its rates at the completion of the amortization of its compensated absence.  (Resolution, F-627) 


FASB 106 - PBOPs, ($99.5 million) - A Z-factor adjustment reflecting ongoing expenditures associated with an accounting change requiring utilities to record Post-Retirement Benefits Other Than Pensions (PBOPs) (D. 92-12-015, D.98-10-026).


Other Billing and Collecting 1997 and 1998 (OB&C) Expense, ($45.3 million) - A Z-factor reflecting one time rate adjustment based on a federally mandated change in billing procedures.  (FCC 97-30.)


Compensated Absences - 1998 ($4.7 million) - A one time Z-factor adjustment to reduce Pacific’s rates at the completion of the amortization of its compensated absence to account for the failure to implement this rate reduction in 1998.  (Resolution, F-627) 


Gain on Sale of Land, ($0.3 million) - A one-time revenue adjustment reflecting funds associated with property sales.


Intervenor Compensation, ($2.6 million) - A one-time revenue adjustment reflecting funds related to compensation for participation or intervention in Commission proceedings as governed by the provisions of Division 1, Part 1, Chapter 9, Article 5 (beginning with Section 1801) of the Public Utilities Code.


Pacific Telesis/SBC Merger Refund, ($49.2 million) - A one-time revenue adjustment reflecting a yearly step-down rate as mandated by D. 97-03-067.





Pacific requests a total decrease of $244.2 million effective January 1, 1999 reflecting Z-factor revenue adjustments and one-time revenue adjustments.  Pacific uses a billing base of $6,125.1 million as its billing base for calculating the surcharge/surcredit.





NOTICE/PROTESTS





Pacific states that a copy of the Advice Letter and related tariff sheets was mailed to competing and adjacent utilities and/or other utilities, and interested parties as requested.  In addition, Pacific mailed copies of the Advice Letter to parties to I.87-11-033.   Notice of Advice Letter No. 19761 was published in the Commission Daily Calendar of October 23, 1998. 





Timely protests were filed to Pacific’s AL No. 19761 by AT&T and by the Commission’s Office of Ratepayer Advocates (ORA) on November 12, 1997. Pacific responded jointly to ORA and AT&T on November 19, 1998.





No protests were filed for the following Pacific revenue adjustments:  $200 to $500 Expense Limit, Other Billing and Collection - permanent or one-time, Compensated Absences permanent or one-time, FASB 106/PBOPs, and Pacific/SBC Merger Refund.





AT&T protests Pacific’s adjustments for the following: Gain on Sale of Land and Intervenor Compensation.





ORA protests Pacific’s adjustment for Intervenor Compensation.  ORA also asserts that Pacific is out of compliance with Ordering Paragraph 62 of D.94-09-065 because it proposes to implement the 1999 price cap revenue changes through the use of a surcredit rather than through a reduction in rates. In addition, ORA notes concerns with respect to Pacific’s use of a unique GDP-PI measure.








DISCUSSION





Non-Protested Items


Pacific's filing includes recommended adjustments for the following issues:  $200 to $500 Expense Limit, FASB 106 - PBOPs,  Other Billing and Collection (OB&C) Expense, Compensated Absences, and the Pacific Telesis/SBC Merger Refund.  These items will be implemented as proposed by Pacific.  The relative lack of contention in this year’s price cap filing suggests that D.98-10-026 was successful in reducing or eliminating controversy, especially for perennially controversial topics such as PBOPs. 





Protested Items and Other Issues 


Gain on Sale of Land


AT&T asserts that Pacific understated its gain on sale of land (GSL) by $70,000.  AT&T states that D.94-06-011 directs Pacific to return specified percentages of GSL based on established criteria.  AT&T contends that Pacific incorrectly applied percentages of 80% and 40% to GSL instead of the appropriate 100% and 50% mandated by D.94-06-011.





In its response, Pacific asserts that the discrepancy is caused by the correct application of jurisdictional separations factors and not the application of the incorrect factors as AT&T contends.  


Discussion


Pacific is correct that GSL is subject to separations and that only the portion assigned to the intrastate jurisdiction should be reflected in its price-cap adjustment.  Pacific has correctly applied the criteria established by D.94-06-011 and jurisdictional separations.  Therefore, AT&T’s protest with respect to GSL is denied and Pacific’s estimate of GSL should be reflected in its price cap filing. 


Intervenor Compensation


ORA and AT&T protest Pacific’s request for $2.634 million in intervenor compensation paid by Pacific between October 1993 through May 1998.  ORA believes that -- per Resolution T-16102, and as required by D. 96-04-063 -- Pacific’s Intervenor Compensation recovery should be held in abeyance.  ORA notes that Pacific argues that an OII to determine the extent to which its intervenor compensation expense is already reflected in revenue is unnecessary.  According to ORA, Pacific indicates that intervenor compensation should be granted because the Commission has all the information it needs to resolve this matter in the 1999 price cap filing.  ORA disagrees with Pacific’s assertion  and maintains that the intervenor compensation issue is still unresolved.  ORA concludes that it is necessary for the Commission to issue an OII to determine the Commission’s future policy on intervenor compensation recovery and the appropriate amount of recovery.  AT&T similarly argues that the annual price cap is not the appropriate forum to resolve the intervenor compensation issue and that Pacific should not be allowed to receive compensation until the Commission issues its OII and concludes its investigation.





In its response to AT&T and ORA’s protests, Pacific asserts that there is no need for the Commission to initiate an OII in order to finally resolve Pacific’s request for intervenor compensation cost recovery.  Pacific contends that D.96-04-063 recognized that Section 1807 of the Public Utilities Code does not allow the Commission discretion in determining whether or not to allow recovery of intervenor compensation expenses and correctly concluded that Pacific was fully entitled to recover intervenor compensation expense.  D.96-04-063 held Pacific’s recovery in abeyance for the sole purpose of determining the extent to which Pacific’s rates may already contain an allowance for intervenor compensation expense.  Pacific concludes that since there is no policy issue to be determined, there is no need for an OII to determine Commission policy. 





Pacific goes on to argue that there is no need for an OII to determine the extent to which Pacific’s intervenor compensation is already reflected in rates and asserts that it has provided documentation to demonstrate this.  Pacific asserts that the documentation supporting its Price Cap Advice Letter demonstrates that no intervenor compensation expenses were included in the calculation of the NRF start-up revenue base and therefore were not reflected in rates.  Pacific notes that neither ORA nor AT&T contest the documentation supporting Pacific’s request for recovery of intervenor compensation.  Pacific concludes that it would be an inefficient use of time and resources for the Commission to initiate an OII.    





Discussion


ORA and AT&T are correct in asserting that D.96-04-063 called for an OII on Pacific’s recovery of intervenor compensation.  Pacific is correct in asserting that the sole purpose of this OII was to determine the extent to which its intervenor compensation expense is already reflected in Pacific’s rates.  In the past we have denied Pacific’s request for intervenor compensation on the grounds that D.96-04-063 ordered that Pacific’s intervenor compensation be held in abeyance pending the conclusion of the OII.  





D.96-04-063 confirmed that Pacific was entitled to recover intervenor compensation, but concluded that Pacific Bell’s rates shall remain subject to refund or adjustment until the OII is terminated. It has been nearly three years since the Commission called for the OII on the amount of intervenor compensation.  During this period Pacific has paid intervenor compensation awards.  Data provided by Pacific appears to demonstrate that there was no recovery of intervenor compensation in the start-up revenue period.  No party disputed the data provided by Pacific.  Therefore, we conclude that it would be equitable to allow Pacific to recover intervenor compensation through a Z-factor.  However, in accordance with D.96-04-063 this amount shall remain subject to refund or adjustment when the OII is terminated. 


Compliance with Ordering Paragraph 62 of D.94-09-065 


ORA argues that Pacific is not in compliance with Ordering Paragraph 62 of D.94-09-065 because Pacific proposes to pass through its revenue change in the form of a surcharge/surcredit even though the surcharge/surcredit has risen above 5%.  ORA explains that Ordering Paragraph 62 states that Pacific must revise its rates as directed in D.89-10-031 if the net change from price cap factors and other Commission ordered surcharges/surcredits totals 5% or more on a cumulative basis.  ORA goes on to cite Ordering Paragraph 15 of D.89-10-031 which directs Pacific to file an annual advice letter to update rates, rate caps and price floors according to the price cap mechanism.  While ORA believes that Pacific is not in compliance with Ordering Paragraph 62, it does not argue that the Commission should require Pacific to file new tariffs as part of its 1999 price cap implementation.   In order to implement the rate reduction in a timely manner, ORA urges the Commission to approve the use of the surcredit for the 1999 price cap.  ORA recommends that the Commission should determine the best way to expeditiously revise rates to be in accordance with Ordering Paragraph 62.  





Pacific does not object to ORA’s suggestion that the Commission approve the use of a surcharge/surcredit for the 1999 price cap filing and subsequently address how rates should be revised.  Pacific does contest ORA’s assertion that it is not in compliance with Ordering Paragraph 62.  Pacific argues that it would “make no sense” to interpret Ordering Paragraph 62 to require revisions to individual tariff rates to reflect revenue changes in advance of the Commission approving these revenue changes.  According to Pacific, making tariff changes to thousands of rates is a laborious task that should only be undertaken once the revenue change has been approved by the Commission.


Discussion


We agree with both ORA and Pacific that Pacific should implement its price cap mechanism revenue changes as a surcharge/surcredit on February 1, 1999.  Pacific correctly points out the practical difficulties in implementing tariff changes according to ORA’s interpretation of D.94-09-065 and D.89-10-031.  Nevertheless, there is nothing in D.89-10-031 to indicate that the Commission contemplated a two stage process whereby the company would (1) file for changes in revenue according to the price cap mechanism and once these were approved by the Commission and (2) submit tariff changes to reflect these changes.  The Commission has never actually required Pacific or GTEC to implement the tariff changes ordered by D.89-10-031 due to the practical problems associated with implementing these massive tariff changes.  Ordering Paragraph 62 of D.94-09-065 was adopted to reduce the frequency of these rate changes and the attendant cost and difficulties.    





Consequently, we do not fault Pacific for not submitting revised tariff sheets as part of its advice letter filing to comply with Ordering Paragraph 62 and believe that the two stage process it suggests in its reply comments represents a practical method for implementing the mandates of D.89-10-031.  Therefore, we order Pacific to submit new rates by July 1, 1999 that will replace the net change from permanent price cap factors and other Commission-ordered surcharge/surcredits. D.89-10-031 orders the company to update rates for basic monopoly services and non-flexibly priced Category II services and rate caps and floors for flexibly priced services according to the adopted price cap mechanism.  We would expect Pacific to apply this across the board method in its submittal or to petition to modify the relevant Commission Decisions if it believes that this method is no longer appropriate.    


GDP-PI 


ORA raises the issue of the inflation factors used by Pacific to update its price floors.  ORA notes that Pacific’s GDP-PI of 1.4% differs from the GDP-PI factors proposed by Citizens, Roseville and GTEC of around 1.0%.  ORA observes that D.98-10-026 directed Pacific and GTEC to work with the Telecommunications Division to identify and recommend one GDP-PI index for consistent use.


Discussion


The Commission’s primary interest is that all of the price cap LECs employ an appropriate, consistent measure of the GDP-PI.  For their 1999 Price Cap advice letters Citizens, GTEC and Roseville used an appropriate, consistent GDP-PI, namely the implicit price deflator published by the Bureau of Economic Analysis (BEA) as part of the National Income and Product Accounts (NIPAs).  The Commission approved the use of the implicit price deflator for Citizens and Roseville in resolutions T-16259 and T-16248 respectively.  Pacific has departed from the other price cap LECs and chosen to include a measure of the GDP-PI which has been abandoned as the featured measure of change in price by the BEA due to a systematic upward bias.    





The featured measure currently employed by the Bureau of Economic Analysis (BEA) of the GDP-PI is the “chain-type price index”.  In 1996 the BEA abandoned the fixed weight price index in favor of the chain-type price index as its featured measure of inflation. According to the BEA, the nation’s expert agency with respect to the Gross Domestic Product and the price indexes associated with it, the change was made to account for substitution bias associated with fixed weight measures.�  Substitution bias occurs in fixed weight measures of price because they fail to recognize that consumption will shift toward goods and services where the price is falling or increasing at a relatively slow rate and away from goods and services where the price is increasing.�  This means that the chain-type price index is a more accurate measure of the change in prices than the old fixed weight measure.  Not only the BEA, but all federal agencies responsible for monitoring inflation, the Bureau of Labor Statistics and the Federal Reserve Board, have recognized the superiority of the chain weighted approach and incorporated it into their measures of inflation.� 





While the BEA continues to publish the fixed weight measure, it is no longer a featured part of the National Income and Product Accounts.  The chain-weighted measure and the implicit price deflator are featured and readily available on the BEA’s web site as “Table 7.2.—Quantity and Price Indexes for Gross Domestic Product, Final Sales and Purchases” the link is “http://www.bea.doc.gov/bea/dn/nipatbls/NIP7-2/.HTM”.  It is clear that the chain-type price index is the best available measure of the GDP-PI and is the measure the BEA relies on.   The other price cap LECs all used the implicit price deflator published by the BEA as part of the NIPAs.  This measure of price is equivalent to the chain-type price index with the improvements to the NIPAs implemented in 1996. Although Pacific sent a letter to the Director of the Telecommunications Division on December 16, 1998 communicating a reported agreement among the NRF companies to use the fixed weighted measure approach, our subsequent contacts with those other NRF utilities indicate a willingness to use the implicit price deflator as well. 





Comments on the Draft Resolution


The draft resolution of the Telecommunications Division concerning Pacific Bell’s 1999 Price Cap Advice Letter was mailed to the parties in accordance with PU Code Section 311(g) on December 21, 1998.  Comments were filed on January 5, 1999 by AT&T, ORA and Pacific Bell.  Reply Comments were filed on January 11, 1999 by Pacific Bell.   AT&T and ORA both disputed the draft resolution’s treatment of intervenor compensation expense.  Pacific argued that it should be allowed to use the fixed weight GDP-PI for 1999, but would use the implicit price deflator for subsequent filings.





AT&T and ORA argue that Pacific should not be allowed to recover intervenor compensation expenses until after the Commission concludes an OII.  AT&T contends that the draft resolution is inconsistent with the Commission’s promises in D.96-04-066 which calls for an OII.  AT&T argues that the fact, noted in the draft resolution, that parties did not contest Pacific’s showing should not be viewed as tacit agreement with Pacific’s analysis.  ORA expresses disappointment that the draft resolution grants Pacific recovery of intervenor compensation without specifying when the issue will be addressed and why Pacific should fully recover for intervenor compensation.





AT&T and ORA’s  arguments fail to show an error with the resolution.  Moreover, their arguments do not recognize that this resolution does not negate the Commission’s commitment to conduct an OII on the amount of intervenor compensation that Pacific should be entitled to recover.  Parties will still have the opportunity to present arguments and supporting evidence on this matter.   Finally, consistent with D.96-04-043, the amount of  compensation allowed in this resolution continues to be subject to refund pending the conclusion of the OII. 





Pacific’s comments do not identify any errors in the resolution, but merely present an alternate outcome for the GDP-PI issue.  Although Pacific does not object to the draft resolution’s determination that Pacific should use the implicit price deflator, it contends that this new requirement should apply only on a prospective basis, beginning with Pacific’s next price cap filing.   Pacific argues that re-calculating and re-filing price cap submissions would be administratively burdensome.   





We do not believe that re-calculating price floors and resubmitting them to reflect the implicit price deflator represents a significant administrative burden.  This is essentially an adjustment to a single factor, not a complex calculation.   Further, given the previously noted inflation rate differences,  we believe it would be inconsistent to allow Pacific to update its floors with a higher rate than the other NRF price cap LECs.     





FINDINGS


Pacific’s Advice Letter No. 19761 filed October 22, 1998, shows the effects of net Z-factor and other revenue adjustments.


In his September 18, 1998 letter Executive Director Wesley Franklin granted Pacific an extension of time to file its price cap advice letter. 


The GDP-PI inflation factor minus productivity factor portion of Pacific’s 1999 price cap index is suspended as ordered in D.95-12-052 and D. 98-10-025.


Pacific proposes to reduce its annual revenue by $244.216 million effective January 1, 1999, to implement its 1999 annual price cap index filing. 


Pacific indicated that it will revise the tariff sheets attached to its advice letter to reflect an implementation date of February 1, 1999. 


Pacific proposes that its billing base for calculating the 1999 surcharge/surcredit is  $6,125,144,000.


Pacific’s proposed revenue adjustments reflect:


Price Cap Index, ($0 million) - This factor is calculated by using a GDP-PI factor less a productivity factor.  This portion of the formula used in price cap regulation of Pacific was suspended by D. 95-12-052 and D.98-10-025.


$200 to $500 Expense Limit, ($11.9 million) - A Z-factor adjustment associated with an accounting change allowing Pacific to place certain items of plant costing between $200 to $500 in expense accounts rather than in rate base. (D. 90-09-029, A. 90-02-050)


Other Billing and Collecting (OB&C) Expense, ($29.1 million) - A Z-factor reflecting a rate adjustment based on a federally mandated change in billing procedures.  (FCC 97-30)


Compensated Absences, ($4.5 million) - A Z-factor adjustment to reduce its rates at the completion of the amortization of its compensated absence.  (Resolution, F-627) 


FASB 106 - PBOPs, ($99.5 million) - A Z-factor adjustment reflecting ongoing expenditures associated with an accounting change requiring utilities to record Post-Retirement Benefits Other Than Pensions (PBOPs) (D. 92-12-015, D.98-10-026).


Other Billing and Collecting 1997 and 1998 (OB&C) Expense, $(45.3 million) - A Z-factor reflecting one time rate adjustment based on a federally mandated change in billing procedures.  (FCC 97-30.)


Compensated Absences - 1998 ($4.7 million) - A one time Z-factor adjustment to reduce Pacific’s rates at the completion of the amortization of its compensated absence to account for the failure to implement this rate reduction in 1998.  (Resolution, F-627) 


Gain on Sale of Land, $(0.3 million) - A one-time revenue adjustment reflecting funds associated with property sales.


Intervenor Compensation, ($2.6 million) - A one-time revenue adjustment reflecting funds related to compensation for participation or intervention in Commission proceedings as governed by the provisions of Division 1, Part 1, Chapter 9, Article 5 (beginning with Section 1801) of the Public Utilities Code.


Pacific Telesis/SBC Merger Refund, ($49.2 million) - A one-time revenue adjustment reflecting a yearly step-down rate as mandated by D. 97-03-067.


Pacific’s request for $200 to $500 Expense Limit, Other Billing and Collection - permanent or one-time, Compensated Absences permanent or one-time, FASB 106/PBOPs, Gain on Sale of Land and Pacific/SBC Merger Refund are reasonable.


AT&T and ORA filed timely protests of Pacific’s AL 19761 on November 12, 1998.


AT&T protested Pacific’s treatment of Gain on Sale of Land and Intervenor Compensation.


ORA protested Pacific’s treatment of Intervenor Compensation ,  asserted that Pacific was not in compliance with Ordering Paragraph 62 of D.94-09-065 by requesting that its revenue changes should be reflected through a surcharge/surcredit rather than a change to rates, and commented on the lack of consistency between Pacific’s GDP-PI and that advanced by other price cap LECs.


Pacific asserts that the Commission does not need to conduct an OII to determine whether or not intervenor compensation expenses are already reflected in its revenues as directed in D.96-04-063 because it has demonstrated that there are no such expenses reflected in its revenues in its 1999 price cap filing.


Data provided by Pacific appears to demonstrate that there was no recovery of intervenor compensation in the start-up revenue period. 


Pacific should be allowed to recover intervenor compensation through a Z-factor;  however, in accordance with D.96-04-063 this amount shall remain subject to refund or adjustment when the OII on the amount of intervenor compensation recovery is terminated.


AT&T’s protest is denied or adopted to the extent set forth herein.


ORA’s protest is denied or adopted to the extent set forth herein.


A total price cap mechanism revenue decrease of $244.216 million effective February 2, 1999 is justified.  The adopted revenue adjustments are summarized in Appendix A to this resolution.


Ordering Paragraph 62 of D.94-09-065 relieves Pacific of the requirement under D.89-031 to making yearly rate changes to reflect changes in revenues associated with the application of the price cap mechanism and other Commission ordered surcharges/surcredits until the net change totals 5% or more on a cumulative basis.  The same ordering paragraph directs Pacific to revise its rates rather than apply a surcharge/surcredit when the ordered surcharge/surcredit totals 5% or more on a cumulative basis according to the process established in D.89-10-031.


With this resolution, Pacific’s cumulative net change from price cap factors and other Commission ordered surcharges/surcredits will exceed 5%.


Neither Pacific, nor any other price cap LEC has had to reflect the changes to its surcharges/surcredits through changes in rates rather than changes in surcharges.


Now that Pacific’s surcharges/surcredits exceed 5%, it should submit rate changes according to D.89-10-031 by July 1, 1999. 


Consistency of the version of GDP-PI between companies is desirable.


Pacific’s measure of the GDP-PI differs from the measure that Citizens, GTEC and Roseville which all use the same measure, the implicit price deflator. 


The Commission approved the use of the implicit price deflator for Citizens and Roseville in resolutions T16259 and T16248 respectively.  


Pacific’s measure of the GDP-PI differs from the version of the chain-type GDP-PI featured in the National Income and Product Accounts produced by the Bureau of Economic Analysis.


The implicit price deflator employed by Citizens, GTEC and Roseville is equivalent to the chain-type price index.


Pacific’s measure of the GDP-PI is less accurate than the chain-type price index or the equivalent implicit price deflator featured in the National Income and Product Accounts,  according the Bureau of Economic Analysis the agency responsible for producing all measures of GDP-PI. 


For consistency’s sake and because the implicit deflator is one of the BEA’s featured measures of inflation, we will adopt the implicit price deflator as the inflation measure to be used to adjust price floors. 


The draft resolution was distributed to parties to advice letter 19761 on December 21, 1998.


AT&T, ORA and Pacific Bell filed comments on January 5, 1999.  Pacific Bell filed reply comments on January 11, 1999.  The comments and reply comments did not identify any errors in the resolution.








THEREFORE, IT IS ORDERED that:





Pacific shall decrease its annual revenue by $244.216 million effective February 1, 1999, as a result of its 1999 annual price cap index filing in Advice Letter (AL) Number 19761.


Pacific shall supplement its AL 19761 on or before January 29, 1999, to implement billing surcharges/surcredits reflecting the revenue requirement decrease in Ordering Paragraph 1, applied to a billing base of $6,125,144,000 for intraLATA exchange and private line services, intraLATA toll services, and intraLATA access service, to become effective on February 1, 1999, subject to review and approval by the Commission’s Telecommunications Division.


In its supplement to AL 19761 Pacific shall resubmit its price floors to reflect the GDP implicit price deflator  featured by the Bureau of Economic Analysis in the National Income and Products Accounts.  In its future price cap filings Pacific will use the same measure to adjust it price floors.  


Pacific shall submit tariffs to reflect the cumulative net change in revenues from price cap factors and other Commission ordered surcharges/surcredits by July 1, 1999.   





This Resolution is effective today.








I hereby certify that this Resolution was adopted by the Public Utilities Commission at its regular meeting on January 20, 1999.  The following Commissioners approved it:














__________________________________


WESLEY M. FRANKLIN


       Executive Director





RICHARD A. BILAS


							       President


							HENRY M. DUQUE


							JOSIAH L. NEEPER


							       Commissioners





�
Appendix A


Resolution T-16265





Pacific Bell


1999 Price Cap Filing


($ in Millions)





�
Pacific Proposed Revenue Impacts�
AT&T Proposed Revenue Impacts�
ORA Proposed Revenue Impacts�
Adopted 


Impacts�
�
On-going Adjustments�
�
�
�
�
�
$200/ $500 Expense Limit�
($11.930)�
($11.930)�
($11.930)�
($11.930)�
�
OB&C�
(29.093)�
(29.093)�
(29.093)�
(29.093)�
�
Compensated Absences�
(4.540)�
(4.540)�
(4.540)�
(4.540)�
�
FASB 106 -PBOPs�
(99.500)�
(99.500)�
(99.500)�
(99.500)�
�
sub-total�
($145.063)�
($145.063)�
($145.063)�
($145.063)�
�
�
�
�
�
�
�
One-time Adjustments�
�
�
�
�
�
OB&C 1997 & 1998�
(45.265)�
(45.265)�
(45.265)�
(45.265)�
�
Compensated Absences�
(4.664)�
(4.664)�
(4.664)�
(4.664)�
�
sub-total�
($49.929)


�
($49.929)


�
($49.929)


�
($49.929)


�
�
�
�
�
�
�
�
Other Adjustments�
�
�
�
�
�
Gain on Sale of Land�
(0.278)�
(0.348)�
(0.278)�
(0.278)�
�
Intervenor Compensation�
2.634�
0�
0�
2.634�
�
Merger Refund�
(51.580)�
(51.580)�
(51.580)�
(51.580)�
�
sub-total�
($49.224)�
� =SUM(ABOVE) \# "$#,##0.000;($#,##0.000)" �($  51.928)��
� =SUM(ABOVE) \# "$#,##0.000;($#,##0.000)" �($  51.588)��
($49.224)�
�
�
�
�
�
�
�
Net Z-factor Adjustment�
($244.216)�
($246.920)�
($246.850)�
($244.216)�
�
�


















Appendix B


Resolution T-16265





Pacific Bell


1999 Price Cap Filing


Surcredit/ Surcharge Adjustment By %











�
Pacific �
AT&T �
ORA �
Adopted �
�
Effective 2/1/99�
�
�
�
�
�
�
�
�
�
�
�
On-going Z-factor Adjustments�



(2.584%)�



(2.584%)�



(2.584%)�



(2.584%)�
�
One-time Z-factor Adjustments�



(0.889%)


�



(0.889%)�



(0.889%)�



(0.889%)�
�
One-time Other Adjustments�



(0.877%)�



(0.877%)�



(0.877%)�



(0.877%)�
�
Total Adjustments to Surcharge�



(4.350%)


�



(4.031%)�



(4.030%)�



(4.350%)


�
�






� In his September 18, 1998 letter Executive Director Wesley Franklin granted Pacific an extension of time to file its price cap advice letter.


� BEA’s Chain Indexes, Time Series, and Measures of Long-Term Economic Growth,  Survey of Current Business, May 1997, p. 59.  


� “Preview of the Comprehensive Revision of the National Income and Product Accounts:  BEA’s New Featured Measures of Output and Prices”  Survey of Current Business July 1995, p. 34


� The advantages of the chain-weighted approach have also been recognized by the Advisory Commission to Study the Consumer Price Index, commonly known as the Boskin Commission. 
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