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President Loretta Lynch

Commissioner Carl Wood

Commissioner Richard Bilas

Commissioner Henry Duque

Commissioner Josiah Neeper

Re:
Initial Comments of the Office of Ratepayer Advocates on the Next Review of Pacific Bell Telephone Company’s and Verizon California Inc.’s New Regulatory Framework

Dear Commissioners:

The Office of Ratepayer Advocates (ORA) submits these Initial Comments in accordance with Ordering Paragraph 4 of D.98-10-026 which affords all parties the opportunity to propose issues for the Commission’s consideration in the next review of the New Regulatory Framework (NRF).  Below, ORA will also address certain issues raised by Pacific Bell (Pacific) in its Initial Comments.

First, ORA recommends that the Commission conduct the next NRF review in phases.  The first phase would address the findings of the audits currently underway of both Verizon (formerly GTE Corporation) and Pacific. 

The audit of Verizon is significantly farther along than that of Pacific, so ORA recommends that the review of the audit results of Verizon’s operations be conducted first.  Specifically, ORA proposes that the Commission open a proceeding 60-90 days after release of ORA’s audit report.  Similarly, the Commission should open a proceeding to examine the audit findings of Pacific 60-90 days after both the Commission’s Telecommunications Division audit and the ORA’s shadow audit of Pacific are released.  Provided there are no discovery problems, ORA expects to issue its shadow audit in a reasonable time after Telecommunication Division releases its audit of Pacific. 

After the Phase I review of the audits of both companies is completed, a second phase would address other NRF issues common to both Pacific and Verizon.  These common issues include affordability and service quality.

In the first NRF review, Pacific and GTEC agreed to perform affordability studies on a triennial basis in order to improve monitoring of NRF’s impact on the Universal Service Goal.
  It is ORA’s understanding that, although the affordability studies have been performed, they have not been reviewed in a NRF proceeding.  ORA recommends that the issue of the affordability of telephone service in California be examined in this NRF review.

The quality of service Pacific and Verizon provide should also be of great concern to the Commission.  Between them, Pacific and Verizon serve close to 99% of the residential local exchange market in California.   

Since its merger with SBC, Pacific’s service quality has declined in at least two crucial areas directly affecting ratepayers: the installation and repair of telephone service.  Since 1996, the average time it takes Pacific to install service increased by more than 16%, and to repair service by approximately 70%.  Clearly, the degradation in Pacific’s service quality is a relevant inquiry that is long overdue.

Service quality is also an important issue in Verizon’s operations.  As a condition of approval of the merger of GTE and Bell Atlantic, the applicants agreed to a number of service quality reporting measures.  Consideration of the level of service offered by the new company in this NRF review may help the Commission avert the declining performance Pacific’s customers have experienced since the SBC/ Pacific Telesis merger. 

Pacific has asked the Commission to delay initiating this NRF review until 2003.  ORA agrees that the numerous pending proceedings of high importance have stretched everyone’s resources to the limit.  Nonetheless, as ORA pointed out in another proceeding, there is no basis for Pacific’s statement that “the current regulatory framework will continue to protect customers.”
 

The Commission has not reviewed Pacific’s compliance with the Commission’s cost allocation and affiliate transaction rules under NRF although an audit of Pacific is being performed.  Pacific’s claim that price cap regulation and affiliate transaction rules will protect customers is wholly unfounded unless the Commission can determine that Pacific is in compliance with those rules.  The same is true for Verizon. 

For all of the reasons discussed above, ORA recommends that the Commission conduct this NRF review in two phases.  The first phase would be devoted to the review of issues raised by the audit reports on Verizon and Pacific.  The second phase would be devoted to a review of issues common to both carriers such as affordability and service quality.

Sincerely, 

Laura Tudisco

Staff Counsel

LT:mfd

cc:
Wesley M. Franklin, Executive Director


John M. Leutza, Director, Telecommunications Division


Lynn T. Carew, Chief Administrative Law Judge
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� Re GTE California, Inc. (1994) 55 CPUC 2d 1, 51; D. 94-06-011.





� See Response of the Office of Ratepayer Advocates to Pacific Bell Telephone Company’s Motion for an Exemption from the Requirements of Section 851 in A. 00-01-023.  In an August 28, 2000 Ruling, Administrative Law Judge Walker denied Pacific’s Motion, noting that “[r]eliance on untested rules as a substitute for regulatory review is not now appropriate.”  (Ruling, p. 6.)





