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SUMMARY OF � REF BriefType \* Upper \* MERGEFORMAT �COMMENTS� ON THE ISSUES RAISED IN THE ASSIGNED COMMISSIONER’S SCOPING MEMO





1. Elimination of sharing, etc.  It is premature for the Commission to eliminate sharing, earnings floors and caps, market-based and benchmark rates of return, trigger mechanisms and periodic earnings reviews.  In a market which is not competitive, market-based pricing is an inadequate replacement mechanism for determining whether or not a utility’s rates are “just and reasonable.”  In order to ensure that ratepayers continue to pay just and reasonable rates, until such time as irreversible competition in local exchange service exists in California, the Commission should continue to rely upon that form of regulation which incorporates a rate of return benchmark which links excess earnings to a sharing mechanism.  The existing new regulatory framework (NRF) price cap indexing mechanism, with sharing of excess earnings, was designed to achieve several regulatory goals, such as providing affordable service, improving price and productive efficiency, avoiding cross-subsidization, and deterring anti-competitive behavior.  These goals remain important today.  Prematurely abandoning the present NRF mechanism will be detrimental to these regulatory goals.


The existing NRF mechanism, however, should be modified.  First, in line with the Commission’s original intent that sharable earnings are to benefit end users, sharing should apply to the basic exchange services now included in Category II.  Second, the sharing band should be modified so that ratepayers share 50% of the band above the expected market-based ROR (MBROR), while shareholders retain everything beyond the sharing band.  (The sharing band can be 100, 200, X00 basis points, which should be determined in a phase II of this OIR or in a separate proceeding.) 


If, however, the Commission chooses to eliminate sharing, etc., the replacement should be a form of pure price cap regulation.  This pure price cap regulation should incorporate an aggressive productivity factor, to ensure that the existing prospects for achievement of the Commission’s regulatory goals are preserved or enhanced.  


2. Depreciation.  The annual depreciation review and approval of depreciation rate changes for Pacific Bell (Pacific) and GTE California Incorporated (GTEC) should be eliminated.  Pacific and GTEC should be required to provide an annual report to ORA showing accounting information on depreciation reserve and statistical information on survival characteristics of telecommunications and other plant.  Pacific and GTEC should be allowed to use economic lives.  In the event the use of economic lives causes what Pacific and GTEC believe are extraordinary changes in depreciation expenses, Pacific and GTEC should be prohibited from requesting exogenous treatment of the resulting increase.  If changes in the depreciation expenses are sufficient to adversely impact the utility’s earnings, the depreciation expenses should be amortized over a period of not more than three years.


3. Elimination of the price cap formula.  The price cap formula should not be permanently eliminated.  Price cap regulation is still needed in the transition to a fully competitive market.  Incumbent local exchange carriers (ILEC) still provide utility services with varying degrees of competition.  The Commission designed the NRF price cap regulation to cope with these conditions in mind.  ORA believes that the current form of NRF price cap, with a sharing mechanism, is still suitable to accomplish the regulatory goals that the Commission intended to achieve.  If the Commission eliminates sharing, however, then the Commission should institute a price cap formula with a more aggressive productivity factor to ensure that ratepayer interests are protected.  If the Commission elects to eliminate both sharing and the price cap formula, the Commission should institute a rate rebalancing proceeding to protect ratepayers from unwarranted increases in rates without corresponding rate reductions.


4. Z Factors.  Z factor adjustments should be eliminated prospectively.  However, any Z factor adjustments that already have been ordered by the Commission for implementation in 1999 or thereafter should be implemented until they have expired, such as the last step-down for the $200-$500 expense limit change.  The Commission also should continue all other adjustments, such as the merger refund, that have been ordered by the Commission.  In addition, Z factor issues that are still pending Commission resolution, such as the Uniform System of Accounts Rewrite (USOAR), post-retirement benefits other than pensions (PBOP) and the property tax over-assessment OII, should be reflected as Z factor adjustments, even if the Commission prospectively eliminates Z factor adjustments. 


5. Cap on Basic Residential Services.  The cap on the price of Pacific’s and GTEC’s basic residential services should continue through 2001 at the existing level.  ORA opposes any adjustment to basic residential service rates, other than those resulting from the effect of sharing or the implementation of the GDPPI-X formula.  If Pacific’s or GTEC’s revenues trigger the sharing mechanism, ratepayers should receive a surcredit applicable to basic residential service.  Alternatively, inflation and productivity should be the only considerations in altering basic service rates.  Subjecting basic service rates to the outcomes of pending proceedings may well frustrate NRF’s commitment to Universal Service by increasing the rates and impacting the affordability of basic residential service.  ORA strongly opposes any attempt to increase the rates for basic telephone service because it may impact the availability of such service to lower income ratepayers.


The Commission should also consider whether the cap on basic service prices should be extended to small business customers, because small business customers, similar to residential customers, are captive ratepayers.  Until there is robust local competition in the residential and small business markets, rates must remain capped. 





