Before The Public Utilities Commission Of The State Of California























In the Matter of the Application of Pacific Bell (U 1001 C) a Corporation, for Authority for Pricing Flexibility and to Increase Prices of Certain Operator Services, to Reduce the Number of Monthly Directory Assistance Call Allowances, and Adjust Prices for Four Centrex Optional Features.� ASK caption "Enter the caption for this case." \* MERGEFORMAT ��� REF caption  \* MERGEFORMAT ��






      � ASK CaseNo "Enter the case number." \* MERGEFORMAT �A.98-05-038�� REF CaseNo  \* MERGEFORMAT �A.98-05-038�


(Filed � ASK DateFiled "Enter the date that this case was filed." \* MERGEFORMAT �May 5, 1998�� REF DateFiled  \* MERGEFORMAT �May 5, 1998�)


�
�
�
�
�
�
�
�






� ASK BriefType "Enter the type of brief being filed." \* MERGEFORMAT �Protest�PROTEST


OF THE OFFICE OF RATEPAYER ADVOCATES


(REDACTED VERSION)








INTRODUCTION


	On May 5, 1998, Pacific Bell (Pacific) filed an Application (A. 98-05-038) with the California Public Utilities Commission (the Commission) to increase its prices dramatically for Directory Assistance, Busy Line Verification and Emergency Interrupt services.  With this Application, Pacific is seeking to increase its annual revenues in excess of $120 million per year.  


	In addition to increasing greatly the charges for its operator services (requested increases range from 100% to 300%), Pacific is seeking to reduce the number of monthly call allowances for Directory Assistance (from five to three) for residential lines, and eliminate all allowances for business lines.  Finally, Pacific is requesting authority to adjust prices by small amounts on four Centrex Optional Features.  





ORA protests this Application because:


Pacific has not justified the large price increases proposed for its operator services in its filing, or demonstrated, despite its claims to the contrary, that viable competitors for these services do in fact exist for those among its customers who would like to choose alternatives to Pacific’s operator services; and


Pacific’s requests for price increases violate its New Regulatory Framework and ignore the revenue neutral basis upon which Pacific entered its new regulatory environment 


BACKGROUND 


Pacific filed A. 98-05-038 in the same general time-frame as two other Applications which will effectively raise rates for partially competitive services: business inside wire repair (A. 98-02-017) and residential inside wire repair (A. 98-04-048).  These other Applications also involve requests for authority to re-categorize the named services to Category III, where full pricing flexibility is allowed. Rather than file a single Application to increase various service rates where a total bill impact analysis could readily be performed and where a total revenue increase could be calculated, Pacific has chosen to scatter the rate increase and pricing flexibility requests in a number of separate Applications.  The total revenue increase and total effect on customer bills of all of these changes is quite significant taken together, especially given that Pacific intends the operator services increases alone to produce additional revenue in excess of $120 million annually.  


Pacific’s filing strategy is an attack on its last rate-rebalancing, conducted in the Implementation Rate Design (IRD) proceeding.  (D 94-09-065; 56 CPUC2d 117 (1994).)  In that proceeding, the Commission made Pacific revenue neutral.  The concept of revenue neutrality dictates that for every service left below cost for public policy or other reasons (such as existence of subsidy support for the service from an external source) there are off-setting services priced sufficiently above cost to result in total revenues above total costs and no net revenue reduction to the company.  The Commission established that every rate change ordered in IRD which resulted in a revenue increase or decrease for Pacific would be offset so that the cumulative effect of all revenue changes for Pacific would be zero. 


Pacific’s recent spate of Applications begs for short institutional memory on the part of the Commission and relies on a total dismantling of the New Regulatory Framework. Increasing service rates, the goal of the instant Application, adds revenue.  It does not take a complex economic analysis to demonstrate that when individual rates increase dramatically, earnings increase as well.  


Pacific’s piecemeal filing approach distorts the Commission’s ability to review these proposals by separating the overall revenue increase from the proposed price changes. In fact, if service prices are increased to levels that are significantly above cost, the total revenue generated will greatly increase Pacific’s earnings--even though under the New Regulatory Framework’s (NRF’s) price cap, all rate ceilings are automatically adjusted annually to accommodate any inflationary increases and efficiency costs.�  The fact remains that during the rate re-balancing in IRD, Pacific received increases in other rates in order to obtain the neutrality offset for the toll decreases IRD implemented.


Even should the Commission examine the instant Application in isolation from the others, the unsuitability of Pacific’s requests for 100-300% rate increases for the named operator services stands out starkly.  This fact has not been lost on the public. Resistance to Pacific’s Application is strong.�  In fact, Pacific’s Application has spurred more letters of protest than almost any other Application filed with the Commission. These letters of protest strongly object to Pacific’s request to increase the operator services rates by the amounts proposed. The recurrent themes of Pacific’s customers are, first, that they have no choice for a provider of these services; second, that the increases themselves are unwarranted by anything Pacific has offered as justification; third, that the increases are exorbitant however justified; and fourth, that only the Commission stands between them and Pacific’s monopoly price gouging.  Pacific’s customers, whether they are aware of price cap regulation or not, find increases of as much as 100 times the rate of inflation an outrage.


RECOMMENDATIONS 


For Pacific’s customers, the existing five call allowance and access to Directory Assistance are part of their expectation of  “basic” service. In Decision 96-10-066, the Commission adopted the following rule: 


The term “basic service” for residential customers is defined to include those telephone service elements that consumers have come to expect.  D.96-10-066, mimeo., p. 2; 1996 Cal. PUC LEXIS 1046, *1.


As part of the elements of basic service, the Commission identified “access to directory assistance....” (Id. mimeo., at Appendix B, p. 5; 1996 Cal. PUC LEXIS 1046 *444.) The overwhelming public objection to Pacific’s Application reaffirms the essential correctness of the Commission’s finding. Residential and small business subscribers have come to expect access to Directory Assistance as a basic element of their phone service. To propose doubling the rate of access to these elements of the network and reducing the existing call allowance is to erode the meaning of basic service at reasonable rates. 


In D. 96-10-066, the Universal Service decision, all residential calls within the allowance are a piece of the package that is currently subsidized by ratepayer contributions to the California High Cost Fund-B (CHCF-B).  Directory Assistance call allowances are a subsidized service and any plea that Directory Assistance is below cost and must be increased runs counter to the Commission’s stated policy of subsidy for Universal Service.  At least with regard to residential Directory Assistance calls within Pacific’s proposed allowance, Pacific wants ratepayers to subsidize the service through a 2.87% bill surcharge every month and also wants them to pay $.50 each for two of those five calls already subsidized.  It is a win-win situation for Pacific and lose-lose for Universal Service and the individual ratepayer.  Pacific has targeted its most captive ratepayers and most entrenched basic services for a dramatic rate increase. 


ORA therefore protests Pacific’s rate increase requests as unreasonable in light of the cost of providing such services and in light of Pacific’s market control over those services, as well as because some of the named services are already subsidized.  Specifically, ORA protests Pacific’s effort to increase rates by 100% or more for Directory Assistance, Busy Line Verification, and Emergency Interrupt services. ORA also protests Pacific’s attempt in this Application to reduce Directory Assistance call allowances for residential customers and to eliminate them entirely for business customers.  ORA recommends that residential customers continue to qualify for an allowance of five monthly calls and that business customers continue to qualify for an allowance of two monthly calls. 


ORA also questions that portion of Pacific’s Application which would increase rates for the four Centrex Optional Features.  While those proposed adjustments are minor, the feature services competitive, and the existing ceilings below the approved price floors, Pacific makes no effort to justify these increases by cost.  This deficiency, while less blatant than Pacific’s other proposed price increases, hobbles Pacific’s Application with respect to operator services where the increases are not minor at all. 


If the Commission entertains the rates increases proposed by Pacific in this Application, then ORA recommends that the Commission require Pacific to seek such increases in a rate re-balancing proceeding where total costs and total revenues can be measured, and where a bill impact analysis would be required.  For these reasons, ORA recommends that the Commission deny Pacific’s Application outright.


ARGUMENT


Pacific’s Justifications For Directory Assistance Rate Increases Are Inadequate


Pacific argues that its charges should reflect the costs of providing services, and that its Application is based on this presumption. For instance, at p. 5 of its Application, Pacific writes: “The issues in this proceeding should be limited to whether Pacific’s proposed prices are just and reasonable given the costs and the competitive marketplace.” Later Pacific says more heatedly, “The cost causers should pay the cost.” (p. 15) Pacific’s prepared testimony reiterates this theme. That testimony asserts that “the proposed price increase is appropriate to recover the legitimate costs....” (Exhibit F to Pacific’s Application, Testimony of Nelson W. Cain, at p. 7). 


This case has two legs. The first is the adequacy of Pacific’s cost measures; the second is whether the proposed price increases are intended only to cover Pacific’s costs (plus an opportunity to earn a reasonable rate of return).


The costs Pacific claims are associated with providing these operator services are unproven and dubious.  The Commission should examine Pacific’s cost figures against the backdrop of Pacific’s own admission that its cost estimates do not reflect current and forecasted staff reductions or facilities consolidations.  [See Pacific’s Response to Question B of ORA’s May 29, 1998 data request, a copy of which Response is attached hereto as Exhibit A.] ORA has major concerns regarding Pacific’s asserted costs. By Pacific’s own admission, the number of Directory Assistance calls per access line has fallen over the past several years. Even more significant, the number of Pacific’s Directory Assistance operators has declined by approximately 33%. In May 1993, the operator headcount was 6,665; in May 1998, the operator headcount was 4,465.  This 33% decrease in the number of Directory Assistance operators should have a significant impact on costs.  Along with Pacific’s asserted decline in demand for Directory Assistance and the decline in labor force, Pacific has added system enhancements to reduce call duration such as software to support broader searches.  These factors also represent cost reductions. Not surprisingly, these cost considerations are not reflected in Pacific’s Application or in its proposed price increases. Pacific reported an embedded cost of $.33 for Directory Assistance in the IRD proceeding, using 1990 data. The Total Service Long Run Incremental Cost (TSLRIC) for Directory Assistance submitted in the Open Access and Network Architecture Development proceeding (OANAD), which should have been reflective of declining costs using 1997 data, was, however, the same $.33, as high as historical costs.


Pacific’s Proposed Price Increases Are Unjust And Unreasonable


	Pacific has attempted to justify its proposed increases for Directory Assistance, Busy Line Verification, and Emergency Interrupt on the basis that the current prices are below the costs of providing these services.  This argument might be convincing were it not for one other troubling aspect.  Rather than submit proposals for price increases that would recover its alleged costs, Pacific has chosen to insist on charges well above what its own cost studies would justify.  If the rationale for the proposed increases is to “recover legitimate costs,” then the price increases should be closer to the costs.  Clearly, that is not the case in this Application.  For instance, the current price for Directory Assistance is $.25 per call; the asserted cost for this service is $.33 per call; the new charge proposed for this service is $.50 per call. Oddly, the current price is closer to the claimed cost than is the proposed price.  The same applies to the proposed increases for Busy Line Verification and Emergency Interrupt, though with them the discrepancies between cost and the proposed prices are even greater. 


	This Application should be rejected because the costs do not reflect the savings described above and because the proposed prices far exceed those costs.  If the Commission approved this Application, such approval would result in a huge and unjustified enhancement of revenue for Pacific.�


The Absent Competitive Marketplace: Pacific’s Customers Speak Out





		One of Pacific’s customers writing to the Commission in protest of Pacific’s proposed price increases for Directory Assistance remarked: “Obviously, Pacific doesn’t have enough competition. If they did, they wouldn’t even be thinking of this....” It is one thing for Pacific to speak of competition; it is another when such talk is viewed from the perspective of Pacific’s subscribers. Pacific knows there is virtually no competition in local phone service in its service area. When Pacific’s customers need Directory Assistance service, it is to Pacific that they must go.  They have no viable choice in the matter. Other carriers are not a feasible option.  To Pacific’s customers, arguments to the contrary are so much abstract chatter.


	Another protesting writer observed, in non-abstract terms: “Competition is non-existent and there is no recourse for the individual in the marketplace save government intervention.  I base my objection on the fact that I’m disabled, with the use of only one hand, so it is difficult to manage the use of a telephone book. In addition, I am rapidly losing my eyesight so that the ability to access an information operator for a reasonable fee is a necessity.”


	Yet another of the hundreds who have protested Pacific’s proposed increases wrote: “As a resident of San Francisco, I am currently unaware of any telephone utility company aside from Pacific Bell that can provide me with phone service.  Due to this lack of competition in the local telephone service market, I believe that it is not only unfair but unjust to increase exponentially the cost of many of Pacific Bell’s basic services.”


	Another writer wrote along similar lines: “Pacific Bell has an effective monopoly on these services.  Consumers would not be able to choose a lower cost alternative.  Until an alternative becomes available, no increase should be allowed....”


	Another wrote: “Since Pac Bell is the only provider for Busy Line Verification, Emergency Interrupt and Directory Assistance, the CPUC should not approve Pac Bell’s request because there are no other service providers who can offer these same services to my phone....”


	More than one customer noticed the relationship between monopoly and pricing: “These price increases from Pacific Bell, which is fighting hard to maintain their monopoly position in local service, are absolute proof of a monopoly.  I can’t think of any competitive market where a supplier can double and quadruple prices without seriously harming their business.... I am... alarmed at the impunity of PacBell and its parent, SBA [sic].”


The Commission’s role in the Application process does not go unnoticed: “The California Public Utilities Commission is the ONLY protection the public has against monopolies like the Pacific Bell....” [emphasis in the original]. 


The overwhelming public objection to Pacific’s Directory Assistance Application reaffirms the Commission’s finding that residential and small business subscribers have come to expect access to Directory Assistance in order to maintain access to the network.  Pacific is now seeking increases in rates for these services exceeding 100%.  This price increase may effectively deprive many subscribers of access to the network; it will deter access even when the reason is to deal with emergencies and non-functioning phone lines—or exact a heavy price for it. 


	Pacific’s Application also seeks to reduce the number of monthly call allowances for residential lines from five to three, and eliminate all monthly call allowances for business lines.�  This reduction would also have an adverse impact on subscribers attempting to access the network as well as increasing Pacific’s revenue when customers exceed their call allowances.


Residential Directory Assistance Remains A Basic Monopoly Service





	Directory Assistance is a basic monopoly service, and, as ORA noted,  residential Directory Assistance calls within the existing allowance are a subsidized portion of “basic residential access line service.” (See, D. 96-10-066.)  Pacific retains an effective monopoly in providing this service, and has not submitted proof in its Application that intraLATA Directory Assistance calls have actually migrated to any other providers in Pacific’s territory.  Mere inferences from a reduced number of Directory Assistance calls to Pacific will not do. Moreover, citing the costs for operator services with other carriers is irrelevant if these carriers do not offer viable local exchange alternatives to Pacific’s service. Pacific’s assertions that customers are deserting its operator services for higher priced alternatives makes no sense whatsoever.  Such reasoning is not only counter-intuitive, but Pacific provides no evidence that it is occurring.  The substitutes for Pacific’s local Directory Assistance that Pacific cites—programming one’s PBX, using commercial CD ROM listing products, or using Internet resources—are not available to the great bulk of Pacific’s customers, especially residential customers. 


Subscribers need to access Directory Assistance because print directories become outdated quickly.  Subscribers are making more calls across area code boundaries within their local calling areas with the implementation of new Number Planning Areas (NPAs or area codes).  One of the protestors of Pacific’s Application spoke to these issues from personal experience: “Recently 310 was subdivided into two area codes (562 & 310) and my own code was subdivided into another two area codes (818 & 626), which now means that there are five different area codes within a 20 mile radius of my home.” 


Customers point out the inadequacies of local printed directories:


They are inaccurate and incomplete;


They are hard to come by, especially if you want out-of-area code editions;


With a multiplicity of area codes, would-be callers do not always know the location of the party whose number they are seeking, and therefore do not know which phone book to use;


Many residents are not listed in the phone book, just as many new businesses are not represented in books that are published only once a year or every two years; 


For many phone users, phone books are difficult to consult; this is so for many who are not “officially” disabled—for example, children, the elderly, and those not proficient in English.


In its Application, Pacific claims many states have already eliminated business Directory Assistance call allowances, as if this should be decisive.  (See, Pacific’s Application  p. 15.)  This claim does not address the fact that residential customer access to Directory Assistance is a basic service in California. California is not like other states. California has more area codes than any other state. California’s area codes have a faster rate of exhaustion than any other state.  In Decision 96-10-067, this Commission recognized that California would experience dramatic growth in area codes over the next few years.  (1996 Cal. PUC LEXIS 1047, *7.)  Consumers rely on Directory Assistance call allowances for network information in these new area codes.


Furthermore, this Commission has consistently upheld the current number of call allowances for residential and business lines.  In Decision 96-10-066, this Commission affirmed that carriers provide five monthly call allowances for residential lines and two monthly call allowances for business lines as part of basic service until otherwise ordered by the Commission.  (D.96-10-066, mimeo, pp.28-28a; 1996 Cal. PUC LEXIS 1046, *39-40.�)  The proliferation of area code changes and the premature aging of printed directories renders Directory Assistance service much less discretionary than it used to be.  It is a monopoly service. For these reasons alone, quite apart from its impact on revenue, the Commission should deny Pacific’s Application. Pacific’s Application threatens the Commission’s carefully considered definition of basic service.


Busy Line Verification And Emergency Interrupt Remain Monopoly Services





	Busy Line Verification and Emergency Interrupt are also effectively monopoly services with important service and safety considerations for residential and small business subscribers.  Pacific wants to increase the prices for these services by 300%.  Yet, as with Directory Assistance, Pacific has not demonstrated that local exchange competition exists for these services.  Although these services as well as Directory Assistance are occasionally resold by competing carriers, no significant competition exists in Pacific’s residential and small business local exchange markets for these operator services.  Residential and small business subscribers do not receive any of the purported benefits of competition for Busy Line Verification and Emergency Interrupt services. Pacific has not provided the Commission with any justification for pricing these services at 300% above their current prices other than the obvious one, that they want to take in another $120 million per year.


Busy Line Verification service is an important tool for subscribers to verify whether a line is still operative. Emergency Interrupt service can provide life-saving information in an emergency situation. Rather than recognize these issues, Pacific’s Application treats these rationales for access to its network as somehow illegitimate and the excuse for unchecked abuse, implying that necessity can be drained easily from emergency, then be casually dismissed as discretionary, and charged accordingly. It is not surprising that for a great many of Pacific’s customers, such a huge price increase for basic services is readily viewed as a naked cash call to residential and small business customers who are captive to the rates Pacific charges.  


There is no reason—and Pacific has certainly provided none—that the Commission should depart from its current understanding of basic service or allow Pacific its excessive price increases.  ORA therefore recommends that Busy Line Verification and Emergency Interrupt should be priced at cost or only marginally higher—when that cost can convincingly be determined in an open forum and systematically related to other revenue sources Pacific garners.


Pacific’s Proposed Price Increases Do Not Reflect The Existence of Real Competition


The inclusion of the Centrex pricing proposals in this Application is revealing in ways that Pacific may not have intended.  The Centrex proposals suggest that Pacific faces no competition for Directory Assistance, Busy Line Verification and Emergency Interrupt services. With Centrex, Pacific does indeed face competition. In its Application, Pacific proposes the following increases for the Centrex features in question: for Directed Call Park, from $.75 to $.82; for Call Park, from $.75 to $.77; for Exchange & Toll Message Diverting, from $.50 to $.52; for Deluxe Queuing Recorded Announcement, from $17.50 to $17.64. The anticipated revenue impact is slight, some $15,000 (as opposed to over $120 million for the operator services charges). 


	Contrast Pacific’s Centrex pricing proposal with its operator services request: for Directory Assistance, from $.25 to $.50, a 100% increase; for Busy Line Verification, for $.50 to $2.00, a 300% increase; for Emergency Interrupt, from $1.00 to $4.00, a 300% increase. These increases do not suggest that Pacific has to worry about its customers deserting it for lower priced, much less comparably priced, alternatives. For these operator services, Pacific knows that it can price without regard to what the competition offers because, for its residential customers, there are no competitive alternatives in local phone service and basic network access.


CONCLUSION


Directory Assistance remains effectively a monopoly service because it is not really competitive. Pacific’s residential and small business customers seeking Directory Assistance do not have readily available alternatives to dialing Pacific’s 411 when their directories are outdated or when they face a proliferation of area code changes. For all practical purposes, Pacific’s is the only 411 game in town. Absent genuine alternatives, Pacific should only recover the legitimate costs associated with providing Directory Assistance. 


But Pacific’s asserted costs are uncertain and unconfirmed. The final pricing Pacific has proposed bears no obvious relationship to the asserted costs. The Commission should deny Pacific’s Application for this reason alone. The Commission should not permit the use of a monopoly service to generate runaway revenue. Pacific has stated in its Application that the ‘cost causers’ should pay the cost; but it has not provided a justification for the ‘causers’ to pay a penny more than they are already paying.


Directory Assistance access is a component of basic service. (See, Decision No. 96-10-066, mimeo, Appendix B, p. 5; 1996 Cal. PUC LEXIS 1046, *444 and Section III, supra.)  Given that Pacific’s Application seeks to increase its rates significantly for Directory Assistance and other operator services, Pacific should reduce other rates significantly to offset the increase, or an adjustment should be made to the subsidy formula for providing basic service. If the Commission wishes to entertain any rate increases for Pacific, especially of this magnitude, it should open a comprehensive rate re-balancing proceeding applicable to Pacific as well.


Otherwise, the Commission should simply deny the authority Pacific requests in its Application.� Pacific has not persuasively justified the rate increases it seeks for Directory Assistance, Busy Line Verification and Emergency Interrupt services.  Pacific asserts that it would like only to recover its legitimate costs, which are open to dispute and which ORA does dispute. Despite such modest formal ambitions, Pacific has presented immodestly large price increases well above its asserted costs. There is no reason the Commission should be patient with Pacific’s inadequate justification or with its excessive revenue aspirations. Furthermore, the Commission should oblige Pacific to retain the current number of monthly call allowances for residential and business lines. The Commission should not allow Pacific to compromise California’s provision of basic service at affordable rates. 
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� The Commission suspended the operation of GDPPI-X in D.95-12-052.


� As of Friday, June 19, 1998, the Public Advisor’s Office of the California Public Utilities Commission has received over 1100 letters -- and counting -- of protest to Pacific’s proposed rate hikes.  


� Pacific has the potential to increase its revenue through the auto-dial function associated with Directory Assistance which permits customers who utilize Directory Assistance to have Pacific dial the requested number for an additional charge.


� In 1991, as part of phase III of I.87-11-033, the Division of Ratepayer Advocates (ORA’s predecessor) offered testimony recommending that the Commission reduce the number of monthly call allowances for residential Directory Assistance from five to three.  This recommendation was made to further the goal of generating revenue as part of implementing the rate design which would permit the lowering of intraLATA toll rates.  ORA does not support such a recommendation in the context of Pacific’s current Application, which Application seeks to undermine the New Regulatory Framework applicable to Pacific. 


� See also, In the Matter of the Application of Roseville Telephone Company to Restructure Intrastate Rates and Charges, 1996 Cal. PUC. LEXIS 1138, *200, in which the Commission stated: 


We adopt a five call allowance, just as we have for Pacific, GTEC and CTC-California.  As we have before, we find that this call allowance strikes a balance between the need to generate revenue from a largely discretionary service and the desire to provide residential customers with some reasonable amount of customer service without additional charges.


� The Commission does not need to hold evidentiary hearings in order to deny Pacific’s Application; therefore, ORA has not submitted a proposed schedule with this Protest.  In the event that the Commission proceeds to hearings with Pacific’s deficient Application, then a prehearing conference should be scheduled.  Under these circumstances, the Commission should request that prehearing conference statements be filed no later than July 24, 1998, which statements should address scheduling issues and the scope of the proceeding.
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