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SUMMARY OF RECOMMENDATIONS



	

The Office of Ratepayer Advocates recommends that the California Public Utilities Commission reject Application 98-05-038 because Pacific has failed to show that its rate increase requests are just and reasonable.  Further, the relief Pacific has requested would alter the meaning of basic telephone service in California; it would depart from Pacific’s New Regulatory Framework rate design established by the Commission; and it would violate the California Legislature’s and the Commission’s universal service subsidy intentions.  In rejecting Pacific’s Application, the Commission should caution Pacific that any subsequent Application it files to increase the price of a Category II service must demonstrate that such a price is justified as a matter of law and policy.
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OPENING BRIEF 

OF THE OFFICE OF RATEPAYER ADVOCATES





	Pursuant to the Assigned Commissioner’s Scoping Memo and Ruling and Rule 75 of the California Public Utilities Commission’s Rules of Practice and Procedure, the Office of Ratepayer Advocates (ORA) hereby submits its Opening Brief in the above-captioned Application.

INTRODUCTION AND EXECUTIVE SUMMARY

            In Application 98-05-038, Pacific Bell (Pacific) seeks to increase the price for Directory Assistance from $0.25 to an interim price of $0.50 per call.  Pacific also requests authority to set a maximum price for Directory Assistance of $1.10 per call.  Pacific further requests to reduce the number of monthly Directory Assistance call allowances which its provides as part of basic residential and business telephone service.  Pacific is also seeking interim price increases for Emergency Interrupt Services from $1.00 to $4.00 per use and for Busy Line Verification from $0.50 to $2.00 per use.  In addition, Pacific requests authority to set maximum prices for  Emergency Interrupt and Busy Line Verification services at $5.00 and $3.00, respectively.  Finally, Pacific’s Application seeks minor price increases to Four Centrex Optional Features, Directed Call Park, Call Park, Exchange & Toll Message Diverting and Deluxe Queuing Recorded Announcement.  Despite these disparate elements, Pacific has asked the California Public Utilities Commission (the CPUC or Commission) to treat these requests together by filing a single Application.  Although ORA takes no position with respect to Pacific’s request concerning the Four Centrex Optional Features, ORA strongly opposes the remainder of Pacific’s Application.  The Commission should rule on Pacific’s Application as a whole.  The Commission should deny Pacific’s entire Application.

Pacific has failed to demonstrate that its rate increase and pricing flexibility requests are just or reasonable.  Pacific has made no showing concerning the reasonableness of its maximum price requests.  Pacific has relied on outdated cost data in its Application respecting the price requests.  Furthermore, Pacific’s purported costs bear no relationship to the price increases it seeks in its Application.  

Pacific’s price increase requests and call allowance reduction requests would alter the meaning of basic telephone service in California.  With this Application, Pacific is attempting to abandon its revenue neutral rate design established in its New Regulatory Framework and to increase unjustifiably its draw on the California High Cost Fund-B.  Pacific’s request for maximum prices above its interim price is incompatible with Category II service pricing rules.  Category II service pricing rules permit downward pricing flexibility not upward pricing flexibility.  Thus, in a single application, Pacific is attempting to thwart the Commission’s service categorization and pricing rules, its universal service policies and subsidy intentions and the overriding first principle that the rates of a public utility must be just and reasonable.  

The adverse impacts of Pacific’s Application are far-reaching.  They even include jeopardizing access to emergency services.  California ratepayers have denounced Pacific’s Application through written letters, electronic mail, petitions and at public participation hearings.  Pacific’s Application is an egregious example of a monopoly utility attempting to gouge its captive customers.  For all these reasons, Pacific’s Application must be denied in its entirety. 

PROCEDURAL BACKGROUND 

The Application And Protests

	On May 5, 1998, Pacific filed Application 98-05-038 with the Commission.  On June 26, 1998, ORA, The Utility Reform Network (TURN) and the County of Los Angeles (the County) filed Protests to Pacific's Application.  The Protests

challenged Pacific's Application inter alia on the grounds that Pacific failed to justify its rate increase requests in its Application and on the grounds that the rate increase requests violated Pacific's New Regulatory Framework and threatened California’s definition of basic telephone service.  In its Protest, ORA recommended that the Commission deny Pacific's Application outright.

	On July 17, 1998, TURN and the County filed a Motion to Dismiss Pacific's Application on the grounds that the Application violated the principles of

Pacific's New Regulatory Framework and the size and structure of the California High Cost Fund-B.  On July 24, 1998, ORA also filed a Motion to Dismiss on the grounds that the issues raised by Pacific's Application--pricing flexibility for Category II services--should be considered in the third triennial review of Pacific’s New Regulatory Framework.

Scheduling and Issues 

	On August 11, 1998, the Assigned Commissioner and the Assigned Administrative Law Judge (ALJ) held a prehearing conference to set a schedule for this proceeding and to identify the issues raised by Pacific's Application.  At the prehearing conference, ORA requested that the Commission deny Pacific’s Application.  ORA, TURN and the County also requested that the Commission issue a ruling on their Motions to Dismiss.  The Assigned Commissioner and Assigned ALJ declined to deny the Application or dismiss Pacific’s Application at that time.  (See, Reporter’s Transcript (RT) pp. 30:19-31:23.)

	On September 2, 1998, the Assigned Commissioner issued a Scoping Memo and Ruling which scheduled Public Participation Hearings in San Diego, Fresno, San Jose, Pasadena and Sacramento and scheduled evidentiary hearings in San Francisco.�   The Assigned Commissioner also identified the following issues for the Commission and the parties to consider in this proceeding:

Proposed prices, ceiling, and floor;

Free call allowance changes;

Revenue neutrality;

Impact on basic service; and

Impact on the California High Cost Fund.



Discovery   

	During the course of discovery in this proceeding, Pacific claimed immunity from discovery of information concerning its purported cost for providing Directory Assistance on the basis that the Commission has previously approved that cost.  (See, Declaration of TURN Staff Attorney Paul Stein, Attachment 3 to TURN’s Motion to Compel Discovery Responses dated October 6, 1998).  On October 6, 1998, TURN filed a Motion to Compel Discovery Responses in order to obtain information relevant to Pacific’s claimed cost of providing Directory Assistance.  Pacific opposed TURN’s Motion on the grounds that it represented an attempt to re-litigate Pacific’s approved cost for providing Directory Assistance.   On October 23, 1998, the Assigned ALJ ordered Pacific to respond to TURN’s discovery requests.  (See, ALJ Ruling on Motion to Compel Discovery Requests dated October 23, 1998, mimeo., p. 4 at Ordering ¶ 1.)

Despite the Assigned ALJ’s Ruling, Pacific continued to claim immunity from discovery requests concerning its purported costs for providing Directory Assistance.  On November 3, 1998, ORA, TURN and the County filed a Joint Motion for Clarification of the Assigned Commissioner’s Scoping Memo and Ruling.  In that Motion, ORA, TURN and the County requested that the Commission state that Pacific’s costs for providing Directory Assistance, Emergency Interrupt and Busy Line Verification services were appropriate issues in this proceeding.  On November 9, 1998, the assigned ALJ, in consultation with the Assigned Commissioner, issued a Ruling restating the ALJ’s previous discovery ruling:  ORA, TURN and the County should have access to Pacific Bell’s pricing information to determine if Pacific Bell’s studies accurately reflect Pacific Bell’s current forward-looking costs.  (See, ALJ Ruling on Joint Motion of ORA, TURN and the County dated November 9, 1998, mimeo., p. 2.)   

Testimony and Evidentiary Hearings

On November 17, 1998, ORA, TURN and the County submitted testimony on the issues identified by the Assigned Commissioner’s Scoping Memo and Ruling.  On November 30, 1998, Pacific submitted rebuttal testimony.

On December 2, 1998, ORA filed a prehearing Motion requesting that the Commission deny Pacific’s Application on the grounds that Pacific had not made an initial showing that its proposed maximum prices for Directory Assistance, Emergency Interrupt and Busy Line Verification were justified.  In the alternative, ORA requested that the Commission strike the proposed maximum prices from Pacific’s Application.  On December 4, 1998, TURN and the County filed Responses supporting ORAs’ Motion.  Pacific did not file a Response.  On December 7, 1998, the case proceeded to evidentiary hearings.

PACIFIC’S PROPOSED PRICES AND MAXIMUM CEILINGS ARE NEITHER JUST NOR REASONABLE

	Pacific’s burden of proof in this proceeding arises out of California Public Utilities Code  (P.U. Code) § 451 which requires that all charges by a public utility for services rendered be just and reasonable.  The prices which Pacific has proposed to charge for Directory Assistance, Emergency Interrupt and Busy Line Verification services are neither just nor reasonable.  Pacific has completely failed to meet its burden of proof in this proceeding, which burden Pacific is required to satisfy under the law.  Pacific has not shown that it faces competition for these services.  Pacific has not demonstrated that its current prices for Directory Assistance, Emergency Interrupt and Busy Line Verification are below cost.  There is absolutely no justification for Pacific’s rate increase requests.  Furthermore, to grant any increase to the prices for these services would be poor public policy.  Such an increase would make access to California’s telecommunications network considerably more expensive and impair the use of emergency services.

Pacific Has Failed To Satisfy Its Burden Of Proof In This Proceeding

	Pacific bears the burden of proof to justify its rate increase requests in this proceeding.  P.U. Code § 454 states that:

no public utility shall change any rate or so alter any classification, contract, practice or rule as to result in any new rate, except upon a showing before the  commission and a finding by the commission that the new rate is justified. (emphasis added)



	This statute requires that Pacific satisfy a burden of proof prior to increasing any rate.  Pacific must demonstrate that its proposed new rate will be just and reasonable.  (See, P.U. Code § 451.)  Unless Pacific can satisfy this burden, the Commission is without power to authorize an increase in rates.  (See e.g., California Mutual Water Companies Ass’n v. Public Utilities Commission of the State of California (1955) 45 Cal.2d 152, 154.)  At evidentiary hearings, in response to ORAs’ prehearing Motion to Deny Pacific’s Application, the assigned ALJ restated the requirement of Section 454:

[T]he burden of proof on an application rests with the applicant.  And if in fact the applicant does not substantiate the burden of proof, then [the application is] denied.  (See, RT  440:11-14.)

	From the date Pacific filed its Application, it has failed to satisfy its burden of proof in this proceeding.  Pacific’s Application contains no discussion whatsoever of the maximum prices it has proposed, and such maximum prices are incompatible with the Category II pricing rules set forth in D. 89-10-031�.  The testimony submitted by Mr. N.W. Cain and Ms. Judith A. Timmermans with Pacific’s Application does not address Pacific’s maximum price requests nor does this testimony explain the relationship between Pacific’s proposed interim and maximum prices and Pacific’s asserted costs.  (See, Testimony of Pacific’s witness Nelson W. Cain (Cain), Exhibit 1 and Testimony of Pacific’s witness Judith A. Timmermans (Timmermans), Exhibit 6.)  

	Furthermore, Pacific has not substantiated its claim that direct substitutes to its Directory Assistance service are available to end-users.  (See, Testimony of Cain, Exhibit 1, p.6:15-7:4.)  Pacific has not defined in economic terms what constitutes a direct substitute during the course of this proceeding and has completely failed to demonstrate that comparable alternatives exist to its Directory Assistance service in California.  Moreover, many of the “alternatives” Pacific itemizes are not associated with telephone service at all.  Likewise, Pacific has not demonstrated that alternative telecommunications services exist for Emergency Interrupt and Busy Line Verification services.  Pacific’s steep price increases for these services are untenable absent competition.  The fact that Pacific believes it can impose such steep price increases demonstrates that Pacific believes that no competition exists for Emergency Interrupt and Busy Line Verification services. 

	Moreover, Pacific has not made an adequate showing of its costs for providing Directory Assistance, Emergency Interrupt and Busy Line Verification services adequate to support its extraordinary price increase requests.  The fulcrum upon which Pacific’s Application turns by Pacific’s own reasoning is that Pacific currently provides these services at below cost prices.  (See, Testimony of Cain, Exhibit 1, p.6:1-3 and p.14:1-3.)  Despite this claim, Pacific’s witnesses have not convincingly demonstrated that the prices Pacific currently charges to provide Directory Assistance, Emergency Interrupt and Busy Line Verification services are below cost.  Without such a showing, Pacific’s Application must be denied as a matter of law.  (See, P.U. Code § 454.)    

Pacific’s Market Dominance Of Directory Assistance Service Does Not Justify A Rate Increase

	Pacific Retains An Effective Monopoly Over Directory Assistance Service Via The 4-1-1 Dialing Pattern By Preventing Competition In Its Local Exchange Market



Pacific retains an effective  monopoly as the retail provider of Directory Assistance within its service territory.  As a local exchange carrier, Pacific’s customers utilize the 4-1-1 dialing pattern to access Pacific’s Directory Assistance service.  As the only Regional Bell Operating Company currently operating in California and as part of the pre-divestiture American Telephone and Telegraph’s national telephone network, Pacific’s customers have had access to the 4-1-1 dialing pattern for decades.  (See e.g., Testimony of Cain, RT 454:2-18.)   Customers are familiar with Pacific’s 4-1-1 service.   Pacific’s customers cannot reach alternative providers of Directory Assistance via the 4-1-1 dialing pattern.  (See, Testimony of Cain, RT 464:28-465:3.)  Pacific’s recent attempt to commence a national listing service via the 4-1-1 dialing pattern demonstrates that Pacific knows the 4-1-1 dialing pattern is recognizable and widely used by telecommunications consumers.  (See, Advice Letter No. 19795 attached hereto as Exhibit A.)  Pacific also knows that its customers will only reach Pacific’s Directory Assistance service when those customers dial 4-1-1.  Absent competing providers of local exchange service and Directory Assistance services, customers have no choice as to which company can provide them with Directory Assistance service via the 4-1-1 dialing pattern.

There is a startling absence of local exchange carriers offering either facilities-based or resale service in Pacific’s local exchange market.  Recently, the Commission issued a decision adjudging Pacific’s Draft Application For Authority To Provide InterLATA services in California.  (See, D.98-12-069, Rulemaking on the Commission’s Own Motion to Govern Open Access to Bottleneck Services and Establish a Framework �for Network Architecture Development of Dominant Carrier Networks (1998).)  In �D.98-12-069, the Commission stated:

Because Pacific has not opened its market to an extent that allows CLCs [competitive local exchange carriers] a reasonable opportunity to serve the mass market, competition will not reach all the segments of the telecommunications market that we and Congress intended.   (D.98-12-069, mimeo., p. 202, Finding of Fact No. 23.)



	Pacific’s customers cannot change local exchange carriers because competitive local exchange carriers cannot enter the market Pacific dominates.  The Commission should not permit a monopoly provider of Directory Assistance service to raise its rates by 100% or grant it the authority to increase its operator service rates by more than 400% when its customers have no choice of an alternative provider.  These dramatic price increase requests by a monopoly utility can only be characterized as unjust and unreasonable. 

	There Are No Direct Substitutes For Pacific’s Directory AssistanceService In California 

	There are no direct substitutes to Pacific’s Directory Assistance service in 

California.  Pacific remains the only supplier of current, accurate and comprehensive Directory Assistance service in its local exchange market.  A direct substitute for Directory Assistance service would be a service that is functionally equivalent to Directory Assistance.  (See, Testimony of the County’s witness Patricia D. Kravtin (Kravtin), Exhibit U, p. 17:14-22.) For a service to constitute a direct substitute for Directory Assistance:

The service must provide the same technical function as Directory Assistance; and

The service must be perceived as similar or identical to Directory Assistance by customers.  (See, Testimony of Kravtin, Exhibit U, p.17:14-22; see also RT 799:11-801:6.)



	No other alternative service satisfies these criteria.  Pacific’s Directory Assistance service is unique in terms of completeness, accuracy, access and expense.  Products and services identified by Pacific as alternatives are either incomplete, inaccurate, inaccessible to a majority of Pacific’s customers or prohibitively expensive.  For instance, Pacific identifies products such as PalmPilots and CD-ROMs as alternative sources of directory information.  (See, Testimony of Cain, Exhibit 1, p.9:13-10:21.)  These “alternatives” require substantial capital investment and in no manner compare to an element of basic telephone service.  (See, Testimony of Cain RT 457:28-460:1.)   Consistent with the definition offered by Ms. Kravtin, a direct substitute to Directory Assistance should necessarily be available from the public switched telephone network.

	Pacific also identifies wholesale providers of directory listing information as realistic alternatives to Pacific’s Directory Assistance service.  (See, Testimony of Cain , Exhibit 2, p.11:16-19:2.)   However, none of these wholesale providers of directory listing information provide local exchange service in Pacific’s service territory.  (See, Testimony of Cain, RT:470:15-471:5.)  

	Finally, Pacific identifies retail providers of directory listing information that can be reached via dialing patterns other than 4-1-1 (e.g. MCI’s 10-10-9000 service.)  These service providers offer national directory listing information, a service which Pacific also plans to begin providing to compete with these providers.  (See, Exhibit A attached hereto.)  Providers of national listing information do not compete with Pacific’s Directory Assistance service in Pacific’s local exchange markets.  These are different services with broader service areas and are not comparable to Pacific’s Directory Assistance service.  (See, Testimony of Pacific’s witness Richard L. Scholl (Scholl) RT 753:10-12.)  In fact, these providers of national listing information are Pacific’s wholesale customers and pay Pacific for bulk listings and listing updates.  (See, Testimony of Cain, RT:471:15-471:27.)  None of the above alternatives are direct substitutes to Pacific’s Directory Assistance service.  (See e.g., Testimony of Cain RT 457:27-460:1.)  None of these alternatives can be reached by dialing 4-1-1.

	Pacific’s Directory Assistance service is the most complete and accurate directory listing service within Pacific’s local exchange market. (See, Testimony of Kravtin, Exhibit U, p.15:1-16:12.)  Customers dial 4-1-1 without the need to purchase and search computers.  Customers’ calls are answered generally within 12 seconds and they receive a response to their inquiry in less than one minute.  (See, Testimony of Cain RT 454:19-455:15.)  

	There are no direct substitutes for Pacific’s Directory Assistance service within Pacific’s local exchange market.  Thus, Pacific has naturally failed to demonstrate that competition exists for its 4-1-1 service.  To allow Pacific to increase the price of Directory Assistance by 100% would be unconscionable given Pacific’s effective monopoly.  For this reason, the Commission should not permit Pacific to increase its price for this service.

Pacific Has Failed To Demonstrate Its Cost To Provide Directory Assistance Service

	Pacific has failed to establish its accurate cost of providing Directory Assistance service.  This fact requires the Commission to deny Application 98-05-038 because Pacific’s Application is based on Pacific’s claim that it currently prices this service below cost.  (See, Testimony of Cain, Exhibit 1, p.6:1-6, p.14:1-3.)   Pacific claims that CPUC Resolution T-16102 required Pacific to file its Application to bring its Directory Assistance prices above cost.  This claim necessarily demands that Pacific demonstrate that it provides Directory Assistance at a price below cost.  It has failed to do so.  Until Pacific demonstrates that its price for Directory Assistance is actually below cost, any request for a price increase must be denied.

	Pacific’s Claimed Cost Of Providing Directory Assistance 				Is Inaccurate

	As part of its Application, Pacific submitted cost workpapers that identified the cost incurred for providing Directory Assistance service as $0.33 per call.  Pacific previously submitted these cost workpapers to the Commission in the Open Access Network Architecture Development (OANAD) proceeding in 1996.  (See, Testimony of Pacific’s witness Judith A. Timmermans (Timmermans) RT 667:23-27.)   These cost workpapers reflect 1994 data.  (Id. at RT 668:4-12.)  Pacific did not update its cost study for purposes of this Application.  (Id. at RT 668:13-17.)

	The Commission should not rely on Pacific’s outdated cost study for the purpose of setting prices for Directory Assistance service.  Since 1994, many events have occurred which this cost study does not reflect.  Pacific has closed and consolidated Directory Assistance offices.  (See, Testimony of ORAs’ witness William E. Johnston (Johnston), Exhibit 17 ¶ 8 and Attachment II thereto; see also, Statement of Ms. Terri Kambeitz at San Jose Public Participation Hearing RT 167:20-27.)   These consolidations and office closures have permitted Pacific to reduce the land and building costs associated with Directory Assistance since 1994.  (See, Testimony of Timmermans RT 669:9-671:6.)  Pacific’s Directory Assistance cost study does not reflect this fact.  (Id.) 

	Moreover, since 1994, Pacific has also reduced its operator services workforce by more than 25%.  (See, Testimony of Timmermans RT 675:2-4.)   Pacific’s Directory Assistance cost workpapers do not reflect this cost reduction.  Pacific claims its Directory Assistance service is labor intensive.  (See, Testimony of Pacific’s witness Jerry A. Hausman (Hausman), Exhibit 8, p.7.)  It is counter-intuitive that reductions of such a significant magnitude in Pacific’s operator services workforce would not bring a reduction in Pacific’s cost of providing Directory Assistance.  In fact, the reduction in labor should have caused Pacific’s cost for providing Directory Assistance to decrease by 20% since 1994.  (See, Testimony of TURN’s witness Terry L. Murray (Murray), Exhibit M, p. 38:7-13 and Attachment TLM-2-P.)  Pacific’s cost workpapers reflect no such cost savings and are therefore an inadequate basis for any price increase.

	Finally, Pacific’s Directory Assistance operators have since 1994 increased the number of calls they are able to process.  (See, Testimony of Murray, Exhibit M, p.38:14-39:12 and Attachment TLM-2-P.)   This increase in efficiency should correlate to a decrease in the unit cost Pacific incurs to provide Directory Assistance service.  Pacific’s purported cost of providing Directory Assistance service, however, does not take this fact into account.  

	Given these changes since 1994, Pacific’s cost workpapers are not an accurate reflection of Pacific’s current costs and do not support Pacific’s price increase request.  The Commission should deny Pacific’s Application because Pacific has not met its burden of submitting accurate cost information even when, by its own rationale, such information is indispensable to meet its burden of proof. 

	D.98-12-079 Undermines The Validity Of Pacific’s 		Directory Assistance Cost Study

	The Commission’s recent decision on Pacific’s Operations Support Systems nonrecurring costs upends Pacific’s Directory Assistance cost study in this proceeding.  On December 17, 1998, the Commission issued D.98-12-079, Rulemaking on the Commission’s Own Motion to Govern Open Access to Bottleneck Services and Establish a Framework for Network Architecture Development of Dominant Carrier Networks (1998).  In that Decision, the Commission reached the following finding of fact and conclusion of law:

Pacific’s treatment of head count loading leads to an overstatement of labor rates.  (D.98-12-079, mimeo., p. 94, Finding of Fact 73.)

Pacific’s loaded labor rates should be reduced by $77 million.  (D.98-12-079, mimeo., p. 99, Conclusion of Law 14.)



	A loaded labor rate includes a labor rate (wages) with added costs such as secondary investments (computers, land and building costs) and management overhead (supervisory employees).  (See, D. 98-12-079, mimeo., p. 53-54.).  In D.98-12-079, the Commission decided to reduce Pacific’s claimed loaded labor rates after parties demonstrated that Pacific’s loaded labor rates did not conform to the Consensus Costing Principles.  (Id. at p. 56.)  In particular, parties demonstrated that Pacific’s loading was overstated, including the loading for managers and supervisors.  (Id. at pp. 54-55.)  Pacific claimed, as it has in this Application, that its labor rates were immune from attack because the Commission approved its labor rates in D.96-08-021.  (Id. at p. 55.)   The Commission, however, did not accept this defense for purposes of evaluating Pacific’s forward-looking costs, nor should it do so in this case.  (Id. at 56.)

	In this Application, Pacific’s labor rates included a loaded factor for the cost of supervisory and management employees.  (See, Testimony of Timmermans �RT 640:11-16 and Exhibit H.)  This loaded factor amounts to approximately 50% of the projected directly assigned labor wages of Directory Assistance service in 1999.  (See, Testimony of Timmermans RT 642:4-10 and Exhibit H, Work Labor Rates page.)  Given the decision reached by the Commission in D.98-12-079, it should not afford Pacific any latitude to claim that D.96-08-021 sanctifies its outdated cost study in this Application.  As with Pacific’s purported Operations Support Systems nonrecurring costs, its asserted Directory Assistance costs are overstated.  Pacific has inflated its loaded labor rate by not accounting for post-1994 efficiencies such as office consolidations and closures, fewer Directory Assistance operators, increased operator efficiency and its 1997 merger with SBC, which efficiencies have reduced the cost of Directory Assistance service.

	By using an inappropriate labor rate for purposes of determining operator wages, Pacific has inflated its cost of providing Directory Assistance.  Labor rates are the largest component of Pacific’s asserted unit cost for Directory Assistance.  (See, Testimony of Murray, Exhibit M, p.38:7-9.)  Consistent with the findings and conclusions of�D.98-12-079, the Commission must reject Pacific’s Directory Assistance cost study in this proceeding and deny its Application.  

Pacific Faces No Competition In Providing Emergency Interrupt And Busy Line Verification Services

	Pacific does not face any competition in the provisioning of Emergency Interrupt and Busy Line Verification services.  As with Directory Assistance service in its local markets, Pacific has no competition for Emergency Interrupt and Busy Line Verification services by virtue of the fact that Pacific has not opened its markets to competition.  (See, Section III.B.i., supra.)

	Pacific provided a detailed description of Emergency Interrupt and Busy Line Verification services with its Application.  (See, Testimony of Cain, Exhibit 1, �pp.12:11-13:18.)  Pacific then claims that alternatives exist for these services such as electronic mail, Caller ID and Call Waiting services.  (Id. at p. 14:1-11.)  Pacific does not compare these “alternatives” in terms of service descriptions for the simple reason that it cannot.  Pacific’s own description of these services varies considerably from its description of Emergency Interrupt and Busy Line Verification services.  (Cf.  Testimony of Cain, Exhibit 1 pp.12:11-13:18 and Exhibit 3, pp. 6-7,16, 21.)  There are no comparable services to Emergency Interrupt and Busy Line Verification services in terms of accessibility and expense.  These are unique services upon which end-users of basic telephone service must rely.�

	A large segment of telecommunications end-users do not have access to services such as electronic mail, Caller ID and Call Waiting because these services are prohibitively expensive and require equipment beyond basic access to the pubic switched telephone network.  (See, Testimony of ORAs’ witness Kelly E. Boyd (Boyd), Exhibit 17, p. 15 ¶ 27.)  For telecommunications end-users on low or fixed incomes, Emergency Interrupt and Busy Line Verification services may be the only means to interrupt a telephone call or verify that an access line is in use.  For these people, there is no choice when an emergency arises.  (See, Testimony of Johnston, Exhibit 17, p.30 ¶ 35.)   

	The Commission should not permit Pacific to gouge its customers for the use of these necessary services.  The lack of direct substitutes for Emergency Interrupt and Busy Line Verification and the absence of competition in Pacific’s local exchange market dictate that the Commission reject Pacific’s pricing requests. 

Pacific Has Failed To Demonstrate Its Cost For Providing Emergency Interrupt and Busy Line Verification Services

	Like its asserted Directory Assistance cost, Pacific has not adequately demonstrated its costs for providing Emergency Interrupt or Busy Line Verification services.  Pacific’s cost workpapers for Emergency Interrupt and Busy Line Verification, submitted with its Application, reflect 1996 data.  (Testimony of Timmermans � RT 669:1-8.)  These cost studies are not forward looking.  Pacific did not account for Traffic Operator Position Services (TOPS) office closures since 1996 or projected office closures in 1999, which closures have reduced or will reduce the secondary investments of land and building costs in Pacific’s cost studies.  (See, Testimony of Timmermans �RT: 671:7-18; see also, Testimony of Timmermans, Exhibit 7, p.6-7.)  Furthermore, Pacific has reduced its TOPS expenses since it completed its cost studies.  (See, Testimony of Murray, Exhibit M, p. 43:6-44:9; see also, Testimony of Timmermans, Exhibit 7, p. 7.)  Pacific’s Emergency Interrupt and Busy Line Verification cost studies submitted with its Application do no reflect these decreases in costs.  (See, Testimony of Timmermans, Exhibit G. pp.7-9.)

	The Commission’s recent decision concerning Pacific’s Operations Support Systems nonrecurring costs discussed supra (See, Section III.C.ii) undermines Pacific’s cost submissions for Emergency Interrupt and Busy Line Verification services in this proceeding.  As with Directory Assistance, Pacific’s loaded labor rates for Emergency Interrupt and Busy Line Verification are overstated.   Pacific has forced the Commission into a position 
where it can no longer rely on Pacific’s cost studies.  Until such time as Pacific can produce an accurate forward looking cost study for Emergency Interrupt and Busy Line Verification
, one
 which demonstrates that these services are priced below cost, the Commission must deny any request by Pacific for a price increase.

Pacific's Application Will Have A Disastrous Impact On Access To Telecommunications Services Within California 

Pacific’s attempt to increase its revenues from Directory Assistance, Emergency Interrupt and Busy Line Verification services will have a far-reaching and disastrous impact on access to telecommunications services within California. Pacific’s customers will pay an additional dollar every month for simply using the same service they previously believed part of their basic service package for which they pay a flat rate.  The huge price increases Pacific has proposed for Directory Assistance (100% to 400%) will unquestionably reduce use of these services at a time when California is implementing new area codes, and white page listings are becoming increasingly more difficult to obtain.  (See, Testimony of Boyd, Exhibit 17, p.14 ¶¶25- 26.)  Thus, customers will have a difficult choice: pay yet another network access fee to obtain listings or not use the network at all.  This choice is even more dire when emergency services are at stake.

Providers of emergency services use Pacific’s Directory Assistance, Emergency Interrupt and Busy Line Verification.  (See generally, Testimony of Larry Schwartz, Exhibit 9.)  Also, residential customers rely on Emergency Interrupt and Busy Line Verification when personal emergencies arise.  (See, Testimony of Boyd, Exhibit 17, �p.12 ¶22.)  ORA echoes the shock expressed by commenting members of the public that Pacific would seek to profit from their emergency situations.  (See, Testimony of Johnston, Exhibit 17, p.27 ¶ 26 and p.29 ¶ 31.)   The price increases proposed by Pacific will discourage the use of these services by emergency service providers across California and by Pacific’s residential and business customers.  If granted, Pacific’s Application will provide precedent for other telecommunications carriers to increase prices at the expense of necessary services:  the more necessary the service the higher the price captive customers should pay.  The Commission should not make pricing decisions based on a policy of discouraging access to California’s telecommunications network.  Pacific’s proposed price increases for Directory Assistance, Emergency Interrupt and Busy Line Verification implement such a policy and are thus neither just nor reasonable. 

PACIFIC'S APPLICATION TO REDUCE RESIDENTIAL AND BUSINESS DIRECTORY ASSISTANCE CALL ALLOWANCES VIOLATES THE DEFINITION OF BASIC TELEPHONE SERVICE IN CALIFORNIA AND THE INTENT OF CALIFORNIA PUBLIC UTILITIES CODE SECTION 709

	The Commission has consistently required large and medium ILECs to provide five monthly Directory Assistance call allowances as part of basic residential telephone service.�   These call allowances are not free but are instead part of the bundled basic service package for which customers pay a monthly charge.  (See, D.96-10-066, supra; 1996 Cal PUC LEXIS at *397.)  Pacific’s request to reduce Directory Assistance call allowances threatens the definition of basic telephone service in California and violates the policies announced in P.U. Code § 709. 

Pacific's Attempt To Reduce The Call Allowance Associated With Directory Assistance Threatens The Definition Of Basic Residential Telephone Service In California

	In D.96-10-066, the Commission established the elements of basic residential telephone service in California.  An element of basic residential telephone service identified by the Commission was access to Directory Assistance.  (See, Appendix B to D.96-10-066, supra; 1996 Cal. PUC LEXIS at *460.)  All carriers that provide local exchange residential service must offer this element as part of their basic residential service package.  As part of its basic residential service package, Pacific provides its customers with access to Directory Assistance.  (See, Testimony of Cain RT 454:2-11.)

	In conjunction with identifying access to Directory Assistance as an element of basic residential telephone service in D. 96-10-066, the Commission ordered ILECs to continue to provide the same number of Directory Assistance call allowances as provided in their tariffs.  (Id.; 1996 Cal. PUC LEXIS 1046 at *397, Conclusion of Law 13.)  At that time, Pacific offered five monthly Directory Assistance call allowances in its basic residential service tariff.  The Commission's basic service definition applicable to Pacific thus required Pacific to provide access to Directory Assistance and to provide five monthly Directory Assistance call allowances.  As the Commission explained in adopting the definition of basic telephone service:

The term “basic service” for residential customers is defined to include those telephone service elements that consumers have come to expect (Id.; 1996 Cal. PUC LEXIS 1046 at *2.); and



we are . . . clarifying what consumers, and our rules, regulations and decisions have come to expect.  (Id.; 1996 Cal. PUC LEXIS 1046 at *38.)



	Pacific's attempt to reduce its monthly Directory Assistance call allowances for residential subscribers contravenes what consumers have come to expect as well as contradicting the Commission’s rules, regulations and decisions.  Indeed, Pacific is attempting to rewrite those rules, regulations and decisions.  As part of this effort, Pacific is relying on the statement that the number of Directory Assistance call allowances should be left to the marketplace.  (Id.; 1996 Cal. PUC LEXIS 1046 at *39 (Reply of Pacific to Protests to Application 98-05-038, p. 5).)  Pacific's reliance on this statement to reduce the number of monthly residential Directory Assistance call allowances at this time is pure sophistry.  As the Commission stated in D.98-12-069, there is no competitive marketplace for local exchange service in Pacific’s service territory.  

	The Commission should not grant Pacific's request to reduce its monthly residential call allowances.  Pacific's request not only violates the definition of Pacific's basic residential service offering but violates the trust of its customers--customers who have no choice of an alternative provider of basic service.

Pacific's Attempt To Reduce The Call Allowance Associated With Basic Telephone Service Threatens Access To California's Telecommunications Network And Violates The Intent of California Public Utilities Code Section 709

	Pacific could not have made its request to reduce monthly Directory Assistance call allowances at a more inappropriate time.  The timing of this request threatens customers’ access to California's telecommunications network.  Since 1995, California has implemented ten new area codes and plans to implement several more in 1999.  As a result, white page directories cover smaller and smaller areas and are constantly outdated.  ( See, Testimony of Boyd, Exhibit 17, p.14 ¶ 26.)  Pacific is also attempting to sell its Yellow Pages to customers as a separate product apart from its white page listings.  (Id.)  The result is that more and more people must turn to Directory Assistance service to obtain necessary information.  Pacific's customers are captive.  Information is becoming more difficult to obtain from Pacific and customers have no opportunity to select another provider.  Pacific's effort to reduce its call allowances in this context is an attempt to extract money from these captive ratepayers.  At the San Diego Public Participation Hearing, Commissioner Neeper correctly summarized the concerns of participants:

[Y]ou seem to be saying as it came across to me is that your view is that a telephone call doesn’t start with picking up the instrument and hitting buttons; it starts with ascertaining the telephone number that’s going to serve for choosing which buttons you hit and the sequence that the telephone call starts with, determining the number, and that we ought to perhaps look at it that way.  (RT 73:24-74:3.)



	At this time in California’s telecommunications development, Commissioner Neeper’s characterization of concerns expressed at the San Diego Public Participation Hearing pinpoints the problems with Pacific’s request: it threatens the ability of consumers to access the network on terms other than those maximizing Pacific’s profits.

	This threat violates the telecommunications policies announced by the

California Legislature.  P.U. Code § 709 states in pertinent part:

The Legislature hereby finds and declares that the policies for telecommunications in California are as follows:

To continue our universal support service commitment by assuring the continued affordability and widespread availability of high-quality telecommunications service to all Californians; and

To promote lower prices, broader consumer choice, and avoidance of anti-competitive conduct.



	Pacific's request to reduce the number of monthly Directory Assistance call

allowances for residential and business customers does not comport with these policy objectives.  A reduction in Directory Assistance call allowances in no way assures affordable or available telecommunications service to all Californians.  Instead, Pacific's request, if approved, would make information required to access the network more expensive by several orders of magnitude and therefore less available.  Pacific's request will not lower prices for Directory Assistance but instead will devalue its basic service offerings and increase the price for Directory Assistance service.  This request takes advantage of Pacific's customers given the state of local competition in Pacific's local exchange market.  The Commission must implement the clear directives of the California Legislature and protect Pacific's customers from overreaching pricing proposals like those contained in Pacific's Application.  For this reason, and in order to promote the policies established in P.U. Code § 709, the Commission must reject Pacific's Application. 

PACIFIC'S REQUESTS TO INCREASE THE PRICE OF DIRECTORY ASSISTANCE SERVICE AND REDUCE THE NUMBER OF DIRECTORY ASSISTANCE CALL ALLOWANCES SEEKS TO ABANDON PACIFIC'S REVENUE NEUTRAL RATE DESIGN UNDER ITS NEW REGULATORY FRAMEWORK

	Pacific's Application seeks to increase Pacific's annual revenue by more than $120 million.  (See, Pacific's Application, Exhibit J.)  In D.94-09-065, Re Alternative Regulatory Frameworks For Local Exchange Carriers (1994) 56 CPUC2d 117, the Commission designed revenue neutral rate adjustments in order for Pacific to decrease intraLATA toll rates.  The Commission determined that the rate for Pacific's residential basic exchange service included five monthly Directory Assistance call allowances.  (Id., 56 CPUC2d at 164.)  The Commission also affirmed the rate of $0.25 per call for Pacific's Directory Assistance service in order to balance Pacific's revenue.  (Id., 56 CPUC2d at 165.)  The Commission determined that Pacific should continue to provide monthly Directory Assistance call allowances for residential, business and Centrex services. (Id.)  The rate design established for basic telephone service in D.94-09-065 accounted for these Directory Assistance call allowances.  (See, Testimony of Boyd RT 878:27-899:6.) As a result, Pacific is already recovering all of its costs associated with its Directory Assistance service through its revenue neutral rate design.  (Id. at RT 880:1-9 and Exhibit 17, pp.6-7 ¶¶10-11.)

Pacific Has Increased Its Revenue From Its Directory Assistance Service Since 1994

	Since 1994 Pacific has enjoyed increased revenue from its Directory Assistance service.  The ratio of Pacific's billed calls to unbilled calls has increased since 1994.  (See, Testimony of Boyd RT 880:15-19 and Exhibit Z.)  This fact means that Pacific has increased its revenues from Directory Assistance service despite its revenue neutral rate design established in D.94-09-065.  Further, Pacific offers Express Call Completion service as part of its Directory Assistance service.  (See, Testimony of Kravtin, Exhibit U. p.50:21-51:4.)  Pacific charges $0.35 each time a customer uses this service.  (Id.)  This fast-growing revenue stream (over 500% in the last year) would not exist but for Pacific's Directory Assistance service.  (Id. at p.51 n.71.)  Express Call Completion means increased revenue for Pacific arising from the Directory Assistance component of basic service, a revenue stream that continues to expand notwithstanding Pacific’s revenue neutral rate design. 

	Finally, Pacific has recently sought permission to offer a national listing service via the 4-1-1 dialing pattern, which service will rely on Pacific's Directory Assistance operators, facilities and equipment.  (See, Exhibit A attached hereto.)  This service offering will lead to even greater revenue arising from Pacific's 4-1-1 Directory Assistance service.  (See, Testimony of Kravtin, Exhibit U, p.51:6-11.)  Above and beyond these additional sources of revenue, Pacific is now seeking more than an additional $120 million per year from its captive customers.  This request must be denied unless Pacific proposes to implement offsetting rate changes to other portions of its basic telephone service offering.

Pacific's Application Completely Ignores Pacific's Revenue Neutral Rate Design

	Pacific's Application does not address its revenue neutral rate design. 

Pacific has proposed no rate reductions to offset its requested increases for the price of an element of basic telephone service.  However, Pacific's internal documents demonstrate an awareness that rate rebalancing is a necessary step to increase the price of its Directory Assistance service.  (See, Exhibit D.)  The absence of any mention of this fact in Pacific's Application is outrageous and reveals Pacific's goal in this proceeding: greater revenue at the expense of service to California's telecommunications end-users.  For purposes of basic telephone service, Pacific is a revenue neutral company under its New Regulatory

Framework.  (See, D.94-09-065, supra; 56 CPUC2d at 165.)  Until such time as the elements of Pacific's basic telephone service become fully competitive as Category III services, the Commission should deny any request to increase the price of Directory Assistance or reduce the number of monthly Directory Assistance call allowances that Pacific must provide.

PACIFIC’S PRICE INCREASE REQUESTS AND CALL ALLOWANCE REDUCTION REQUESTS ARE ATTEMPTS TO TRANSFORM THE MEANING OF BASIC SERVICE IN CALIFORNIA 

Pacific is attempting to transform the meaning of basic service through its price increase and call allowance reduction requests for Directory Assistance.  As discussed supra (See, Section IV), Pacific’s proposed call allowance reduction threatens the definition of basic residential service in California.  However, the call allowance reductions coupled with the price increases for Directory Assistance service will fundamentally alter the meaning of basic service as defined by the Commission for all of Pacific’s customers.  Basic service is a certain minimum level of telecommunications service available to virtually everyone in each telephone exchange.  (See, Appendix A to D. 96-10-066, supra; 1996 Cal. PUC LEXIS 1046 at *437.)  If Pacific’s Application is granted, then customers using Directory Assistance service will experience a rate increase in their basic service package without any additional improvements in this service.  (See, Testimony of Johnston, Exhibit 17, p. 27 ¶ 25.)

With respect to Emergency Interrupt and Busy Line Verification, these services are ancillary to Pacific’s basic telephone service offering.  If a customer needed to access these services just once per month pursuant to Pacific’s proposed prices, his or her monthly telephone bill would increase between $6.00 and 8.00.  (See generally, Testimony of Boyd, Exhibit 17, p.13 ¶ 23.)  This sum exceeds 50% of Pacific’s current charge for flat rate basic residential service of $11.25.   Such an impact dramatically transforms the economics of basic telephone service.

Pacific is seeking to offer less service at a much higher price.  Also, Pacific is treating basic service as a platform to launch ancillary services and collect increased revenue from virtually every one of its customers.  Pacific is shifting the emphasis placed on basic service by the California Legislature and the Commission as a fundamental universal service policy objective into a blueprint for profit.  The Commission should remain faithful to the meaning and intent behind the definition of basic telephone service in California and reject Pacific’s Application.    

PACIFIC'S REQUEST TO REDUCE THE DIRECTORY ASSISTANCE CALL ALLOWANCE FOR ITS RESIDENTIAL CUSTOMERS THREATENS THE CALIFORNIA HIGH COST FUND-B 

	Pacific's request to reduce the number of Directory Assistance call allowances associated with basic telephone service threatens the integrity of the California High Cost Fund-B (CHCF-B).  The CHCF-B is a public fund into which all telecommunications customers pay a surcharge.  (See, D.96-10-066, supra; 1996 Cal. PUC  LEXIS at 472.)  The purpose of the Fund is to provide carriers of last resort with compensation for providing local exchange service to residential customers in high cost areas.  (Id., 1996 Cal. PUC  LEXIS at 454.)  The CHCF-B is an important public trust which the Commission oversees.  Pacific's Application attempts to garnish additional revenue from the Fund at the expense of California's end-users of telecommunications services.  In no case should the Commission allow Pacific to diminish its basic service offering to residential customers via a rate increase for Directory Assistance and fewer monthly Directory Assistance call allowances and then draw an added benefit for itself from the public resources of the CHCF-B.

Allowing Pacific To Reduce Directory Assistance Call Allowances For Residential Subscribers Will Harm The California High Cost Fund-B

	Allowing Pacific to reduce its Directory Assistance call allowances will harm the CHCF-B.  As described in Section V, supra, Pacific’s ratio of billed versus unbilled calls has increased since 1994.  This increase has raised Pacific’s revenue from Directory Assistance even under its current offering of five monthly call allowances.  To permit Pacific to reduce its monthly call allowances will lead to even greater revenue at the expense of the CHCF-B.

	An incumbent local exchange carrier (ILEC) in California may draw monies from the CHCF-B based upon the difference between that carrier's recurring basic residential service rate and the calculated statewide average cost to serve a residential line.  In D.96-10-066, the Commission calculated the statewide average cost to serve a residential line as $20.30.  (See, D.96-10-066, supra, 1996 Cal. PUC LEXIS 1046, *4-5.)  A component of that statewide average cost is the provision of five monthly Directory Assistance call allowances associated with basic telephone service.  (Id.)  Allowing Pacific to reduce its monthly Directory Assistance call allowances associated with residential service permits Pacific to continue to recover the difference between $20.30 and $11.25 (its current charge for basic flat rate service) as well as collect increased revenues from residential subscribers for an element that residential subscribers expect to be included in their basic residential service package.  (See, Testimony of Boyd, Exhibit 17, p.11.)  

	Pacific is attempting to generate unwarranted revenue from a public trust.  Pacific’s internal documents clearly anticipate a reduction from universal service funding but its Application fails to raise this issue.  (See, Exhibit D Strategies to Optimize Value and Exhibit E, Issues from 1998 Repricing Initiative.)  This fact reveals Pacific’s questionable intent associated with this Application.  The Commission must not sanction such a business strategy to continue when a public trust is at stake.

	Pacific will also gain a competitive advantage vis a vis other carriers who draw from the CHCF-B if the Commission approves Pacific’s request to reduce its Directory Assistance call allowances.  Pacific currently serves significantly more residential access lines in California than any other ILEC.  (See, Testimony of Kravtin, Exhibit U , p. 15, n. 11.)  The number of Pacific’s access lines is a crucial consideration in how a weighted average of Directory Assistance costs are calculated as a component of the statewide average cost per residential access line.  Pacific's request to reduce its call allowances will allow it to be the only medium or large ILEC in California offering less than five monthly Directory Assistance call allowances.  Meanwhile, other carriers will draw from the CHCF-B on the basis of providing five monthly call allowances.   Such a situation provides Pacific with a clear competitive advantage in drawing money from the Fund, especially considering the significant number of residential access lines Pacific serves in California.  (See, Testimony of Boyd, Exhibit 17, p. 11.)  This fact undermines the integrity of CHCF-B and should not be allowed.

	Coupled with an increase in Directory Assistance prices, Pacific’s Application to reduce monthly Directory Assistance call allowances amounts to a triple dip:  (1) An increase in the price for Directory Assistance; (2) an increase in its draw from the CHCF-B; and (3) a reduction in the constituent elements of its flat and measured residential service offerings compared with those of other carriers drawing from the Fund.  (Id.)

Allowing Pacific To Reduce Directory Assistance Call Allowances For Residential Subscribers Will Result In Far Reaching Adverse Impacts For The California High Cost Fund-B

	Public policy considerations require that the Commission reject Pacific's

attempt to increase its draw on the CHCF-B by reducing its residential Directory Assistance call allowances.  Universal service is an important public policy program that the Commission should not permit Pacific to abuse.  Pacific’s own witness testified that universal service is “an overriding social goal.”  (See, Testimony of Hausman, Exhibit 8, p. 5.)  The CHCF-B helps ensure that Californians have universal access to basic telephone service.  Pacific contends that telephone services should not pay a “tax” by subsidizing other services.  (Testimony of Hausman, Exhibit 8, p. 5.)  Yet Pacific’s Application proposes that California consumers pay a tax to Pacific for providing no service at all.  Granting Pacific’s Application only encourages Pacific to continue to turn the CHCF-B and other public funds into additional sources of revenue instead of legitimate compensation for furthering compelling social goals.

	Further, if granted, Pacific’s Application may serve as the roadmap for other ILECs who want to reduce their monthly Directory Assistance call allowances but still continue to draw from the Fund at their present levels to subsidize their basic residential telephone service offerings.  Such a situation would result in carriers defrauding the CHCF-B by drawing revenue from the CHCF-B while providing decreased service.  

PACIFIC’S APPLICATION HAS RECEIVED NO PUBLIC SUPPORT

	The public opposition to Pacific’s Application has been immense.  The Commission has received over 4,000 letters and electronic mail transmissions in response to Pacific’s proposed price increases and service reductions.  The overwhelming majority of these responses have opposed Pacific’s Application in whole or in part.  During the course of the Public Participation Hearings, a similarly large percentage of participants opposed the Application.  Most of these participants were regular residential customers of Pacific dismayed at a proposal to increase their prices by 100% or more for services they considered basic to their phone use.  The essence of these complaints is that Pacific has not justified the price increases it proposes the Commission approve for these services, and that, whatever the justification, the increases are absurdly large.  One example, of many that could be cited, (dated November 25, 1998) reads: 

I am writing to protest the proposed increase in Directory Assistance charges from $.25 to $.50. I live on the border of Alameda and Contra Costa Counties and my free phone book covers only a very limited geographic area. So-called out-of-area phone books are prohibitively expensive. Therefore, I often have no choice but to use Directory Assistance. These calls add up quickly at $.25 each, and the proposed increase would obviously double this cost. I agree there could be some compelling business justification for the proposed increase, but shouldn’t PacBell be required to explain it, and/or offer some other means of getting the information?** From my perspective it appears that PacBell is simply trying to double the cost of a necessary service. Thank you for your consideration.



**I am aware of a free, online service (www.four11.com) that supposedly allows one to get phone numbers by entering a name and location. However, in my experience, it does not work.

RECOMMENDED FINDINGS

	Pacific Bell has failed to meet its burden of proof in this proceeding.  Consistent with Pacific’s failing, ORA recommends that the Commission’s decision on Pacific’s Application at a minimum reflect the following findings:

Pacific’s Application is devoid of any showing which justifies the maximum prices it is proposing in its Application;

The Operator Services in question, for which Pacific seeks these huge price increases, are Category II services, but the “pricing flexibility” Pacific seeks is more appropriate for Category III and fully competitive services, for which no showing at all has been offered;

Pacific’s market share in these services is effectively monopolistic and it has presented no evidence to suggest otherwise.  Monopoly services do not deserve the “pricing flexibility” Pacific wishes to accord these services.  Pacific’s customers do not have viable alternatives to Pacific’s Directory Assistance, Emergency Interrupt and Busy Line Verification services as a part of their telephone service. Pacific has not made any showing that its customers should have to rely on non-telephone alternatives to these basic telephone services, or that they can in practice rely on non-telephone alternatives safely and conveniently at prices competitive with Pacific’s own;

Pacific has not contradicted the fact that it is the exclusive and only timely source of Directory Assistance listings in its service territory. Instead, the rival information offerings it cites in its Application are services derivative of and dependent upon Pacific’s data base of information listings;

Pacific has not contradicted assertions by its customers that its printed directories are incomplete and out-of-date and expensive to obtain.  As such, these printed directories do not offer a reasonable and timely alternative to Pacific’s own operator-assisted information services;

Pacific’s cost assertions regarding Directory Assistance and the other Operator Services are disputed, and by Pacific’s own testimonial admissions, incomplete and inaccurate.  These cost assertions are based on old inputs and flawed assumptions, and not reflective of recent efficiencies and expanding cost-cutting measures.  Further, Pacific has, in its filed testimony, repudiated its own cost assertions;

Pacific’s current Directory Assistance call allowances are part of the basic telephone service package for which residential and business customers pay a flat or measured rate;

Pacific has not requested rate rebalancing and has not explained why it is deserving of a huge profit windfall in a regulatory context governed by the New Regulatory Framework and the terms of its rate design by which it remains bound; and

While proposing to reduce the call allowance of its Directory Assistance service for residential customers, Pacific has not proposed the appropriate modification to its CHCF-B draw.

CONCLUSION

           The Commission must deny Application 98-05-038.  The proposed price increases Pacific has requested are neither just nor reasonable.  Directory Assistance, Emergency Interrupt and Busy Line Verification are Category II services.  They are not genuinely competitive services.  Pacific is only entitled to downward pricing flexibility for these services.  Furthermore, the cost data Pacific submitted with its Application are inaccurate and not forward looking.  Pacific has not shown that its current prices for these 
services 
are 
below cost.  Pacific’s Application represents a clear business strategy to generate massive new revenue in contravention to Pacific’s New Regulatory Framework rate design.  Pacific’s proposal to reduce its call allowances is also not just or reasonable.  Pacific is seeking via its Application to alter the meaning of basic telephone service in California and abuse universal subsidies by unjustifiably increasing its draw from the CHCF-B.

///

///

///

�

Pacific has not provided a legitimate justification for this rate increase Application.  In the absence of such a justification and 
given 
the potential for injury to basic telephone service, and 
given also the 
compromised access to the network and emergency services, public policy demands that Pacific’s Application fail.  For all the above reasons, the Commission should deny Pacific’s Application.  



Respectfully submitted,





—————————————

Andrew Ulmer



Attorney for the Office of Ratepayer Advocates



California Public Utilities Commission

505 Van Ness Ave.

San Francisco, CA 94102

Phone: (415) 703-1998     

January 21, 1999  				                                          Fax: (415) 703-2262  



� On October 26, 1998, the Assigned ALJ scheduled an additional Public Participation Hearing to be held in San Francisco on December 3, 1998. 

� See, D. 89-10-031, Re Alternative Regulatory Frameworks for Local Exchange Services (1989) 33 CPUC 2d 43, 59.  In other Applications before the Commission in 1998, Pacific has requested re-categorization of certain services to Category III and has requested new maximum prices.   In those proceedings, Pacific must demonstrate a lack of market power to show the reasonableness of any pricing request within the limited constraints of full upward and downward pricing flexibility of a Category III service.  In this proceeding, Pacific is seeking to reprice Category II services for which it can only exercise downward pricing flexibility.  Therefore, there is no justification whatsoever for the proposed maximum prices over and above Pacific’s interim proposed prices. 

� To add insult to injury, “alternatives” such as electronic mail access, Caller ID and Call Waiting that Pacific contends require it to increase the price for Emergency Interrupt and Busy Line Verification are all services offered by Pacific and its affiliates.  (See, Testimony of Cain RT 472:7 477:12 and Exhibit 3.) Pacific and its affiliates enjoy revenue from these service offerings.  The situation is plain:  Pacific is claiming it is losing revenue from Emergency Interrupt and Busy Line Verification services because its customers are using and paying for other services that Pacific offers.  As a result, Pacific is requesting a price increase to protect it from itself.  (See, Testimony of Johnston, Exhibit 17, p. 28 ¶ 28.)  This absurdity of Pacific’s Application alone requires that the Commission deny Pacific’s price increase requests for Emergency Interrupt and Busy Line Verification services.

� See, D. 96-12-074, In the Matter of the Application of Roseville Telephone Company to Restructure Intrastate Rates and Charges (1996) 1996 Cal. PUC LEXIS 1138, *200; D.96-10-066, Rulemaking on the Commission’s Own Motion into Universal Service (1996) 1996 Cal. PUC LEXIS 1046 * 397; D.94-09-065, Re Alternative Regulatory Frameworks For Local Exchange Carriers (1994) 56 CPUC 2d 117, 164. 
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