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EXECUTIVE SUMMARY AND RECOMMENDATIONS





Pacific Bell has failed to demonstrate that its Directory Assistance (DA) service is below cost. ORA believes Pacific’s OANAD cost study does not capture system enhancements, efficiencies and labor force reductions since 1994 and does not accurately reflect Pacific’s cost for DA service.


Pacific has failed to demonstrate a compelling need for substantial rate increases to Directory Assistance, an element of basic service, or to Busy Line Verification (BLV) and Emergency Interrupt (EI) services, both emergency services.


Pacific’s Application does not demonstrate efficient operation and suitable merit for rate increases, nor has Pacific shown an improved DA, BLV or EI service to provide the Commission with a basis to determine that rate increases of as much as 400% for these services are just and reasonable in an incentive regulation environment.


Any increases to Directory Assistance service will impact the California High Cost Fund-B (CHCF-B) in such a manner as to be competitively inequitable to other carriers who draw from the fund and to carriers whose customers pay into the fund.


Reduction in DA call allowances coupled with a 400% rate increase will alter the nature of “basic” exchange service for Pacific Bell’s customers and provide them with a lesser grade of basic exchange service compared to customers of other ILECs.


The Commission should reject Pacific’s requested interim rate proposals and proposed maximum prices for DA, BLV and EI services.  
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CHAPTER ONE :  POLICY AND UNIVERSAL SERVICE/REVENUE NEUTRALITY IMPACTS OF PACIFIC BELL’S PROPOSALS





I. INTRODUCTION





1. Pacific Bell (Pacific) filed Application (A.) 98-05-038 on May 5, 1998, requesting increases to existing price ceilings for Directory Assistance (DA), Busy Line Verification (BLV)  and Emergency Interrupt (EI) service, as well as increases to various Centrex features price ceilings.  The amount and type of request for the various directory and operator services were significant and included a request for a maximum price above the stated proposed  tariff price (interim price ceiling). The requests for Centrex increases, according to Pacific,  were to align the existing price ceilings above the adjusted price floors.  The Office of Ratepayer Advocates’ (ORA’s) Report will deal with the proposed interim price ceilings and proposed maximum prices for Directory Assistance (DA), Busy Line Verification (BLV) and Emergency Interrupt (EI) services and will not speak to the merit or appropriateness of the requests regarding Centrex feature price increases.  





2. ORA opposes any price increases to DA, BLV or EI services at this time, and discusses in detail in Chapter Two of this Report why the degree of increase proposed by Pacific is unreasonable and untenable.  The proposed increases of Pacific for these services threaten affordable residential basic exchange service and pose steep and unabsorbable increases to business customers in a time when Pacific should be experiencing declining costs for these services.  ORA further points out later in this chapter how the increases will impact not only universal service, but specifically the calculation and disbursement of the California High Cost Fund-B (CHCF-B) to Pacific Bell and all other carriers who receive monies from the CHCF-B.  ORA believes the requests in Pacific’s instant application are transparently about reaping monopoly revenues from its most vulnerable classes of customers, residential and small business, and is not at all about attempting to recover sufficient revenue from individual services to cover their “costs”.





3.  In a service environment where optional features such as Call Waiting and The Message Center (Pacific’s voice mail service) diminish the demand for BLV and EI services and where Pacific has consolidated facilities, improved technical and data capabilities and reduced labor force, it is counterintuitive to presume a price increase is warranted based on service costs.  ORA believes this is especially true in the case of DA, where Pacific’s filed incremental costs with this application indicate a 14% increase from the embedded cost submitted in 1989 (the incremental costs are based to a large degree on a 1994 OANAD filing, methodology and inputs).  Additional consolidation, technological enhancement of DA provisioning and reduction in DA labor force since 1994 should have resulted in a lower calculated incremental cost for DA today than that provided by Pacific.





4. ORA’s testimony in this chapter will address the incompatibility of Pacific’s request to increase the price of a single service based on an assertion that it is below its costs with the revenue neutrality the Commission imposed in the Implementation Rate Design (IRD) decision in 1994.  ORA’s testimony will also address the far-reaching impacts of these proposed increases on both the affordability of basic exchange service and for calculation and disbursement of the CHCF-B.  The Commission can only find that Pacific’s requests in the instant application seek a competitive advantage at the expense of scuttling the Commission’s universal service, pro-competitive and New regulatory Framework (NRF) goals and programs, and that the requests are unreasonable.   





Background


5. This application was filed May 5, 1998, specifically requesting increases for Directory Assistance (DA) from its current rate of $.25 per above allowance call to a maximum price of $1.10 and an interim ceiling of $.50 (Pacific uses the term maximum price and price ceiling interchangeably, but according to Commission pricing conventions the tariff rate is the price ceiling, until adjusted and replaced with a new ceiling).  Pacific also requested increases to Busy Line Verification (BLV), a service typically used when a caller continually receives a busy signal and believes a line may be off the hook or suspects there is an emergency situation.  The current price for BLV is $.50, and Pacific is requesting an increase to a maximum price of $3.00.  Finally, Pacific asks to increase the price for Emergency Interrupt Service (EI), a service whereby, for “emergency” purposes, a caller may interrupt a call in progress for the operator to advise the called party that there is another call on the line and that the called party should hang up if they choose to receive the call.  The increase proposed for EI service is from the current rate of $1.00 to a maximum of $5.00.  Further, the initial notice sent by Pacific to its customers of the proposed price increases included only the proposed price ceilings, and not the proposed maximum prices, despite the fact that once a rate increase is authorized by the Commission there is no further recourse for Pacific’s customers to protest additional increases up to the approved maximum prices.





6. ORA as well as The Utility Reform Network (TURN) and the County of Los Angeles protested Pacific’s application for these price increases.  A pre-hearing conference (PHC) was held in this matter by the Commission on August 11, 1998, and at that PHC the assigned administrative law judge, assigned Commissioner and parties discussed the need for Public Participation Hearings (PPHs), based both on the volume of customer protest letters (then 2,500, now over 4,000) and upon the issue of valid notice of the full extent of the proposed price increases.  Subsequently PPHs were set for November 4 in San Diego, November 17 in Fresno, November 18 in San Jose, November 24 in Pasadena, November 30 in Sacramento and December 3 in San Francisco.  While only the San Diego PPH has been convened as ORA writes this testimony, it is clear from the content of the unprecedented number of customer protest letters received by the Commission and from input at the San Diego PPH that customers are outraged that after a merger alleged to save them money and to reduce Pacific Bell’s costs that they have been inundated with rate increase proposal notices from Pacific.  





7. Specifically, customers have expressed outrage that DA service is proposed not only to be increased ultimately to an amount more than four times its existing price, but that the effect of the increase will be even sharper with the proposed reduction in call allowances currently granted to customers, 5 for residential and 2 for business�.  Pacific’s customers have been very vocal that these increases pose a threat to affordable basic exchange service, and that at a time when area code splits happen frequently and available directories are dwindling, let alone the question of the accuracy and timeliness of numbers found in a printed directory, the last thing Pacific should be doing is increasing the price of DA.  Pacific’s customers have expressed similar disdain for the proposed increases to BLV and EI, services which are mostly reserved for emergency situations and whose frequency of use is down in an environment where customers have Call Waiting or Voice Mail.  Finally, Pacific’s customers have been vehement that the amount of increase sought has nothing to do with price increases experienced by Pacific and are unreasonable.  Many hundreds of the protest letters ORA has reviewed include customer comments that they thought the price cap allowed rates to increase if there were inflationary or other increases Pacific had to absorb, or that these customers thought prices were supposed to go down after the merger with SBC.  ORA believes all of these areas of customer complaint are valid and deserve exploration.   





8. Pacific Bell should be required to respond in detail to each of the major areas of customer complaint and affirmatively prove that its costs are going up though it has consolidated facilities and eliminated DA operators as well as improved its technical and data resources.  Pacific must answer for why it is unable to distribute accurate directories to reasonable community of interest areas for its customers, why 80,000 DA calls went unanswered one day in September 1998� , why so many DA calls result in an incorrect number being given out and why so many DA calls go unanswered and callers must hang up and try again.  Once all of these questions are answered,  there remains a significant burden on Pacific Bell to demonstrate why in an incentive regulation environment it should be rewarded for these shortcomings with rate increases of as much as 400% and more.





9. Finally,  Pacific’s request comes in the wake of revenue neutrality being granted in the 1994 IRD case to accompany the 1995 reductions to toll rates which Pacific and other local exchange carriers (LECs) needed to be competitive as new entrants came into the market for intraLATA toll.  This request also indicates that despite reductions in the labor force, facilities consolidation and merger benefits as well as technological advancements in maintaining and conveying directory assistance data,  Pacific asserts that its  incremental costs today are 14% higher than its embedded costs were at the time of IRD.    Pacific was made whole for its total service costs in IRD and a price cap was put in place to adjust all service rates to track with inflation or exogenous factors, and despite the fact that indications are that it should have been experiencing decreasing rather than increased individual service costs for services such as DA, BLV and EI (the latter two for which demand has shrunk markedly due to introduction of services like Call Waiting, which make significant contribution to Pacific’s margin).  Pacific now wants the Commission to grant it increases in rates that would better than treble even Pacific’s asserted individual service costs and in places more than quadruple the service price.  ORA believes the Commission will find these requests incompatible with competitive equity, universal service and the other principles upon which the Commission determines just and reasonable prices for basic exchange telecommunications services. 





III. Pacific’s  Service Costs were covered by IRD’s Revenue Neutral Rate Design  





ORA’s institutional memory and grasp of Commission policies and their implications is not situational, unlike Pacific Bell’s.  The Commission should recall that Pacific’s individual service rates were set in IRD based upon an overall rate design that was revenue neutral.  In the exercise of reducing intraLATA toll rates in the advent of intraLATA toll competition, other service rates were adjusted upward to recover costs and eliminate previous subsidy from toll.  While some service rates remained below costs, particularly basic exchange access line rates of some local exchange carriers (LECs), all rates were set to maintain Pacific’s revenue stream from all of its services at a level to insure its rate of return from these services at better than 10 percent.  Subsidies were established to compensate for high cost service areas, to subsidize service to qualified low income customers and for other purposes to promote universal service.  


At no time in IRD did Pacific present testimony requesting increases to its DA service, BLV or EI, asserting that these services were below cost.  Further, while Pacific submitted a direct embedded cost for DA of $.29 in IRD, it did not submit incremental costs for this service at the time it submitted IRD cost studies.  Generally embedded costs are higher than incremental costs, and they are almost always higher than incremental costs where facilities consolidation and labor force reduction (as key components of service costs in this case) are in progress or foreseen.  The fact that Pacific submitted a total service long run incremental cost (TSLRIC) in 1994 in OANAD for DA that indicated the cost was now $.33  (on a forward looking basis, not embedded ) is anomalistic.  The presumption that the 1998 cost, after the merger with SBC, after reduction in DA offices and severe reduction in DA operators (the number of DA operators per access line is substantially smaller than it was in 1994) and after technological improvements for DA data and call completion is counter-intuitive.  However, all of those factors aside, the presumption that Pacific could implement a revenue neutral rate design in 1995, receive annual price cap adjustments by surcredit or surcharge to reflect operational changes in 1996, 1997 and 1998, and come before the Commission with a request to substantially increase individual service rates to meet its “costs” is outrageous.


 Revenue neutrality is revenue neutrality.  Incentive regulation and the functioning of a price cap become surrogates for tracking of individual service costs with prices.  Revenue neutrality is not a perfect concept for forward looking rate design, but it is the accepted standard in this case and it was implemented for Pacific Bell by this Commission.  The idea of revenue neutrality works against the natural inclination of incumbent market participants to price monopoly services higher to incur a higher return  to finance competitive or even anti-competitive reductions to services for which it faces competition.  Allowing Pacific in A. 98-05-038 to increase its DA, BLV and EI rates to levels of as much as more than 400% of their current prices subverts the revenue neutrality upon which price cap regulation was instituted for incumbent local exchange carriers (ILECs) in IRD and subsequent NRF rate designs.


ORA does not believe revenue neutrality is a concept which can be invoked in perpetuity, as Pacific might have the Commission believe.  Moving from one time revenue neutrality to the market realities of local exchange service today relies on the functioning of the price cap as the form of rate adjustment applicable to the ILECs.  DA, BLV and EI services are monopoly services from the customer’s end.  They have not incurred astronomical cost increases, but more than likely have been recipient of cost decreases.  In fact, if costs have gone up, it is due to inefficiency on Pacific’s part; if those increases have outstripped the inflationary and exogenous costs captured by the price cap, Pacific is to blame.  


 Other sources of subsidizing or offsetting revenues have also been created or expanded upon since IRD’s revenue neutral rate design.  These include but are not limited to, Call Completion service attached to DA, which completes a call for a number given out via DA for a unit price of $.35, and the proposed introduction of national DA at $.95.  The growth of Call Waiting has made the demand for BLV and EI diminish, and at $3.15 per month, Call Waiting’s price is significantly above its incremental cost.  Before Call Waiting, whether the phone was off the hook or in use,  you got a busy signal, with Call Waiting; the phone rings if someone is on the line, and they either click over to talk to you, or the phone stops ringing.  You know the phone is not off the hook, and in you persist, in an emergency, the caller will probably answer your call.  Finally, sales of yellow pages, while from a deregulated service, do finance the printing of white page listings.  Though there has been a reduction in the demand for DA calls (likely attributable at least in part to basic exchange service rate increases in IRD), Pacific now enjoys 1.17 revenue generating calls to DA for every 1 “free” DA call that is placed.  Fewer calls are made, but more of the calls made are billable.  Costs aside, Pacific receives more revenue on the margin from DA today than it did in 1994, when the revenue generating to non-revenue generating ratio was at .997 to 1.�  


The revenue picture for Pacific for this service from an operational perspective is better than it was in 1994 when the IRD decision was issued.  There are more ancillary services to contribute additional revenue related to DA, BLV and EI services, and there is more revenue coming in at the margin from DA service today than in 1994.  The cost picture also should be more favorable as costs of DA calls can now be shared with revenue generating services such as Call Completion, and potentially National DA, and because on a stand-alone basis there are fewer DA operators per line, fewer DA centers, better DA software and computer support and other cost-reducing benefits for this service than there were in 1994.  


So, Pacific’s argument that DA service costs it marginally more to provide on a stand-alone basis than it charges for the service today, and that the same is true of BLV and EI service, is anything but compelling.  These were considered portions of basic service in IRD, and Pacific didn’t seek to increase the rates for these services.  These are still elements of basic service today, Pacific has been receiving any surcharge revenue it is due for overall cost and operational increases outside of inflation (price cap was suspending in 1996, but exogenous factor adjustments continue to be made) since IRD, and Pacific’s rates for all services were set in IRD to insure a return of better than 10% for these services in total.  Further, while forecasts for revenues to come from IRD for DA, for example, were based on estimates of future volumes and an estimate of the ratio of billed to unbilled calls developed from historical data, the reality is fewer customers make DA calls, or that customers in total make fewer calls - and that more billable calls are made than unbillable calls.  


All of these circumstances mitigate the fact that revenue neutrality was just that, revenue would remain constant irrespective of individual service costs based on the price cap formula.  It is premature certainly to remove all price cap regulation from Pacific, especially for basic exchange services to residential and small business customers, where Pacific retains monopoly market control.  It is thus premature to abandon the attendant principle of revenue neutrality and allow Pacific to adjust all rates with the price cap and at the same time increase individual service rates to track with alleged increased individual costs that are hundreds of times the rate of inflation.    ORA cannot state for the Commission’s benefit emphatically enough that allowing multiple, exorbitant increases to individual service rates, especially where those rates are constituent to basic exchange service, throws the price cap, revenue neutrality and issues of competitive equity for new market entrants who do not enjoy the subsidy stream Pacific does, out the window.  Allowing Pacific to increase the rates for DA, BLV, EI moots the pro-competitive goal of revenue neutrality and subverts the effectiveness of remaining price cap regulation.  This is not cost of service regulation, it is incentive regulation, and if Pacific’s costs are growing to such an extent that it feels a 400+% increase to DA service is warranted, the Commission should question the efficiency with which Pacific runs its monopoly basic exchange services.  The Commission should certainly not reward inefficiency or anti-competitive strategies of increasing monopoly rates to subsidize competition elsewhere by allowing Pacific to invoke situational cost of service rate requests.                                                                                                                                                                                             





IV.  Impact on CHCF-B





18. The implications of Pacific’s requests for rate increases in the instant application are far-reaching for all aspects of universal service and competitive equity.  However, there is a significant impact on the proposed increase to DA service on the administration of the CHCF-B.  Individual local carrier draws from the CHCF-B are based upon the difference between each carrier’s recurring residential service rate and the calculated statewide average cost to serve per residential line of $20.50 stated in Decision (D.) 96-10-066, the Commission’s universal service decision.  Included in the calculation of $20.50 is a component cost which is the statewide average cost of within allowance residential DA calls.  Pacific’s coupled request to reduce the number of call allowances from 5 (as calculated in D. 96-10-066) to 3 and to increase its rate for DA to $.50 and eventually $1.10, impacts how the CHCF-B average cost is calculated.  


19. Pacific serves significantly more residential access lines in California than the other LECs, a consideration in a weighted average presentation of DA costs as a component of average cost per line for CHCF-B purposes.  Pacific currently charges $.25, and in 1989 asserted an embedded  DA cost of $.29.  Now Pacific wants to increase its price substantially and alleges it has increased costs as well.  If Pacific reduces the amount of calls which are considered to be within a DA allowance, the formula for all carriers must be adjusted, and carriers whose allowance remains at 5 calls are disadvantaged in how average costs are calculated and then offset against their rates.  This is so because Pacific’s basic exchange price would now be net of three calls and the other carriers net of five. So, on top of any disparities in disbursement of the fund which would result from having to include Pacific’s DA changes in calculations of the statewide average cost to serve,  the comparison of Pacific’s $11.25 1FR price to the average to determine how much money Pacific can draw and pass along to its customers would be skewed by its reduced number of DA allowances in comparison to the other carriers.  The value of Pacific’s 1FR service is decreased compared to that of the other LECs which comport with the five call allowance.  Pacific’s proposed price increases could both increase the average cost, thus increasing Pacific’s draw, and reduce the number of components in Pacific’s exchange access line service compared to the other carriers.  So, Pacific would get a triple dip off this application, an increase in what it charges for DA, an increase in its draw from the CHCF-B, and a reduction in the constituent elements of its flat and measured residential service compared with those of other LECs drawing from the fund.


20. ORA believes these implications are significant, not only to how Pacific’s pricing requests will impact its customers and the affordability of its basic exchange services, but also with how ILECs pricing choices impact universal service subsidies and policies in general.  Basically, in this case, to allow Pacific this price increase the Commission has to increase all carriers’ draw from a fund designed to subsidize high cost service with no demonstration that the average cost to serve actually has increased.  In the case of Pacific, where its disbursement of its CHCF-B draw is in the form of explicit competitive rate reductions, the impact of increased subsidy from the CHCF-B becomes demonstrably competitively advantageous to Pacific.  


21. The Commission cannot ignore these far reaching impacts and must view this request for what it is, part and parcel to the dismantling of price cap regulation, where Pacific substitutes cost of service standards where it has monopoly power and requests competitive relief elsewhere.  In this case the connection is made apparent by the link to the CHCF-B and the reduced competitive service rates it effects directly (through explicit rate reductions to its customers)  on top of any implicit cross-subsidy for competitive services that the requested increase would fund.


                                                                                                                                                                                       V.  Impact of Pacific’s Request on Universal Service





21. ORA’s review of customer letters of complaint and E mails sent to the Commission as protests to Pacific’s application by Pacific’s customers has enhanced ORA’s appreciation of the severe universal service impacts of Pacific’s request.  Many customers complain that Pacific already charges $.35 for a single DA call at a payphone, that phone books aren’t in evidence at these payphones, and that it would add insult to injury to increase the price for DA for non-payphone use.  ORA notes that in Pacific’s cost and revenue support with this application there is no tallying of DA calls made from payphones and billed at the $.35 rate. ORA knows Pacific tracks the origin of DA calls for billing purposes, but it is apparent there may be significant revenue coming from this service and originating at payphones which has not been accounted for, and at the payphone DA rate Pacific is better than recovering its asserted costs.


22. ORA brings up the issue of payphone DA rates, phone book availability and customer dissatisfaction with the increases because these heighten awareness of the real world impact of the proposed increases on universal service.  Customers with elderly parents or children home alone after school, families with an ill or incapacitated member all have spoken up about the emergency nature of BLV and EI service and how prohibitive the proposed maximum prices for these services at $3 and $5 would be.  Customers believe they are being gouged for access to the most essential services, assistance in finding a number, verification that a line is not off the hook, and emergency interrupt of a call in progress�.  These are elements of universal service, especially DA service, which the Commission in D. 96-10-066 included as a portion of its definition of “basic” residential service.  The Commission carefully included the five call allowance within this definition in its broadest inquiry into universal service considering the impacts of a competitive marketplace on the concept of universal service.


23. ORA believes A. 98-05-038, coupled with other recent filings to re-categorize residential inside wire repair plans, business inside wire repair plans, calling card, third party billing, etc. jeopardize universal, affordable access to the public switched network.  The customers for these services are not the cash cows that large business or high end residential users are.  The impact on a single customer of all of these service rate increases (and the re-categorization applications requested new maximum prices well above current levels) can be devastating.  The basic 1FR service costs $11.25, but when access charges and taxes or surcharges are added, it is $16 before a call is made.   


24. If all of Pacific’s rate increase and re-categorization requests are granted, including the instant requests, the $16 phone bill subscriber will probably be sold an inside wire repair plan when service is ordered, which tacks on another $1.75 per month (or more) if the lower cost plan is purchased and $3.50 is the higher end plan is purchased.  The bill goes up to $19.50 before a call is made.  A few DA calls later another $2.20 is added on, and if there is a need for BLV or EI, the bill could be as high as $32, without adding in usage charges. $32 basic service with no frills hardly seems to be the low price LEC Pacific has traditionally been in California, especially when other LECs prices for these additional basic exchange services and their respective cost structures are examined.  $11.25 for 1FR service doesn’t seem like such a bargain when it is revealed for the stripped down service Pacific is attempting to make it into.








A. Pacific’s Related Revenue Sources Moot its Cost-Causer Argument For Rate Increases  For DA, BLV and EI 





25. The same scenario for the $32 monthly local phone bill before usage charges are added apply in many situations and are not far fetched. Customers probably don’t need BLV or EI service every month, but they would pay handsomely for it under Pacific’s scenario, and customers do seem to rely on DA to some extent every month.  Pacific says it is the customers who rely on these services habitually and are “cost-causers” who have caused the need for a rate increase.  However, customers complain that directories are for more and more limited areas, and they are outdated fast.  Yellow pages are becoming a commodity to Pacific Bell and not an element of basic service, which is why Pacific separates white pages from yellow pages now and binds them separately in more and more communities.  


26. Pacific is required to provide a white page directory to all customers, but has asked in another venue to be no longer required to offer yellow pages beyond a single directory for a limited area - contrary to what Pacific replied to ORA in a data request early in this proceeding.  Pacific asserted that contingent upon getting the increase it sought in DA rates, it would make more directories available to its customers� .  However, subsequent to providing that response, in October of 1998, Pacific filed an advice letter requesting to separate yellow page directory distribution from white pages and to charge market rates for sale of stand-alone yellow pages to customers.  So, while Pacific has requested steep increases to DA rates, it has also limited the availability of listings to its customers to further spur demand for DA.  In a year when Pacific’s projected revenue from yellow pages will top $[redacted], up from $[redacted] in 1997 and $[redacted] in 1996�, the plan to charge for more and more yellow page directories by separating them from white pages will increase both the revenue stream from yellow pages and from DA. Those customers who must have directories, for their businesses or because they rely on services from another area adjoining their homes, will pay the new charges to receive a yellow page directory, and those who cannot afford the cost of a yellow page directory will be forced to use DA service to get the numbers they need.  Pacific already has more revenue generating DA calls than free calls, and the ratio has been sliding in Pacific’s favor with each passing year since 1994. Pacific has also seen a steady increase in yellow page revenues and since yellow pages are below the line, the limit on profits from this service are market driven.  With better than 13 million largely captive residential customers these “market limits” are low risk ventures for Pacific with high returns.  


27. ORA understands that  Pacific saw that more people had to make more than 5 DA calls now due to reductions in directory listings access and societal changes and also saw a way to bring in even greater revenues by reducing access to yellow pages by separating them  from white page directories.  Absent the issues of public trust and universal service obligations,  Pacific would be free to pursue such an opportunity to grow revenues at the expense of its most captive customers by raising DA rates.  The proposed increases to BLV and EI would be gravy.  People will always need these services, though certainly in diminishing numbers due to other revenue producing services like Call Waiting.  If you call someone you know has Call Waiting and you get busy signals for ten minutes, you know the phone is off the hook.  If you have to get through to your mother because your father has had a heart attack and she has Call Waiting, you’ll get through, no need for EI.  The folks who rely on these services are those calling people who have very basic phone service, no frills.  Because the person you are calling needs and maintains (or, in fairness, chooses) to keep his or her service basic, and because you have an emergency need to get through is no reason to gouge you for the privilege, not when there are so very many other sources of contribution available.


28. ORA believes there must be a compelling need on Pacific’s behalf to request an increase to DA, BLV and EI service rates, because these are either elements of basic service or are emergency services.  ORA has sought that compelling reason or reasons via the data request process and discussions with Pacific Bell.  It has never surfaced.  What ORA has found is outdated and likely inaccurate (due to changing circumstances which result in declining costs) cost support, a trend toward less accessible directory tools for customers and a service which isn’t perceived to be as efficient, accurate or well received as it was just a few years ago�.  Calls to DA go unanswered so long that callers hang up and call again, hoping to get into the right queue.  Inaccurate numbers are given out with more perceived regularity.


29. Though call durations are shorter than they were a few years ago due to automated greeting, quicker database access and automated outgoing number information, and though there are fewer DA operators per line able to answer more calls in a given day than more operators could answer four years ago, Pacific says this service costs more now and it should receive much more compensation for each DA call than it currently does.  Pacific says “cost-causers” should pay for use of a service.  Well, who is the cost causer for the second call made to DA in a single day when the first call resulted in a wrong number being given out and the caller either dialing that number and incurring usage charges, or realizing it was incorrect and having to call back and get the correct number?  Who is the cost-causer when the business down the street isn’t in the printed directory and a call to DA is required to get the number?  Who is the cost-causer when fewer directories with smaller coverage areas are available to the average customer who lives in one area and works in another and needs to call DA to get the number of the pharmacy next to his office so he can get a prescription filled after work?  The answer to all of these questions is Pacific Bell.  Granted, ORA knows there may be unmotivated customers who will call DA every time rather than pick up a phone book, but these customers pay for the calls they make, and because they make more than five calls most months, they actually generate more revenue for Pacific than the person who only has to call once or twice because a number isn’t listed or the phone booth has no book in it.


30. The cost-causers are already paying, and at a rate which ORA believes to be compensatory to Pacific, especially when all the other above cost service rates of Pacific are taken into consideration, including payphone DA ($.35), Call completion with DA ($.35, for local), and the proposed National DA ($.95), not to mention all the unrelated services currently priced well above cost.  Yellow pages revenues, which though de-regulated are still a traditional source of subsidy for DA and directory listings, are growing at 15% above the previous year, which was nearly 7% more than the year before that, and plans are in the works by Pacific to increase those revenues even more by reducing availability to yellow pages.  There is little sympathy for Pacific’s assertion that on a stand-alone basis, absent all other revenue sources and shared cost services, DA is “below cost”.


31. ORA wonders why Pacific hasn’t filed an application to raise flat residential service rates (1FR)  because it finds that some customers are making as many as 100 or 150 local calls a month, and 1FR service is “below cost” after a certain number of local calls have been made.  Well, the reason that hasn’t happened is because 1FR service is subsidized, and if the rate was increased it would impact some of the subsidy flows to Pacific which it then doles out to customers in reductions mostly to competitive service rates.  What ORA believes is true is that the combination of reducing the call allowance for residential customers and eliminating it for business customers is to garner revenues at the margin from this service.  More people need DA, revenues come in once the third business or sixth residential call is made.  If resources for accessing numbers are pulled back, more people will need to call DA.  The strategy is to hit the customers from both ends.  Businesses need DA.  They can’t wait to find the right directory to call a client or to otherwise conduct business.  The margin for business customers in zero then.  Residential customers always have some emergency DA needs and some instances where the right resource for finding a number isn’t available.  It would be unseemly to deny any free residential DA, especially when all other ILECs are offering five.  So, looking at the data and trends more customers make three or more calls than make less than that, so reduce the margin to three.


32. The strategy is clear.  DA, like so many other elements of  “basic” service, has an ever higher price for the customer who does not buy all the high end products or who isn’t likely to have any choice in provider.  The same is true of BLV and EI service.  It is all about bringing in more revenue from the most captive and traditionally less profit contributing services.  Pacific’s proposals in A. 98-05-038 will diminish basic exchange service and the proposed price increases will jeopardize the affordability of access to the local switched network at the same time.





Summary and Recommendations





33. ORA strongly urges the Commission not to grant any rate increase to Pacific Bell  for DA, BLV or EI services.  Increases to DA will jeopardize affordability of basic service to many residential customers and will impose unwarranted and prohibitive costs on small business customers.  Neither of these customer classes has real exposure to competitive alternatives for local service.  Further, any increases to the charge for DA will have mitigating impacts on the administration and disbursement of the CHCF-B for local carriers beyond Pacific Bell.  ORA believes it would be wrong to reward Pacific Bell and would represent a departure from the Commission’s policy of supporting universal service, to reward Pacific for unnecessary rate increases to elements of basic exchange service with an increased draw from the CHCF-B.  Adjustments to the average cost to serve of even $.04 per line to account for DA cost/price increases (from $20.50 to $20.54) will impact Pacific’s draw�.   This sets the bar higher.  The eligible “high cost” lines must now cost more than $20.54 to qualify, and Pacific’s increased DA and smaller allowance impacts its individual cost calculations which continue to underlie a rate of $11.25.  However, each qualifying line gets the difference between the $20.54 (illustratively) and Pacific’s monthly residential rate.  The difference is greater.  The draw is greater.  For other carriers still charging 1996 DA rates and still covering a 5 call allowance, there is no individual cost change, but the “bar” of average cost went up four cents. 


34. ORA cannot stress strongly enough that  Pacific has not convincingly demonstrated cost increases since 1994 for DA service, and any rate increases impact all of Pacific’s customers as far as exposure to higher rates, but they also impact all customers of all carriers paying into the CHCF-B and all customers of all carriers who receive money from the fund.  Further, the reduction in call allowances would render Pacific’s “basic” service of lesser quality than those of the other NRF LECs on the basis of access to fewer free DA calls.  Diminution in basic service hardly seems the basis upon which the Commission wants to potentially increase the base of the CHCF-B, or upon which to base a potentially larger draw and resultant rate reductions for Pacific Bell’s customers.  Increasing the cost of DA automatically may decrease the cost of competitive services, setting the policy of support of universal service on its ear.


35. ORA recommends that the Commission grant Pacific no increases to DA, BLV and EI to maintain affordable basic service for Pacific’s monopoly residential customers and to minimize basic service cost increases to business customers.  ORA has demonstrated more than adequate revenue flows from ancillary services such as Call Completion, potentially from National DA and from services such as Call Waiting (with an incremental cost of a few pennies) which actually decrease the demand for BLV and EI.  ORA has also demonstrated a growth in yellow page revenues and the potential for more growth based on Pacific’s future plans via the advice letter process.  ORA believes the Commission should not reward Pacific for pulling back elements of basic service such as directory listing access to yellow pages by increasing the charge for DA.  ORA believes the Commission needs to send a strong message to Pacific in this instance to dissuade Pacific from continually seeking to increase revenues and profits at the expense of affordable basic service and universal access to that service.


36. Pacific has requested nothing in this application which shrewd business planning  wouldn’t dictate.  It has identified services with a constant demand, and it has made business plans to enhance the demand for DA while at the same time increasing its price.  Pacific has sought rate increases on a magnitude of as much as 400% for DA, BLV and EI.  In a free market for other than necessary goods, in an environment with no universal service subsidies and no policies to support universal access to affordable basic exchange service, in a market with choice of provider and substitutable goods and price variance, these prices would be something Pacific was free to charge and at the same time prices that would not be sustainable.  The local service market is not that market, however, and this Commission does have a policy of supporting universal access to affordable basic service, and has recognized that residential service is still largely a monopoly market.  The reason Pacific should not be free to assess its proposed increased charges, all cost arguments and other arguments aside, is because in the captive market it has targeted, it IS free to charge whatever it chooses because its customers have no choice.  It is double jeopardy for Pacific’s customers to be hit not only with business policies and choices of Pacific which render these services more and more necessary, but to then find that the service they must use to complete their calls costs enough to price these customers right out of the market and off the access line map.


37. ORA urges the Commission to continue to support universal service and to deny Pacific’s requests in A. 98-05-038.    
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I. Introduction


Pacific’s Application. 1. On May 5, 1998, SBC/Pacific Bell (Pacific) filed Application (A.)  98-05-038 (hereafter “Application”) with the California Public Utilities Commission (Commission). In this Application, SBC/Pacific seeks to increase its prices for Directory Assistance, Busy Line Verification, and Emergency Interrupt Operator Services. By its own estimate, SBC/Pacific expectsed to garner additional annual revenues from these newly re-priced services of almost $125,000,000. (Application, Exhibit J). The Office of Ratepayer Advocates (ORA), and others, protestedopposed this Application.  In addition to increasing by huge amounts the charges for these operator services (requests ranging from 100% to 300%, and much more for the future if the proposed maximum prices are approved), SBC/Pacific seeks to reduce the number of monthly call allowances for Directory Assistance (from five to three) for residential customers, and to eliminate all call allowances for business customers. These proposed changes represent an additional price increase for those availing themselves of operator services, and represent a diminution modification in the public’s understanding of what in basic telephone service entailsby drastically changing the economic terms of access to those services. In the same Application, SBC/Pacific asks for authority to adjust prices by small amounts for four Centrex Optional Features – exceedingly small amounts by comparison with the operator services requests. (Cost Workpapers for Operator Services, Revenue Impact - Centrex Optional Features, no page number designated.)





2. Issues. ORA addresses in this chaptertestimony SBC/Pacific Bell’s arguments allegedly justifying its proposal to increase prices for these operator services and the accompanying proposal to reduce the number of monthly directory assistance call allowances for those same services. ORA also considers whether the proposed price increases are just and reasonable (PUC §451). As SBC/Pacific bases its case for the proposed increases on certain cost assertions respecting directory assistance and the other operator services in question, ORA plans to examines the persuasiveness of SBC/Pacific’s cost arguments, especially as they relate to the huge price increases proposed by SBC/Pacific. Further rRelated to the pricing issues are the maximum price or ceiling requests, requests which go well beyond the new tariffed price ceiling proposals themselves. TheseORA believes  and also the pricing proposals are unrelated to the strict cost recovery rationale which runs made to runthroughout the A. 98-05-038pplication as a justification for SBC/Pacific’s requests. Finally, ORA will consider the impact on the meaning of “basic service” SBC/Pacific’s proposals in this Application would have — should they be approved by the Commission.








II. Asserted and ActualActual Costs


Pacific’s position. 3. In the instant its Application,  Pacific assertsdeclaims that the issues ORA and other partiess discuss in addressing itstheir proposals “should be limited to whether Pacific’s proposed prices are just and reasonable given the costs and the competitive marketplace.” � (Application, p. 5)





Cost assertions. Prefatory to considering the ramifications of SBC/ Pacific’s requestsApplication, ORA notes a peculiarity in SBC/Pacific’s objection to ORA’s questioning of their cost assertions in this proceeding. SBC/Pacific claims that the Commission has approved operator services costs in under the on-going rubric of the Open Access and Network Architecture Development (OANAD) proceeding, and that therefore any quarrel with their costs constitutes “relitigation” of matters already resolved. In its Response to Joint Motion of ORA et al., Pacific references its submission of incremental costs “in the OANAD and Universal Service Proceedings” and argues that “The bottom line is that the cost work for DA (Directory Assistance) is completed, and it is time to move on to the important pricing issues which have not yet been addressed (and resolved) by the Commission.” �(SBC/Pacific’s position in this regard is succinctly stated in its “Response .... to Joint Motion of ORA, et al., for Clarification of Assigned Commissioner’s Scoping Memo and Ruling,” passim. [we have to state the position or delete this, testimony has to be stand alone, unlike briefs, where we can reference without re-stating)) Further, SBC/Pacific claims that these cost calculations are forward-looking, and as such, need not be re-examined for staleness or irrelevancy – need not be examined to determine whether, Iin short,  they need not be examined to determine whether  SBC/Pacific’s assertions about these costs accurately reflect on-going facility closures and consolidations, reductions in operator staffs, merger savings in the melding of operator services across the SBC/SBC/Pacific network, and software enhancements, etc. 





So, 4. ORA and other protestants have two reasons, SBC/Pacific claims that there are two reasons, for not going into the matter of its cost assertions: (1) that the Commission has already approved Pacific’stheir costs and (2) that the cost studiesthey are forward-looking and accurately anticipate all the efficiencies SBC/Pacific has implemented since the calculations were done several years ago. But ORA believes that Others in this proceeding will address the claim of alleged Commission approval. But for now ORA would only like to suggest that SBC/Pacific  has sabotaged its own argument about the claimed forward-looking character of its cost submissions.





How forward-looking?5.  In its the aforementioned “Response to the Joint Motion of ORA et al.,” Pacific cleverly asserts that the protesting intervening parties “should beware of the old adage to ‘be careful what you ask for, because you just might get it’.” (Response to Joint Motion, p. 3). Having said this, SBC/Pacific goes on to claim that were the protestants intervenors to get what they allegedly to want, namely a new cost study, SBC/Pacific would include projectedinclude 1999-2000 labor rates.. This is a scare tactic to scare us because, SBC/Pacific then asserts that, the labor rates will go up for this period, thereby increasing costs. (we leavinge aside, as does Pacific,  the question of whether Pacific might be paying higher rates to many fewer operators—but only for the moment). Now, this contention is actually a tacit admission that the cost studies SBC/Pacific relies upon in this proceeding are, it turns out, not really forward-looking after all. At least, they are not forward-looking beyond 1998 with respect to labor costs inputs. As SBC/Pacific concedes, labor costs are the most significant component of itstheir operator services cost calculations. In itstheir Response to ORA’s Data Request #4-11, SBC/Pacific states, “The costs of directory assistance predominately consist of labor costs for directory assistance operators.” (PBDA 001238, November 10, 1998) 





Dustbin of history.6.  Given this, By implication, ORA is driven to suspects that other elements in SBC/Pacific’s cost submissions are equally subject to ‘the rule of being careful what you ask for’ and thereby outdated or obsoleteout-of-date. Pacific herewith castsThis suspicion rather casts doubt on its owntheir claims about the forward-looking scope of itstheir cost submissions into the dustbin of history. If labor costs explode the forward-looking relevance of Pacific’s costs as presented in the instantis Application, what about all the other components of that cost calculation? Do Pacific’s costs only go higher? Why then the reduction in forces? Why the software enhancements? Why merge operations? Why close and consolidate facilities? Why buy new, more efficient equipment? Does SBC/Pacific do all these things only to drive itstheir costs up?  





7. TheORA believes the answer is that the cost study’s methodology was accepted by this Commission, but that methodologies must rely on accurate and current inputs in order to generate comport reliable resultswith either the embedded or incremental showings. A cost study  adopted in 1996 that was based on 1994 imputs  may wellusing a specified methodology, in this case total service long run incremental costs (TSLRIC), can beindeed be inaccurate four years after its data base was generated, two years later given later technological advancements, labor force shifts and facilities consolidation.  ORA believes that is the case with Pacific’s study as applied to A. 98-05-038.   Significant eEfficiency gainsies and cost reductions have occurred, and Pacific’s 1994 study, adopted in 1996, does not reflect them. 





8. Better and more efficient. One recent press account (by Sandra Ann Harris, “411 center closures protested,” Attachment IIattached...) describes the cost savings steps SBC/Pacific has taken and will take to save money in provisioning directory assistance. Six 411 information centers are to be closed, reducing operator centers from eleven to five. Johne Britton of Pacific Bell is quoted as saying, “we’ve had to be better and more efficient.” The company is said to be trying to save money. Are these savings reflected in the costs to the company of providing directory assistance? The answer seems to be, yes and no. In itstheir response to protestants,ers and to ORA specifically (Reply of Pacific Bell to Protests, p. 7),  Pacific argues that “The costs filed in OANAD do reflect forward looking costs and the per unit (per call) cost does reflect forecasted staff reductions and facilities consolidations, as well as the equipment modernization.” (IbidReply of Pacific Bell to Protests, p. 7..)  But then in the next paragraph SBC/Pacific also arguesadvises us that “Force reductions are irrelevant since costs are calculated on a per unit basis, and total force is not part of the calculation.” (Ibid.)  While technically true is incremental costs are isolated from the cost of the preceding units of production which an embedded cost study would capture, Pacific’s statement is nonsensical and inaccurate.  


If this statement is true, SBC/Pacific is in effect asserting it can reduce the total force required to provision directory assistance, saving much money, but still claim that itstheir per unit (per call) cost is exactly the same. The unit cost, SBC/Pacific asserts in this same Reply is $0.33 per call and this cost is the same “whether there are 50 operators or 500 operators to handle 10,000 calls...” (Ibid.). 





9. Pacific’s “the costs is the cost is the cost” claim does not make sense. The labor factor in a TSLRIC cost study would have to be different for a labor intensive product like DA, based on  the costs of 500 versus 50 operators.  For example, if the labor input broke down to 1/100th of an operator labor hour per call under a 500 operator scenario, it would similarlystill break down to that time, ceteris parabis, for a 50 operator scenario. However, the reduced workforce still has to answer x number of calls, so the more reasonable scenario is that, based on total work force, average call duration, and total number of calls answered, the input is likely to now be 1/110th, or 1/125th of an operator labor hour – and if not, , or the force reductions are counter-productiveinefficient. Assuming the operators are paid the same for the same interval of work, it would clearly be less expensive to have 50 operators handle those 10,000 calls then to have 500 handling them.By Pacific’sthis reasoning, it seems not to matter that the number of operators Pacific employs has declined drastically since May of 1993, by at least a third, perhaps more (Operator Headcount, Pacific Bell’s Response to ORA Data Request No. KEBWJ/DA-2). Have wages for the surviving two-thirds of Pacific’s operators gone up such that the increase has wiped out the savings accruing to Pacific from this significant reduction in its operator workforce?  ORA believes that when Ppacific asserts its unit cost is indifferent to labor force efficiencies, it is actually talking about its outgoing regulatory price. The price of $0.33 per unit will recover Pacific’s costs, but it is not the same as those costs. It is immune to the effect of staff reductions, facilities consolidations and equipment modernization, steps which Pacific has aggressively taken to reduce its real costs but which do not change its asserted per unit cost.





Pricing costs. But what SBC/Pacific seems to be suggesting is that their per unit cost is like buying a stamp. It is $0.33 “per unit” no matter how many units they buy. In other words, SBC/Pacific’s per unit cost is not really a cost calculation; it is to be better understood as a price. The price of $0.33 will recover Pacific’s costs, but it is not the same as those costs. It is immune to the effect of staff reductions, facilities consolidations and equipment modernization, steps which Pacific has taken to reduce its real costs but which do not change its asserted per unit cost or price. 





Several costs, several prices. Thus, there are two costs to be considered in this proceeding and three prices for any one of these services. There is the real cost which is susceptible to corporate efficiencies, but which is not disclosed; and there is the asserted cost which is not susceptible to implemented efficiencies and is disclosed. The latter is also a price, the per unit or per call price, which allows SBC/Pacific to recover its costs and which SBC/Pacific has established for this service (and called a cost figure) which it then presents to the Commission (in OANAD), but which is not influenced by force reductions or facility consolidations and other efficiencies for as long as SBC/Pacific deems it “approved.” This “studied” or disclosed (to regulators) cost/price is used to justify the request for a higher interim price ceilingtariffed price, considerably higher, and a still higher maximum or ceiling price. SBC/Pacific never discloses its real costs, only its masked cost figure. 





Real costs vs. priced costs. What we have, then, is Pacific pointing to its “approved cost” of $0.33 per call, a first level price, while hiding its real cost per call, the genuine cost, the one which is susceptible to efficiencies, the reduction of which motivates Pacific to consolidate facilities, reduce its labor force, and modernize its equipment and its software, all the things that would normally reduce its costs (and make it “better”) but which, strangely, have no impact on its submitted cost figure. 





Assumptions. In the same Data Response to ORA’s Data Request #4-11, referred to above, Pacific alleges that “The TSLRIC studies were ‘forward-looking[‘] cost studies as required by the Consensus Costing Principles in OANAD. The studies assumed the latest generation of directory assistance technology to be deployed statewide.... Since such investment is not frequently overhauled, the investment assumptions will be good for several years.” 


ORA questions whether “investment assumptions” are good enough for the Commission to go on.  Afterall, investment assumptions are part of the cost formula, and are sensitive to cost inputs within the study.  Leaving aside entirely the presumption that some of these assumptions may not bear with today’s reality for Pacific, the truth is the calculated unit cost will vary by interaction of input costs and factors and overriding cost ; and, further,  ORA wonders when the clock starts running assumptions within the study. on the “good for several years.”  Pacific’s responses to ORA as transparently about methodology and lack descriptive justification for why actual forecast unit cost does not vary by any of the factors (labor cost, facilities cost, technological change, etc.) that ORA and other parties raised in protests to A. 98-05-038. Is it from 1989? From 1994? From 1996? Are the investment assumptions the same today (or May 5, 1998, when the Application was filed), after the merger of SBC and Pacific, as they were prior to that merger’s being proposed? Finally, ORA would ask, who should say when the “several years” has elapsed, SBC/Pacific or the Commission?





Improving margins. 10. In the instantis Application, Pacific appears to be  attempting to improve its two margin-, period s. The margin  firstin question  is the one between its “approved” cost/price ($0.33 per call for directory assistance)and its real cost for that service., .; the second is between the approved cost/price of $0.33 per call and what Pacific hopes to charge its customers for that call, in the present instance $0.50 per call, the sought-after increase in the tariffed price. Efficiencies improve the first margin between the existing price and the “real cost.” , which remains invisible to regulators (but welcome to shareholders); the second, the visible margin (unwelcome to captive ratepayers), is immune to cost-saving efficiencies and is improved only by the acquiescence of regulatory authorities. 





Surreal vs. real. SBC/Pacific says it needs “to be better and more efficient.” But, as can be we have seen, it is not making any progress in reducing the asserted cost per call of directory assistance. It claims its costs will remain the sameis stuck at $0.33 per call “for several years.,.””  if Pacific’s blurred assertions about cost assumptions and cost inputs can be believed. If SBC/Pacific is implementing , having committed itself to these extensive efficiencies, as it claims, and these efficiencies areis having an impact on its real costs, that impact should be reflectedis not allowed to show in its TSLRICsurreal cost submissions., because its does not update applicable cost elements within the study. Instead, tThe cost/price remains stubbornly the same for Pacific – very convenient in the arena of cost support for price increase applications.





, but ORA is not swayed that shareholders aren’t being dazzled with the “real” cost reductions Pacific has realized in the last few years for DA as for any other service for which it has experienced efficiencies . 








12. Doing better. Out in the real world, ORA and the other protestants have reason to believe that Pacific is not doing “better” than other phone companiescompanies, at least in this surreal aspect. These other companies have lower nominal costs/prices for their directory assistance inquiries by a range offrom 10 per cent to 30 per cent. SBC/Pacific is not doing as well as at least one other Regional Bell Operating Company, U S West, whose. Its asserted cost is $0.29 per directory assistance call.�





Competition with regulators. Pacific does not mind having higher costs for directory assistance than other carriers because, as it is really a price and not a true cost,  and as it conveniently justifies a request for a much higher tariffed price, they do not have to worry that other carriers offer up figures showing lower costs per call. Pacific’s Their submitted cost claims are not the real world basis for their competition with other carriers respecting cost and operating efficiencies. Those actual cost figures remain hidden. The submitted cost claims do, however, allow competition with regulators over what ceiling or maximum prices are justified. As Pacific’s submitted costs/prices are higher, itthey can claim to deserve higher tariffed prices to recover those higher asserted costs – or so the logic goes. Cost pricing drives up tariff pricing. The surreal shapes the real—if regulators are persuaded.








III. SBC/Pacific’s Proposed Tariff Price Ceilings Price Increases & Proposed Maximum PricesCeilings


17.13.   Price increases. SBC/Pacific’s proposal for price increases in this A.98-05-038 pplication has three dimensions. The first is the proposed new tariffed price ceilingincrease; the second is the proposed new maximum or ceiling price increaseto which the price ceiling could eventually be increased, and the third is the reduction in call allowances for Directory Assistance. 





18. Size of increases. It is worthwhile rehearsing the size of these increases. For an rate increase request  Application that inflicts much bother about the competitive environment in which these services – especially directory assistance – are now allegedly resident, the very extent of the proposed interim price increases proves otherwise. 





14. For Busy Line Verify (BLV), Pacific is proposing an increase from $0.50 to $2.00, which is a 300 per cent increase. 





15. For Emergency Interrupt (EI) from $1.00 to $4.00, which is a 400 per cent increase.





16. For Directory Assistance (DA) from $0.25 to $0.50, which is only a 100 per cent increase.





17. 19. SBC/Pacific claims that these requested price increases are justified by itstheir costs and by itstheir need to make “an appropriate profit.” � (Application, p. 3)





20. Appropriate profit. Since the cost justification bears no relationship to the final prices proposed with each of these services( with the cost “pricing” masking real costs), the central issue becomes what kind of “appropriate profit” SBC/Pacific will be allowed to extract from captive ratepayers, not what prices are “just and reasonable.” Profits are not normally subject to standards of “just and reasonable.” They are subject to the standard of tmaking what the market will bear.  Competitive profits can be greater than monopoly profits where monopoly prices are regulated, but monopoly profits can be reaped absent cost of service regulation if “competitive pricing” conventions are instituted for monopoly services you can get away with.





21. Pricing to the max. But Tthe issue of price increases does not stop with the proposed interim tariff rates or price ceilings, howeverhere. SBC/Pacific has asked for maximum prices or ceilings well above the proposed tariff pricing for these services, a fact which itthey kept as inconspicuous as possible in itstheir initial Aapplication. These requested “maximum prices”ceilings also bear no relationship to the nominal cost justification, being several magnitudes above what cost recovery alone would justify. The proposed maximum prices reveal more about what Pacific means by “an appropriate profit” than they do about “just and reasonable.”





18. For Busy Line Verify, SBC/Pacific wants a ceiling rate of $3.00, which is a six-fold increase.





19. For Emergency Interrupt, SBC/Pacific wants a ceiling rate of $5.00, which is a five-fold increase.





20. For Directory Assistance, SBC/Pacific wants a maximum price of $1.10, which is over a four-fold increase and well over three times what strict cost recovery (using only titsheir asserted costs as an index) would sanction. 





21. 





22. Pricing without fear of competition. No company in a genuinely competitive environment could so cavalierly raise prices by such magnitudes without fear of economic injury. Clearly, SBC/Pacific entertains no worries of self-inflicted competitive harm if these increases are any indication. Nowhere in Pacific’s Application does itthey anticipate any fall off in market share due to price increases of the magnitudes proposed. Indeed, given the size of the “Revenue Effect,” Pacific anticipates no injury to itself; it expects, instead, a huge windfall on the order of $125,000,000 per year. �





22. (Application, Exhibit J).





24. Disadvantage consumers? With no note of levity, Pacific claims that these increases “should not disadvantage consumers.” � (Application, Testimony of N. W. Cain, p. 7)  And with no note of levity, ORA would points out that the huge projected revenue impact Pacific acknowledges in A.98-05-038 its Application is not based on the maximum prices it could pursue if the proposed new ceilings and its maximums are adopted were approved. Were those reached, as Pacific might do almost instantly with Advice Letter filings -- should this aApplication be approved as submitted -- the revenue advantages to Pacificitself, and disadvantages to consumers, would be considerably greater than a the anticipatedmere $125 million per year.  In fact, ORA notes that all revenue estimates for price increases must be based on the ceiling price for the service, precluding any approval of Pacific’s proposed maximum prices for any of the services named in A.98-05-038, since those revenues have not been calculated and no analysis of their revenue impact -- , a likely quintupling of existing DA revenues -- , has been provideddone.  





23. 25. Windfall. If ever there was an instance of a rate increase that fit the meaning of “windfall” in the terms of the Commission’s New Regulatory Framework, and as such not to be countenanced (D.94-09-065, p. 3), the instant Application is it.





24. Monopoly. SBC/Pacific asserts that its local directory assistance service “is not a monopoly market.” �(Application, p. 12). But Pacific’s Application lacks anyIf ever there was an instance where market share data to substantiate this claim was conspicuous for its absence, this is it. NotwithstandingFor all of its recital of alternatives to local directory assistance, Pacific does not show that it has suffered a speck of decline in its market dominance for this service, nnor for the other services in question.











IV. 


IV. Call Allowances & Transformed “Basic Service”


25. 27. Basic Service implications. With this A.98-05-038 ,pplication, SBC/Pacific is attempting to changeing the meaning of “basic service” for its customers, as discussed in Chapter One of this Report. Not only is it proposing to increase drastically its price for access to local directory service listings, it is proposing to reduce the number of call allowances provided to its millions of residential customers within the terms of their basic service package. By reducing the call allowance from five to three, in tandem with SBC/Pacific’s interim DA tariff rate of $0.50 per call, customers using directory assistance services will experience rate increases without any additional improvements in their service. 





26. What were formerly included elements of basic service, or moderately priced emergency elements ancillary to it, will have become luxury items for many of Pacific’s customers. – and Wwe are talking of emergency uses which may have been necessitated by real world crises, as customers protesting these proposed increases have reminded the Commission, emergencies from which Pacific proposes to profit handsomely.





27. 





28. Universal Service. This fact raises several points about universal service and access to the public switched network. In the Universal Service Decision (D.96-10-066, Appendix B, p. 5), the Commission defined basic service. This definition includes access to local directory assistance and access to operator services. To the moment, Pacific’s customers have been paying for their five call allowances for local directory assistance out of their basic service charge. SBC/Pacific would like to change that with this Application, by reducing the call allowance but not simultaneously reducing the basic service charge itself. The meaning of “access” would thereby change (and so should SBC/Pacific’s draw on subsidies for local service, which it has not requested). Network access would be constricted by local directory assistance becoming suddenly more expensive. Needless to say, the full implications of these changes are not addressed in SBC/Pacific’s Application. For this reason alone, SBC/Pacific’s Application should be denied. � The Commission should ask that these factors be comprehensively outlined by Pacific in any subsequent application seeking to alter the meaning of Basic Service.





29. Privatizing the public switched network. What SBC/Pacific seems to be doing with this and other repricing and recategorization initiatives it has taken recently is to privatize the public switched network to the advantage of its shareholders and the disadvantage of its customers. California consumers are viewed by SBC/Pacific in this Application as “cost causers,” not as customers (Application, Cain Testimony, p. 8). SBC/Pacific knows that its consumers of local directory assistance and Busy Line Verification and Emergency Interrupt have no real alternative as customers and can therefore safely be viewed as cost causers, and made to suffer the punishment of much increased charges for the basic phone services they need. ORA believes that this callused view of California phone customers should not be tolerated by the Commission.





30. AlternativePacific’ss. Pacific’s can cite no realisticcasual recital of alternatives to its local directory assistanceassistance, while conceding implicitly that its re-pricing will have a deleterious impact on its customers, is removed from the real world its customers live in. All the purportedthese optionsalternatives are much more sophisticated (and expensive) than basic phone technology and should not be required in order to have basic access to the network. The great bulk of Pacific’s customers do not have PalmPilots, CD-ROM capabilities, or even internet access. It is as if Pacific is talking about rival companies to itself, not competitive alternatives for its own customers. 





28. 31. SBC/Pacific provides no evidence at all that these alleged alternatives to local directory  assistance have eroded its market share. It can cite only a drop in directory assistance calls by comparison with an increase in access lines. But the growth in access lines may or may not have explanatory power in this context, especially as many of these new access lines may be dedicated to fax machines or network connections where a directory assistance inquiry is not a practical likelihood. 





32. Begging for relief from itself. Moreover, the asserted relevance of the alternatives to Busy Line Verification and Emergency Interrupt is equally dubious. They are either not real alternatives, or Pacific makes scads of money from them (pagers, wireless phones, voice mail, Caller ID, Call Waiting, and Call Return services). To cite these as injurious alternatives injurious to its operator services revenues, as SBC/Pacific does (Cain Testimony, p. 14), adds insult to injury, since it suggests that Pacific suffers from the availability and spreading utilization of these services. In the real world Pacific encourages customers to use these optional servicesit has encouraged them, it markets them, it loves to sell them. To turn around and point to these expensiveother services as rivals to its own operator services and then cry for price increases to repair the alleged harm -- expecting Commission relief from itself, as it were -- is sheer chutzpah.





V. VI. Summary and Final Comments and Recommendations


33. Pacific’s captive customers protest. 29. One of Pacific’s customers, writing to the Commission regarding this Application, puts the matter succinctly: “If Pac Bell cannot show a profit without their proposed increases, then allow them. Otherwise, they are simply a means of increasing profit for shareholders and have nothing to do with providing quality service to all their present customers.” (William Moorehead, October 12, 1998) 





30. Another customer, this time at the November 4, 1998, Public Participation Hearing in San Diego, addressed the issue of cost as a justification for Pacific’s price increases:








“Mr. Driscoll: “II am here this evening to ask you to throw out Pacific Bell’s request for such an absurd rate increase. They claim 411 costs the company 33 cents per call. I must ask you to ask Pacific Bell why then is the company raising the rate to 50 cents and asking for a cap of more than three times the cost of total of $1.10? Furthermore, Pacific Bell lied to me about raising rates. Are you certain Pacific Bell is not lying to you about the cost of a 411 call? Does the call actually cost 33 cents? I don’t know. But I am sure you hope to know the truth before approving a request that does not make sense to me or many of us in this room. We are the ones who will be paying for Pacific Bell’s lies.”� (Public Participation Hearing, November 4, 1998, pp. 18-19.)





31. Another customer, (Mr. Michael Russo [footnote in conforming fashion to transcript cites](June 4, 1998), emphasized a theme common among those writing to protest this Application when it was first brought to their attention, their dismay that “Pacific Bell would seek to profit off of emergency situations.”





32. Other customers view access to local directory service as fundamental to their basic telephone service. For instance, RP4X@aol.com wrote (May 27, 1998): “Directory Assistance is a basic service which should be provided at a reasonable level, with charges for excessive use being fair. However, reduction from five free calls to three seems unreasonable to me. It is a move to increase income without regard to provision of basic service. Pacific Bell gives lip service to provision of basic service, when the real bottom line is profit....” (May 27, 1998). ....”�  [insert footnote below]Not surprisingly, Pacific’s customers have a higher sensitivityregard tofor the issue of the reasonableness of basic service prices than does SBC/Pacific in its Application.





33. Perhaps most significantly, Pacific’s customers feel captive. They have no choice for local service providers. Some of them put the matter bluntly (Jason Gardner, May 28, 1998): “Pac Bell already has a monopoly on local to local calling. The rate increases are unjustified and outrageous. Almost all of these increases are 100% more than we are already paying. Pac Bell is simply trying to gouge their customers.” [footnote]


{ed. Note - this doesn’t summarize your previous sections, it is additional materials - should maybe be inserted in text, or quotes should be summarized and included as an attachment.  This section should briefly summarize chapter tow and reiterate recommendations from previous sections as a piece.}


The issue of being subject to monopoly price gouging is often accompanied by an appeal to the Commission to protect customers from SBC/Pacific demands. On June 2, 1998, Wendell Massey wrote, “It seems to me that the reason Pac Bell is proposing such unreasonable rate hikes is because Pac Bell has no competition in the areas it serves. Pac Bell should be told to either be reasonable in their demands or CPUC will break up their monopoly and provide competition. Please don’t give in to this monopoly.”





34. Deny the Application. As Pacific’s customers, and ORA in this Report,  have noted, SBC/Pacific has provided no reasonable justification for the increases it asks for in this Application. The cost rationale is dubious, and, in any case, is insufficient to justify the huge increases SBC/Pacific seeks, either the new tariff interim prices or the maximum ceiling prices. The final pricing SBC/Pacific arrives at mocks the cost rationale its Application makes such a fuss about. And Pacific makes no convincing case that these prices are “just and reasonable.” ORA recommends that the Commission reject Pacific’s proposed price increases for Directory Assistance, Busy Line Verification and Emergency Interrupts Service. 





35. As Pacific’s customers , and ORA in this Report, have also made clear, the proposed price increases are inappropriate given the basic nature of local directory assistance, the emergency character of Busy Line Verification and Emergency Interrupt. Given the monopoly market dominance of SBC/Pacific in California, its customers have no reasonable choices for these services. Pacific . Even SBC/Pacific avoids trying to make the case for Emergency Interrupt or Busy Line Verification via the Internet. Itsimply wants to make a lot of money off these services and knows it can because its customers have no choice when their situations bring them to need these services, however severe the emergency. 





36. Whose pricing flexibility? SBC/Pacific’s re-pricing proposals are of such a magnitude above their alleged costs that they seem designed to make pricing based on asserted costs irrelevant altogether, and to focus regulatory attention exclusively on pricing flexibility. The Commission is invited to ignore the fact that Pacific’s customers have no flexibility. The only pricing flexibility at issue in this Application, then, is SBC/Pacific’s own. That flexibility would result in a heavy price to be paid by SBC/Pacific’s customers. The heaviness of that price is not of interest to SBC/Pacific apart from its self-interested understanding of “appropriate profit” and its commitment to exact a heavy toll from its customers for being “cost causers.” But the weight of that pricing should be of great interest to the Commission, and the financial integrity of customers in a monopoly environment should weigh heavily of itself in any discussion of “just and reasonable” pricing of basic telephone services in California.





37. The Commission should reject SBC/Pacific’s Application the proposed interim tariff rates (effective price ceilings) and maximum prices (to which the tariff price can be increased without subsequent approval) for DA, BLV and EI service in total. , as Ppacific Bell has failed to meet the requirements of a showing upon which the Commission cancould determine that the proposed rates are just and reasonable and in the public interest.. On its own terms it does not meet the requirements of sound public policy. 











{NB: Attachments I & II are not included in this posted edition of ORA’s Report.}


� Customer protest letters and complaints, attached.


� September 10, 1998, San Francisco, Chronicle, page B1.


� Pacific Bell’s Response to ORA’s Data Request KEB.WJDA 1, p. 1.


� Customer protest letters and E mails in A. 98-05-038, attached.


� Pacific Bell Response to ORA’s data request KEBWJ/DA-2 in A. 98-05-038, June 11, 1998


� Response of Pacific Bell to ORA’s Data Request KEBWJ/DA2.


� Protest letters and E mails received in A. 98-05-038, various.


� Pacific’s current draw of $305.2 million represents slightly more than $.19 per line of subsidy.


� A. 98-05-038, p. 5.


� Response of Pacific Bell to Joint Motion of ORA, et al., for Clarification of Assigned Commissioner’s Scoping Memo and Ruling, p. 2.


� The Operator Daily (Whitaker Associates), 10/22/98.


� A. 98-05-038. P. 3.


� Exhibit J, A.98-05-038.


� Testimony of N. Cain, p.7 .


� A. 98-05-038, p. 12.


� ORA believes that this deficiency in SBC/Pacific’s Application should have led to its dismissal months ago. If not denied outright, the Commission should ask Pacific to withdraw its Application and re-submit it in such form as to address fully the impact of its proposals on the Commission’s established New Regulatory Framework and revenue neutrality, Universal Service and the administration of CHCF-B, and the implications of its proposed pricing for Basic Service.


� A. 98-05-038, Public Participation Hearing Transcript, November 4, 1998, pp. 18-19.


� 
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