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PUC commissioners call for INVESTIGATION into 

SBC Pacific Bell layoffs

Today, California Public Utilities Commission (CPUC) President Loretta Lynch and Commissioner Carl Wood called for an investigation into SBC Pacific Bell’s statements that recently announced layoffs of 3,000 California employees will jeopardize customer service quality in California.  The investigation will assess the impact of the announced layoffs on service quality and determine what Commission actions are necessary to ensure that customers of SBC Pacific Bell are not adversely affected by the layoffs.  

Today, in a letter to SBC Chairman and Chief Executive Officer Edward E. Whitacre, the two Commissioners questioned the need for any layoffs in California, citing SBC Pacific Bell’s strong financial performance in the past two and one half years.

In 2000 and 2001, SBC Pacific Bell earned profits on its regulated activities that exceeded the benchmark for healthy earnings by 28 and 25 percent, respectively.  SBC Pacific Bell’s strong financial performance, while slowing in 2002, was still above the benchmark for the first half of 2002.  SBC Pacific Bell provides unaudited reports of its financial performance on a quarterly basis to the CPUC.  Future audits may show that the profits were higher than reported.

	
	

	Return on Ratebase (ROR)

	2000
	12.83%

	2001
	12.59%

	2002 YTD @ 6-30-02
	10.14%

	
	

	Note:  The CPUC has determined that 10% is a healthy rate of profit for local phone companies like SBC Pacific Bell

	

	Source:  Reports filed by SBC Pacific Bell with the CPUC.

	


In their letter, President Lynch and Commissioner Wood noted that SBC Pacific Bell’s performance has been consistently and substantially stronger than SBC’s overall performance.  In 2000, 2001 and the first half of 2002, SBC Pacific Bell’s earnings per share were nearly double those of SBC overall.  

	EARNINGS PER SHARE DATA

	 
	
	

	 
	Pacific Bell 1/
	SBC Total 2/

	2000 EPS
	$5.68
	$2.35

	 
	 
	 

	2001 EPS
	$7.08
	$2.16

	 
	 
	 

	2002 YTD @ 6-30-02
	 $2.66 3/
	$1.06

	 
	
	 

	1/ Source:  Audited Financial Statement Provided to the CPUC.  

	2/ Source: SEC Reports and Reports to Shareholders. 
	 

	3/ Source: Pacific Bell Report to CPUC.  
	 

	 
	 
	 


The complete text of the letter follows:

Dear Mr. Whitacre:

On September 26, 2002, you announced that SBC Communications was cutting 11,000 jobs nationwide and further reducing capital spending.  In news reports, SBC stated that 3,000 of these layoffs will be in California.  As California officials, we are particularly concerned about how these job losses will affect California working families, SBC Pacific Bell customers, and California’s economy.  Equally disturbing are the statements by SBC officials that telephone service quality will also be affected by the proposed job cuts.

SBC’s press release quoted you as placing the blame squarely on regulation, particularly prices for unbundled network elements (UNEs). Consistent with the press release, you are quoted in the The New York Times on September 27, 2002, as saying, “This is not mostly about the economy, it’s about regulations . . ..”

We have not seen any evidence in California that regulation is causing SBC Pacific Bell financial hardship.  Notwithstanding the financial difficulties that have plagued the entire telecommunications industry in the last two years, analysis by California Public Utilities Commission (CPUC) staff shows:  

· In 2000, 2001 and the first half of 2002, SBC Pacific Bell’s earnings per share were nearly double those of SBC overall.

· In the past two and one-half years, SBC Pacific Bell’s profits on its regulated operations have consistently exceeded healthy profit levels.  

· In 2000 and 2001, rates of profit on regulated assets exceeded the benchmark for healthy earnings by 28 and 25 percent, respectively.  Future audits may show that earnings were even higher.

The facts above show that, as SBC Pacific Bell enters 2003, it will be able to build on a base of strong profits over an extended period.  As a result, SBC Pacific Bell appears well positioned to continue to earn reasonable profits from its regulated operations in California.   In addition, as a result of the CPUC’s recent decision on SBC Pacific Bell’s request for long distance entry, the company can look forward to a significant new revenue opportunity in the long distance market.  If layoffs are necessitated not by the economic downturn but by regulation, then you have thus far failed to make a convincing case that regulation has created the need for layoffs of any employees in California, let alone 3,000 workers.

We understand that SBC has been critical of state commission decisions setting prices for UNEs.  However, in the proceeding leading to the May 2002 decision setting California UNE prices on an interim basis, SBC Pacific Bell defied CPUC orders to submit relevant information regarding its costs.  Lacking this cost data from SBC Pacific Bell, the CPUC relied on SBC’s own proposed rates in Illinois.  The adopted interim prices are now under review, and SBC Pacific Bell has another opportunity to produce convincing evidence that its costs warrant UNE price increases.

We also understand that you, along with your senior management, have presented briefing materials to FCC commissioners, among others, asserting that decisions by state regulatory commissions are responsible for the layoffs and that the job cuts, in turn, will lead to an erosion of service quality.  As you know, SBC Pacific Bell, like the SBC subsidiaries operating in other states, has a regulatory obligation in California to provide high quality service to its customers.  That obligation is not excused if SBC Pacific Bell does not meet a desired earnings target.  In fact, the CPUC made it clear, in a 1976 decision involving SBC Pacific Bell’s predecessor, that companies that reduce service in order to safeguard earnings are subject to penalties.  (Re Pacific Telephone & Telegraph, 80 CPUC 599, 613 (1976)).

Since 1990, under incentive regulation, Pacific Bell has had the opportunity to earn profits well above the levels achievable under traditional cost of service regulation and has done so in many years.  Those higher earnings are an opportunity, not an entitlement.  The threat that competition may reduce those earnings is not an acceptable reason to jeopardize service quality.  

In order to allow the full Commission to examine this issue, at the CPUC’s October 24, 2002 meeting, we will propose that the Commission open an investigation into SBC and SBC Pacific Bell statements indicating that service quality in California will be reduced.  We will not hesitate to seek appropriate remedies if we detect any likelihood of reductions in service quality of any kind.

The CPUC has maintained a productive and fair relationship with SBC and SBC Pacific Bell.  We look forward to working with you to ensure that California citizens receive high quality service at reasonable prices and that SBC Pacific Bell continues to have a fair opportunity to earn a reasonable profit on its regulated operations.
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