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SETTING A PREHEARING CONFERENCE AND 

REQUIRING PREHEARING CONFERENCE STATEMENTS

I. Summary

This ruling sets a prehearing conference (PHC) for 10:00 a.m., on November 15, 2000, in the Commission’s Courtroom, State Office Building, 505 Van Ness Avenue, San Francisco, California.  At that time, parties will be expected to address the proper category for these proceedings, the need for hearing, the issues to be considered, and the timetable for resolving the proceedings, as well as the topics raised below.  By November 10, 2000, all parties shall file and serve PHC statements.  Parties shall also send the statements to the assigned Administrative Law Judge (ALJ) and to each other by e-mail.

II. Background

Verizon California Inc. (Verizon, formerly known as GTE) seeks Commission approval to transfer certain infrastructure, personnel and space to an affiliate, Verizon Advanced Data Inc. (VAD).  These assets fall into the category of “advanced services,” which provide a means to move packetized data upstream and downstream at speeds of 56 kilobits and above.  They include, in Verizon’s case, multimegabit data service (SMDS), Frame Relay, asynchronous transfer mode (ATM) service, multi-media data service (MMDS) and transport LAN connection (TLC). 

Verizon states it made a commitment to the Federal Communications Commission (FCC) to transfer its advanced services to a structurally separate subsidiary as a condition of obtaining the FCC’s approval of the merger of GTE and Bell Atlantic – the merger that resulted in the formation of Verizon.  The FCC approved that merger on June 16, 2000, stating that “by requiring the merged entity to provide advanced services
 through a separate affiliate, there is less likelihood that it will use its local market power to gain a competitive advantage in the advanced services market.”
  The merger closed on June 30, 2000.  Verizon filed this application on September 1, 2000.

Verizon seeks to have the assets valued at their net book value or fair market value, whichever is higher.  It does not estimate the overall value of the assets to be transferred, but the plant and equipment alone carries an estimated book value of $47,868.  This valuation does not include real property, personal computers, office support equipment, or personnel. 

Verizon asserts that the transfer must happen quickly pursuant to the FCC’s order, although it is not clear from its application what is the deadline for state commission approval.  Verizon alternately refers to deadlines of 90 days after merger closing, 180 days of state regulatory approval, 270 days after merger closing, or 30 days after state approval of the asset transfer.  Regardless of the deadline, the FCC contemplated and accounted for delays in state commission approvals:

[I]f a state commission fails to provide the necessary approvals within 180 days of the Merger Closing Date, so that Bell Atlantic/GTE’s Advanced Service Affiliate is impaired from providing Advanced Services in strict accordance with these Conditions, Bell Atlantic/GTE shall petition the Chief of the Common Carrier Bureau for an extension of the relevant deadline. During the pendency of the waiver request, Bell Atlantic/GTE and its Advanced Service Affiliate shall continue to operate as if the transition period had not expired.

Given the allegations of the Office of Ratepayer Advocates’ (ORA’s) protest, discussed in Section III below, it may be that this application will require hearings.  Assuming that our “deadline” is 180 days from the closing date of the merger, or December 31, 2000, it is clear we will not meet this deadline if we hold hearings on the application.  Thus, Verizon should be prepared to avail itself of the FCC waiver procedure set forth above.  

III. Protests

ORA timely protested Verizon’s application.  ORA contends that Verizon should supplement its application with more detail about the precise assets to be transferred.  It alleges that Verizon should not value the advanced services piece by piece, but rather value the entire package of services as a (presumably more valuable) “going concern.”  ORA seeks to have Verizon compensate its ratepayers for the value of the assets to be transferred, presumably since those assets originally were acquired with ratepayer funds.  It also raises concerns about the transfer’s effects on competitors and customer service.  It asks for hearings on Verizon’s application.

IV. Additional Information Needed

This ruling directs Verizon to furnish the following additional detail about its application in its PHC statement.  

A. Verizon shall provide an estimate of the total value of the assets, personnel and equipment to be transferred.  

B. It appears Verizon anticipates transferring personnel as well as equipment to VAD:  “Verizon California seeks authority to lease to VAD certain office and associated space used by Verizon California employees who will become VAD employees.”
  It should explain how these transfers will occur, how the loss of personnel will affect Verizon’s customer service, and how, if at all, ratepayers will be compensated for the transfer of these employees from the regulated entity to an unregulated affiliate.

C. Verizon shall clarify the deadline for state approval of the transfer, and indicate whether it plans to seek an FCC waiver of the deadline in accordance with the provision quoted in Section II above. 

D. If it has not already done so in reply to ORA’s protest, Verizon shall state its position on ORA’s assertion that the advanced services should be valued as a going concern.

E. If it has not already done so in reply to ORA’s protest, Verizon shall state its position on ORA’s assertions about collocation.  ORA is concerned that Verizon will transfer space to VAD that could be used to satisfy the requests of competitive local exchange carriers (CLECs) to collocate their facilities on Verizon’s premises.

F. If it has not already done so in reply to ORA’s protest, Verizon shall state its position on ORA’s assertion about the effects of the transfer on customer service for the Digital Subscriber Line (DSL) service.

V. Purpose of the PHC

In addition to addressing the foregoing questions, the parties should be prepared to discuss the following topics at the PHC, and should address each topic in their PHC statements:

· The proper category for these proceedings.  In its application, Verizon proposed this proceeding be characterized as Ratesetting.  In Resolution ALJ-176-3047 (9/21/00) (Resolution ALJ 176), the Commission agreed with this characterization, and no party has challenged it.  Therefore, this proceeding will be characterized as Ratesetting unless any party objects to that characterization at or before the PHC. 

· The need for and duration of a hearing on Verizon’s application.  Verizon proposes that the Commission issue a decision without a hearing, but ORA proposes a hearing on, among other things, asset valuation, credit to ratepayers, effects on customer service, and impacts on competition. Resolution ALJ 176 preliminarily determined that a hearing was not necessary.  In view of ORA’s position, and the fact that similar issues are going to hearing on December 5, 2000, in connection with Pacific Bell’s comparable application (A.00-01-023), Verizon shall address whether a hearing is appropriate, and the duration and schedule of the hearing. 

· Whether any settlements are possible.  The parties should have a conversation about this issue prior to the PHC.  

· A list of issues to be considered within the scope of the proceeding. Pursuant to Commission Rule 49(b), the parties should meet and confer prior to filing their PHC statements in an attempt to stipulate to a list of issues.

· The status of discovery.  ORA alleges it needs approximately three months to conduct discovery.  It should commence that discovery immediately, rather than waiting for the PHC. 

· The timetable for resolving the proceeding.  As I state above, I do not believe we can complete this proceeding by December 31, 2000, especially if we hold hearings.  Pursuant to Commission Rule 49(b), the parties should meet and confer prior to filing their PHC statements in an attempt to stipulate to a schedule.

Therefore, IT IS RULED that:

1. I will hold a prehearing conference (PHC) in this proceeding at 10:00 a.m., on November 15, 2000, in San Francisco, California in the Commission Courtroom, State Office Building, 505 Van Ness Avenue (at McAllister), San Francisco, California.

2. By November 10, 2000, all parties shall file and serve PHC statements addressing the topics set forth in the body of this ruling.  Parties shall e-mail copies of their statements to each other and to the assigned Administrative Law Judge (ALJ).

3. Parties shall copy the assigned ALJ on any pleadings or other documents generated in this proceeding (save discovery) by e-mail.  Parties shall also e-mail all documents to each other.

Dated October 30, 2000, at San Francisco, California.



   /s/  SARAH R. THOMAS



Sarah R. Thomas

Administrative Law Judge

CERTIFICATE OF SERVICE

I certify that I have by mail this day served a true copy of the original attached Administrative Law Judge’s Ruling Setting a Prehearing Conference and Requiring Prehearing Conference Statements on all parties of record in this proceeding or their attorneys of record.  In addition, service was also performed by electronic mail.

Dated October 30, 2000, at San Francisco, California.

     /s/   FANNIE SID

Fannie Sid 

NOTICE

Parties should notify the Process Office, Public Utilities Commission, 505 Van Ness Avenue, Room 2000, San Francisco, CA  94102, of any change of address to insure that they continue to receive documents. You must indicate the proceeding number on the service list on which your name appears.

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

The Commission’s policy is to schedule hearings (meetings, workshops, etc.) in locations that are accessible to people with disabilities. To verify that a particular location is accessible, call: Calendar Clerk (415) 703-1203.

If specialized accommodations for the disabled are needed, e.g., sign language interpreters, those making the arrangements must call the Public Advisor at (415) 703‑2074 or TDD# (415) 703-2032 five working days in advance of the event.

�  The ALJ’s e-mail address is srt@cpuc.ca.gov.


�  According to the FCC, “’Advanced Services’ means intrastate or interstate wireline telecommunications services, such as ADSL, IDSL, xDSL, Frame Relay, and asynchronous transfer mode (ATM) that rely on packetized technology and have the capability of supporting transmissions speeds of at least 56 kilobits per second in both directions.”  GTE Corp., Transferor, and Bell Atlantic Corp., Transferee, for Consent to Transfer Control, CC Docket No. 98-184, FCC 00-221, Memorandum Opinion and Order (June 16, 2000), Appendix D, “Conditions for Bell Atlantic/GTE Merger,” ¶ 2.  (We identify the merger order itself as FCC Merger Order, and the merger conditions in Appendix D as FCC Merger Conditions.  The Merger Order is available on the FCC’s web site at � HYPERLINK http://www.fcc.gov/Bureaus/Common_Carrier/Orders/2000/fcc00221.pdf ��http://www.fcc.gov/Bureaus/Common_Carrier/Orders /2000/ fcc00221.pdf� and the Merger Conditions are located at � HYPERLINK http://www.fcc.gov/Bureaus/Common_Carrier/Orders/2000/fcc00221b.pdf ��http://www.fcc.gov/Bureaus/ Common_Carrier/Orders/2000/fcc00221b.pdf�.)


�  FCC Merger Order, ¶ 270.


�  FCC Merger Conditions 6(f).


�  Application at 5 (emphasis added).
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