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o PIN ION .... - .... _"'---
:By this a.pplica.tion, The Pacific Telephone and Telegra.ph 

Company, now reorganized and opera.tingunder the name Pacific Eell 
(Pa.cific), seeks a.uthority to adjust its Centrex and associa.ted' 

'\. " service offerings in a manner calculated to, maintain the viability of 
these services in the face of drastic eha.nges:oc:curr:1:ng in the 
telecommunications industry. As origina.lly ~il~~in April 198, 
Pacific's application sought permission to es,tablisha rate stability 
plan (RSP) for Centrex and a.ssociated services ,which would assu're 
Centrex customers of retaining the bulk of their Centrex oerviee 
features at present rates :for three years in return for their 
agreement to' retain at least 90%: 01: their Centrex lines, in ser,vice 
tor that period. Pacif'ic also sought permiss'1on to: offer Cen"trex 

" I 

service, now availab,le only:to customers served: by at le,as,t 190 

access lines, to customers requiring, only f'rOll! 40' to 99 lines~_ In 
'I , II 

October 1983, responding to So Federal Communications COlllmissidh 
(FCC) order requiring that customer access line charges (CALCs) be 
applied, in the amount of at least $2 per access line~ to, al;'C.entrex 
lines, Pacific amended, this application to seek aut'ho,ri ty to, lower. 
th.e rates for Centrex and associated services to counterbalance the: 
effects of the FCC-'required CA!.Cs~ 
Procedural History 

A protest of Pacific' g. application was filed June 20, 198; 
on behalf' of' ROLM Corpo'ration (ROLM)· a.nd the ca.lif~rnia. Interconnect 
Association (CIA) (referred to collectively as Prot,estants.) .. 
Protestants asserted that the Commission lacked adequate information 
to determine whether Pacific's proposals we:r:'e in the ,'puo'lie inter.est 

;, . , 

and consistent with applicable law. They r~quested that'the . 
Commission'· set Pacific's applica.t,lon fo·r hearing,a.nd' a:eny ,th~ 
a.pplication .. 

,I 
'.,1 

I" 
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A p~ehearing conference was held July 6~ 1ge~ before 
Administrative Law Judge (ALJ') Martin A. Mattes. At thatt1me the 
Commission statf moved that this application be consolidated fo'r 
hearing with Pacific's current general rate increas,e a.pplication~ 
Applica.tion CA.) S;-01,-22~ et al. Protesta,nts supported, the staff 
'propos;al ~ which was opposed by Pacific'~ the Oi ties of Sa,n'Diego and 
Los. Angeles~ and the City and County of San Francisco. ' The staff
motion to, consolidate vas denied~ and, hearings we're scheduled to 
begin October 24, 198~~ with a. deta.iled ca.lendar, established for 
diseovery and pref11ing of proposed testimony and exhibi:ts. 

Delays in: Pacific's responses t'o discovery requests led 
Protestants to file: a motion for extension of' time August' 31', 1:.983~ 
which they supplemellted September 2. On September 8 statt fil~d':a 
mot,i'on for consolidl~tion, in effect renewing it~ oral mot10no~,)wo 
conths before ande:cplaining. that Paci!ic' a failure ,to' respo,ndto , 
staff data reques,ts, had disrupted the at·att's achedule'forworkingon 
this matter. OnS~:'tember 20, A:LJ Mattes suspended the p:-ocedural 

, , , 

schedule but defe,rr,ed;. ruling, on the motion for" consolidation, which 
,'" , .. , 

was subsequently c:(~nied. ' , 
After further'communicat.ions among the parties and: the,ALJ, 

.,' .. 

on, October 14 Pacific amended its application a.nd its evid,ent:iary 
showing to account for the effects of the FCC:'s recent: order. ' 
establishing CALCs. ,On October'19 Pa.cific filed a. mot:1onto deter 
hearings until mid-December. That, motion was gr~nted'bi:ALJ' ruli,ne: ' 
issued October 24. On November 14 Paci:ric'distributed.' "updates a.nd 
refinements" to'its previous.1y filed testimon:r- , 

Seven days of hearing were held before A'LJ Mattes 'in San 
Francisco in mid- to late December 198;- Four' witnesses, testified o'n 
beha.lf of Pacific, one on behalf of Protestants, and, one on'behalf of 
the U., S. Department o~Defense and Federal Executive Agencies ' 
(DOD/FEA).. In addition, representatives of ,the 'City o't San Di'ego~1 

, " " ,. 

the City of Los An8ele~;~ the C'ity and, County ofSa.n Frane1s-co'~ and 

.. - 4 -,I" 
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the County ot Los Angeles participated in the cross-examination ot 
witnesses. Briefs'were filed at the end of Januar.y 1984 by Paci!ic~ 
Protesta.."i.ts CIA and ROLM, the City of San Diego and the City and , 
County ot San Francisco, the City ot Los Angeles, and DOD/F'EA. Oral 
replies to the briefs, were heard February ;, 1984. The Commission 
staff did not :par,~ieipate in the hearings and did not f1lea brief.' 
Background 

Pacitic's application concerns 'the rates and. conditions of 
, , 

serVice applicable to its Centrex-CO and Airport, Intercommu'n1cating .. 
Services. These 'services will be referred to collectively ,as Centrex 
service. Centrex serviee is an exchange telecommuni,cat1ons service 
intended tor large business telephone customers. ' It provid.es.the 

subscriber with many telephone lines which may, be called . 
individ:ually, rather than through a awi tchboard; which me.ybe used 
1ndependen"ely for outgo1ngcal1s; and which may be used fo,r 
intercommunication (intercom) calling between stations:' on the 
subscriber's- premises. Centrex provides stat,ion lines, attendant 

,'I' . 

positions, direct, inward dia.ling to ind1v1dualst.at,ions., 

identification of outgo·ing call~, intercom usage wit~fewer than. 
seven digits, eall transferring, and add-on within the sytem, access 
to the exchange and toll networks, and other' opt~onal- f.eatures
simila.r to those offered by a. priva.te branch exchange (PBX)' system. 

What primarily distinguishes Centrex from a PBX service is 
tha.t Centrex employs-the switehing capa.city of a'telephone-company 
central otf1ce to perform the 3wit,ch1ng otherwis,e :prov~d.ed. bya . PBX 
machine. ~he Centrex subscriber requires more access, lines than a 
PBX user with comparable usage ,characteristics. ~his is 'beeause all 
calling., incl'l.lding interco?l ca,ll:ing, must be rO'tlted off customer 
premises through the telephone eompa.ny sw1tehing,o:f'tice. On, the 
other hand, the customer need not d~vote office' space to -PBX·, 

- 5-
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equipment, 'but rather shares the use of the telephone' company central 
office to meet internal call switching needs and can 'rely on the 
telephone company for spare capacity. 

Clearly, PBX and Centrex are competing services. Pacific 
has offered Centrex service since 1964, 'but since the mid-1970s' the 
Bell System preferred to market its Dimension PBX system,. 
consequently neglecting to enhance its Centrex service ~tterings with 
state-of-the-art technology. Few new features· were'added to, Cent~ex 

. ,,' , . , , 

and the rates for Centrex service were increased, particularly-by 
D.90309, issued May 22, 1979,.in Pacific T'el. & Tel. Co. (1 PUC .2d 
;44) • According to Pacific ::wi tness Malone, an independent 'in'dust'ry .. 
consultant, 

" ••• in A~&T's zeal to sell the Dimension PEX in 
lieu otCentrex,what happened was Centrex 
customers. began to' feel that the company did not 
have a'strong commitment to the product. 

"They did not see the number of new features bei,ng 
added to, Cent.rexthat they could get from, aPEX • 
And they found that the Centrex rates, in their 
opinion, seemed, to spiral upward. 

"So, therefore, the customers began to' feel that 
Centrex was not what we referred to as a vis,'ble 
solution tor them because as their businesses 
would grow and as their demands for, 
communications products wO'lld change Centrex 
s·eemed to- maintain a status quo in terms of .what 
it offered to them." 
Today Pacific's, interest in Centrex service has changed. 

Divestiture from its pa.rent American Telephone & Telegraph. Company 
(AT&T) ,in accordance, with an antitrust consent decree has deprived 

• • I ' 

P~cific of its existing, 'base of PBX equipment but has, lett Pacific' 
with its Centrex customer base. :Because Centrex plant .is not 
customer premises equipment, the divestiture consent', decree permi,ts 
Pacific to continue providi"ng Centrex service to its ex:ts,t,~ng . 
subscribers and to offer that service to new customers· as. well'. 
Whether or not, prior to di vesti ture, Pacific s,tood to benet1 t·,from 
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i ' 

the migra.tion of Centrex eustomers to AT&~'s PBX product line, ,any 
benefit now clearly flows the other way. At least until Pacific' 

, I 

develops its own PBX marketing operation a.new, the movement ot, a 
Centrex customer to,PBX service now means a significant loss: of' 
revenue, to Pacific. 
Posit:ion of Pacific' 

According to Pacific, Centrex service is one of only a few 
of its post-divestiture services ths.t covers i tsfully allocated, 
costs. Because Centrex provides a revenue contribution above and. 
beyond its owninves,tment, direct costs and overheads, Cent·rex helps 

'to keep the rates, for other services lower than they wouldo:t;herwise' 
be. :By th.is application Pacific seeks to· res,tore, the viab~li ty 'of' 

, ' " , . ",' 

ita Centrex service offerings and to maintain i ta. ex:t~"t:tng.:: C~ntrex 
customer base. 

Pacific's Proposals 
There are three main features to Pacific's: application" 

each of which will be considered separa.tely on itsm~rits. These are 
the Centrex rate stability plan (RSP), the, proposal to extend the , ' , 

Centrex oftering to· smaller line size customers, and ,the ':proposal to 
deerease Centrex rates to offset the e:f"tects of FCC-required CAtes. 

The RSP is an optional plan which ,would guarantee: Cent,r'ex' - ' 

customers against utility initiated increases in rs.tes 'tor' the maj'or 
, " 

portions of their Cent·rex service for a three-year·period'., TheRSP 
would include all features included in Pacific's tariff schedules 
Cal. P.U.C. Nos. 117-T and 12'1-T, for Airpo,rt: Intercommunicat;ing 
Servi.ce and Centrex CO Service , respectively, which are subject·, to 

. ,(0 , 

recurring monthly charges, with the exception' of exchange:~access . 
(sometimes referred to in tb.e tariffs as the exchange a.ce~ss trunking 

, ' , ,/, 

charge), mileage charges, al:l.d dormitory rat,es. Nonrecurring charges 
" , 

tor additions, moves, or changes would not be covered by the" RSP. In 
, •• j,' I 

return for the assurance a.gainst utility initiated ra1;eincreases' for 
thethree-yea.r period,the Centrex customer would commi:tto;.:~ ret'3.1ning , 

. , . . ", :,~~ :. ..' 

,. :1 
.Il' " . \ 

J ' ... , 

- 7 -



• 

• 

• 

". 

A.8)-05-45 ALJ/vdl 

9~ of the Centrex lines in service at the time the ,RSP agreement 
becomes effective. The proposal includes a termination penalty,; " 
which would decline based on the number of months leftto'run in~ the 
agreement at the time of disconnection. The RSP' elect1onopti~n 

' .... 
would remain open only for ni.ne months. Therefore, the RSP' would be 
offered to existing customers, and new customers placi'ng' orders during 
the nine-month window.' The proposed asp contra.ct form, as it would 
be included in Pacific's tarif!,' is attached as' Appendix' A ,to this ' , 
decision. The RSP' i teel! would be set forth at Sheets.277-86 of', 
Pacific's Tariff Schedule 121-T, attached as Appendix :S'. 

Currently" Centrex customers must purehas,e a, minimum of 100 
Centrex lines. The second element of Pacific' s application~,is a, 
request to decrea.se the minimum line size required ,to 40' lines, 'so 
that Pacific may offer Centrex service to custo~ers" desi:ring ':systems 
in the range from 40,to 99' lines. 

I, 

The FCC access cha:Tge decision on reconsideration 
(Memorandum Opinion and Orde'r, released August 22'~ 198), in CC· Docket 
No. 78-72 Phase I) imposed, monthly access charges, begi:nn1ng at $2 per 

, I', ' . 

month on each existing Centrex line and up to' $6 per month on each 
Centrex line'to be added in the future, as compared to a monthly 

, " 

cha.rge of up to $6, for ordinary business lines, including,PBX 
trunks. Eeca.use a typical Centrex customer is served ,:by '9:' number ot 
Centrex lines greater by a factor ·of ten or more than the number of 

, : 
trunks required to serve the same customer 'Using a. PBX, the FCC,~, 

I , 

de~1sion imposes a substantial eompet1 ti ve disadvanta,ge 'on' Centrex 
service. Consequently, the' Octobe,r , 98,;::amendment to,,: Pacific "s 

applica.tion added a request to lower Centrex rates sutficiently-to 
of:f'3et the differential impact on Centrex of the.FCc-requiredCALCs. 
Pacific's request was intended to maintain the' pre-existing price 

"', 

relationship betwe~nc.entrex and PBX service o:ff'eri~gs.:ey Pa.cific's 
caleulations, the reduction in 19S4would be $1 .• 5' per' month per .line 

- 8 -
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on Centrex lines ordered on or be:f'oreJ'uly 27, 1983' and $4.40 :pe:r 
month per line on new Centrex lines ordered a:f'ter that date. In 
later years, the reductions on the older' Centrex lines would increase 
up to the $4.40 level, :paralleling the increase in interstate CALCs 
as currently required by the FCC. 

Pacific's rationale for these three :requests stems from1ts 
assertion that the proposals respond to the needs. of existing and 
future customers and are necessary if Centrex service is to. survive 
as a viable service offering of Pacific. 

Paci:f1e asserts that Centrex service is "imperiled" unless 
Pacific's proposals are instituted immediately. The record 
demonstrates that Centrex customers are anxiOUS, res.tless,· and 

, ..., 

uncertain about the f:uture of Centrex;service. They seek reassura.nce 
that Pacific is committed to maintaining the viability of' Centrex. 
The FCC imposition of CALCs on a per line 'basis has . h~iightened' 
Centrexcust,omers'. concerne-; 

According to Pacific, Centrex service is'hindered not only,. 
i ~ 

wi th respect to price but also by its relative, . lack . of modern·, 
features·. Competitors can crit,ieize Centrex as technologically 
outdated. Five particularly deSirable fea.tures, are lacking, 
including customer-controlled moves and cha.nges~ enhanced sta.tion 
message, detail recording capability, traff1c modeling, el'ectro~ic 
telepbone sets and data aWl tchlng at a speed of 9.6 kilo"o,i ts per 
second.·· PaCific is especially concerned 'beca.use custome:::-s movi,ng, 
from Cent,rex will be purchasing competing' sys,tems foruseove'r an 

" 

extended period of time. Once gone, these. customers,' will not' return. 
Pacific torecasts that without change in the C~ritrex 

offering 65% ot Centrex lines will, be'discontinued within'three 
years,. For examp~e, 13 of California. 'a 15 largest Centrex customers 
are now Circulating reques,ts :for proposals to·, replac,e their sys,tems. 

I'" , .',.. , . . 

~he3e customers· average nearly 10,000 l1neseach, total1ing'126,,000 
.. ,I, . .', " . 

Centrex lines in service, or 18% of a.1l Pac1fic:'s C.el:ltrex,-'~11nes • 
. . ;,., 

- 9 -
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Paci:f'ic's witness Malone verified that these developments m.irror So 

nationwide trend, ~phereby some 2,000 to ),,000 Centrex lines a~e being 
taken out of service.da.ily. 

Pacific contends· that Centrex is one of only a 'few of its 
services - and the only· exchange access service - which covers its 
fully allocated coete~ As noted above, because Centrex prov~des a. 
revenue contribution beyond its own costs, it helps· to keep rates for 
other services lo.w~r than they would otherwise be. Moreover~ Pa.cific 
asserts that loss of Centrex customers would idle: equipment and. 
facilities much of which could take years to· reuse, thus imposing 
stranded plant costs on the genera.l body of ratepayers. 

According to Pacific, a shift· of Cent·rex 'customers to PEX 
service will not make up the lost revenue. Pac:iticeost studies show 
that even at the $9';.25 P:SX trunk charge proposed in A.S3-01-22, 

revenues from this service will fall substantially short ·of costs. 
Despite the gloomy present, Pacifio: sees potential tor 

Centrex being Viable tor the long term. Xhe advantages 'o:f'Centrex 
include its ability to be increased in size without. requiring 0-

change of system, unlike P:SXs which are of't·en· constra1nedby their 
design limits. Ce,ntrex also can be enhanced . techno~ogically a.s 
central office im~;rovements occu::-, whereas most~ PBXs·are 
technologically fixed. Centrex requires no cus·tomer premises 
switching equipment site and offers the inherent redund.a.ney'·bu11,t 
into· Pacific's central. offices. If the economic.attrac·tiveness of 
Ce,ntrex can be maintained in the interim, Paeif:1c'plans to offer 
enhaneed features in the future. PaCific als.o,sees.prospect.s :to·r 
r~ducing the' costs of provi~ing Centrex service through grea.ter use 
of electronic centra.l office swi tch1ng and the., intro.duetion, .ofmul ti
channel' technology'. The latter', which will permit several .. 
communications paths to be used simultaneously over a single" pair ot . 
wires, eould profoundly benefit, Centrex service, for which· outside 

.. ' 
plant costs now comprise roughly two-thir.ds ot total costs~ . . 
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Pacific sees the ESP as giving it the breathing space to 
improve theteature, capabilities and long-term attra~t,iveness of 
Centrex. It will protect Centrex customers~ and P'aci:f'ic from hasty' " 

,'" 
decisions during a turbulent period. Pacific sees Commission' <' , 

.1\ • 

precedent for programs similar in effect to:the ESP,' citing ~ 
Variable Term 'Payment Plan, D.82-03-058 (Mareh 16,' 1982)'and~ 
Tyo-Tier Payment Pian, (1975.) 78 Cal. P.Tr.C. 1. , 

The ot'fering of Centrex to smaller line size customers 
would allow reuse of facilities that ,otherwise might be idled by loss 
of larger Centrex customers. PacifiC expects that ·smaller ,line size ' 
customers would tend to take more of the high protit optfonal'Centrex 

, ~ 

features. Cost ef'fectivene.$s would be assured by making Centrex 
availa.ble only to those 40-99 line size custome,rs served: 'out of 
electronic (ESS) centralo:f'fices, which can provide ,Cent:'rexservice 
more efficiently than technologically antecedent facili:ties. 

Fina.lly,Pacific urges ,the neeessity of its prop~$ed offset 
to FCC-ordered a.ccess charges due to the close alignment, ot Pacific's 
Centrex ra.tes with its PEX eompeti tion. According,~to Pa.ci:f'ic~ 

"If the end-user charges are allowed to be, a.pplied' 
on a :per-station bas·is." without SOme offsetting 
rate reductions, Centrex will no longer be 'price 
competitive." 

Pacii'ic witness HarriS contend's that the FCC "committed a seriOUS 
economic fallacy" in applying the CALC ona uniform, :~e,r line basis. 
Eecause, Centrex lines are used for int.ercomcalling \~S: well as 

, , ,.~" 

network a.ccess, the number of Centrex lines greatly.·:o.verstates a 
Centrex user's rela.tive use o~ the 1nterexchange ne'twork. 'This 
jU:3t1fies setting ac'cess chargee tor Centrex lines, on a tru~k
equivalency basis. Thus, Pa.ci:f'1c' s :proposed access cha.rge offset is 
intended to produce a net increase in eharges per Centrex line (CALC 
minus intrastate offset) equal,to 49¢, one-tenth the' amount o,!'the 
FCC C;AI,C ;per PBX trunk, which Pa.cific proje,ctedtobe$4.89,. '!his 

", 
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result is indica.ted by the following ta.b~es drawn 'from the 
supplemental testimony of Pacific witness Ellis: 

Line Rate" 
CALC"" 
Total Charges 

Line Rate" 
CALC*" 
Total Charges 

PACIFIC BELL 
RA~ES FOR EXISTING CENTREX LINE 

.198:; 1984 1985 1986 
511.19 9.,68: 8:.68 7.68 

2.0.0. ~,.0.0 4.00 
.' . 

':11.19 '1.68 11.68- 11.68; 

RATES FOR NEW CENTREX LINE 

~ 1984 1985 1986 
$' 1 .. 1 9 6 • 79 6 • 79' ' 6 .79 

11 .19 

4.89 
11 .68' 

4.89' 
11.68 

4.89 
11.68 

1987 
6.79 
4.89 ' 

11.68 

1987 
6.79 
4.89', 

11 .. 68 

"Actual for 1983, proposed for subsequent,years. 
*"Per FCC decisions in CC Docket No. 78~72" Phase I.' 

Aetv.ally·Paeific's proposed rates would more'than:of':f'set 
the FCC CALes. This is becausePacif'ic has failed to·, take account of 
the effects of the 5.4% and 1o..~'2~ surcharges which presently apply 
to Centrex sta.tion line ra.tes and which would remain a.pplicable under 
Pacific's proposal. Thus, for a new Centrex line the ei'feeti ve rate ., .' 

today is $11 .19 x 1 .0.54 x '.1 o.~2 = $13.01 and the proposed rate:, is 
$6 .. 79 x 1.0.54 x 1.10.32' = $7 .. 90., for a reduction of' $5,..- 11 ra.ther.' than . 
the intenc.ed $4.40.". Also, by letter da.ted March 20., 1984, Pacific 

, ' . , 

informed the Commission that its revised., FCC, tariff for access 
services filed Mareh,,19, 1984., changed the'.$4 .. 89 ehargeto$4.7Sper 
line. This slight revision is not, a.nd need not be, incor;poratedin 
the discussion which,;.~follows. 

Pacific' s:;'Evidenee , 
. , , 

Pacific's first w:itness, John Malone, is :p~esident·. of The 
Eastern Management Group, des,cribed as the larges,t communications' 
industry consultant in the nation.. Malone testified that Centrex is ',.' 

- 12 -

; , , 



'.' 

• 

• 

A.8;-05-45: ALJ/vdl 

a viable service which, from, a technical standpoint, can satisfy the 
communications demands of most businesses. However, Centrex 
customers see Centrex rates as having been allowed to· spiral, and are 

, ' 

looking for some' sign that rates will be brought' under control. They 
also are looking for the addition ot modern optional fea.tures to' 
their Centrex service, including cost-saving teatures which 'Would 
enhance the competitiveness of Centrex vis~a-v1s P:8X service. Malone 

'"'. ' . 

testified that momentum has, been building against Centrex 'for sever~.l 
years, and that every day is .important to Pacific's, effort,to· 
reverse, or at lea.st slowdown, the trend towardabandonmentot . 
Centrex. 

Pacific witness Ca.rol Ellis is a. :product mana.ger tor 
Centrex services., She, desc'r1bed Centrex.as "a. cost effective 
solution to customer communications needs across a, b'road, range of 

. ' 

system sizes." Shetest,ified that in the future Cerltrex will be one 
way for Pacific to, serve as a gateway for'sophisticated 
communications services including. local a.rea networks, relying on the 
powerful capa.b·ili ties ot electronic centralottices and light guide, 
fiber ca.ble distribution systems. Ellis stressed the need to· otfer 
rate stability to Cent,rex customers, particularly in'view. ot. the 
gua.rantees- of price stabi11 ty which Pacific' sP:SXcompeti to·rscan 
ofter "through fixed price leasing or direct sale. Aeco,rding t,o, 

. , . . 
Ellis, approval of' the RSP will demonstrate that, the" Commission 

, . 
recogrilzes Cen"trex users' needs, and may torestall decisions to'· 
abandon Centrex. It is a crucial first step in establishing Centrex 

, ... 

as a strong bUSiness offering now and in the future ... 
Witness John Gueldner testified as to', Pacific ,~. costing 

studies for Centrex. He described the embedded costs of the present 
100+ line Centrex service based on a fftops downff tully'allocated .. 
disaggrega.tion of a.verage embedded costs, using' Pac'i:rlcif s vert,i,eal' 

, 1 

I ':1, " 
, )I, 
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category analysis model which d1saggregates corporate financial 
results or budget data into service-specific investments, revenues, 
and costs. ~he cost study for the proposed 40-99 line s.ervicewas· 
also a fully allocated C'ost study, but necessar11y.- a "bottoms up'" 
study, using such inputs. as materials cost, installation'labor. and 
engineering labor to compute a unit investment base. From this . 

. . . 
inves·tment base, annual capital costs, maintenance, administrative 
and other expenses are developed. ~he "bottoms' up·'" approach is . 
necessary because ,the smaller customer segment is not represented in 
Pacific's current ::rertical category analysis model. Such- a. "'bottoms' 
up" approach isro:llt.1nely used to price a new service .. 

, . . 
~he "tope down" study ind1ca.ted that the exist1ngservice 

wou.ld genera.te $16:2 million 1n booked revenues ata cost· (includ'1ng' 
capital cost) of $128 million in 198), yielding net contribution of 
$~ million. 

'. I ~ , 

On a 1983 bas1s the new 40-99 line serv1ce was 
calculated to produce $1.1 million in revenues at a: cost o:l $0·.8 . 

mil110n, produc1ng:a slight added contributton. 
Gueldner supplemented his testimony to indicate that even 

with the proposed; CALC offset Pacific's Centrex revenues WOUld. cover 
fully all0·cated costs throughout the three-year term of the' RSP·. 
:Based on demand projections by Pacific's market·ing de:pa.rtme~t, 
Gueldner projected costs' a.nd net revenues "for the a.lternatives of 

. , 

aaoption or non-adoption of the proposed. CALC of:f'set. Ris. 
ca.lculat1ons indi.ca.te that the CALC offset would help mainte.1n a 
larger' customer base, thus retaining a. net. revenue contribution over 
the three-year term tota.lling $65 mil110n, as compa.red to- a $16 

million deficit without the CALC offset. 
In further' supplemental testimony ~ Gueldner factored. in the 

effects of Pacific's study d1.saggregating loca.l loop' costs (perfo·rmed 
for Pacific's general rate case A.8';,-01-22 ~n compl~:a.n~ with the . 
Commission 'a "costing manual" decis1'on, D.8~-04-012'). and of the 
prospective CALC,revenues. These factors h~ve theef:f"e~t. of .' 

- 14 -
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increasing the indicated Centrex costs and revenues, respectively. 
The reaul tant net revenues from Centrex over three year~wi ththe', 

CALC offset are shown as $66 million, but ass. $40 million deficit 
without the offset. Thus, these final calculations indieate a $106 ' 
million net benefit to· Pacific from adoption ,of the CALC o:f'f~et., 

~hey indicate tha.t with the RSP and the CALC offset, Centrex revenues, 
will continue to eoverits costs tor at least the next three years. 
Gueldner's calculations alsoindi.cate that net revenues from the 40-

99 line market. segment will be positive by a sme.ll marg1n,witho:r 
, , ", ' 

, Pacifi'c' s rebuttal witness, Professor Robert, Harris" is a 
, :. " . '. . 

pro~ess1onal econom1s~ who has advised Pacific on the prieingof 
, . 

tele'zommunications·scrvices.. He testified that" if. not offset, the 
CA,1.~~': mayprlce Ce~trex out of the market.. He. testified that the 
RSP, including. the CALC offset, would not ,only have an immedi.e.te" 
substantive effect on rates, but a.lso would have "significant 
symbolic importance," reassuring Centrex customers' ths:t the 
Commission. can manage the, current period of change in:'s.n orderly 

: , ',' , 

:fashion. Harris applied general principles of economies to validate . ' . 

witness Gueldner's, ca.lculations that rate reductions can produce 
highe,r net revenues where a service is subject. to, high ela.st1~lty of 
demand and 'declining incremental costs. He urged th~ Commiss.ion to 
actimmedi3,tely to reduce and stabi.lize Centrex rates at compet·it:ive 
levels, thereby ma1ntain1ngas much of the Centrex revenue 
contribution. as competition will. allow. 
Position of PTotestants 

Protestants CIA and ROLM a.s:sert that Pacific's ;proposals 
are not cos~-justified. ~hey question Pacific's, projection of' 
continued contr1 but10n from Cent.rex service as based on i,nsupportable 
assumptions about· the level of demand fo,r Cent,rex, under the RS~.· In 
any event, they challenge the RSP as an improper res.ponse. to . 
declining, Centrex demand, which would merely postpone. the problem,. 
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lead to continuing requests for "artificially lowered and frozen" 
Centrex rates, and cause excess investment to meet artificially 
stimulated demand. Moreover, Protestants assert that· rate reductions 
alone will not hold the Centrex customer base; significant upgrading 
of features a.lso is needed, which may be barred by the FCC's C()mputer' 
!! decisions. Protestants also. challenge the prop06alas 
ant1'competi ti ve and contrary to ratepayer interests. 

Protestants .. tocus· on the extraordinary nature 'ot the RSP 
proposal, by whichPacitic has singled·0:u-t· one ta.riffed service to 'be 
insulated:f'rom all company initiated tariff' incre-ases :f'orthree 
yea.rs. No suchgu.arantee is available '~or other services. . . . 

Protestants challenge the- serfousness of the risk which 
" . 

Centrex abandonment poses. fo~ Pacif:ic's ratepayers. ~hey calculate 
that only about 228,000 Centrex lines, comprising about ~. Of. 
Paci:f'ic's total access lines, would be relegated., to "temporary, 
idleness" were PaCific denied the reliet' it seeks. They :assert that 

I '.' ~ . . , .. 

this, "will not af:f'ect· Californiara.tepayers greatly." 
Protestants warn against ma1nta1ning'Centrexservice by 

below-cost pricing as merely postponing the pro·blem of. dealing w1 th 
any .abandoned Centrex plant. Protestants challenge Pacific' s . cle.im 
that once Centrex custome.rsturn to P:BX equipmen.t, their business 
vill be lost to PacifiC torever. 'If Centrex reemerges·.wit~· .. 
innovative features as a viable service offering., PBX users"will 
return to Centrex in future years. According. to Protestants', "there 
is no neea. for ratepayers to support the service now while the 
research and development goes on." 

Protestants point out that Pacific' bes.rs the burden of 
. I 

providing cost just1ticatio~ fo'r its proposals a.nd of showing' that 

·ther serve the public interest·. . They note that,. although. Pac'i:f'~c ' 
wi tness HarriS criticized Protes.tants' showing. as "hypothet1<::al," 
Pacific's analYSis is necessarily hypothetica.l a.s well, cons·:tst:1ng, as 

'. . ~ . . . 

.: 
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I' 

it does of predictions abou":; Ithe future. Protestants define the 
issue before ,the Commission as whether Pacific's analysis is 

"grounded in data and methodology tha.t is 
sufficiently valid to warrant the Commission's 
reliance on it as a predictor of the future." 
~he core of Protestants ' position 1stheir, challenge to 

Pacific's assertion that, Centrex' now is a profitable service and that 
Pacific's proposals will maximize future Centrex contribution toward 
supporting other services. Protestanta criticize Pacific' a,: analysia, 
of both costs and demand. 

On the cost· side Protestants challenge Pacific's propoaed 
Cent::-ex rates as'undu1y discriminatory in relat,1onto other buainess 
line rates. Protestants object to Pa.cific' e, efforts to deaverage 
local loop costs as between Centrex and other businesslines,~ 
Prot'estants' also' point out apparent contradictions 'be-tYeen' Pac1~ic' s 
"tops down" study of Centrexaer,vice costs tor the eXiating, 100+ line 
size customer class and its "bottoms up" cost study for the prop~sed 
extension to 40-99 line s,1ze customers. Protestants further 
criticize the manner' in which Pacific' $, cost witness' accounted tor , 

the etfects of inflation on Centrex costs. 
Protestants point out the "extreme sensitivity" of 

Pacific's estimates ot Centrex contribution to its, demand ' 
projections. Those project,ions are crit'1cized for being based on the 
subjective judgment of Pacific's marketing department,,' rather than on 
formalized, survey procedures using representat,i ve samples. , 
Protestants assert that the more'reliable demand studies, clone by 
Eastern Management Groupindieate a faster erosion ofPaeit'1c's 
Centrex customer base. Protestants see this as evid:ence that ,the RSP 
will fail to achieve its goal of preserving revenue contribution •. 

Protestants lodge the same sort of eri t~c'1sms ,aga.inst 
Paci!ic's 40-99 line size Centrex serviceproposa.1 as ag,a1nst. the, 
RSP. According. to Protestante~ Pac1:!1c has supplied little or ,no, 

.r,'" 

- 17 -



.. 

• 

• 

• 

" 

A.83-05-45 AlJ/vdl 

data as to the prospective demand in this customer class. In 
part1cular, two of Pa.cific' swi tnesses offered cont,radictory 
predictions as to the demand for optiona.l features,among.smaller'line 
size custolters. Protestants also see little or no cos,t 'basis tor the 
40-99 line size proposal. ~hey challen.ge' the "bottoms up":· costin~ 
methodology used for this prop~$al as "essent,i'ally-' inaud'i tab·le'" and. 
inappropriate. 

As to the proposed CALC offset, Protes.tants., see no: valid 
reason to offset the CALC just for Centrex customers~ ~hey note that 
Pacific has offered no demand projections speci1"'ically showing that 
this rate reduction will retain Cent,rex customers. They also:' 
er1t·icize Pacific's use of a ten to'one Centrex' to PBX trunk. 
equivalency ratio rather than a "sliding scale".reflectingt'he·:higher 
ratiO appropriate for larger C·entrex customers. According to· 
Protestants, this amounts to a "functional rate increa.se" for; la.rge 
Centrex customers despite Pacific's claim that· la,rge' Centrex' users 
won't tolerate a rate increase.. '. . 

Much of Pr?testants' criticism' is based on the 'testimony of 
their. witness, Dr. Nina Cornell, a professional econom1s·t who,' was 
formerly chief of the Office' of Plans and Policy I at the·: FCC. 
Cornell's. testimony cons'ieted in large part of senst t,i vi ty analysis, 
criticizing the a.ssumptions on which Pacific's cost and revenue 
projections are based' and calculating the very different results ,of 
applying different assumptions. Cornell also, asserted that Pacific 
unduly discriminates 'in favor of Centrex and against otherbusines8 
line use~s by its differential pricing of Centrex lines andPEX 

, , . 
trunks and by its failure to charge for Centrex intercom usage~ 

. . Cornell described Pacific's two co·st studies, one of tte 
100+ line market and the other ot the 40-99: line market, as flawed in 
metho4ology' and assumpt,ions. and as mutua,~ly contradictory •. She s·aw 
:rive' major problems.w1th. Pacific'S studi'es: 

" 

I 
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1. Failure to explain why the per line" cost 
shown for 40-99 line market is lower than tor 
the 100+ line market. 

2. Failure to explain why it shows higher costs, 
tor a 'business line with no usage than·, 'for a 
Centrex line with intercom usage. 

). Miscalculation of 'the effects of infla.t10non 
investment costs. 

4. Useo'f, unsupported and unauditable estimates 
of demand and ot plant reuse for calculating. 
the impact of potentially idled plant,. 

5· Improper inclusion of CALC revenues in 
calc1llating "contribution." 

Cornell challenged the "bottotls up" approach of the 40-99' 
line cost study as "essentially inaudi table" and lacking closure to, 
the company's total revenue requi rement. She noted' that the· FCC· has ' 
rejected the use of such "bottoms up" studies. 

Cornell compared Pacific's $19-50 estima.te ot the monthljl' 
cost of a business access line with its $1 ~. 75 estimate 'fo'r a Centrex 
line, noting that Pacific .witness Gueldner ident1tied only t;..-o 
prima.ry sources for this" cost difference: loop costs, and commerc1a.l 
and administrative costs. The difference' in loop cost, based on 
Pacific's disauregated local loop study, is 11%, which could account 
for only about $1 ,per month in cost difference per line, leaving a, 
$4.75 gap to be explained by the difference i,:1 commerc'ia.l and :~, 

., 
administrative costs, which Cornell considered "extre.mel~ unlikely~" 
She also challenged the cost difference based·: on the local loop'study 
because it "merely reflects features ot the loops thathe.ppentobe 
providing bUSiness or Centrex service at apo1nt in time. ", 

In: calculating the cost of serving new Centrex customers" . ' 

G'leldner fact~red in a higher incremental cost, for new, 1nvestmen:t, 25 
to 30% higher than embedded cost, to adjust for, inflation. ' ?'ornell .. 
asserted that this incremental eost fa.ctor should also be used in 
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calculating the cost ot Centrex lines remaining in service due to the 
RSP. Cornell also challenged Pacific's a.ssignment of "alm~stall the 

I 

operat1ngexpenses" associated with idled Centrex plant ·to 'Centre?, . 
service. Such opera.ting expenses should decline it Centrex plant is' 
idled, thus diminishing the negative revenue impact ,of the loes,of 
Centrex customers·. Cornell also contended that Pacific' overstated: 
the prospective amount of idled Centrex plant, and criticized 
Pacific's demand projections as unscient'1:f'ic a.nd su'b'j.ect1ve. 

Finally, Cornell challenged Gueldner's incluefon of CALC 
revenues in his revised caleulation of Centrex contri'but~on., She 
noted that changes in revenue t"rom Centrex tarit"fs directly at"f'ect 

. . . 

how much revenue must be collected from other intrastate. services, 
but that changes in CALC revenues will' not have such' an effect. 
Rather, reduced Centrex CAtC revenues will increase the revenue 
required to, be· derived from another interstate access char'ge element, 
the carrier common line cha.rge. :.;,', 

In supplemental testimony CO:rnell further c,rit:te1zed 
Pacific's demand assumptions "particularly as to. demand under: 
proposed rates. :Based on ditferentassUJ:lptions about demand and the 
reuse and cost of idled pla.nt, Cornell calcu,lated that Pacific's 
proposed Centrex rates would produce a lower net revenue contribution 
than existing rates, but for consideration ot CALC, revenue8~ She 
contended tha.t no, more than ~ CALC revenues,the difference between 
CALC revenues from Centrex usage and those from P:BX.usage, should 'be' 
considered, and that add'ing1n such net CALC revenues still would 
leave Pa.Cific with a reduced net revenue contribution 'at proposed 
rates. She als·o calculated thCl.t different demand and cost 
assumptions would eliminate any net contribution.' from' Centrex at 

, , '., 

either proposed or existing ra.tes. Cornell reasse~ted her claim that 
Pacific's proposed pricing of', Centrex would unfairly discriminate 
against other bUsiness li.ne· customers • 
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~he essence of Protestants' case, is that Pacific has failed 
to demonstrate that its proposals will benefit, the general body of 
ratepayers.. Xhey assert tha.t neither the RSP, the extension,o'! 
Centrex to smaller line size customer, nor the CALC offset, is cost
justified. Nor do, Pacific's demand projections adequately assure 
that these measures would ach1eve the goa.l of maximizing whatever 
revenue contribution Centrex' service mi'ght offer. In short, 
Protesta.nts contend that Pacif1chaS failed to bear the' 'burden of 
proving that its proposals are in the public interest. ' 

" " 

,Paoific'sResponse 
Pacific emphasizee the conservative assumptions made by 

witness Gueldner. in his cost studies. These included the allocation 
of 50% of idle Centrex plant costs to remaining' Centrex customers, 
the exclusion of conSideration, 0'£ new technology which may increa.ee 
the efficiency of use of Centrex outside plant, and the assumption of 
higher incremental, oosts for 5'O~: of new Centrex service additions . 
All of these assumptions ,tend to decrease the' estima.te' of future:!; 
contribution fro~ Centrex service. 

PaCific defends its inclusion of CALC revenues in 
ca.lculating Centrex contribution, because imposition of the CALCs 
p:-ese:c:ts. the first occasion in which' interstate revenues will be 
cclle,cted trom per-line rates charged to individua.l customers. 
Moreover, it is undisputed tha.t Gueldner's analysis includes both 
interstate and intrastate costs of Centrex, so b.oth interstate and 
intrastate revenues shoule. be included as well. Pacific notes that a 
similar :procedure has been followed in compa.rable cost stud1.es for· 
Pa;cif'1c 's general rate ca.se, A.8,-01-22". 

Pa.citic explains, 'the differences· in costs indicated for the' 
" , 

100+ and 40-99 line size Centrex customer grou:ps as s1mplydue to the 
use of· different .mixes' of' plant :f'ac111 ties and centra.l office ' 

, , 

equipment.. The slightly lower cost per line'calcula.ted .ft~r ' the 

>, 

" 
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smaller line size customers is explained as probably due to the lower 
ratio of intercom calling character'istic 0'£ these customers. Pacific 
argues that any error in its cost calculat·ions. affects a. much smf!Lller 
proportion of costs than. Protestants allege and has little effect on 
the net revenue improvement its proposals would generate •. Pacific 
defends Gueldner's "bottoms up" cost study of the 40-99'11ne size 
service by distinguishing 1tfrom the very different'studies rejected 
by the FCC. The lower cost per Centrex line as compa.red to other . 
business lines shown by Gueldner' s study is~xpla1ned by various. 
economies of scale benefiting Centrex, particularly the higher 
density of Centrex' installations. 

Pacific defends its' demand projections., contending that in 
the current changing environment a detailed ma.rket study based on 
statistical methods would have been a waste of time and money. The 
Eastern Management Group studies wh~ch show more rapid loss' of 
Centrex customers are distinguished as assuming that· the operating 
companies including Pacific would be doing nothing.t~ })revent: the 

.' . 
decline in demand for Centrex. Pacific notes tha.t Protestants' 
'. r , 

' .. 
refused to: provide any ,evidence from the market research of ,.their own 
companies as to the dema.nd for Centrex. 

Pacific, denies the need for such accuracy' in ·i tscost .and 
revenue calcula.tions as Protestants and their witness C¢rnell . 
demand. According to Pacific, 

"such high accuracy is not needed when Centrex 
customers are leaving the service or have bids, 
outstanding - it is patently clear that many 
customers are on the verge of leaving Centrex (if 
they have not already left)- A study accurate to 
the fourth or fifth decimal place is not 
necessary in such event." 

Paci:f'ic responds to Protes.tents t calculation that "only" 2% of 
Pacific's total access lines would be idled· absent approval oftlle 
proposals by noting such,plant idling would lead to' a loss of net· 
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revenues of about $20 million over three years - $20 million which 
would have to be borne by other ratepayers. 

Pacific also notes the testimony of witnessE:arris ~hat, 
according to economic theory, efficiency requires that prieeeimove 
toward incremental economic cos,ts, which are even less than the fully 
allocated costs calculated by Gueldner. Pacific's' l"roposa,ls are a 
modest step in that direct,ion. 
Positions' of Other 'Parties, 

The only other party to present a witness was DO'D/FEA. 'Its 
witness was Dr. Charlie IrtcCormick, an economist with the Defense 
Communications Agency. McCormick testified in favor of Pacific's' 
proposals because they would provide Centrex users some assurance of 
stable future rates after a recent history of rapid' rate ,increas,es. 
He described the proposed RSP as, 

"nothing more than an insurance policy which 
provides a degree of protection to [Pacific}, 
Centrex users, and other, ratepayers." . ' 

McCormick urged tha.t Centrex prices' be, based on incremental 
or marginal costs in order to promote optimal resource allocation. 
He criticized the present Centrex rate structure as excessive 
because, based on, Pacific's showing, it appea.rs, to contribute net: 

" , .. " 
revenues to the support of other services. Although Pac'itic: wi tness 
Harris also testified in favor of basing rates: on 1,ncrement:a.lcosts ~ 
Pacific's proposals are based primarily on fully allocated embedded 
cost studies. Pacific's proposals do, however, tend in th~ direction 
in which rates apparently would move if bas.ed on incremental;. costs.' 

DOD/FEA supports all Pa.cific's proposals -·the RSl>,! the 
extension of Centrex to smaller li,ne size customers.,. and the, CALC 
offset.. It opposes, Protes·tants t contention that Centrex li:nes, should 
be tariffed at the same level as other bUSiness' lines. DOD/FEAurges 

, ,. ~ I ", 

that future Centrex prices should not" exceed "t,r,ue economic or' 
,I 

I .. ~ 
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incremental costs" and that subsidies from Centrex to other services 
should be eliminated. It notes that plans comparable to the RSP"are 
being approved in other jurisdictions." 

The City of San Diego and the City and County of San 
Francisco (Cities) filed a joint brief and were represented jOintly 
in oral replies to· the briefs. Cities note the substantial rate' 
increases affecting Centrex services' in California since .1979, 
increasing average. monthly bills:per Centrex line from $1 O. n, to 
$16.2'1 over a four-year period - roughly a 60% increase. Cities· 
share' the apparent. frustration of Protestants" witness Cornell Over ... 

the dif:f'ic.ulty of anaiyzing Pacific's cost data fo.r· Ce~trex.. Noting' 
that PacifiC requested no revenue increase during hearings· i.n this 
proceeding, Cities urge the Commission to allow no· general rate 
increase due to adoption of. the RSP·. The Commission also. 1s urged 
"to maintain, in the future, an extremely watchful eye to ensure that 
Pacific does not price Centrex below cost." 

On the other hand, Cities "are convinced that Centrex rates 
are far too high" at present, and so'.: they support the RSP. They also 
see no reason to deprive Pa.cific of the ability to compete for' the 40-
99 line size market. They support the. proposed CALC offset to 
correct for the effects of the FCC access charge dec·fsion. 

A brief also was filed on beha.lf c-f the City of'Los Angeles 
supporting the RS·P and~ the CALC offset. Los Angeles. t,akes. no 
posf tion on the proposa.l to offer Centrex. to smaller li.ne size 
c~stomers. Los Angeles sees the RSP as providi.ng a bs,sis for it to 
minimize cos.ts and to plan adequately for the future. The RSP'w1ll 
bring "sorely needed stability" to Centrex customers for a. short 

" . 

period, enabling them "to wait until the dust .from divestiture 
. settles before having to confront· d1:f'f1cul t,. expens,1 ve 
telecommunications decisions." The CALC offset wilJ.mitigat·e. the 
"disastrous" impact of the FCC· access charge: dec·is·ion •. Los Angeles 
sees Pacific's cost study methodology as acceptable'£or purposes of 
this· proceeding, and urges the Comm1ss10n to· approve the RSl> andthe' 
CALC ,offset • 
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Discussion 
Potent,ial Via.bility of Centrex Service 
The evidence is persuasive that the viability o~ Pacific's 

Centrex service is threatened.. Te'stimony clearly indicates that 
substantial numbers of Centrex customers are abandoning that service 
or actively considering its abandonment. The partiCipation' of such 
i~terested parties as DOD/FEA and various cities and counties in this 
proceeding further substantiates this trend, as do letters submit.ted 

, to the Conu:cission in support of Pacific's application by various: 

• 

• 

Centrex customers. 
The threat to Centrex service is properly a subj,ectof' 

concern to this Commission.. The primary grounds for concern are 
Pacific's assertions thatCent,rex remains today a profitable service 
contributing net revenues toward the su~port of basiC telephone 

. , " ' 

services and that substantial loss of Centrex customerswou1.d not 
only diminish that contribution but would leave Pacific with 
substantial stranded investment in outside plarlt and central office 
equipment., The v~lidity of Pa.cific's analys.is!willbe ex~ined in 
detai,l below, but, if valid, it indica.tes' a substantia.! r,atepayer 
inter:est in' the maintenance of Centrex as, a viable: service. A 

, . . 
, , ' 

further reason for concern to maintain the ,viab~lity of Centrex is 
I " 

its contribution toward diver.sity in Pacific's eervice offerings, 
presenting a wider choice of services, to' its buslnesscustomers and 
extending the narrow range of the lines of bueiness lett': toPac-i'!ic 
by the ,AT&T antitrust consent decree. 

I! Cent.rex,should be preserved as a, viable service , it must 
be determined whether:. Pa.cific' s proposals will help to do s,o .. 

• . • I . 

Undisputed evidence indicates that both stable rates and enhancement 
o'! Centrex '!ea.tures, are necessarytomainta.in the viability of the 
service. Pacific see's rate s:tabili ty as the most urgent need" 
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contending that th1swill stem the tideot customer attrition and 'I 

provide "breathing space" neeessar,y to develop new features to 
revitalize Centrex service. Protestants, on other hand, argue that 
Centrex is so unattractive as to· be beyond saving. ~hey assert that 
capping and even ,reducing Centrex rates will simply postpone the 
abandonment of a noncompetitive service, draining revenues and, 
requiring uneconom1e plant 1nvestmenta in the" meant1me .. 

We are impressed by Pa.cific's Sl'lowing;"that Centrex service 
offers distinctive features which certain eustomers:may prefe!" to the 

, ,I, 

features offered by PBX services. We also consider it likelY:,that 
technol03ical advances can be incorporated into the develo'pmerit " of J 

new Centrex features whieh stand a good chance of mainta1nin:g'Md 
enhaneing the techn.ical via.bility of Centrex service. Protestants 
suggest that tor Paeific to offer such features might violate the 
terms ot the FCC's: Second Computer Iri:quiry decisions, but fail to 
elaborate this possibility. Such vague speculation should not ' 
prevent Pacific from enhancing the competitiveness of'. its Centrex 
service. We conclude that Centrex can remain a viable a.nd· 
eompetitive service, if stabilized prices will eover i,ts. eosts .. 

Fairness of Paoific's Proposals 
We do not cons,i.der it unfair to s!.ngle out· Centrex service 

for assurances of rate stability, including an offset ,to" the FCC 
CALCs, if the c,osts of :the service justify .$ueh~easures. Paoific 
alleges that Centrex is'the only access lin: service.which covers its 
eost and generates contribution toward the oosts of other services. 
That, in itself, would justifY' special eftorts, to preserve ,the ' 
viabi11:ty of Centrex service. Moreover, Centrex is a oompetitive 
service, competing with customer premises equipment·(CPE) offerings 
priced on an unregula.ted baSis with just th~ sort ot price 
predictabilitY' which'Paeific seeks for Centrex .. Within the context 
of the competitive market in which Centrex is offered, there .1s 
nothing s.pecial about offering rate stability • 
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It is worth: noting that the RS·P 'Would not guarantee ,Centrex 
customers a.gainst any rate increases wha.tsoever. ·Only certain 
recurring monthly charges are covered by' the plan, and the' customers·, 
would be protected only against utility initiated' rate 1ncrea.ses~ It 
the Commission stat! or even Protestants propose a Centrex rate' 
increase in Pacific" s ne~ r,ate case, the RS? would not, prevent· this 
Commission from adopting such an increase.. :I:"ari1'1's including 
comparable guarantees against utility initiated rate ,inc'reases \have 
been approved before 'by this CommiSSion in the similar context'lof CPE 
service offerings. See PT&T' Variable Term Payment Plan, . 
D .82-0~-058-, issued !1arch 16, 1982, at 10 (mimeo,.); c,1' .. PT&T T~0-T1er . 
Payment Plan, (1975) 78 Cal .. P.U.C. 1. 

Considera.tion of Competitive Impaets 
Protestants also assert that Pacific's proposals are 

anticompetitive. They do not· support this assertionwith,a,ny 
, , 

analysis of how compet'ition or compet1t'ore would 'be adversely, 
a:f'fected. In fact, Protestants refused to respond to Pa.cific's 
requests for data on the expected impact of Paeific's proposals on 

. , 

nture sales of PEX eqUipment, by ROtM and other CIA members and for 
. '. . 

other information regarding the activities of competitors in the PBX 
. ' 

market.. Pacific's motion to eompel discovery as to these matters was, 
denied by the ALJ on the grounds that it would 'be inappropriate to 
compel a.nswers by a protesta.nt as, to its projection of itebusiness 

, " 1 

and its members' business. The ALJ observed, however, 
"that the unwillingness of CIA a.nd Rolm to divulge 
sueh ini'ormationwould cast some doubt upon· 
contentions tha.t they might make as, to,: 
anticompeti tive effects of the Pacific' 
proposal." 
We affirm the ALJ's ruling and note that Protesta.nts have 

offered no evidence as to the prospective effects o:!approva~ of 
Paeifie's proposals on. PEX competitors.. Nonetheless,. we reeognize it 
to be our duty to take into aecount ,on our own ini t18,t·i ve i:r;' 
necessary, the anti trust as.pects of applic8:tions before us. As the 
California Supreme' Court has ruled, 
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i 
"The Commis:sion must pla.ce the important public 
policy in '£~~vor of '£ree compet1 tion in the .sca.le 
along withi ~:he other rights and interests of the 
general public." (Northern California Power 
AgenC~ v Public Utilities commission (i§'71) '"5 
O'a1. a 370,. 379.) . 

Amid the turmoil now affecting the telecommunications 
industry? it is otten dift1.cult to determine whether s. particular 

,I' , .' 

action on our part w~ll promote or hinder "free' compet1t,i.on." . This 
proceeding ofters a. good example. Vigorous competition clearly' 
exists. today between .Pacific·s C'entrex service and the PBX equipment 
offerings of ROLM and the. members of CIA~ Pacific- itself'formerly 
offered and actively ,:;promoted :Bell System. PBX equipment to replace 
its Centrex service.;,"That Bell System P:BX equipment has now been 
transferred to and is: being provided by AT&T, ass. further· eo~pe't'~tor 

I[ 

with Pacific. It is clea.r to us that ma.intaining the viab,i1fty ot 
I 

Centrex will enhance rather than impair competition 'in this, market". 
A key aspect of competition in the Centrex/PBX market is 

the faC"~ that the' offering of PBX equipment bas been largely 
deregulated by the FCC:' s Second Computer Inguiry decis.1ons, wherea.s 
Centrex remains a regulated, tariffed service. PBXcompet:itors, with 
the partia.l exception of A~&X during the two-year course of its 
current price predictability program :tor embedded CPE:~ are free to ',: 

. "" adjust their pr'ices up or down at. a moment 's no,tice. They are also: 
tree to ofter p:rice stability to their customers,throughf1rm.sa,les·; 
prices ortixedrate leases. For PacifiC to competefa1r1y and~ 
effectively it must be able to a.djust its· Centrex ra.tes~omeet· 
competj;tive pressures as well a.s to of:r~r some, price' stability. to 
cus.tomers for whom that is an important consideration .. 

On the other hand, the free competi t10n favo'red by public 
policy is not compatible with predatory pricing or eross-... 
subSidization of a competitive service by revenues from mono~oly 
operations. This brings us ba.ck to the questlonwhether Centrex' . .. 

revenues cover the costs 0'£ Centrex operations, ,and .whether ,under 
. , 

Pacific's proposals they will continue to 0..0 so:. Ii" so, a.ndi!, these 
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proposals will enhance the viability, i.e. the competitiveness, of 
Centrex, then approval of the proposals would be fully consistent 
With the public policy favoring free competition. 

The· Basic Issues: Costs and Revenues 
The basic factual issues on which the disposition of this 

application turns come down to tw'o questions of costs and revenues: 
(1) Is Centrex now a sufficiently profitable s·ervice to contribute 
net revenues for· the support of other Pacific service offerings; and 
(2) Will. approval of Pacific's proposals tend to maximize. such' 
contribution in the future? Resolution of these 1ssue:s requires' 
careful examination of Pacific's cost and revenue studies·. In.this 
review we recall that PacifiC bears the burden. of proving' that,' the 
answers to the above questions are in the affirmativ~. 

As discussed a.bove, Pa.cific's cost and revenue studies, 
indicate that Pa.cific' s Centrex service currently is. a profits,ble 
one, having generated in 198; an est·imated S162'ml1110n in revenues 
at a .. cost (including capital . cost) of $128: million, for a net' . 

, . 
contribution towa.rd other services of about $·'4 million.. Pacific-'s 
studies further indicate that with the RSP, the extension of servi~e' 
to smaller customers, and the CALC· offset, Centrex service will 
remain a net contributor of $66 million over the next three years. 
However , without the CALC offset Centrex is pro·jected to operate at a 
$40 million deficit over that period. Thus,aceordingto:Pacific's 
studies, approval of Pacific's three proposals willenhanee the . 
viability of Centrex, benefit the general body of Paci:f'ie "s' 
ratepayers y and result in fair eompeti tion at rates f'll.lly covering .
the' cost- of service. 

Evalua.tion of Object·ions to 
Pacific's Cost Estimates 
~he principal objections that Protestants lodge ag~inst 

Pacific's cost studies are (1) that .the bottoms up study of the '. ~ 
proposed 40-99 line size Centrex service is unreliable; .(2) that the 
tops down stud,. of the 100+ line. size service ~1ndicates. results 

• inconsieten.t with those of the 40-99 li%);e study; C~) tha.tPac·1f1e' s 
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study method discriminates improperly between Centrex lines and other 
business lines; and (4) that Pa.cific miscalculated the costs 
associated with idled plant and plant retained in service. 

Protestants' challenge to' Pacific' sbottom~ up· st.udy method 
is without merit. Pacific has justitied its method of costing the 
proposed 40.-99 line size Centrex service as the normal and the' only 
practical approach to priCing a newly proposed service not, 
represented in Pacific's vertical category analys'ismodel. ~he FCC's 
rejection of bottoms up studies under different cireums'tanees has ~ot 
been shown to be relevant to this ease. 

In compa.ring the results of Pa.cific's. topsd-own study of 
the costs of the pres.ent 1 Co. ... line Centrex service wi th those ot"· the 
bottoms up study of the proposed 40.-99 line size serVice, Protestants 
point out several alleged inconsistencies, wh1,ch they contend. 
indicate that Pa.cific's cost studies are unreliab:le. Indeed, several 
results of the two stUdies appear significantly disproportionate. 

• • ..' I 

However, Pacific has offered plausible explanations of" the' 
differences and, in view· ot the very different metho·ds employed for 
the ~wo studies, the differences do not appear so serio,?-s as to 
discredit the cost studies. 

For example, much analysis was devoted to· the costs of 
central office equipment devoted. to Centrex because Pacific's .studies ; 

. . , " :1 

showed a. higher per line cost in this. rega.rd tor the 1C~-+ line 
customer class than tor the 40.-99 line size. Protestants criticized. 
this result as contradicting Paeifie's assertion that Centrex otters' 
economies of scale. Rowever,. witness Gueldner"s Exhibi·t 15 indicates 

, . 
that the entire cos·t differential, and more, is A.ecounted· fo·r by the 
higher eost of intercom usage by 10.0.+ line eustomers~' 'Ihis higher' 
cost is fully consistent with the hi8her busy hour intercom: usage. 
Pacific prOjected for the larger line size'customer elass. ~he 

" 

reason for higher intercom usage among customers with a la.rger number 
of lines was explained by witness Harris as being the logical result 
of" having more persons available to call within the' eustome,r's . 
Centrex. system. 
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Protestants also established a 23% difference in cost .·per 
busy hour second of intercom calling between the two cust?mer size" 
classes. Pa.cific witness Gueldner saw this difference as' logical. 
beeause the lower per second. 'cost was tor the larger line size 

. , . '. l 

customers, which could benefit by economies',o! scale in the '. 
alloca.tion of common or fixed costs. Protestants note' tha.tthis 2~% 

f 

"er.ror," applied to the total three-year projected coste: of' Centrex 
service under the RSP ($415 million),'W'ould exceed $96: million, 

. ' 

possibly cancelling out the $66 million contribution Pacific 
calculates for Centrex. Pacific responds by deny1ng. that, the 2.,% 
difference indicates an error in its cost studies, but that. ev,en if 
it does,. the error would apply only to the cost ot centr.al office 
equipment devoted to 100+ line size Centrex, a. projected' $,11,5 
million, for a maximum error of $26 million. We concl'llde that aome 
inconsistency between the two cost st,:z.dies is apparent,.but; a 
significant portion of the difference is probably due to economies of 
scale' • 

In considering this and other cri t1cisms of' Pacific" a 

studies raised by Protestants we must, bear in mind that the: purpose. 
of the studies is not to predict Pacific's coats 'and revenues to a 
minute degree of a.ccuracy. The purpose~ quite s1mply,is t.o achieve 
a reasonable level of confidence that Pacific." s Cent·rex servi~ewil1' 
provide a net revenue contribution, and that. :pacific' a.proposals will 
enhance that contribution. Pacific's cost studies sO·1ndi~6'ate., We . 
conclude that any inconsistencies b.et.ween Pacific's two cos:t; studies 
are not ot such magnitude as to call that result into.: question. 

Protestants' a.llegation of improper diaerim1nat1·on betwGen 
Centrex lines and other. business lines is also without merit. 
Pacific's .studies include intercom usage costs in the calculation of 
Centrex line costs. Although the 1ndicatedmonthlycost, of' a Centrex 
line ($1".75) exceeds the proposed rate ($11.68,inc.luding FCC ·CALC), 
the same is true of the prOjected monthly cost· ot a. b.us1ness line 
($19.50) in relation to·. the ra.te proposed in A..8;-01~22" ($15,.89, . 
since revised to $14 .• 14, including FCC CALC). . In the case·of Cent:rex" 
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Pacific's study indica.tes tha.t the service as a whole generates 
revenues well exceeding costs. 

Protestants complain tbat the $19.,0 business line cost 
estimate is outdated. Pacific's d1saggregated local loop study 
indicates tha.t the cost may be slightly lower but the necessary 
calculations have not been made since that study did' not have as its 
purpose the repricing' of business lines. Sueh a reduet1'on in the 
$19'.50 eost estimate would elimina.te r.:luch of the $4.75 gap which 
witness Cornell sa.w as unlikely to bE' due solely to' commereialand 
administrative cos,ts. Even with an adjustment equivalent to the, 
indicated reduction in business line costs, the' ratio 'of thebusi,ness 
line rate to its cost remains roughly comparable to that be:t;ween' the ' 

, 

Centrex line rate ana its cost. , 
Protestants' a.rgwnent that ,Centrex' lines should nO,t be 

distinguished from o~her business lines at all, because the same line 
could be used for e'1ther service, is invalid. As noted bY'Paei:f'1c, 

• the 'two services ~.re provided 'I.'lsing different mixes of outside;: plant 
a.nd central ot"fice equipment, res,ul tine in different" average 'costs. 
A primary reason is that Centrex lines tend to be concentrated' in 
denser service areas; differences in vintage, dispersion, and 

' .. ~; ,'> , ' 

• 

planning horizon also a.re relevant. It is a.ppropriate to, recognize 
the resultant differences in average costs bY' setting' the rate for a 
Centrex line lower than that for other business lines,. CI". 'Pacifie 
Tel. & Tel., D.e:;-04-012, issued April 6,1ge:;~ which pre-scrfbed 
"costing manua.ls" for CPE and private line services,ineluding a;', 

requiremen~ that future studies of local loop costs disaggregate loo:p 
costs for specific priva.te line :service offering groups. See'· 
especially id. ,Attachment :S, p. 1:;. --- " 

On the subject ot idled Centrex plant, Pac1:f'ic's projection 
of idled plant and assignment, ot associated capital costs, and, 

" ." 

expenses to Centrex service are generally reasonable. One exception 
is the level of assignment of operating expenses associated with 
idled Centrex plant. As wi tn~ss Cornell argued" oper'aticng. ,cos'ts, 
should .' decline when such plant is. idled, thus diminishing ,the 

. ,." 
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negative revenue impact of the loss of Centrex customers. On the 
other hand, Protestants also argue on brief thatPacif1c exaggerates 
the amount of plant which will be rendered idle bY,the,lose'o'! 
Centrex customers. These criticisms tend to cancel each other out. 

Witness Cornell also er,iticized Pacific for failing to 
incorporate its 20 to ;O~' premium estimate of incremental as compared 
to embedded costs in ca.lcula.ting the cost of Centrex lines which will 
remain ~.n service due to the ESP.. ~his suggestion assumes that 
continuii:!';.On of existing Centrex services will require' new loop, 
const'ructiO'ri:~,compara.ble to that required to meet incremental demand 

. . ,'. 

tor Centrex service. The unrefuted evidence that loss of Centrex 
customers will result in substantial idling, of' plant indicates that 
Cornell's assumption is' false. If the RSP results in continued 
service to a customer whose loss would have left idle l>lant'~ then the 

, ' 

cost of that continued. service is properly calculated on the, basis of 
embedded, not incremental cost .. 

Evaluation of Objections to 
Pacific's" Revenue Estimates 
There is merit in Protestants' criticism that Pacific 

la.cked. hard, statistically reliable demand information, instead 
relying on in1"ormal prOjections of demand by its marketing 
personnel. ~hia subjective a:pproach makes i t difficult to e~/alue.te 
"I ' . 

with MY great accuracy Pacific's prOjections o'! the decline. i,n 
demand for Centrex with or without approval of'1tsproposals .. 

, , 

Protestants ~3uggest, on the one hand, that I>aeific. should 
have obtained demand information through formalized procedures,using 

, ' 

representative sampl'es,~ a.nd on the other hand, that Pa.cific should· 
have relied on the more reliable results of the several EMG studies 
of Centrex demand. 1>ao'1f'1c contends that a deta1let! market studY'.·· 
would have been a waste of' time and- money~ While Pacif1c'smarket1ng 

, . l', _ • 

group considered the EMG studies in torecasting demand:, :tttyould have 
. "' ... : . ' " .!. , " , 

been misleading to rely solely on the EMG studies becausetheyd,1d.· 
not consider theeff'ec.ts of: restraining increases in Cent'rex rates: .. 
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Pacific questions why Protestants did not offer demand studies ot 
their own. 

As indica.ted above, Pacific bears the. burden ot proving its 
case, and a central issue in that case is whether its. proposals will 

I . 

enhance the revenue contribution trom Centrex. Pacific's demand 
projections, assuming alternatively the approval or disapproval ot 
its proposals, are critical tothatdeterminat'ion. Although. it 'Would 
have been preferable to· have had better substantiated demand 
prOjections, those which Pacific ofters are plausible and consistent 
with testimon~ regarding the Centrex ma.rket by Pacific witnesses 
Malone, Ellis, and Harris. Protestants' criticisms suggest on11 that 
Pacific's proposals may be insufficient to stanch the flow of 
cust¢mers away '£rom Centrex service. We will not require such 
certainty of success as a precondi t·ion to allowing. Paci:f':ic' to try 
restoring the viability of' that service. 

Protes.tants also eri ticize Pac·1f1c's failure to study the 
spec,1tic effects on demand, of the proposed CALC' o:f'fset~' They suggest 
that the failure to apply a sliding' seale trunk equivalency factor, 
will' produce an insufficient offset to protect the larger Centrex· 
customers from increased bills. Here again P:rotestants· are demanding 
greater exactness than we find necessary., The proposed Centrex 'rate 
reduction will precisely offset the CALC' fo·r a customer ,whose . PBX 
trunk equivalency' is 10:1. Exhibit 21 suggests that this rs:tio· is 
applicable to a customer using a.bout 250 Centrex. lines., with the 
applicable ratio increasing for customers using mo·re lines, up to a 
maximum of about 18:1. Thus, the proposed. rate' reduction wi,ll~ fully 
offset the CAI.C for smaller Centrex users' and· .will of~set .more than 

" . . 

half the CALC tor even the largest· users of' Centrex. Even 1'! these 
large customers feel some impact of the CALC, its effect will" be 
blunted and they will ha.ve torecosnize Pacitic's e~forts to.maintain 
the competitiveness of Centrex service. The same would be, ·true of. 3. . 

partial CALC offset. 
We also reject Protestants' objection to Paei~ie's 

inc-1us1on of· interstate CALC revenues ini tsCentrex revenue . 
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projections. Pac'ific's study approach is reasonable in that it 
includes the Centrex costs allocated to the interstate jurisdictiO'n 
as well as the interstate revenues. The CALC is the::f'irst source O'f 
interstate revenues to' be directly. traceable to the prO'visiO'n O'f 
Centrex lines. Cont:oary to' PrO'testants' argument, O'ur direct cO'ncern 
is nO't with what O'ther rates would be affected by the losso:t:Centrex 

, ,. I' 

customers, but rather with whether Centrex ·service covers the' cos·ts . 
fO'r which it is responsible. ,. 

Protestants also prol?ose that only the net CALC. revenues 
from Centrex custO'mers,. ~a!ter deduction of the. CALC revenues which 
would have been generated from a comparable PEXcustomer, sh.ould· be, 
factored intO' Pacific's cost studies. This, too, is inappropriate:~ 

, , 

The issues to which Pacific's cost studies are directed concern the 
total revenue which Centrex will generate.' Tots.l: Cen.trex,CAJ:;C ':' 
revenues are properly included. 
Conclusions 

Pacific's cost and revenue prOjections indicate that 
Centrex service now generates a substantial contribution of net 
revenues in excess O'f its costs and that its proposals in this 
proceeding will tend to preserve that contribution in future yea.rs'. 
SO'me of Protestants' criticisms of Pacific's studies are inva11~;;. 
others call the accuracy of the studies into ques·tion,but only' at a 
level of detail which is not essential to the purpose which the.,' 
studies serve. Pacific's cost studies are, in general, well 
documented and reasonable .I,ts demand projections are less well 
substantiated, but they are pl'ausible and cons.istentwith b'oth 
economic theO'ry and common sense. On a. more gene'ral level, ·Pacific· s ' 

" 

analysis of the problems of market.ing a tariffed Centrex service in 
• • ,." 1 I 

competition with unregulated PBX products and of the risk O'f 
subs·tantial idling of outside plant and central O'ffice equipment 
re1nt'orce the credi b11i ty of Pacifi¢' a demand' and co~t st';'d:ies', 
reep.ect1vely. We conclude that Pacific has. met its burd'en. of proving 
that Centrex service covers its costs and· that'Pacif1c's proposals· 

• will enhance that cost eoverage • 

... 
'. , 
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Rate Stab1l1 ty Plan 

In this light, we have no 'hesitation in approving,the RSP'. 

The RSP, is, after all, merely a contractual (i .. e. " tar1t't) 
commitment by Pacific not to propose a.n increase in certain Centrex 
rates during a three-yea.r per1od~ In effect, this means only tha't , 
Pacific will not propose such an increase in its next general rate 
case. It is voluntary on the par~ of the customer. Tile RS~ will 
encourage Centrex customers to re:main with the service tor autficient 

, '. . . 

time for Pa.cific to' upgrade the ieatures a.vailable'wit~ Centrex,' 
which may restore its long-term viabi1i,ty. . 

We will provide for the: RSP to be made available,to 
cue,tomers on the effective date of this order. We will app,rove the 
nine-month window for subscribing to the RSP as proposed-,by PaCifiC, 
but the three-year term ot the RSP will commence Ja.nuary 1, 1985 .. 

Smaller Line Size Service 
We also will app:-ove the extension of the Centrex service 

oftering to smaller line size customers on the effective date of our 
, ~ 

order.. Priced" as the e'vidence shows, at levels which more' than 
cover its prospective cost, thts new service 'will offer great'er 
choice to business customers ot moderate size, will enhance, -the 
overall viability of Pacific's Centrex service, will help to minimize 
the idling of Centrex plant, and will diversify Pacificf~lservice 
offerings.. It will not unfairly undercut competitors b,ut rath'erwill 
tend to enhance competition in an alrea.dy hi8h,ly, c~'m;peti ti ve- market-. 

CALC Offset 
The proposed CALC offset is more proble:natic~ Although we 

, . 

have endorsed Pa.cific's inclusion of CALC re~/enues in its pro-jections 
of the revenue contribution from:Centrex, thiS: does not necessarily 
imply that a CALC offset is wa.rr~Lnted. As Protestants note, 
im:poai tion of the CALC- relieves interstate toll uS,ers from bearing So 

sha.re of costs a.llocated to the interstate jurisd,iction.. A CALC 
offset would, at lea.st ina static:analyeis, pass those'costs on to 
s.ome class of local ratepayers. 'However, in the compet,1 t1 ve'rdYnamiC 

. ' 
~, . 
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of the Centrex/PBX market, Pacific's studies indicate that a. CALC 
of!eet.will enhance, rather than diminish, the contribution of 
Centrex revenues to support other ·',services. 

Nonetheless, Pacific' is asking us to ameliora.te one of the 
many ill effects of FCC access charge policies. As we recognized in 
our recent decision on intrastate access charges, 

"It is clear to us that the FCC has committed a 
massive blunder in failing to trea.t Centrex .lines 
on a. trunk equiva.lency basis comparable to its 
treatment of PBX services." (Pa.cific Tel. &: 
~, D.8~-12-024,issued Decembe~ $, 1984, 
mlmeo. at 11 s.) . 

~he FCC· claims to understand and· account for the threa.t to 
Centrex' viability which the CAtCs create. In the AUgust.. 1ge·~ access 
charge opinion on reconsideration, the FCC noted that if intrastate 
Centrex rates exceed intrastate costs, 

"the telephone companies would be deprived of a 
fair opportunity to compete and the customers and 
the economy as a whole would be deprived of a.ny 
benefits that Centrex-CO service may' be able to 
provide if we implemented our access cha.rge pla.n 
in a manner that forced customers to abandon 
Centrex-CO' service before the state commiss·ions 
can reevaluate the rate struc~ures the,y have 
adopted." (FCC, MTS· & WATS Market Structure, 
CC Docket· No. 78-72, phase I, Memorandum Opinion 
& Order released August 22, 198" para. 47.) 
In its more recent opinion on further reconsideration, the 

FCC found it, 
, 

"still premature to conclude that state 
commissions cannot respond appropr·iately to the 
challenge posed by our deciSion to require C08t
based pricing for all subscribe~ 1001'S, including 
those used tor Centrex-CO service •. For some 
Centrex-CO customers the charges they may now 
face arise from [aJ rate structure imposed on the 
service at the a,ta.te level that does not reflect 
intrastate coste and it is at the state level 
that this problem should be addressed." (rcc, 
MTS & WATS Market Structure, ce· Docket No. 78-
72, Phase. r, Memorandum Oplnion& Order released 
February 15" 1984, para. 44.) 

, .. - '7 -
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The "challenge" faCing this Commission "Would ,be less 
ditfi~~lt if the FCC possessed the will and the ability to t~llow 
through on its "decision to require cost-based pricing tor all 
8ubscr,iber loops." Unfortunately, the FCC has" shown no interest in 
even learning, let alone applying, the costs o'! Centrex loops e. ~hia 

is clear from its most recent access charge order: 
"Some petitioners claim that a. per line cha.rge on 
Centrex-CO systems igno·res the fact that the . 
average unseparated cost per Centrex-CO line is 
less than the average unseparated cost of all 
subscriber lines. This mayor may not be 
true ••• [T]he access rules are based on average 
loop costs tor a.ll categories of subscribers. 
There are an infinite number of subscribers· who 
will be paying end user charges and who could 
also make the argum~nt that they cause fewer 
costs to' be a.ssigned to the intersta.te 
jurisdiction than do other subscribers. There is 
simply no practical way for the Commi33ior. to,; 
break down average subscriber loop, cos·ts tor 
Centrex service without doing the same fo'r' other 
categories' of subscribers." (Id., para. ;9,.) 
This Commission has required ~?-eific to perform a detailed 

study to disaggregate the coats of. locar'loopsbyclasaof service. 
Pacific witness Gueldner has relied on the results ot that study in 
offering testimony in this proceeding. Our .record detlonstrates that 
Pacific's per line net investment in Centrex loops is' substa.ntially' 
less than that in other bUSiness lines. Also, as Paci:f':ic ,witness 
Harris testified, the FCC's application of access cha.rges on a, 
"literal line" basis improperly ignores, the tact that a Centrex ,lOOp 
performs not only a network access function but also is'used tor 
intercom calls, so tha.t a. lesser portion of its cos,ts should be 
assigned to access. The FCC finds' it impractical t,o· base access .. 
charges on such detailed studies" but expects state' commissions':· to 
"respond appropriatel;" toits,unintormed but nonetheless 'bold 
de~ieion$. . >. " • . .' 

We would not be responding a.ppropriately to "the FCC's . ' 
a<:tions were we simply to· cancel out their impact by.a dollar-for-
dollar CALC offset. The result would,. be on overr.ecovery ot' e~ets in. 
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the interstate jurisdiction and an underrecovery ot' costs in, our 
jurisdiction. Basee on our record, total revenues still would exceed 
total costs, so no unfairness to com.peti tors would ,resul t,.However, 
we do not, consider it our proper role to adjust intrastate r.ltes 
below intrastate costs to accommodate the question.:lble I 

I ' ,. "1' • ," I 

actions of the :FCC. 
We discern a moderate approach which can be expected.to 

maintain coverage ot Centrex costs and which is conSistent with our 
past reviews of Centrex rates. It will relieve Centrex cua·tomers of 

, ,I' 

most of the bu.rden otthe FCC-ordered CALCs· while not 'cutting so 
deeply into intrasta.te revenue genera.tion as would a do·J.lar~for~ 

dollar CALC otset. The approach we adopt wi·ll be to eliminite 
existing surcharges on Cent,rex rete's, both the 5 .4% surch~rge;imJ?osed 
in August 1981 by D.93367 and the 'O.32:~ surcharge' imposed.' in ' 
December 198; by D.8·;~12-025. , ;i . .:' ' 

The' 10.;2% sur~harge will be removed, when 'thatsurc,har'ge is 

• 

replaced by a final ra.te design determined' in 1;he pending dec'is1on in 
Phase I!,:-of Pacific's,:generil ra.te proceeding,' A .. 8,3:"01':"22",etal.; 
Elimina~ion of that s.urc·harge will const1 tute a 9.1 % reduction.in 

• 

Centrex rates cove,red by theRSP (but only a 6.2% reductiont'rom the 
1983 ra.tes on which Pacific's cost and revenue s;tud1es 'W'e,rebaoe,d)." 
It';'appe~rs that the effect of this, reduction will aPl'roxim,a.tel:( . 
offset the average effe'ct of the FCC" s 1984 CALCs' on Centrex 
customers.. We- note that. on ~!areh 20,. 1984, the FCC Itextended" the 

~, t ': I 

effecti've date for PaCific ':s interstate a.ccess· ta.~i'f:f' filingz until 
June 1;,. 1984. Thus,. we a.nticipate that the offsetting surcha.rge . 
removal will nearly coincide with imposition of thE', rcc CALCs. 

For subscribers. to the RS?,. the 5.4% sur<:hareeals:o,'will be 
removed from ra~es $,ubject to t,he RSP effective the date 't.hat the 
increase in FCC CALes for the year j 985 takes effe~'t •. Thai 5ul"Ch3,rge 
should remain in effect fo'r Centrex customers, not' subscribing . t~the . 
RSP.. Elimination of that surcharge will constitute a 5.1';,' rate 

reduction. The combined effect of removing both surcha.r~~s ,will c'e a 

" ' ,. 
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14.~ rate re4uction. It appears that this re4uction will 
approximately offset the average effect on Centrex customers of the 
FCC's 1985 CALCs which. un4er 47 C .. F .. R. § 69 .. 202(a) , are due to take 
ettect June 1, 1985. This :reduetion will begi ven ef':f'ect only if the 
FCC CALCs are actually implemented. 

Removal of' these surcharges from Centrex rates 1'3 
consistent with Pacific's studies of the intrastate costs of Centrex 
service and is also, consistent with the rea.sons for which tbose 
surcharees were imposed. The 10.;2% surcharge impoE3ed bY':,D.S;-12-025 
was intended to be replaced by the rate,; desien ad:opted in Phase II of 
A.8;-01-22·, et a1.; no party proposed to, increase Centrex rates 
subject to the RSP in that rate 4es1gn proceeding,. Xhe 5~4% 
surcharge imposed by D .. 9:;:;67 was intended to assure "that all, 
customers and se'rvices somehow share in a rate increase of' this· 
magnitude [$610.1 million] ••• " (6 Cal. P.U.C. 2d 441, 544 ... ) Tbus, 
neither'of the surcha.rges was justified specifically based. on the 

• costs of Centrex serv~ce. Removal of the 5.4~ su'rcharge is a f~ir 
gUid pro guo for agreement by Centrex customers to' the, terms: ,o'!the 
RSP. 

• 

Removal of the service-wide surcharges is a more 
appropriate adjustment than a dollar-for-dolla.r offset to the Centrex 
station line rate. It wou14 be mislea:ding to: single out Centrex 
station lines for substantial rate- reductions at a time: when the , 
CO~ission is being urged to increase dra.stically the station line 
rates ~or residential a.nd other business serviees. ~he ado~pted 

'I 

approach will tend to ma.intain the overall economic:, v1abi1j;(ty and 
, .' '. I' 

competitiveness of' Centrex service. It will not compensate" tor the 
hea.vy burden of the :FCC CALC,. on new Centrex lines" a.nd eo Pac1fic's 
ability:; to market Centre:r. to new customers may be limited,. This· 

, ' 

should :encourage Pacific to redouble 1ts.e:f''!orts to obtain relief 
directlY' from the FCC. 

We cannot now justify '!urther rate. adjustments to, o!tset· 
increases in the FCC CALCs beyond 1985. l>acitic is tree to 'propose' 

. , 

rate reductions for Centrex subscribiers to the ,'RSl> in its next . 
r ,: . 
1 
I 
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general rate application. Beyond that, the :emedy fo~ the "disruptive' 
effects of CALC incrcoses in 1986 and 'beyond mu~t be sought from the 

", 

FCC itzelf. Perhaps b<:~!ore that date the FCC will have reconsidered. 

its ill-advised decision to have imposed the CAtCs or will have been 
!o'\:tnd lacking in 2uthori ty to do so, as this C:o::mission is·urs1ng in 
its pending appeal of the FCC access cha~gedee{sions on 
jurisdictional grou~es, concolieated under th~ na6e Nationai Ass'n of 
?'E-gulatory tTtil i ty Co::::nissi·oners v FCC, ' No. 8;'-1225, D'.C. Ci r. , 
filed March 19B3. If, by ,t1:\c t:i'Oc vc reach o~r dccisioninP.1cific' s 
198:6 ~es: year rate proceeding" the FCC CA!.Cs fo,r 1986 .lnd 1937appcZL1" 
,cc~tincd. to take eff<:ctas now pla:'lrtcd. we -;';111 scriously'cons'ider) 

ft:rth~'r: r"'te offsets t'o" b~ncfit Cl?ntrcx' subscribers t~, the RSP'.,' ~-1e 
ca.'.lt:'on P~cif~c. ho ........ ever. that s~ch .:lction 'l .. il1 be- eO!'l~ingeni:on 
Pacific having :Iladc a vigorous and conein~ing cff6rt;t~ reverse' the 
FCC's decision'. " ' " , 

• Compensatory Inc!"~D:ses in Other Rot~s 
Pacific has not proposed to' inc-:oea'se :l.ny other rat~s, 

whet::'er for Centrex or other s€>rvices, to c6ltpeI!.eat~ for the RSP. or 
the CALC o!fset~ Cities have urged that no general rateincreas~ 
should be allowed due to aeop~ion of the RSP. I~Qsouch 93 Pac1!ic's 

revenue st~dies show increased revenue"cont~ibut10n. ~rom'Centr~x in 

the ev~nt of e.pprov:l.l of its p:oposols, no s\i.ch ro"te i~cre:a:seis 
"Tarrante,d. 

::1 
" 

As contel::>l':\~ed 'by the ;procedurec which the C'ommi'ssion' has-
, , 

adopted fo': A.8)-01-22, et al., Pacific' 3, ongoing . .' generalra,te 
i r.er~ase proceeding, ir. D. 8;;-C4-02'1a.nd D .83~12::"'025;, the cu::-rent 

10.;2% surch:lrge on virtually ~ll services, inc1ud;1ng C:entrex,' will 

be respread by a det:!.iled rat~ design to be adopted ,in the:. Phase I~, 
decision in tha.t proceeding. To that extent '!oregon~Cent.rex 
revenues will be replaced by increased :-~ve:'luE"s ~,r,om"· other: :s'e,rvices. 
No such rate adjust,i:enof;s will b{l> authorized to replace ar::r d.im1nut1on 
in Centrex revenues QU~ to elimination of th~:5.4f- surc~a~go;';n 

• June 1, 1985. That rate change will be ap!)rO'X1mat,el:req~'ivalent to 
the second step of the CALC offset proposed by Pacific, 10rwhieh . , . , " 

Pacific propozea no compensatory rate incr~ase. , lfon-e i3 warrf\rtted. 
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eFineingS' of Pa.ct :";.;" 
1. 'By the RSP, Pacific proposes to o,ffer Centrex CU$to:t~:'$ the 

assurance that they can retsin the b~lk of Centrex service !~~turez 

wi thout utili ty ini t~ated rate increas~s for, th~ee yea,rs: in ret'llrn . " 

for the customer's agreement to. retain at le-as.t, 90;;, of Centrex lines 

in se:ovice for that period, eubject to; a tercinat10n pen131 ty; a 
cus-:o:1er's participation in the RSP would be ,voluntary-

2'. Pacific propos\?s to extend its otfer of Centrex' service to 
custo:ers served ,by from 40 to 99' access lines, ina:ddi t.ion to, those 
served by '100 o,r:::o:,e lines ~ 

3. ?aci!ic proposes to 10W'er its montr.ly Centrex line rates to 
negate most of; the effect of each increcent .in the in.t~rstat;eCALC$ 
it:posed by the FCC:. ' '" 'i 

4. Seven c.2.ys of ~videntiary hearings were hcle,for the 
evaluation' of Pacific's proposals. 

5. Centrex provides services and features co=parable to those 
offered byP~X equip:Qent, which eonstitut~s the pri1'lla.':y competition .or Centrex $ervice •. ~ , . . 

6. A Centrex subzcriber requires ~or(> acce3S lines than a PBX 
, . 

us~r with cocpare~le usage. 
7 •. MoveI:ent of a Centrex C':lstooe:- to PEX serv~ce causes a 

significant loss of revenue to Paci!ie. 
8. Tte FCC access charge deciSions have i~posed :onthly .CALCs 

on all l:ul tiline 'bus.iness s'.loscri bers; for Pacific the CALC .... 111 , , 

begin: at $2 andgrac..ually rise to about $4.89: for each Centrex. lir.e 
orc.ered on or be:f'orei July 27, 1983, and • .... ill'be .a.boutS4 .€9:· fo·:: n~w 
Centrex lines and other business lines. It is expectea that the 
initial CALCs will take effect on or about June 13, 1984" and that 

" 

th~ $2 CALC will be increa.sed to. $3 ef:f'ecti ve on or· about June:.1 , 

1985· 
9. The FCC decision imposes a substantial comp:titive 

disadvantage on Centrex service. 
10. :BecausePa.ci:f'ic failed· to consider the e!~ect of present , . 

rate surchareee, Pac1:f'ic' s proposed CALC o,'!fset would. more 'thAn, 
eeo:npeneate for the differential impact on Centrex o'!the FCC· CALes. 

. , I I 

11. The viability ot Pacific'S Centrex service is threatened; 
substantial numbers of Centrex custo%%:~rs are a.bandoning or actively 
conSidering abandoning the service. 
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:', .. ". 12. There is a substantial ra.tepayer interest in the 
maintenance of Centrex as a viable service. 

1,. Centrex;can remain a viable and competitive service if 
·stabilized prices will cover its costs. 

14. The competitive market in which Centrex is ott'ered 
I 

justifies singling out Centrex service for,assurances of rate 
sta.bility. 

15. Maintaining the viability of Centrex will enhance rather 
, than impa.ir competition. 

• 

16. For Pa.cific to compete fairly and effectively it must be , 
a.ble to adjust its Centrex rates to meet competitiv~ pressures as, 
well as to offer some price stability to customers. 

17. Pacific's bottoms up study of prOjected, costs of a 40-99 
line size Centrex service is appropriate for a newly proposed service. 

18. Differences between the results of Pa.ci,f1c"s' cost studies, 
for 40-99 line size and 100+ line size Centrex service are not so 
serious as to disc~eeit the cost studies. 

19. Paci:f'ic's'cost studies properly distinguish 'between Centrex 
lines and other 'business lines. 

20. Pacific'S average cost of providing a Centrex line is 
Significantly lower than its average cost of providing other business 
lines. 

21. Pacific's projection of idled, plant,and assignment of 
associated costs to Centrex service are generally reasonable. , 

22.' Pacific fS revenue and cost projections include Centrex 
costs assigned to the interstate jur1dict,10n as well as interstate 
revenues flowing from the' FCC CALCs. " 

2,. Pacific's c~ststud:'1es are, in general, well documented and 
reasonable. 

24. Pacific's demand projections are plausible, consistent with 
economic theory, and supported by the testimo'ny of several w.1 tnesses. 

25. Pacific's Centrex service is now suffic1en;tly prof1tableto 
contribute net revenues: for the support, of other Pacific service 
offerings. 
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26. Approval of Pacific's proposals would enhance the 
attractiveness of Centrex service and would tend to maximize net , . 
revenue contributions from Centrex service in th~ future. 

27. The RSP. will ·encourage Centrex customers to remain with the 
service for sufficient time for Pacific to upgrade the available' 

. Centrex features .• 
28~ The three-year term of the RSP should c:ommence January 1, 

1985, so tha.t its:' termi.nation will coincide with, the beginning of· 

Pacific's 1988 test· year. , 
2~. The proposed Centrex service offering to smaller line size 

customers will cover i ts :pros:pe~ti ve cost and 'provide a variety of . 
benefits to Pacific and its customers. 

30.. A CALC offset will enhance, rather th3.n diminish, the. 
contribution of net Centrex revenues to support other services. 

;1. It is not a proper role of this Commission ,to adjust 
intrasta.te rates. below. intrasta.t·e costs to accommodate questionable 
actions taken by the FCC. 

• " .. '32:-~-Eiim:i:nat'ion 'o~i exis'ti~ne- 'surcharges on Centrex .rate~ will. 
relieve Centrex customers of mo~t of the burden of the FCC-ordered 
CALCs while not cutting deeply into intrastat·e revenue generation; 

I 

properly timed this a.ction will approximately offset the avera.ge . 
effect of the FCC CALCs in 1984 and 1985. 

, , 

33. Adjustments. to offset increases in the FCC, CALes beyond 
1985'are not justified at this time~ 

34. PacifiC has not proposed to increase any rates to 
compensate for the RS'P or the ~A1C offset. 

35. The risk of cus.tomerabandonment· o.f Centrex service in the 
face 0'£ the impending imposition of the FCC CALCs'warrants an early 
effecti ve date for. the following o'rder. 
Conclusions 0'[ ':La'W 

/ 

1 • Pacific must bear the burden of p·roving tha.t its prop0301s . 
should be adopted. 

2. Pacific's cost studies did not unduly discriminate between 
• Centrex lines and" other' 'business lines;. it is a.ppropriate to 
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.'. , , 

recognize differences in a.vera.g'~ costs for different services in the 
setting. of rates. 

,. In determining whether proposed ra.tes :for a service will 
cover its costs, if costs assigned to the interstate jurisdiction are 
considered, then revenues from interstate provision of the service 
should be eonsidered as well. 

4. Pacifie has met, its burden of proving that Centrex ,service: 
covers its costs and tha.t its proposals will enhance that cost 
coverage. . . 

" 

5. Pacifie should be authorized to implement the RSP a.5. 

proposed, except tha.t the three-:rear term of the RSP' sbould'couence 
January 1, 1985. ,,_ 

6. Pa.cific should be authorized to offer Centrex service to 
smaller line size customers. 

7. The present 19.~2~ surcharge should be removed from all 
Centrex rates when it is replaced by a final rate des1gndeterm1ned ' 
in Phase II of A.8~-01.-22, et a1. 

8. The present 5.4% surcharge should be removed, effective the 
date that the increase in FCC' CALCs for the year 1,985 ta.keseffect", 
from· all Centrex rates for subscribers to the RS:P, out, sho'\lld remain 
in effect for Centrex customers not subscribing to the RSP. 

9· No rate increase is warranted to compensate,tor effects of 
the RSP or the elimination of present.surcharges on Centrex,rates. 

IT IS ORDERED that: 
1 • Pacific Bell (Pacific) is authorized to file with this ~ 

Commission,at leaot 10 d.ays' after the effective,. date. of thisor~er, 
in conformity with the provisions of Genere,10rder 96~A, revisions to 
its ~arif:f' Schedules Cal. P.U.C. Nos. ;6-T, ~8-T,' 117-T,. and.' 121-T, 

, . . " 

as set forth in Exhibits 17 and 181n this. proceeding, to implement 
the proposed Ra.te Sta.bility Plan for Centrex-CO and'Airport . 
Intercommunicating Service (Centrex) and to' extend' Centrex-CO service 
to 40 to 99 line s1~e customers" exceptth~t s:u.ch tariff': revi's;1ons 

. , " 
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shall not provide for the customer access line charge offsets, 
proposed by Pacific and Sheet 277 of Tariff Schedule 121-~ shall be 

, , 

revised by substituting the effective date of this order for the date 
January 1, 1984, wherever it appears, substituting the date, nine' 
months after the effective date of this order tor,the date October 1, 
1984, wherever it appears in paragraph V.A.1. and in the second and 
seventh lines of paragraph V ooA.'oo, substituting the date J8.nuary., 1 , 
1985., for the date October 1, 1984', in the tifth line ot pa.ragraph 
V .A.~, a.nd suos·ti tuting, the date January·1, 1988" tor the date 

" 

October 1, , 987, in the last lineot that parag;raph .. , The e:f'tect1ve 
date of the revised ta~ift sheets shall be tivedays after the' date 
of filing. The revised tariff sheets shall a.pply to, service rendered 
on and after their effective ,date. 

2.. If the Federal Communica.t1ons CommiSSion (FC'C) shall have 
previously implemented. customer access line charges,applicab,le' to 
'Centrex customers, Pacific shall file a tariff revision to remov,e the 

• present 10.32't billing surcharge from'all Cent:-ex ratE'S concurrently 
with the effective date of tariffs implerlenti%).S the rat~ design 
determined in Phase II of Pacific's A.83-01-22, et 801., 

'i. " " I 

• 

3. If the FCC shall have p,~eviously implemented' customer 
access' line charges applicablet~' Centrex customers,. Pacitic i shall 
remove the present 5.4~ rate surcharge from all Centrex rates tor 

., " 

subscribers totbe ESP' by a tariff revision tiled no later ,than 14 
days prior to theef:f'ecti ve date>: of the s.tep increasE'for the year 

I 

1985;'in such customer access line charges.. 

. . 
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4. Pacific shall promptly notify its Centrex customers of the 
rate changes effected by th1s,order and by the decisions o't'theFCC 
in CC Docket No. 78-72, a.nd of the availability of the :aSP-and the 
smaller line size Centrex service offering .. ' 

':rb1s order becomeSs/ftective 10dsys from toda.y. 
Dated A?R 4 19 , , at San Francisco, California. 
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APPENDIX A 
Pase , 

. ~ .. -... 
c:.rr:ru eo $«"lice 

Airport r~mwn;Cltfng $ef'Ib
M~ SmlOI'I:SeMcll 
~S~I~PtM 

.... 
{. .... ..: 
... :'-" ~. . ' ___ ~~~= ___ (~ .ledstotublc:ra)e trJ. Md'nw I'AOFIC'nt..E?J040NE AND n:l.EG~ 

,..,... .. a:=;: ..' 
:OMP ~y (Utlntv) IgI"ftS. 'to J)/'Q'i'id.. 'I:!W foUowr~ IpIClfrtd Aft. SQbittty Ptan (RSi') U M form Tn Sc:ft.d",r. c:.r. P. tJ.e. 
~ 121.T tor (CIt'rtru eo s.rva lI'Id/or ~rt Im.rccmmuniudl'lg SeMc. - Mechll'\iztd StItIon ServQ (AlS-MSS». 

t Is unden'tOOd ~ the WYic:a t'Eltl'll ril'tld ,in b rttIchtd, Exhibit A. whid'l, ~ CeMrtX cO,$ervrc. M'IdIor AlS-MSS 
)ft ~ 11m bitrinog i., 'W3.,will tle j)1'O\'i4ed It W r:atldRSJt ltibili:ect mon1h!y mn tsM~) for. J)et'Iod 
)fVlM (3) ydl'lCOI'I'ItMnclng.OI'I lW _____ • and Tatmln.mng 

~----------~~~~~~------------""'",---.... 

. 
~Ia .!«tlon II ~ -.obI«=: to U'Ie foflowi~ ~~ 

1. An fdia othertNn VIOla r:rctd 1boYt/.,.. twmilh.d,1,,.ccotdatQwI12'1ptWYam~TarIff ... _ and char;.. The ~s 
a:d~~ .c:::aunmkingdtvgr .. OolTl'lltOfY Cetrtra CO 'in-. mn.. ch.v;et. and IUtIon ~rmj".r tQ,IJ~r . . 

~ A. mInimum ninItY,~ ~) IVItIlned '""I of Cetrtrtx eo af'tdIor AIS-MSS Ii".. m..m: be mainuintd dlolrll'l9 
me urm of'ttle ~.lf I'" .... cfr~M4JCt«f tlelow VIii ",initnl.lnt. u,. o"ftom.r m.y .teet to Q)tTCin~ p.yina ~or 
U'Ie n". up to ~ I'II/Wty peraM (90%) rn>",lmwn ft'the .g1Md to R9 til. Of' r-v'1M nn. RSJt ~rmjnWon 
~ ftTPIoIflwdln 1M ~. .. . 

1. Durfng m. period of "'- ASP, .n Centru CO rtd/or A%s-MSS OC~onal f~ a:'IIInIioft an. andprMt. n.tNOf'l( 
tn4/or IddltJoN( ~ ICCIII.~ mn .... ltabilb;ed. R.lDOCi.~gditSonl ft/or delatlOI'\l of~ ... 
iUtnlAIW p.rrniftld,wi~ inc.Imng lIlY pena!ty Of RSP wminl'Ck'ln d\II'gI. .. - ~ . 

~ Alff ~or. of e.ntra: CO'Iinn. A%S-MSS nn. Of CemrIl 0f'nCIt flltI,INI owr M:n Ctntrex CO nn.. Als-MSS 
IIMI Of Ctmral Otra fQa.lI'8IS11't fom, In ExtIiblt A. wrtr be COVWNd ",tlder tM RSI' at RSJI' ItIbinzed motttI'I/y ,.._ 
urrtfl the tMminniotl of thIs Utw of El.ctJon. AIYf IddI1klnl to r.wndInt tqYlpc'MM -..bacrlbtd to 1oI1'ICW't2'It 
RSP wiIl be bi1lad It 1t\e tariffed, J)l'Wairltlg mom:hly mill. 

5. Omomel'SOhM 14S?n -..bjeato b fIOnr.Q.Inil'lG ~. ~tnScl'lecM. CII. p.U.c. No. 2!-T,Schedl.l1e 
CaL P.IJ.e. No. 11,·T .nd Schedule CIL JI.U.c. No. 'J2'J·T, for 1dcI1tf0ftl" lMIor I'I'IOYIS .and chltlgG 10t t:'IOM ;WtII 
indY~·under12'l1s~. '. 

:to ".. OoIftomer mwv'~ hlr :mm.ry1oc:ftion wt'thjn.~ IItI'Ie Clnnl 01'f'1CII SatYa ANa or fIIf'( ~ JOCItSon In 
W &II'IW Cennx cos.rvicl andior'A1S-M$Swl1:hln, lmoorOl.lUlde of~1IIIM Cenu-.r OHrceSetvrc.Arn.lndthe 
prcvlsiOl'll of 1t'Ie ~ IIIITf ~/y. AU nna lfM)/wd·Tn" ""~,,,,, iW)ject. toptWlmns nonrwc:urringchargta • 
dtftned lnSchedlolle c.a. P.U.c. No..:z8.T. 

.' 1 . 
: .!.~_ __-_X' ___ ".-"'-.-, = a .,=-=::::=r =*=--. .' 
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7. If ~ ASP It anc"'~ in whole or il"lPert by ~ OnfOmft' Ot 111 tlnn,,,,,tr(f 10rCIUM by the Utility prior to 9:Wplr.wo... 

or ~ ~.odto pr(f'l'lGt'l': prrlod vM« the Pf'O'tIIIOM 0' t:'Ie·l.lttlf' or EI4'CtIOft, th4t C"'tomer sI,.n bet """lUi~ to 
prf. """,de'tI,mJ/'II!'f1 by th4r ~pllcatlon-or m. ~ropt'let. fl)lIOWlnt '"unul. for tlwClI'IU'cx CO·ilK'Id/or AIS-MSS 
lInnMtd AttfI"dMt EquiplNl'IC I, . 

-
. 

IA~Equ~ 
- ASP -
T~ 
~ 

.-of Centrtx CO l/fId/or 
Als-MSS. UI'IIK 
on ExhibitA 
Selowthe. 
90% t.,..,.c 
of CommltmlnC 

x 

x 

. . 

.' 

"of Month. 
Remain11"llJ 
In RN Sc.blllty 
PI." ~rO'Mnt 

x 
.0fMonthI 
R...,.alnlnt X 
1ft. RAlw Sttblllt'( . 
Pt.\·CommIUMnt 

I.' WItt! N~lftWI PtfTI"lIllon·of the Utmfy: dw oblfgaclon to P-V the RSP retn1or"" ,."..Indlf' 0' the RSP' &:I«lod 
fN'f be ftJigNd to another C\IIttII'Nr .c Multl·ElffMftC ~~ n d.nned I" Schedul. c.I. P. U.c. No. 280 T. 

Go Atrr ASP Ontomerw'lftlng fa conti"",. ~ beyond !tIIt.rld 0' N Rete $tabllify PI., I)eriod rrt#f "fCC .. ,....,."'"0 Mon~tooMOI"Ith tatl" 'eta 
b. If offered, • I'II'II'W8I 0' h R~e $tabirrty Plan. 

'"'It tfealoft and dw ttfml, condltfont. MI'I Mldch.,,;Pt for tI'Mr Wf'V1cn provided ~.r d't." n .n dmft .,. 
~ 10 u:h ~ or fY'Odlnc.dom by tfw 'l,Ibllc: Utllltiet CommIssion of the Sut. of Clllfoml. n said 
~ .'""" from cr",. to time dIrect '" h .-erelM of luJurlJdlcdon. .. 

t '"'- rmt. UtmI andcondltloM 01 ~ Raw Sr~lrffy PI ....... ~ forth tn Sd'I~\lle Cal. p.U.Co NO. 12'.T. $«1:101"1 V _ 
• R.ta Stabnity"an Cel"ltmc CO Sm;/ce .. AiI'pOt.r r"tefcommunlori~ ~Ie •• MI!'Ch."Sze-d$(.Je!onSctvicw .,.. thole 
j ntn MId cher;n In efflet 80t tM effectlYe d~. of thi. t..ntr 0' EI.ct1on n Nt forth in ~ 'OP/1cabl. tatiH. tOt Ow fVlft'l'l 
• IUI>IctIb.d to and· wnldt ,fully /dentin.. ttw rIohtJ .ncrof)lIgatrOl'lI ofTha P.:if'ic T~~MId T.r~aph Comoal"ly arid 
• vnderu,jul.ctlor\.· · -=-............ 

.. 

2 
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Centrex CO Service 
Airport fntereommunic:ating ~rvice

Mechani%ecf: Station Service 
Rate Stabinty Plan 
letter Of election 
. -... 

, ' 

usee· 

,.. ~ ... 

•• , SMR 
(each) 

S 

. . 
.. ' .. ,. .ft ..... ,. _, ...,,_ . ... 

• ...... ~ • ......... f 

. " 

.. 

-: -

Exhibit A 

" 

SMR:' 
auan~itY (total, 'f!" * 

$ 

~\ . 

I, ' 

Grand Totars, __________ _ 

(END OF APPENDIX A) 
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APPENDIX B 
Page ,. 

, . 
SZC:::ON V. - ~w Si::..3IT.I:'% :'....:f -~ co SZAnO!: - ~Oa: 
~c~~t; szma -~~ ~ON stana 

!.I.ee SeahU1:7 nm - as:t" 

1. Ou:ours Y1eh Cau'C'u CO San1c.a l:fJ.d./or: A:t.~rt InearcolDDNlUca:d'::l Scr"'7'1c. 
- !!ae.?'T'1:.d. Sea.::tOtl. Ser"ric:c (A:~S), a!!.c~:tve January 1, 1~84 ,-1 
sY;bs~..be eo tha a&:e Sub:U!:y ?~ wb1Q, W'1!l. ~e.e ~p:.::s~ 'C'e~t7 
1:U~:.d. raee 1:I.c:.n&a •• !D. s..C1:U1t1. V •• ~. ~d. C. ot C:!.s SCa4ula, for & 

e .... '"":D. o! w •• yean subject eo the !olloW1:l re~.a.~:tou. .uJ. ~;n:aatl.e aM 
Hrv1cu tlo: covare<l by tha ?l.a: u. sub jec: eo sa:4.a.rd cl:.aric. cd :oat&s. 

2. ~ u.., cU.stomar e!1;ibl. !or the bta Sc.ab1l!.J:7 1la:a., 1.$ d.&!1:Ia<l: as & 

CU1:omer ~:-""a ovar to s.n"1.c:a 'ba~.I.an January 1., 1'84 =4' 

.... 

I t I 
!. ( . 

• 
·October 1. 1984 , or & C'U1:omar ¥bose l.a~-:ar ot :f.J:t:c: for c.ut:.s CO Se~c. 

c.d.Ior. AlS-MSS 1s nca:t..,ad. ~ Octoeer l. 1984 'Nt vno V1ll :01: b. :tn sU"O'1c. 
u=1l. after October l" 1984 .. 

3. Subsa1,;)t!.ou' t~ the 2l.an m'1: k ada w:t::h:t: the par104 o! c:t::. yb.1Q. , 
c:cds frem January, l. 1984 to October 1, 1~84 (sub.crl'Pc.otL ,..='0<1.) • 
.\d~..1ou :0 0: nd.ucc.ous of ch. ~~:t.e~u of ne. 1:cms ~~nd.' by oe 
C1U11:01II8r's a.a.:. StabWe1 P~ u. .,.r.:rL.e:ad. ;trior to ~. eL!ac:!ve c1Ae. 
o! :ha ~:. St~:y Plu. ':he Pl.m bacollleS .!!.c.d.va· ou OctQber 1" 1984 
cd. :.1':111:1;&: .. 36 tllCU1:hs ~crGa:;.r. 'r.lo.e new c:useoma:'S ~aose 3.::-r.;ca 
c:ot::IUCas .atear OctQber 1. 1~84 v:Ul. haft eha:t: lSl' tar.:::!.:.&ca ou 
Octcbel" 1. 19S7 .. 

4.~e aSP eu:omar &Sa1:IaS :he oW;:r.d.ou for &mi:U:lN: 0!90 ,.rcc1: of =
CmC'U CO· Pn:a:" •. Sam:lJ:as'Cric:.:..d. auc1 ~t.r1or u"es. hare1naf'C&% ~ar=ad.' 
eo &a Cauea: CO l:t:u, &rJ.d./or: .u.s~ Pl"2a:1" ?a~..:1.a.lly Itas'C1c.ud.' a:d. 
1"Jl.l.7 3.uenc::e<l. :u.ue. u:a1:I.&!eu r.ta=a<t to.u ..us~S l.i:l •• :b.&: u. 
sub.a1~d.' :0 &Z: C. t~ the 1&:. St..UI:tl1=1·~l.:m 'becoMs ~!ac~v. uu:..s.s 
U oel:te:"'.r.t.sa s:.ued. 1:1. Ie_ U. of :h.1s Mc:10U.· 

:5. All Cau:ra CO CJ4/or ~ Pnmarr, ScI1rue=.ct.ad Gc1 I:J:.r-o: 1!:las, 
C-=lwl"'''1 Dor..:s:l.to:,' San1c. L1ua.) 1:1. :he s.-ma Cc1:--.:t eo Ser"V'1C:.43J.d./or 
~~, resarc!lus of loe.aUOI1,. =at be cC'ftnd. 'b1 the Plan.. (" 

NOTE: ALL OATES SHOW!,( ARE !LLUmAT'tVE O~'L y 

~by 

R.obcrt B. Roche 
.Ammnr v~ P:cs:i.dcn:. 

.l)Uc 1iIftl: 

~ 

----.--..------------------------------~----------~,~~~~-----------
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EXCHANGE '1'ELEPHONE SERVXCE 

CENTREX SERVICE 

SEC':tION V.. - RAn ~I'LITY PLAN - CZN'rR.EX CO SERVICE - AIRPOltt 
IN'rERCOMMONICA:rING SERVICE - MECHANIZE]) StATION SERVICE - Continued 

A. GENERAL REGtl'LAnONS - CONDITIONS OF OFFER.INC - Continued 

Rate Stability Plan - RSP - Continued 

6. Any reductiOns in the number of Centrex CO and/orAIS~MSS l1ces furnished 
under the Rate Stability Plan below the 90% comm1tmentv1ll not reduc:e the 
Rate Stability Plan. payments for the duration of the term,. unle.s RSP 
ter'll11uation charges are ~pplied 111 accorcl.auc:e with Item. 12.. of tlU.., 
Section • 

. 7. Any RSP customer reque.ted new Centrex CO and/or AIS-MSS line ad4itions 
III&de during the subscription period of the plan w1ll be billed,at the 
effective stabilized monthly rate for the remaining period of the Plan. 

8. Centrex CO and/or AIS-MSS line rearrangements,. reusoc1&tious. or moves .are 
prov1ded without ineur:ing RSP' termination charges. 

9. MOves end changes, addit~ona and/or deletions of Centrex Optional Features,. 
Private Network and lor Additional Exchange Access arrangements are 
permitted v:f.thout incurring any pen.alty or RSP temn.at1oncharge. 

10. 'rhe Rate Stability Plan requires that the eustotDer·. prima.ry location 
continue to· be located in the Central Office Sern.ce. Area. A:A ex1st1rr.g 
RSP customer wbo·moves their primary location w1th1n the same Central 
Office Service Azu. or who. moves any other locat:ton,in the same Centrex 
CO Service a.n.d./or AIS-MSS within, into or outside of tbe same Central 

(N) 

Office Service Area can retain the Rate Stability Plan., (N) 

Advice Letter No. 

Decision· No. 

Issued by 

Robert B. Roc:bc 
AssisWlt VicePrcsic!cnt 

I 

. Co<adnued . 

Date l"iIcd: 

Eftective:' 

R.eIolution No. 
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EXCHANGE m.EPHONE SERVICE 

C!N'I'REX 'SERVICE 

SECTION V. - RA'IE STAISILIn' PLAN - CENl'REX CO SERVICE - AIRPORT 
IN'IER.COMMO'NICA'rING SERVICE - MECRANIZEl) STATION SERVICE '- Continued 

A. GENERAL RECULAXIONS - CONDITIONS OF OFFERING,- Continued 

Rate Stability Plan - RSP - Continued 

11. Customers of the Rate St~bil1ty Plan are su~ject to the nonrecurr1ag 
charges. as shown in Schedule Cal.P.U.C. No. 28-T, Schedule Cal.P.U.C., 
No. l17-'1' and Schedule c&l.P.U.C. No. 121-T, for additio~ and/or moves and 
changes for those items covere4by this Plan. 

(N) 

12. If the Rate Stability Plan is C&'Ccelled in, whole or in part by theeustotner 
or is terminated for cause by the Utility prior-to expirat1onof the ~gree4 
to' payment period. the cuatomer shall be required to pay a sum determined by 
the application of the appropriate folloving formula for the Centrex CO 
and/or AIS-MSS lines an4 Attendant Equipment: 

Centrex CO, I of Centrex Monthly , of Months 
and/or' CO and/or Rate Remaining 
AIS-MSS - AXS-M$S X Stab1l1ty X In Rate':Stab111ty X SOX 
L1ue,RSP Lines PwRate Plan Comm1tment', 
Termiution :aelov the' 
Charge 90% Level 

, 
, -

Of Com=1 =ent 
Disconnected 

Atten4&nt 
Equipment Monthly , of Montha' 
RSP - Rate X R.em&1uing X SOX 
Termination Stability In Rate·Stability 
Charge Plan Rate Plan' Comm1tment 

l3. With the written perm1 •• ion of the Utlliey, the obligation to' pay the 
Rate StabilitY Plan charges for the remainder of the pun period may be 
assigned to another customer at Multi-Element Charges as 'shown in Schedule 
Cal.P.U.C. No. 28-'1'. This charge is payable by the superseding customer. 
In addit10n to a.sum1ng the responsibility to' pay the rate for the 
remainder of the period. th<0 superseding customer assames t:he cO'ad1tions. 
applicable to· theRSP' offering at the time of .ss1gnmeut. 

'J 

(N) 

Coo. tinued ' 

Advice Letter. No .. 

Decision No. 

Issued by 

Robert B .. Roche 
Assistant Vice President 

Date Filcd:. . 

Effective: 

RaoJatioli No. 
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EXCRANGE 'tELZPRONE SERVICE 

C!N'l:R.EX SERVICE 

SEctION Voo - RAn: S'tA,P,ILI'rY PLAN - CEmREX' CO SERVICE - AIRPORT 
IN'tERCOl1MCNICA'IING SEltVlCE - MECHANIZED STAr.tON SER.VICE - Corlt1nued 

A. GENERAL REGlrLA'XIONS - CONDITIONS or OFFERING - Continued 

RAte Stability Plan - RSP - Contiuue~ 

14. my RS? custotl1er w1sh1ug to 'cout1nue service beyoud the end of the R..ate 
St4b1li~ Plau period may elect: 

&. Preva1l1us Month-eo-Month tAriff rates. 

boo If offered, & renewal of the Rate Stabiliey PlAn. 

" 

(N). 

15. Customers electing to- subscribe to the RAte Stability Plan '11111" be prov:f.ded 
w1eb. a 'Form. No. M l507, Letter of Election, .. f1led in Schedule c&l.P.'O'.C. 
No. 38-':, for review, completion and' forvardins to the U't1l1ty. ( ) 

Advice Letter No. 

DecisioD No. 

, . 
!$succi by '~;,: : 

RobertI. Roche 
Assistant Vice President 

Continued 

DateFi1cd: 

Effective: 

Resolution No. 
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EXCRA.N(;E'IEtuRONE SER.VICE 

CENTREX SER.VICE 

SEmON V. - R.;UE S'tA3II.In PtAi.~ -~ CO SERVICE - ..u:RPOa:r 
nm:a.COMMUNICAIING SERVICE - MECB.ANlZED SIA:ION SERVICE - Cout1uued. 

a. 'A.IltPOltt IN"!ERCOMMD'NICAXL.'iG SERVICE - ~C:Wr.tZED S'tAIION SERVICE w1f 

S'l'A3ILIZED RAIt· OFFERINGS· 

'C'soc SMR O'soc SMR. usoe - - ,- -
1. Atte:d.a:t Zqu1p.uene 

UX $ 202.36 l3D $ 3.1.5, NKIl 
P.XJ 236.08 FLL 8 .. 43 P24AA 
RXY 326.02 ,mp.' 2.10 I..Ea 
IDa! 39.91 JW 10.12' qn 
021)· 18.83 NlCP 6.7.5·. RXX 

.',! 

2. SUt10u and 
Extensiou L1=es 

m,++ ,. RX2N+ ,. 
RlJVNF 

IGrn.++ ,. 
ItS2m' '* me1 

RX2+-+- ,. RX5++ . ,. US 
RX.2:iN' • RlJ'V++ ,. ICtSNF 
BSZ++ ,. 

3. Exchange Uld 'toll 
Message D1vert1ng 

an. 29.23 RJ'L 11.80 

4. Supplemel1ta.l 
Se:v1c:es. 

n.s 33.00 .' l~P· S.43 
S11 28 .. 6.7 UVE·. 26.l4 
41V 26.l4 

• See Pr:tmary I.1ne Rates 0: Sheee 282-A. 
,.,. See Seh4!!dule CaLP.tT.C. No. 1l7-'J: for item. d.eser1pt1ous • 

A4viC'C'Lettcr No .. 

Decision :io. 

Issucd by 

Robert a. Roche 
Assisc.nt Vicc President 

Date Filed.: 

Effective: . 

She.~ 281 

, 
<N) 

SMa -
$ . 6.7,5 

.32 
26.14 
91.06· 
74.65· 

... 
6.93 
6.93 

. 6.93 

" 

(~) 
Cotttiuued ',:' 
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EXCRANCZ tELEPHONE SERVICE 

CZN'l:R.!X ,SERVICE 

SEC'!ION V. - RATE STABILITY PLAN - CEN'mEX CO SERVICE - AIRPORT 
IN'rEltCOMMO'NICAnNG SZItVIcz. - MZCRAN'IZ'ED S'tA'nON SERVICE - Cont:inued 

B. AIRPORT IN'!ER.COMMIJNICAl'INC SERVICE - MECHANIZED S'IAl'ION SERVICE * -
Con1:inued 

StABILIZED RAXEOFFERINGS - COntinued 

tTSOC SMa 'C'soc .SMR. tTSOC - - - - -
S. Optional 7eatures 

B24 $ 2S.67 !HI. $ 116,.7S ACT. 
!:AN 64.92 ERAXP 4.67 SAK 
E6c 1S.50 E3?". 21.00' DIUl 
E6G .62' E3? .84 m~:r: 
E9C 33.75, ' P40 13.38; ODt 

" 

E9C 1.35 ,Dn' .16·.02 CCN· 
EAT 2l.00 DPG .79, ' SPY 
tAl' .84 DMAlE· 1.9.750: S't'P 
lAY . 141.65· DMAlE .79~: lS3A" 
'UP' 5.17' ESM SO.OO- Al3· 
EA3 32.25· . ESM 3.20: !AN': 
'EA3, 1.29' E6CCS., 67.50. E6c,' 
E2C 32 .. 25· E6CCS, '2.70'; E6<;' 
E2C 1 .. 29 UN: 26,.75- E9G 
!3C 32.25 UN, l..of ; E9c~ 
E3C' 1.29' ESZ 26.7S· 
E8A ' 1S.S0, P!SZ 1.07' 
E8.A. .62 

* See Schedule Cal.P.'e'.C. No. 117-: for item de.~r1pt1ous. 

Advice Letter No. 

Decision No. 

Issued by 

Robert B. Rochc 
Assistant VtCC President 

DateFaed: 

Eftcctivc: 

(N) 

SMR. -
$ 62.56 

.90' 
46.09 
l.S2 

.90 

.90 
l8.89 
6.80' 

:l1.0S. 
3.65. 

64.92' 
lS • .50" 

.62 , ' 

33.75,' 
,l.3S 

'eN) 
Continued 

Resolution 'No. 
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E.XCHA..~E '!EI.EPRONE SERVICZ 

CEN'l:R.EX SZRVICZ 

SEcnON v. ;.. IUn: S~II.Ir.c PLA..'l - C~ CO S:ERVlCE - AJ:R.POB:r (N) ; 
IN'XERCOMMll'NICAnNC SERVICE - MECHANIZED STAIION SERVICE - Continued. ,. 

1\ .. AIItPOltt IN'IERCO~NICAn..'iC SERVIa - MECBA.."aZED S.u.nON SERVICE • - Continued I . 

= RAXE OFFEl!I.~S - eont1noe4 i 
:lm MRMR. I 

s:~~e~~~~ed 1;!~4. 1;;:5.,' 1~~6: ,I 
usoc 

7-27-83 12-31-84' 12.-31-35· '12-31";8~: ., ' 

--m.s+-'----'.-" - $9.9~~ $~~96.·' $ 't.96· ,", i : 
Rws+ ' 9.95"" ~'~96' /, ' 7 ~96,,', I 

BX2S+ 9.96>' 8'.96- ' 7.96;'" ,II, 
RSZS+ . 9~96", 8~96," 7 .. 9(,:, 
XX2MN,' 11.47;" 11.4i llJ.1~· , 
ltX2,N+" 9.96: 8:.9&' 7~96,: ' '1 
RSZNF' ,9.96'~:· 8.96,' 7.96:::, \' 
BXSs+ 9.5l' 8.51:;:' ,7 .sr' 
IWVS+ 9 .. 5-1,': a .. s{,:' 7.Sl.<' I 
lWVNF 9.sf' ,.8.S,l'" 7.501:', I 

••. ~ • 'r 

tl'soe' MIt:~',' . 
.-..... ~,\",.' 

Semc.'Ordered 1-1-84, 1-1.;.s5·, , ,l-l~86, 
after' . 'th:u': '!hm" 'thm', 

7-27-83 . l2-31~4 ,12-31-8,S12-31~·: . 

RXR:S+. 
RW'R* " 
RX2:B+ 
RSZ:&+ 
llX2MN> 
RSm': 
RX.S:a+ 
R.tJv.a+ 
R.llal'F 

" ~, 

i" 

• See Sched.ule Cal.P.tl'.C. No .. 117-! tor item'descriptions. , (). 

Ad..-icc Lcucr !'/'o. 

Decision ~o. 

Issu.ed by 

Robert B. Roche 
Auistmt Vice President 

Cont1nued 

Date Filed: 

Ef£cctive: 

Roolution ~o. 
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ElCRANGE 'J:EI.El'RONZ SERVICE 

CZN'J:R.EXSEltVICE 

SterION v. - RATE S'rA3II.I'r.! P~'i - CE..~ CO SERVICE - .A.IR20RX 
IN'l:ERCOKMD'NICAIING SEmCE - MECHAN"'.ztD S!A!ION SERVICE - Coo.t1nued 

C. CEN'l:&EX CO SERVICE ** 
SttSILIZED R.A:tE' OFFERINGS 

usoc SMR usoc -
1. Private,Network , 

Access RXN S 98.93 PLS 

2. MCUt1oa&l Exelullge 
Access ,'!rWlk ' 
'.term1n&t1ou.s ESQ 60.71 

3. SUt:!.Otl and t1l:I.es RXR++' * R~ 
RXR.MN * U.5 
:ax2++ * mv 
ltt2N+ .. RX7-++ ' 

RXS 
BX&a' 

4. Station Controlled 
featw:-es AC'I. 62.,56 EAB 

SAK .90 E3N 
E6C • .56 E3? 
E6CNC • .56 E8A" 

' E6GlJR .56 E6CCS 
E~, • .56 E6N· 
E9Gm: .56· ESZ' 
E9Gtm. .56 ' EA...'i. 
EA:I: • .56 .53A. 
ESliCS • .56· DPG 
UY 141.6.5- D&ll: 
!.\P .5.17" DU" 

.. See Pr~ t1l:I.e Rates 0'11 Shee~ 2.86. 
*. See Sectio'l1 III. for item desc:ripc1ous • 

Advice Letter :-to. 

DcdsioD. ~o. 

Issued by 

Robert 3. Roche 
Assisunt Vice Presieent 

SMR, USOC - -
$ 98.93 ESO 

.. PPJ 
* PS9 
* P'P.:nrE' 
.34 llVl' 
.34 lQR, ' 

: .34 R:QRNF 

.56, 3&'.r, " 
21.64 OD'! 

• .56 CQr 
1.12 SF! 
2~2S sn:' 

.90 !3C 

.90 ESHC6 
77 S7 E2Go ~' 

.58.46· ESRC3-
2'1.64 ' :524: 

.S~ a3A" 
46.09,' mcTAA 

, ~ ~ 

<I 

D'iate Filed: 
Effective: ' 

(N) 

SMa 

$ 4.3.84 ' 
I 

1 

,.34 I 
' .34 1 1.34 
5 • .5,1 1 
05 • .51 I 5.51 

, .. 
I 

' f 
I 

,l.5Z 1 
.90, 
.90' I 

18.89'_\' 
6.80". 

,1.69 'I 
'1~69' T 
1:.80 
1.9l I . , 
9.2;7, 'I 

20';80'1 
24.06) , 

',1 

(Y) 
CoI1d.x1ued 

I 

j , 

I 
I 
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EXCHANGE 'IELEPRONE SERVICE 

CENIR!X SERVICE 

SECTION V.. - R.Al'E StA3ILI'.tY PLAN - CEN'l:'RZX CO SERVICE - .AIRPOR.'r 
IN'rERCOMMDNICATINC SERVICE - KECRAN'IZEI>· STAnON SERVICE - Co'llt1nued. 

C. CENtREX CO SERViCE *- Cont1nued 

STARILIZED RAn OFFERINGS - Continued 

trSOc SMR ~ -5. Mmitl1strat1ve 
Services -

. Attendant Eq,u1pme'O.t 53R $ 421.57 53N20 
53C· 376:61 53NlO 
53]) 65.20 S3? 
53!· 438.44 53Q· 
53F 376 .. 61 . 531' 
53C 66.33· EAD4X 
!DO 432 .. 82 530,': 
EAX 432.82 530' 
EAD 146.1S, 53V 
53R 370 .. 98, CLY 
53J 12.37 CLR 
531C 5.17 CIJC 
531. 252.94 CLZ 
EDD4X 33.i6, en 
EAX4X 51.71 cx:o 
EAD4X 174 .. 2$ CXY 
?:D7 20.80 c.oc 
54]) 21.08' C'WX 
EI)4 23.89: CX4 
54! 23.6,1 531J 
53K 370.98, CD 
RXY4X 573.34 53X, 
RXS4X 438.44 53Y 

* See Section III. fo~ item descr1pt1ons. 

Advice Letter No. 

DecisiOD No. 

Issuc:dby 

RobcrtB. Roche . 
Assistant Vice President 

SMR trsoc -
$ 5·.62 ex.! . 

4.95 EC'&++, 
7.59· ECC ..... ·· 

12.93 ECli++ 
5.90 !CP 

114 .. 25,. ECO''' 
26.70·. ECL: 
l4.90 ECJ" 
24.17', CXP'P'r 
65.20 CXJ'P':t 
33~22 ' erc, .. 
9.27' m:' 

27~54 :, 'f.tfP7" ' .. 
26.42 MP8 
52.84· 'f.tfP9, .. 
52·.84 1CR2 
62.95: . U2 
64~08;. QER 
7,.03- ' RIC'l" 

12 .. 37 P4C 
16.30' 1'24',' 

224.84 P4$:' 
6.46,. css; 

Datc'FiIed: 

Effective: .' 

(N) 

~ 

$' 6.46 
297.91. 
314 .. 71 
191.11 
16.86-. " 
73.01' . 
13.49 : 
47.89 
17 .1;4~· 
10.11;: 
S6~21 
11.52' 
14.33,' 

.45:" 
15.74' , . 

6.4&" 
18.69" • 

157.39:, 
134.90 . 
112~42" 
35.41 ". 
9.56, ' 
4.38: 

';) 

(N) 
Continued 

I 

RaolutionNo. 

.. 
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CENn.EX SERVICE . 

SCHEDULE CAL.P~tr.C. ~O.12l-T 
Sh •• t 285 . 

S:ec:t'ION V. - lUI:! S'l'ASnIn PI.A."i - CZN'!B.EX CO S::avIa: - AIRPORT 
IN'l:ERCOMMUNICA:rING SERVICE - ~ClWlIZZD S~ION SERVICE - Continued. 

<N) 

C. CENTREX CO SERVICE .. - Coc.einued 

StABn.IZED R.A:rE OFFERINGS - Coa.~ill1.1ed. 
USOC S~ 'O'SOC S~ 'O'SOC ~ 

6. Admia.istrative 
Services - Other em $ 39.00 EC4 $101.18: A6Y $ 15.46 

CMDMN 39.00 ECM 134.90 A6Z 5l.71 
c.."1D .39 ECO 196.73 A94 2.59 
CMDMN" .39 an. 90.50 A6C 2.59 
ZZ"!Q2 168.63 lUI. 45.25- A6~E 4 .. 16 
900 67.45 RJ'O' l3.58 ' ASCCE,. 7l.9S· 
90P 30.35, sse l.3S: ASCA'Z 12.65· 
MR.'8AA. 66.33 AhV .34 ASCS'r l.57 
MRU:S, .2S AS.\. 3.49' 'ZZ3n 44.4l 

I MRl.AA. 62.95 A82 l.S7 ZZ3YC 7.87 
M:RI.A3 .34 .\83RA l.Ol Zz:stl) 7.87 
CEl lOl.l8 A6w 36.26 
eta 1.57 
CEN 61.83· 
CEP lOl.lS 

7.. Au~om.&tie Call 
Processing Features A'1!:! 275.43 AlUi 9.27 MUm) 207.93 

ARQES 264.19 ECT 7 .. 3l MERCD 207.98 
EC3X8 a..43 ARQ '47.78 ' MES32 " 24.45 
EC332 19.6-7 ASC l63.0l MES64 26.42 
!C364 39.35, EAO 3.;.37' 'MZV 40.47 'I 

,\ 

. ' I 
, '. , 

t 
t, 
I 

l 
I 

. 
* Se. Sec:tioa. III. for item descr1pt1ous. (N) • ' 

Advice Letter No. 

Decision ~o. 

Issued by 

Robert B. Roche 
Assist:lJ1t Vice: President 

]):a,te Filed: 

Effective: 
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Pa e " 

EXCHANGE n:u:PRONE SERVICE 

CEN'IR.EX SER.VICE 

SECTION v. - am STABn.Il'Y PLA.."i - CENnEX CO SERVICE -AIRPOB:J: 
IN'l:EltCOMMDNICAnNG SERVICE - MECRA.NXZEDSTAnON SERVICE - Coue:f.nued 

c. CEN'IR:::t CO SERVICE * 
Sl:A3n.:tZED RAXE OFFERINGS 

8. i!r'SJD,ary, Line bee.s 
USOC 

Servke Or4ered 
on or before 
"7-27-83 

RmS+' 
n2S+ 
'iX2N+o. 
R.J:RMN:. 
a.'OVN+ 
WS+ . 
RUVS+. 

SMa, -, 
1-1-84 

tb.:z:u';: 
12-31-84 

$ 9~68'.· 
~.68- .. 
9.6a:, 

11.19' 
9.34' 
9.34·.' 
9.34' 

SMR. -
1-1-85' 
Thru· . 

12-3l-8S. 

$ 8~6S.: 
8';6~S:' 
8'.63; 

. 11.19'.' 
8.34' : 
8.34 
8..34' 

SMR -
1-1-86 
tb.:ru 

l2-3l-86 

(N) 

$ 7~68,,' 
'. ,.68: 

.' 7.63" 
11.1'9" 
1.34,~: ' 
7.34::·, 
7.34:; " 

tfSOC, SMR. : . SMlt '. ' SMlt - -. .....--.. " 

. -\' 

Serv1c. Ordered 1-1-84 1-1-8S~ 
after " 'rhm . Thm, ;, 

7-27-83 . 12-31-84 , 12-3'l;..as..' 

$6~7~~ 
6.79';' 
6.79-

. $6.;1'9:' : 
6.79;-,' , 
6.79:' . 

1-1~86·· 
l'hr.l 

12.-31~S6:, 
~ .' ", !' 

llD.3+' 
:a::t2!+ 
RX2P+ 
Rmm·'. 
tmV:s+ 
RXS'S+ ,. 

11.19:' 
6.45, 
6.4,S,. 
6.4'5 .. 

11.19'·" 
6.45,' -

$,6'.79:., ~' 
6."> 
6.79'" 

1,1.1~ 
6.45: ."," 
6.45:''"', ", 

RllVP+ 

* s.. Se<:t101:l. IXl. for ieem descr1pc10na. 

(END OF APPENDIX B) 
Mvice Letter ~o. 

Issued by 

Robert B. Roche 
Assistant Vic:e President 

'6;.45 . 
6.45',' 

. Date Filed:, 

Effective: 

;1 '6.45. 
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the interstate jurisdiction a.nd an underrecovery of costs in our 
jurisdiction. Based on our reeord, tota.l revenues still would excee4 . . 
total costs, so no unfairness to competitors would result. However, 
we do not consider it our proper role to adjust intra~tate rates 

.~~ /~ 
below intra.state costs to a.ccommodate the ~~&a, 
actions of the FCC. " 

We discern a moderate approach which can be expected to ,~...-./, 

maintain coverage ot Centrex costsand"which is c,ons1stent with o,~ , , 
past reviews of C'entrex rates. It 'Wili relieve cent,rexcust.~: of ,', 
most of the burden of the FCC-ordered CAI,Cswh1le not~gso 
deeply into intrastate revenue gener~t10n as Wouldydo'llar-:ror-
dollar CALC of set. ~he approaeh we adopt, will'be/to eliminate 
existing surcharges o'n Centrex rates, both t>?s.1~sureherge 'imposed' 
in August 1981. by D. 93367 and the '0. 3)/~, suorchar ge imposed.', in' , 
December 1983- by D. 83-12-025. ,'" " , ' , 

, ,.., ' , 

~he '0.32~ SUrCharge:?: wll removed when tha.~:,sureherge is 
• replaced by a final rate design d 'ermined in the pend'irig ' d;ecision in 

Phase II of'Pac1fic's general r e proceeding, A.83-01-22, et'al. 
Elimination of that s~rchar~ill constitute a 9.1% reduction in 
Centrex ra.tes covered by tb!eRSP (but only a 6.2'; reduction from the 
1 98;, rates on which Pac1 1c' sco'st and revenue studies were' base:e) • 
I't appears that the e:t ect of this reduction will a.p:proximatel~" 
offset the average e fect of the' FCC' a 1964, CALCs. on Centrex 
customers- We not that on March 20, 1984, the FCC "extended" the, ' 
e:r:tecti ve date;flr Pacific's interstate access tari!! ~ilings until 
June 1" 1984. Thus, we anticipate that the of:ts,ett,ingsurcherge 
removal will/tlearly coincide with imposition of the FCC,CALCs. 

P6r subscribers to the RSP,the 5.4~ surcha,rge also will be 
removed from rates sub'ject to the RSP' effective the date that the 

, increase in FCC CALCs for the year 1985 takes effect. ~hatsurcb8.r8e 

should rema.in in effect, for Centrex customers, not subscr:f.b1ngtothe 
RSP. Eliminat'1on of,that surcharge will constitute a 5.1% rate 

reduction. ~he combined, effect of removing' 'both surcharges will be a 
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26. Approval of Pacific's proposals would enhance the 
attractiveness of Centrex service and would tend to maxim1ze net 
revenue contributions from Cent-rex service in the future. 

27. ~he ESP will encourage Centrex customers to remain with-the, 
service for suffic1ent: time for Pacific to' upgrade the a.vailable ' 
Centrex!eatures. ' ,-

28. ~he three-year term of the RSP should. commence Je.n",,;-1, 
1985-, so thati ts term1nation will coincide with the _begin~g '01' 

Pacifi~' s 1988 test year. , /' _ " ' 
29. ~he proposed· Centrex service offering to sme,ller line s-ize 

custome,rs will cover ,1:ts prospective cost and proVi:ti"e a'v~r1ety of 

benefits to' Pacific and its _~ustomers.. / 
30. A CALC offset willenhanee, rathe~han diminish, the 

contr1bution of net Centrex revenues tosu~o·rt other services. , , 
~1 • It 1s not a proper role of th1s'Commiss10n, to :~ 

intrastate rates belOW intrasttl.te cost/to ac~ommodate ~ele~s' ' 

actions taken by the FCC., 
,2'. Elimination of existing ureharges on ,Centrex 'rates,' will 

relieve Centrex cus.tomers of m03 of the burden of the FCC-o;rdered 
CALCs while not cutting' deeply fnto intrastate revenue generation; if 
properly timed this action'w~ll approximately offset, the average 
effect of the FCC CALCs in L{984 and 1985.. . ' 

33 .. Adj'llstments'to offset increases in the FCC CALCs beyond 
I -

1985 are not justified at this time. 
, , /' 

~4. Pacific has not proposed to increase any rates 'to 
I 

compensate for the RSP or the CALC offset. 
/ 35. ~he risk o'f customer a.bandonment of Centrex service in th~ ; . 

face of the 1mpend!ng impos.ition of the FCC CALCs warrants an early 
, / 

effective date fOI the following order. 
Conclusions of Law 

1. Pacific must bear the burden of proving that its proposals 

should be adopted. 
2. Pacificfscost studies did not unduly discriminate between 

Centrex lines and' other business lines; it is appropriate to 

- 44 -


