ALJ /vdl

pectoton 64 04 016 AR 413 O BNQ\&

BEFORE TEE PUBLIC UTILITIZES COMMISSION OF THE STATE OF CALIFORNIA

Application of The Pacific Telephone

and Telegraph Company, & corporation, )

for authority to establish a rate ; Application 83-05-45

stability plan for Centrex and (Filed May 20, 1983; .

associated services and to expand % amended October 14, 1983)
!/

Centrex service to smaller line size
customers.

Randall E. Cape and Rex G. Mitchell,
Attorneys at Law, for The Pacifie
Telephone and melegraph Company,
applicant.

Wood, Iucksinger & Epstein, by Albert
Kramer and Harvey T. Oringher,
Attorneys at lLaw, for California
Interconnect Association and ROLM
Corporation, protestants.

Dellon E. Coker and Terry J- R. Kolp,
Attorneys at Law, for U. S. Department
of Defense and Federal Executive
Agencies; John W. Witt, City Attorney,
by William S. Shaffran, Deputy City
Attorney, for the City of San Diego;
Leonard L. Snaider, Attorney at Law,
and Rovert. Rf_iaughead P.E., for the
City and County of San Francisco; Ira
Reliner, City Attorney, by Ed Perez,
Deputy City Attorney, for The City of
Los Angeles; William G. Irving, for .
the County of Tos Angeles; atricia A.
Tilley, for the Regents of The
University of California; David J.
Kovanen, for American Telecorp.;
?eIavin, Norverg, Barlick & Becx, by
Alvin H. Pelavin, and William R.
Haerle, Attorneys at Law, for Calaveras
Telephone Company, Capay Valley
Telephone System, Inc., Dorris
Telephone Company, Ducor Telephone
Company, Evans Telephone Conmpany,
Poresthill Telephone Co., Happy Valley

[ .

a1
4
i
4

i
b
i
[

> R Mg AT TR N, £ B M -




hed

A.83-05-45 ~ALJ/vdl

Telephone Company, Hornitos Telephone
Company, Kerman Telephone Co.,
Livingston Telephone Company, Mariposa
County Telephone Company, Inc¢.,
Pinnacles Telephone Company, Sierra
Telephone Company, Inc., The Ponderosa
Telephone Co., The Siskiyou Telephone
Company, The Volcano Telephone Company;
and William Knecht, Attorney at ILaw,
for California Association of Utility
Shareholders; interested parties.

Rufus G. Thayer, Attorney at Law, and

J. Douglas Dade, for the Commission

staff. -




A.83-05-45 ALJ/vdl

OPINION cevevvec-n Ceteseesessccnenaesaseancenncenan
Procedural HiSTOrY eeveveses. eeeeenens ceeeecaceas S
Background ...... eeeeass R cecsicessonn
Position of Pacific -veeveeeviaccennnn. .
Pacific s Proposals ...... . g
Pacific's Evidence’ ceeciieiieincaann. ceecesrans .
Position of Protestants seereesssessescsntscnnannen
Pacific s Response ...............
Positions of Other Parties
Discussion ........,; ......... Seannes cesccerecne “oo
Potential Viability of Centrex Service .......
Fairness of Pacific's Proposals ...... e
Consideration of Competitive Impacts
The Basic Issues: Costs and Revenues

Evaluation of Objections to
Pacific's Cost Estinates

Evaluation of Objections to
Paci*ic s Revenue Bstimates cesoscances veosss

Conclusions :
Rate Stability Plan cececerscsncesasaan eeseennes
Smaller Line Size Servioe B
CALC Offset ..... Cetccctesccscenateccssacesnnnnn
Compensaxory Increases in Other Rates - ‘
PiNdings OFf FACT ccveveceseeroocececanns ewsesseacas )
Conclusions of LaW eeevennacnes Ceemeraeceenenenaaae
0120021 S ceen
- APPENDIX A | - | |
| APPENDIX B.




Ny

A.83~05-45 ALJ/vdl

CPINICN

By this spplication, The Pacific Telephone and Telegraph |
Company, now reorganized and operating under the nanme Pacific‘Bell‘
(Pacific), seeks authority to adjust its Centrex and associated |
service offerings in a manner calculated to maintain the viability of
these services in the face of drastic changes occurring in the
telecomnunications industry. As originally filed in April 1983
Pacific's amplication sought permission to establish a2 rate stability '
plan (RSP) for Centrex and associated services which would. assure
Centrex customers of retaining the bulk of their Centrex serv*ce
features at present rates for three years in return for their'
agreement to retain at least 90% of their Centrex lines, in gervice
for that perioed. Pacific also sought permission to offer Cen*rex
service, now available only to customers served by at least 100
access lines, to customers requiring only from 40 to 99 lines.( In
Octoberv1983, responding to a Pederal Communications Commission
(FCC)'order'requiring that customer access line charges (CALCS) be
applied, in the amount of at least $2 per access line, to all Centrex
lines, Pacific amended this application to seek authority to lower
the rates for Centrex and associated services %o counterbalance the:
effects of the Fcc-required CAuCS-

Procedural History RS ‘

A protest of Pacific's. application was filed June 20 1083
on behalf of ROLM Corporation (ROLM) and the California Interconnectj
Association (CIA) (referred to collectively as ?rotestants) \
Protestants asserted that the Commission lacked adequate information
to determine whether Pacific's proposals were in the. public interest
and consistent with applicable law. They requested that the.

| Commission set Pacific s application for hearing~and aeny the
application. : : ‘
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A prehearing conference was held July 6, 1983 before |
Administrative Law Judge (ALJ) Martin A. Mattes. At that time the -
Commission staff moved that this application de consolidated for
hearing with Pacific’'s current general rate increase application,
Application (A.) 83~01-22, et al. Protestants supported the staff
proposal, which was opposed by Pacifie, the Cities or San- Diego and
Los Angeles, and the City and County of San Prancisco. The staff-
motion to consolidate was denfed, and hearings were scheduled to
begin Qctober 24, 1983, with a detailed calendar established for |
discovery and prefiling of proposed testimony and exhibits.

‘ - Delays in ‘Pacific's responses to discovery requests led
Protestants to file a motion for extension of time August 21, 1983,
which they supplemented Septexber 2. On September 8 staff filed a
motion for consolidation, in effect renewing its oral motion of two
nonths before and ecplaining that Pacific's failure to- respond %0
staff data requests, had disrupted the staff's schedule for working on
this matter. On Seotember 20, ALJ Mattes suspended the procedural
schedule but deferred ruling on the notion ror consolidation, which
was subsequently uenied._ L : :

After further communications anong the parties and the, ALJ
on October 14 Pacific amended its application and its evidentiazy T
showing to account for the effects of the FCC's recen‘ order ' )
establishing CAILCs. On October 19 Pacific filed a motion to defer o
hearings until mid—December., That motion wes granted by ALJ ruling
issued October 24. On November 14 Pacific distributed updates and
refinements" to its previously filed tests mony., ‘ , ‘ Lo

Seven days of hearing were held before ALJ Mattes in San _
Prancisco in mid- to late December 1983. Four witnesses testified on
behalf of Pacific, one on behalf of Protestants, and. one on’ behalf of
the T. S. Department . of ' Defense and Federal Executive Agencies ' |
(DOD/FEA). In addition, representatives of the’ City of Sen Diego,‘
the City of Los Angeles, the City and County of San Francisco, and
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- the County of Los Angeles participated in the cross-examination of
witnesses. Briefs were filed at the end of January 1984 by Pacific,

. Protestants CIA and ROLM, the City of San Diego and the City and .
County of San Francisco, the City of Los'Angeles, and DOD/FEA. Oral
replies to the briefs were heard February 3, 1984. The Commiasion
staff did not participate in tke hearings and did not file a brief.
Background .

Pacific's application concerns the rates and condit*ons or
service appliceble to its Centrex-CO and Airport. Intercommunicating

- Services. These services will be referred to collectively as Centrex‘
service. Centrex service is an exchange telecommunications service
intended for large business telephone customers. It provides_the
subsceriber with many telephone lines which may be called
xndividually, rather than through a switchhoard' which Bay ‘be used
independently for outgoing calls; and which may de used for
intercommurication (intercom) calling between stations on the
subscribver’'s. premiees.\ Centrex provides station lines, attendant
positions, direet inward dialing to individual atations,
identification of outgoing calls, intercom usage with fewer than
seven digits, call transferring ané add-on within the sytem, access
t0 the exchange and toll networks, and other: optional features
similar to those offered by a private branch exchange (PBX) eystem.

What. primarily distinguishes Centrex from a PBX service ia

that Centrex employs the switching capacity of a telephone company
central office to perforn the switching otherwise provided by a PBX |
machine. The Centrex subscrider requires more access lines than a.
PEX user with comparable usage characteristics. 7Ehis is hecause‘all_
celling, including intercom celling, must be routed off customer
premises through the telephone company switching office. On the
‘other hand the customer need not devote office space to PBX
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equipment, but rather shares the ugse of the telephone'codpany ceﬁtral
‘ office to meet internal call switching needs and can Tely on the
telephone company for spare capacity.

Clearly, PEX and Centrex are competing services. Pacific
hes offered Centrex service since 1964, but since the mid-19703 the
Bell Systenm preferred to market its Dimension PBX system,
consequently neglecting to enhance its Centrex service ~offerings with
state-of-the-art technology. Few new features were added to Centrex
and the rates for Centrex service were increased, particularly by
D.90309, issued May 22, 1979, in Pacific Tel. & Tel. Co. (1 PUC. 2d

344). According to Pacific, witness Malone, an independent industry '
consultant, ' ‘ = : '

"...in AT&T's zeal to sell the Dimension PBX in
lieu of Centrex, what happened was Centrex

ustoners began to feel that the company did not
have 2 strong commitment %o the product.

"They did not see the number of new features being
added to Centrex that they could get from a PEX.
‘ And they found that the Centrex rates, in their

g opinion, seemed to spiral upward.

"So, therefore, the customers began to feel that
Centrex was not what we referred to as 2 visble
solution for them because as their businesses
would grow and as their demands for
communications products wonld change Centrex

seemed to maintain a status quo in terms of what
it offered to them."

Today Pacific's interest in Centrex service has chenged.
Divestiture from its parent Aperican Telephone & Telegraph Company
(A2&D) in accordance with an antitrust consent decree has deprived
Pacific of its existing base of PBX equipment but has left PacifiC'
with its Centrex customer base. Because Centrex plant is not | |
customer premises equipment, the divestiture consent decree permit°
Pacific to continue providing Centrex service to its existing

: subscribers and to offer that service to new-customers as. well.,
Whetherﬁor not, prior to divestiture, Pacific stood to benefitefrom

—r— g -




A.83=05-45 ALJ/vdl |

the nmigration of Centrex customers to AT&T's PBX productxline,.any'
berefit now clearly flows the other way. At leaat“until Pacific'
develops its own PBX marketing operation anew, the movement of a
Centrex customer to PBX service now means a significant losa of
reveaue. to Pacific. : '

Position of Pacific -

_ According to Pacific, Centrex service is one of only a few
of its post-divestiture services that covers its fully allocated
costs. Because Centrex provides a2 revenue contribution above and
beyornd its own investment, direct costs and overheads, Centrex helps
%o keep the rates for other services lower than they would’ Otherwise
be. By this application Pacific seeks to restore the viability of

its Centrex service offerings and to maintain its existing,Centrex
customer base.

Pacific's Proposals
There are three main features to Pacific 8 application,
- each of which will be considered separately on i%s merits. These are
the Centrex rate stability plan (RSP), the proposal %o extend the
Centrex of‘ering %o smaller line size customers, and the - proposal to
decrease Centrex rates to offset the effects of FCC-required CAICs.
The RSP is an optionmal plan which would guarantee Centrex:
customers against utility initiated increases in rates for the major
porticns of their Centrex service for a three-year: period. The RSP
would include all festures included in Pacific's tariff schedules o
Cal. P.U.C. Nos. 117=T and 121-2, for Airport Intercommunicating
Service and Centrex CO Service, respectively, which are °ubject to
recurring monthly charges, with the exception of exchange acceas .
(sometimea referred to in the tariffs as the exchange accese trunking
charge), mileage charges, and dormitory rates. . Nonrecurring charges
for additions, moves, Or changes would not be covered by the’ RSP.
return for the assurance against utility initlated rate increases fori
the three-year period the Centrex customer would commit to retaining'_

‘;1.”
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0% of the Centrex lines in service at the time the RSP agreement
becomes effective. The proposal includes a termination'penalty,f
which would decline based on the number of months left to run in the
agreement at the time of disconnection. The RSP election option
would remain open only for nine months. Therefore, the RSP would be
offered to existing customers and new customers placing ordera during .
the nine-month window. The proposed RSP contract form, as it would '
be included in Pacific's tarif?, is attached as Appendix A to this < °
decision. The RSP itself would be set forth at Sheets 277-86 ot
Pacific's Tariff Schedule 121-T, attached as Appendix B. |

Currently, Centrex customers must purchase a minimum of 100
Centrex lines. The second element of Pacific's application is a.
request to decrease the minimum line 3ize required to 40 linea, g0
that Pacific nay offer Centrex service to customers desiring aystema
in the range from 40 to 99 lines. : L

The PCC access charge decision on reconsideration
(Memorandum Opinion and Order, released August 22, 1983, in CC Docket
No. 78-72 Phase I) izposed monthly access charges beg: nning at 32 per
month on each existing Centrex line and up to $6 per mon*h on each
Centrex line to be added in the future, as compared’ to a monthly

| charge of up to $6 for ordinary business lines, including_PBx

trunks. Because a typicel Centrex customer is served. by a ‘number of
Centrex lines greater by a factor of ten or more than the number of
trunks required %o serve the same customer using a PBX, the PCC
decision imposes a substantial competitive disadvantage on Centrex
gervice. Consequently, the October 1983 amendment to. Pacific s
application added a request to lower Centrex rates sufficiently t0
offset the differential impact on Centrex of the FCC-required CALCs.
Pacific's request was intended to maintain the pre-existing price

-relationship between Centrex and PEX service offerings.. By'?acific'o

calculations, the reduction in 1984 would be $1. 51 per month per line

"?.
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‘on Centrex lines ordered on or before'July 27, 1983 and $4 40 per
month per line on new Centrex lines ordered after: 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 PCC.

Pacific's rationsle for these three requests stenms from- its
assertion that the proposals respond to the needs of existing and
future customers and are necessary if Centrex service is to.survive E
as a viable service offering of Pacific.

Pscific asserts that Centrex service is "imperiled" unlecs
Pacific's proposals are instituted immediately. lhe record
demonstrates that Centrex customers are anxious, restless, snd
uncertain about the future of Centrex. .gervice. They seek reassurance
that Pacific is committed to maintaining the viability of Centrex.
The FCC imposition of CALCs on a per line basis has heightened
'Centrex custoners’ concern. ,

;o According to Pacific, Centrex service is hindered not only .
with respect o price but also by its relative lack. of nodern . ‘
features. Competitors can criticize Centrex as technologically
outdated. Pive particularly desirable festures -are lacking,
including customer-controlled moves and changes, enhanced station
message detail recording capability, traffic modeling, electronic
telephone sets and dats switching at a Speed of 9.6 kilobits per
second. Pacific is especially concerned because customers moving
from Centrex will be purchssing competing systems for use over an _
extended period of time. Once gone, these. custonmers will not return.

 Pacific forecasts that without change in the Centrex '
offering 65% of Centrex lines will be: discontinued within three
years. For example, 1% of California’s 15 largest Centrex custonmers
are now circulating requests for proposals to. replace their systems.
These customers. average nearly 10,000 lines each totalling 126 000
Centrex lines in- service, or 18% of all Pacific 8 Centrex lines.
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Pacific's witness Malone verified that these developments mirror a .
nationwide trend, whereby some 2,000 to 3,000 Centrex lines are being
taken out of service daily. ,

Pacific contends that Centrex is one of only a few of its
services - and the only exchange access service - which covers its
fully allocated costs. As noted above, because Centrex provides e
revenue contribution beyond its own ¢osts, it helps to keep. rates for
other services lower than they would otherwise be. Moreover, Pacific
asserts that 108s of Centrex customers would idle’ equipment'end
facilities much of which could teke years to reuse, thus imposing
stranded plant ¢osts on the general body of ratepayers.

According to Pacific, 2 shift of Centrex cus tomers to. PBX
service will not meke up the lost revenue. ?acific cost studies ‘show
that even at the $9.25 PBX trunmk charge proposed in A. 83-01-22,
revenues {rom this service will fall substantially short of costs.

Despite the gloomy present, Pacific sees potential for
Centrex Yeing viable for the long term. The advantages of Centrex‘
include its ability to be increased in size without requiring a. -
change of system, unlike PBXs which are often: constrained by their
design limits. Centrex also can be enhanced. technologically as
central office improvements occur, whereas most PBXs are
technologically fixed. Centrex requires no customer. premises
switching equipment site and offers the inherent redundancy built
into Pacific's central offices. If the economic. attractiveness of
Centrex can be maintained in the interim, Pacific plans to offer'”
enhanced features in the future. Pacific also sees prospects for
reducing the costs of providing Centrex service through greater us

of electronic central office switching and the introduction of multi—i"

channel technology. The latter, which will permit several

communications paths %o be used simultaneously over a single pair of
wires, could profoundly benefit Centrex service, for which: outside .
plant costs now comprise roughly two—thirds of total costs. |
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Pacific sees the RSP as giving it the breathing space to -
improve the feature capabilities and long-term attractiveness of
Centrex. It will protect Centrex customers and Pacific from hasty
decisions during a turbulent period. Pacific sees Commission
precedent for ‘prograns similar in effect to the RSP, citing PT&T
Variasble Term Payment Plan, D. 82-03-058 (March 16, 1982) and PO&T
Two~Tier Payment Plan, (1975) 78 Cal. P.U.C. 1.

o "Mhe offering of Centrex to smaller line size customers
would ellow reuse of facilities that otherwise might de idled by loss.
of larger Centrex customers.. Pacific expects that smaller line size
customers would tend to take more of the high profit. optional Centrex
features. Cost effectivene*s would be assured by making Centrex
available only to those 40-99 line size customers served out of
electronic (ESS) central offices, which can provide Centrex service
more efficiently than technologically antecedent facilities.‘ :

Pinally, Pacific urges the necessity of its propceed.offset
to FCC-ordered access charges due to the close alignment of Pacific's
Centrex rates with its PBX conpetition. According to Paciric;r

"If the end-user charges are allowed to be. applied
on a per-station dasis, without some offsetting
rate reductions, Centrex will no longer be- price
competitive.”

Pacific witness Harris contends that the FCC "committed a seriouc
econonmic fallacy" in 2pplying the CALC on a uniform per line basis.
Because Centrex lines are used for intercon calling ns well as
network access, the number of Centrex lines greatly overstates a
Centrex user's relative use of the interexchange network. ‘This
Justifies setting access. charges for Centrex lines on a trunk-
equivalency basis. Thus, Pacific's proposed access charge offset is
intended to produce a net increase in charges per Centrex line (CAJC
ninus intrasiate offset) equal. to 49¢, one-tenth the- amount of the
FCC CALC per PEX. trunk which Pacific projected to be $4 89. This
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result is‘indicated‘by the following tadles drawn from the
supplemental testimony of Pacific witness Zllis: ‘
PACIFIC BELL
RATES FOR EXISTING CENTREX LINE
Line Rate* $11.19 9.68 8.68 7.68
CATCH* - 2.00 %.00 4.00
Total Charges ﬂ11.19 11.68 11.68 11.68

RATES FOR NEW GENTREX LINE

‘ 1983 1984 1985 1986 -
Line Rate* $11.19 6.79 6.79 6.79 6.79
CALC#* - 4.8  4.89 4.89 °  4.89
Total Charges 11.19  11.68 11.68 11.68 11.68

*Actual for 1983, proposed for subsequent years.
**Per FCC decisions in CC Docket No. 78-72, Fhase I.:

Actually Pacific's proposed rates'wouldfmore‘than;dffset
the PCC CALCs. This is because Pacific has failed to;take account of
the effects of the 5.4% and 10.32% surcharges\which‘presently,apply
to Centrex station line rates and which would remain applicable under
Pacific's proposal.‘ Thus, for & new Centrex line tne effective rate
today {s $11.19 x 1.054 x 1. 1032 $13.01 and the pr0posed raxe ig
$6.79 x 1.054 x 1.1032 = $7. 90, for a reduction of $5.11 rather than
the intended $4.40. Also, by letter dated. March 20, 1984, Pacific .
informed the Commission that its revised FCC tariff for access ‘
services filed March 19, 1984, changed the $4.89 charge %o 34. 78 per
line. This slight revision is not, and need not be, incorporaxed inl
the discussion which follows- L

Pacific's: Evidence ' :

Pacific' 8 first witness, John Malone is president of The
Eastern Management Group, described as the largest communications
industry consultant in the nation. Malone testified. that Centrex is'«~
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a viable service which, from 2 technical standpoinf, can-satisfy'the‘
communications demands of most businesses. However, Centrex
customers see Centrex rates as having been allowed.tc;spifal, and are
looking for some sign that rates will be brought under control. They
also are looking for the addition of modern optionai features to |
thelr Centrex service, including cost-saving features which would
enhance the competitiveness of Centrex vis—a-vis PBX service. Malone ,
testified that momentum has been building against Centrex for several“
years, and that every day is important to Pacific's etfort to
reverse, or at least slow. down, the trend toward abandonment of
Centrex. ; ‘ : .
Pacific witness Carol Ellis is a product manager for

Centrex services. She. described Cent*ex as "a cost effective
selution to customer communications needs across & broad‘range of
system sizes.” She testified thet in the future Centrex will be one
way for Pacific to serve as a gateway for sophisticated ‘
communications services including local area networks, relying on the
~ powerful capsbilities of electronic central offices and light guide
fiber cable distribution systems. Ellis stressed the need to offer
rate stability to Centrex customers, particulafly'in”view of the
guarantees of price stability which Pacific s PBX competitors can
offer through fixed price leasing or direct sale. According to.
Ellis, approval of the RSP will demonstrate that the: Commission
recognizes Centrex users' needs, and may forestall decisions %o
abandon Centrex. It is a crucial first step in establishing Centrex
as a gtrong business offering now and in the future. 1

 Witness John Gueldner testified as to Pacific’s y ccstiné
studies for Centrex. He desc¢ribed the embedded costs of the present
100+ line Centrex service based on a "tops down" fully allocated N

disaggregation of average embedded costs; using Pacific 8 vertical

Loow
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category analysis model which disaggregates corporate financial E
results or dudget data into service-specific investments, revenues,
and costs. CThe cost study for the proposed 40-99 line service was’
also a fully allocated cost study, but necessarily a "bottoms up”
study, using such inputs as materials cost, installation labor and
engineering labor to compute 2 unit investment base. From this
investment bage, annual capital costs, maintenance, administrative
and other expenses are developed. The "bottoms up' approach 13
necessary because the smaller customer segment is not represented in
Pagecifie's current vertical category analysis model. Such a "bottoms
up” approach Iis routinely used to price a new service.

The "tops down" study indicated that the existing service
would generate $162 million in booked revenues at a cost (including
capital cost) of $128 million in 1983, yielding net contribution of
$34 million. On 2 1983 basis the new 40-99 line service was. ’
calculated to produce $1.1 million in revenues at a cost of $O 8
nillion, producing ‘a slight added contribution- S i

Gueldner supplemented his testimony %0 indicate that even
- with the proposed CALC offset Pacific's Centrex revenues would cover .
fully allocated costs throughout the three-year term of. the RSP.
Besed on demand projections by Pacific’ s marketing department,
Gueldner projected costs and net revenues- for the alternatives of
adoption or non-adoption of the proposed. CALC offset. His
calculations indicate that the CALC offset vould help maintain a
larger customer base, thus retaining a net revenue contribution over
the three-year ternm totalling 365 million, as compared to 2 $16
million deficit without the CALC offset. . ‘ o '

In further: supplemental testimony, Gueldner factored in the
effects of Pacific's study disaggregating local loop costs (performed
for Pacific's general rate case A. 83-01-22 in compliance with the
Commission's "costing manual” decision, D.87% -04-012) and of the |

prospective CALC. revenues. These factors have the effect of

- 14 =
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increasing the indicated Centrex costs and revenues, respectively.

The resultant net revenues from Centrex over three years with the.

CALC offset are shown as $66 million, but as a $40 million deficit
without the offset. Thusg, these final caleulations 4indicate a\$106‘
million net bemefit to Pacific from adoption of the CALC offset.
They indicate that with the RSP and the CALC offset, Centrex revenues
will continue to cover its costs for at least the next three years.
Gueldner's calculations also indicate that net revenues. from the 40~
99 line merket segment will be positive by a small margin, with or |
withont the CALC. offset. : S :

‘ Pacific 'S rebuttal witness Professor Robert Earris, is a
professional economis.‘who hes advised Pacific on the pricing. of
teleuommunications .services. He testified that, if not offset, the
CAZCS mey price Centrex out of the market. He testified that the
RSP, including the CALC offset, would not.only have an immediate,
substantive effect on rates, but also would hawe "significant

'symbolic importance,” reassuring Centrex customers that the

Commission can nana.ge the current period of change in an orderly
fashion. Varris applied general principles of economics to validate
witness Gueldner's. calculations that rate reductions ¢can . produce
higher net revenues where 2 service is subject o high elasticity of
demand and ‘declining incremental costs. EHe urged the Commission to
act immediately to reduce and stabilize Centrex rates at competitive
levels, theredby maintaining‘as nuch of the Centrex revenue: :
contribution as competition will allow.
Position of Protestants d :

Protestants CIA and ROLM assert that Pacific's proposals
are not cost-iustified. They question Pacific's. projection of
continued contribution from Centrex service as based on insupportable

assumptions about the level of demand for Centrex under the RSP. In«'

any event, they challenge the RSP ag an improper response to
declining Centrex demand which would merely postpone the problem,

- 15 -
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lead Yo continuing reduests for "artificially Iowered'and frozen”
Centrex rates, and cause excess investment to meet artificially

alone will not hold the Centrex customer base; significant upgrading

of foatures also ig needed, which may be barred by the FCC's Computer

II decisions. Protestants also challenge'the'proposal.as
anticompetitive and contrary to ratepayer intereste. |

Protestants. focus on the extraordinary nature of the RSP
proposal, by which. Pacific has singled out one tariffed service to. be
insulated from all company initiated tariff increases for three
years. No such: guarantee is availabdle for other services.'

Protestants challenge the serfousness of the risk which .
Centrex abandonment poses for Pacific's ratepayers. They calculate
that only about 228, OOO Centrex lines, comprising about 27 of
Pacific's total access lines, would be relegated 0 “temporary
idleness" were Pacific denied the relief it seeks. They assert that
thig "will not affect California ratepayers greatly.

‘ Protestants warn against maintaining Centrex service by
below-cost pricing as merely postponing the prodlem of dealing with
any abandoned Centrex plant. Protestants challenge: Pacific 8 ¢laim
that once Centrex custoners turn to PBX equipment their business
will be lost to Pacific forever. if Centrex reemerges with
innevative features as a viabl le service offering, PEX users will
return to Centrex in future years. According to Protestants, "there
is no need for ratepayers o support the service now while the - |
research and development goes on." ' ' _

‘ Protestants point out that Pacific bears the burden of .
providing cos?t justification for its proposals and of: showing that

they serve the public interest. They note that, although Pacific

witness Earris criticized Protestants' showing as "hypothetical,

Pacific s analysis is necessarily hypothetical as well consisting as -

- 16 -
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it does of predictions about{the future. Protestants define the
issue before the Commission as whether Pacific's analysis is

"grounded in data and nethodology that is
sufficiently valid to warrant the Commission's
reliance on it as a predictor of the future.”

The core of Protestants' position is their challenge to
Pacific's assertion that Centrex now is a profitable service and that
Pacific's proposals will maximize future Centrex contribution toward
supperting other services. Protestants eriticize. Pacific K analysis
of both costs and demand. : |

On the cost side Protestants challenge Pacific s proposed
Centrex rates as unduly discriminatory in relation %o other business
line rates. Protestants object to Pacific's effcrts to deaverage
local loop costs as between Centrex and other business lines.
Protestants also point out apparent contradictions between Pacific 8
"tops down" study of Centrex service costs for the existing 100+ line
size customer class and its "bottoms up™ cost study for the proposed
extension t0 40-Q9 line size customers. Protestants further -
criticize the manner in which Pacific's cost witness accounted for
the effects of inflation on Centrex costs.

Protestants point out the "extrene sensitivity of
Pacific s estimates of Centrex contribution to its demand .
projections. Those projections are criticized for being based on the
subjective Judgment of Pacific's marketing_department rather‘than on
formalized survey procedures using representative samples. '
Protestants assert that the more reliabdle demand studies done by
Bastern Mansgement Group indicate & faster erosion of Pacific 5
Centrex customer base. Protestants see this as evidence that the RSP
will fail to achieve its goal of preserving revenue contribution..

Protestants lodge the same sort of criticisns against
Paci”ic s 40-99 line size Centrex service proposal as against thef
RSP. According to Protestants, Pacific has supplied little or no.
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data as to the prospective demand in this customer,class. In
particular, two of Pacific's witnesses offered contradictoryp |
predictions a3 t0 the demand for optional features“among smaller‘line
size customers. Protestants also see little or no cost bagis for the
40-99 line size proposal. They challenge the "bottoms up™: costing
methodology used for this proposal as "essentially inauditable" and
inapprOpriate. S

As to the proposed CALC offset, Protes tants see no-valid
reason to offset the CALC just for Centrex customers. They,notelthat
Pacific,has offered no demand projections specifically-showing that
this rate reduction will retain Centrex customers. They also’
criticize Pacific's use of a ten to one Centrex to PBX trunk
equivalency ratio rather than a ”sliding secale™ reflecting the higher
ratio appropriate for larger Centrex custonmers. According to
Protestants, this amounts to & "functional rate increase“ for large
Centrex customers despite Pacific's claim that large Centrex users
won't tolerate a rate increase. - «

- Much of Protestants' criticism is based on the testimony or
their witness, Dr. Nina Cornell a professional economist who was
formerly chief of the Office of Plans and Policy ‘2t the’ FCC.
Cornell's testimony consisted in large part of sensitivity analysis,
criticizing the assumptions on which Pacific s cost and revenue
projections are based and calculating the very difxerent resnlts‘of
applying different assumptions. Cornell also asserted that Pacific
unduly discriminates in favor of Centrex and against other“business
line users by its differential priet ng of Centrex lines and PBX
trnnks and by its failure to charge for Centrex intercom usage.'

Cornell described Pacific's two cost studies, one of tke
100+ line market and the other of the 40-99 line market, as flawed in
methodology and assumptions and as mutually contradictory.r She saw- |
five major problems with Pacific s studies-
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Failure to explain why the per line. cost
shown for 40-99 line market is lower than for
the 100+ line market.

Failure to explain why it shows higher costs
for a dusiness line with no usage than for a
Centrex line with intercom usage.

© Miscalculation of the effects of inflation on
investment‘costs.

Use of unsupported and unauditabdle estimates
of demand and of plant reuse for calculating
the impact of potentially idled plant.

Inproper inclusion of CALC revenues in
calculating."contribution.

Cornell challenged the "bottons up"” approach of the 40-99
line cost study as "essentially inaudltable" and lacking closure to
the company's total revenue requirement. She noted that the FCC.-has
rejected the use of such "bottoms up" studies.

Cornell compered Pacific's $19. 50. estimate of the monthly

ost of a business access line with its $1%.75 estimate for a Centrex
line, noting that Pacific witness Gueldner identified. only two
primary sources for this cost difference:. loop costs and’ commercial‘
and administrative costs. The difference in looP cost, based on.
Pacific's disaggregated local lcop study, is 11%, which could acccunt
for only abdout $1 per month in cost difference per line, leaving a
$4.75 gap to be explained by the difference in commercial and ’j
administrative costs, which Cornell considered "extremely unlikely;"
She also challenged the cost difference based' on the local loop study
because it "merely reflects features of the loops that happen to be
providing buginess or Centrex service at 2 point in tige."

In calculating the cost of serving new Centrex customers,_
Gueldner factored in a higher incremental cost for new'investment 25
to 30% higher then embedded cost, to adjust for inflatiom. - Cornell
asserted that this incremental cost factor should alsc be used in
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calculating the cost of Centrex lines remaining in service due to the
R8P. Cornell also challenged Pacific's assignment of "almost all the
operating expenses" assoclated with idled Centrex plant to’ Centrex.
service. Such operating expenses ghould decline if'Centrex,plantdisi
idled, thus diminishing the negative revenue inpact of the loss;of
Centrex customers. Cornell also contended that Pacific overstated
the prospective amount of idled Centrex plant, and criticized o
Pacific's demand projections as unscientific and subjective. ‘

Pinally, Cornell challenged Gueldner's inclusion of CALC
revenues in his revised calculation of Centrex: contribuvion.n She
noted tha%t changes in revenue from Centrex tariffs. directly affect
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 CALC revenues will increase the revenue-
required to be derived from another interstate access charge elenment,
the carrier common line charge. DO

In supplemental testimony Cornell further criticized
Pacific's demand assumptions, particularly as to: demand under
proposed rates. Based on different assunptions about demand and the
reuse and cost of idled plant, Cornell calculated that Pacific's
proposed Centrex rates would produce a lower net revenue contridution
than existing rates, but for consideration of CALC revenues. She
contended that no more than net CALC revenues, the difference between
CALC revenues from Centrex usage and those from PBX usage, should be
considered, and that adding 1in such net CALC revenues still would
leave Pacific with a reduced net revenue contribution ‘at proposed
rates. She also calculated that different demand and cost ,
assunptions would eliminate any net contribution from Centrex at
either proposed or existing rates. Cornell reasserted her claim that
Pacific's proposed pricing of: Centrex would unfairly discriminate
against other business line cuotomers. ' :
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The essence of Protestants’' case is that Pacific has failed
to demonstrate that its proposals will benefit the general body of
ratepayers. They assert that neither the RSP, the_extensionwof
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 achieve the goal of maximizingdwhatever,' |
revenue contribution Centrex service might offer. In skort,
Protestants contend that Pacific has failed to bear the burden of
proving that 1ts proposals are in the public interest.f

Pacific's Response

Pacific emphasizes 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 of new technology which may 1ncreaae
the efficiency of use of Centrex outside plant, and the assumption of
higher incremental costs for 50% of new Centrex service additions.
All of these assumptions tend to decrease the estimate of future]
contribution from Centrex service. |

‘Pacific defends its inclusion of CAIG revenues in
calculating Centrex contribution, because imposition of the CALCs‘
preserts the first occasion in which‘interstate"revenues will Dbe.
¢ellected from per-line rates charged to individual customers.
Moreover, it is undisputed that Gueldner's analysis includes both
interstate and intrastate costs of Centrex, 8o both interstate and
intrastate revenues ghouléd be included as well. Pacific notes that 2
similar procedure has been followed in comparable cost studies for‘
Pacific’'s general rate case, A.83=01-22. '

‘Pacific explains the differences in costs indicated for the
100+ and 40-99 line size Centrex customer groups &s simply due to the
use of different mixes of plant facilities and central office
equipment. The slightly lower cost pe. line calculated for the
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smaller line size customers i3 explained as probably due to the lower
ratio of intercom calling characteristic of these customers. Pacific
argues that any error in its cost caleulations affects a much smaller e
proportion of costs than Protestants allege and has little effect on
the net revenue improvement its proposals would generate-. Pecific'
defends Gueldner's "bottoms up" cost study of the 40-99 line size -
service by distinguishing itvfrcm the very different studies rejected
by the FCC. The lower cost per Centrex line as compared to other
business lines shown by Gueldner's study is explained by various
econonies of scale benefiting Centrex, particularly“thedhigher -
density of Centrex installations. . g

Pacific defends its ‘demand projections, contending that in
the current changing_environment a2 detalled market study based on
statistical methods would have been a waste of time and money. The .
Eastern Management Group studies which show more rapid 1088 of
Centrex customers are distinguished as assuming that the operating
companies including Pacific would be doing nothing to prevent the
decline in demand fcr Centrex. Pacific notes that Protestants
refused to provzde any evidence from the market research of their own
ccmpanzes as to the demand for Centrex. .

Pacific denfes the need for such accuracy in its cost and
revenue calculations as Protestants and their witness Ccrnell
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."

Pacific responds to Protestants’ calculation that "only” 2% of
Pacific's total access lines would be 1dled absent approval of the
propceals by noting euch plant idling would lead to e loss or 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 witness Harris that,

according to economic theory, efficiency requires that prices‘move -
toward incremental economic costs, which are even less than the fully
allocated costs calculated by Gueldner. Pacific's proposals are &
modest step in that direction.
- Positions of Other Parties : o

, The only other party to present a witness was DOD/FEA. Its |
witness was Dr. Gharlie’McCormick, an economist with the Defense
Communications Agency{ McCormick testified in favor of Pacific's
proposals decauge they would provide Centrex users some assurance of
stable future rates after a recent history of rapid rate increases.
He described the proposed RSP 28

"nothing more than an insurance policy which
provides o degree of protection to [Pacific],
Centrex ugers, and other ratepayers."

McCormick urged that Centrex prices be based on incremental'
or marginal c¢osts in order to promote optimal resource allocation.
Ee criticized the present Centrex rate structure as excessive '
becaus e, based on Pacific's showing, it appears to contribute net
revenues to the support of other services. Although Pacific_witness
Earris also testified in favor of basing rates on incremental costs,
Pacific's proposals are based primarily on fully allocated enbedded
cost studies. Pacific's proposals do, however, tend in the direction
in which rates apparently would move if based on incremental costs.v

DOD/FEA supports all Pacific s proposals - the RSP, the
extension of Centrex %o smaller line size customers, and the CALC
offset. It opposes. Protestants contention that Centrex lines should
be tariffed =2t the same level as other business lines. DOD/FBA urges
that future Ceatrex prices should not. exceed ”true economic or ' '




A.83-05-45 ALJ/vdl

incremental costs” and that subsidies from Centrex to other services
should be eliminated. It notes that plans comparadble 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 bdriefs. Cities note the'substantial‘rate
increases affecting Centrex services in California since 1979,
increasing average monthly bills per Centrex line from $10 11 to
$16.21 over a four-year period - rougnly a 60% increase. Cities
share the apparent frustration of Protestants’ witness Cornell over-t
the difficulty of analyzing Pacific's cost data for Centrex. Noting
that Pacific requested no revenue increase during hearings in this
proceeding, Cities urge the Commission to 2llow no general rate o
increase due to:adoption of +the RSP.  The Commission alaogiSaurged
"to maintain, in the future, an extremely watchfﬁl'eyefto‘ensure-that
Pacific does not price Centrex below cost.” '

On the other hand, Cities "are convinced that Cent*ex rares
are far too high" at present, and so. they Support the RSP. They also
see no reason to deprive Pacific 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 deciaion- _

A drief also was filed on behalf of the City of Loa Angeles .
supporting the RSP and the CALC offset. Ios Angeles takes. no
position on the proposal to offer Centrex to smaller line size
customers. Los Angeles sees the RSPjas,providing‘a‘basis'for'it to
minimize costs and to plan adequately for the future. The RSP will
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 difficult, expensive
telecommunications decisions. The CALC offset will mitigate the
"digastrous” impact of the FCC access cnarge decision. TLos Angeles
sees Pacific’s cost study methodology as acceptable for purpoaes ot

‘ this proceeding, and urges ‘the: Commis¢ion to. approve the RqP'and the
. CALC oi':fset. ’ : ‘
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Discussion

Potential Viab*lity of Centrex Service ‘

The evidence is persuasive that the viability,of Pacific's'
Centrex service is threatened. Testimony clearly indicates that
substantial numbers of Centrex customers are abandoning'that gservice
or actively considering its abandonment. The participation of such
interested parties as DOD/FEA and various cities and counties in this
proceeding further substantiates this trend, as do- letters submitted

%o the Commission in support of Pacific 8 application by various ‘
Centrex customers. -

The threat to Centrex service is properly a subject of
concern to this Commission. The primary grounds for_concern are
Pacific's assertions that Centrex remains today afprofitableﬂservice
contridbuting net revenues toward the support of~basic telephone
services and that substantial loss of Centrex custoners‘vould‘not
only diminish that contribution but would leave Pacific with
substantial stranded investment in outside plant and: central office
equipment.‘ The validity of ?acific 8 analysis’ ‘will be examined in
detail below, bu%, if valid, it indicates a substantial ratepayer
interest in the maintenance of Centrex as & viable cervice. A
further reason for concern to maintain the viability of Centrex is
its contribution toward diversity in Pacific’'s. service offerings,
presenting 2 wider choice of services to its business customers and
extending the narrow range of the lines of busine s left to Pacific
by the AT&T antitrust consent decree.

If Centrex should be preserved as a vzable oervice, it must
be determined whethei Pacific's proposals will help to do 50.
Undisputed evidence indicsteo that both stable rates and enhancement
of Centrex features are necessary t0 maintein the viability of- the
gservice. Pacific eees rate stability as the most urgent need
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contending that this will stem the tide of customer attrition and -
provide "dbreathing space" necessary to develop new features to
revitalize Centrex service. Protestants, on other hand, argue that
Centrex is so unattractive as to be beyond saving. They assert that
capping and even reducing Centrex rates will?simplj’postpone‘the.
abandonment of & noncompetitive service, draining revenues and
requiring unecononic plant investments in the: meantime.

We are impressed by Pacific’s showing thax Centrex service
offers distinctive festures which certain customers mEY prerer to the
features offered by PBX services. Ve also consider it likely that
technological advances can be incorporated into the development of .
new Centrex features which stand a good chance of msintsining/and
enhancing the technical viabllity of Centrex service. Protestantu
suggest that for Pacific to offer such features might violate the.
terms of the FCC's Second Computer Ingquiry 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 snd
competitive service, if stabilized prices will cover its. coots.‘

FPairness of Pacific's Proposals _

¥e do not consider it unfair to single'out,Centrex service
for assurances of rate stability, including sn.offset‘to”the PCC
CALCs, if the costs of the‘service Justify such“measures. Pacific
alleges that Centrex is'the only access line gervice which covers its
cost and generates cont*ibution toward the. costs of other services.
That, in itself, would justify special efforts o preserve the
viability of Centrex service. Moreover, Centrex is a competitive
service, competing with customer premises equipment . (CPE) offerings
priced on an unregulated basis with Just. the sort of price
predictebility which Pacific seeks for Centrex. Within the context
of the competitive market in which Centrex is offered there s
nothing special about offering rate stability. '
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It is worth;noting that the RSP would not~gnarantee Centrex
customers against any rate increases vhatsoever. Oaly certain
recurring monthly charges are covered by the plan, and the customers.
would be protected only against utility initiated rate increases. IZ
the Commission staff or even Protestants propose a Centrex rate:
increase in Pacific’'s next rate case, the RSP would not prevent this
Commission from adopting such an increase. Tariffs including‘
conparable guafantees against utility initiated rate increases have
been approved before Ly this Commission in the similar context[of CPE
service offerings. See PT&T Varisgble Term Payment Plan,

D.82-03-058, issued March 16, 1982, at 10 (mimeo. )' ¢f. PT&T Two-rier.
Payment Plan, (1975) 78 Cal. P.U.C. 1.

Consideration of Competitive Impacts

Protestants also assert that Pacific's proposals are
anticompetitive. They do not support this assertion with any
analysis of how competition or competitors would be adversely
affected. In fact, Protestants refused to respond to Pacific s
requests for data on the expected impact of Pacific's proposals on

ture sales of PBX equipment by ROLM and o*her‘CIA'members end for
other information regarding the activities of competitors in the ?BX
market. Pacific's motion to compel discovery as to these matters was,
denied by the ALJ on the grounds that it would be inappropriate to
conpel answers by 2 protestant as to its projection of its business
and its members' business. The ALJ observed however,

"that the unwillingness of CIA and Rolm %o divulge
such information would cast some doubt upon
contentions that they might make as to.
anticompetitive effects of the Pacific
proposal.”

We affirm the ALJ's ruling and note that Protestants have
offered no evidence as to the prospective effects o approval of
Pacific's proposals on PBX competitor Nonetheless, ve recognize it
to be our duty to take into account on our own initiative ig-
necessary, the antitrust aspects of applications before us. " As the
| California Supreme Court has ruled,

- 27 =
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"The Commission must place the important public
policy in favor of free competition in the scale
along with the other rights and interests of the
general public.” (Northern California Power
Ageney v Public Utilities Commission (1971) 5
Cal. 2d 270, 579.)

Amid the turmoil now affecting the telecommunications
industry, it is often difficult %o determine whether a particular
action on our part will promote or hinder "free competiticn. - This
‘proceeding offers a good exemple. Vigorous competition clearly
exists today between Pacific’s Centrex 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 Systen PBX equipment ‘hag now been ,
transferred 'to and is being provided by AT&T as a further competitor
with Pacific. It is clear to us that maintaining the viability of
Centrex will enhance rather then impair competition in this market.

A key aspect of competition in the Centrex/PBX market is
the fac’ that the offering of PBX equipment has been largely
deregulated by the FCC's Second Computer Inguiry decisions; whereas
Centrex remains a regulated, tariffed service. PBX competitors, with
the partial exception of AT&T during the two-year course of its .
current price predictability program for embedded CPE are free to !
adjust their prices up or down at a moment's notice- They are also‘
free to offer price stability to their custoners: through firm sales:
prices or fixed rate leases. For Pacific to compete fairly andd
effectively it must be adle 1o adjust 1%s. Centrex rates to meet
competitive pressures as well as to offer some price stability to
custoners for whom that is an important consideration._t

On the other hand, the free competition favored by public'
policy is not compatible with predatory pricing or cross-
subsidization of a competitive service by revenues £rom monopoly
Operations. This brings us back 4o the question whether Centrex 4
revenues cover the costs of Centrex operations, and whether under
Pacific's proposals they will continue to do‘so. If so, and if these
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proposals will enhance the viability, i.e. the competitiveness, of
Centrex, then approval of the proposals would be #ully comsistent
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 t0 two questions of costs and revenues:
(1) Is Centrex now 2 sufficiently profitabdle service to contribute
net revenues for the support of other Pacific service offerings- and
(2) Will approval of Pacific's proposals tend to maximize ‘such
contrzbution in the future? Resolution of these issues requires

. careful examination of Pacific' 8 cost and revenue studie In this
review we recall that Pacific bears the burden of proving‘that;the
answers to the above questions are in the affirmative.

As discussed above, Pacific's cost and revenue studies
indicate that Pacific's Centrex service currently is a profitable
one, having generated in 1983 an estimated $162 million in revenues
at a.cost (including capital ‘cost) of $128 million, for a net.
contribution toward other services of about S34 million. Paei:ic’s
studies further indicate that with the RSP, the extersion of'serviqe' ‘
to smaller customers, and the CALC offset, Centrex»éervicefwille
remain a net contridutor of 366 million over the next'three.years.
Bowever, without the CALC offset Centrex is projected to operate at &
$40 million deficit over that peried. Thus, according to Pacific'ey
studies, approval of Pacific's three proposals will enhance the
viability of Centrex, benefit the generel body of Pacific's -
ratepayers, and result in fair competition at rates fully covering
the cost of service. :

Evaluation of Objectiona to
Pacific's Cost Estimates

The principal objections that Protestants lodge against
Pacific's cost studies are (1) that the bottoms up study of the »
proposed 40-99 line size Centrex service is unreliadble; (2) that the
tops down study of the 100+ line size service indicates results
. inconeisten‘c with those of the 40-99 line study; (3) that Pacific's

- 29 -
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study method discriminates improperly between Centrex lines and other
business lines; and (4) that Pacific miscalculated the costs
associated with idled plant and plent retained in service.

Protestants’ challenge to Pacific's bottcms up study method
is without merit. Pacific has justified 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 analysis model. '”he Pcc'
rejection of bottoms up studies under different circumstances has not .
been shown to be relevant to this case. ‘ : .

In comparing the'results of Pacific's tops down“atudy of
the costs of the present 100+ line Ccntrex service with those of the :
bottoms up study of the proposed 40-99 line size service, Prctestants
point out several alleged inconsistencies, which they contend.
indicate that Pacific's cost studies are unreliable. Indeed, several
results of the two studies appear-significantly-disproportionate. |
Eowever, Pacific has offered plausible explanations of the |
differences and, in view of the very'different methodc employed for
the two studies, the differences do not appear so serious as to
discredit the cost studies. , : .

For example, much analysis was devoted to the costs of
central office equipment devoted to Centrex because Pacific'o studies .
showed a higher per line cost im this regard for the 100+ line ’
customer class than for the 40-99 line size. Protestants criticized
this result as contradicting Pacific's assertion that Centrex offers ‘
economies of scale. Eowever, witness Gueldner's Exhibit 15 indicates
that the entire cost differential, and more, is accounted for by the ‘
nigher cost of intercom usage by 100+ line customers. This higher
cost is fully consistent with the higher busy hour {ntercom usage
‘Pacific projected for the larger line size customer clasc;':mhe
reason for higher intercom usage amohg customers with a larger number
of lines was explained by witness Harris as being the'logical result
of having more persons available to call within the customer g

. Centrex.systen. .
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Protestants also established a 23% difference in cost per
busy hour second of intercom calling between the two customer gize
classes. Pacific witness Gueldnef saw this difference'as'logical
because the lower per second cost was for the larger line size -
customers, which could benefit by economies’ of scale in the
allocation of common or fixed costs. Protestants note that this 23%
"error," applied to the total three-year projected costs of Centrex
service under the RSP ($415 million), would exceed $96.- million,
possidly cancelling out the 366 million contridution Pacific
calculates for Centrex. Pacific responds by denying.that tbev23%'
difference indicates an error in its cost studies, but that even if
it does, the error would apply only to the cost of central orfice |
equipment devoted to 100+ line size Centrex, a projected $115
million, for a maximum error of $26 million. We conclude that some
inconsistency between the two cost studies is apparent but a
significant portion of the difference is probably due to economies of
scale. | ,

In considering this and other criticisms of'Pacific's
studies raised by Protestants we must bear in mind that *he-purpose
of the studies is not to predict Pacific's cossts ‘and’ revenues to &
minute degree of accuracy. The purpose, quite sinply, is to achieve
a reasonable level of confidence that Pacific's Centrex service will
provide a net revenue oontribution, and that Pacific's proposa1° wiil :
enhance that contridution. Pacific's cost studies so indicate. ' We
conclude that any inconsistencies between Pacific s two cost studies
are not of such magnitude as to call that result into. queetion.

Protestants’ allegation of improper discrimination between
Centrex lines and other business lines is also without merit.

" Pacific's studies include intercom usage ¢os ts in the calculation of
Centrex line costs. Although the indicated monthly cost of a Centrex
line ($13.75) exceeds the proposed rate ($11.68, including FCC CALC),
the same is true of the projected monthly cost of a business 1ine
($19.50) in relation to the rate proposed in A.83-01-22 ($15. 89,
since revised to $14.14, including FCC CAIC). In the case of Centrex

- 31 -
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.Pacific 's study indica'tes that the service as a whole generates

revenues well exceeding costs. ‘

Protestants complain that the $19.50 business line cost
estimate is outdated. Pacifi ic's disaggregated local loop study
indicates that the cost may be slightly lower but the neceasary"
calculations have not been made since that study did not have as its
purpose the repricing of dusiness lines. Such a reduction in the
$19.50 cost estimate would eliminate nuch of the 4. 75 gap which
witness Cornell saw as unlikely to be due solely to commercial and
adninistrative costs. Even with an adjustment_equivalent to the
indicated reduction ir business line costs, the‘ratio'of tbe'business
lire rate to its cost remains roughly comparable £o +that between the
Centrex line rate end its cost. B

Protestants’ argument that Centrex linea should not be
distinguished from other business lines at all, because the same line
could be used for ei%her service, is invalid. As noted by Pacific,
the two services are provided using different mixes of ou¥side plant:
and central office equipment, resulting in different ave*age costs.
A primery reason is that Centrex lines tend to be concentrated in
denser service areas; diifeéencea in vintage,“disperaion,land-
planning horizon also are relevant. It is appropriate‘to:reoognize
the resultant differences in average costs by setiing the rate for a
Centrex line lower than that for other business limes. Cf. Pacific
Tel. & Tel., D.83=04-012, issued April’6 1083, which'prescribed
"costing maruals"™ for CPE and private line services, including 8"
requirement that future studies of local loop costs disaggregate loop
costs for specific prlvate line :service offering groups-‘ See
especially id., Attachment B, p. 13. B

On the subject ot 1dled Centrex plant Pacific g projection
of idled plant and assignment of associated capital costs and
expenses to Centrex service are generally reasonable. One exception
1s the level of assignment of operating expenses associated with
idled Centrex plant. As witness Cornell argued, operating costs

: ' should decls.ne when. such plan‘c is idled, thua diminishing the f

Sz
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negative revenue inmpact of the loss of Centrex customers. On the.
other hand, Protestants also argue on brief that Pacific exaggerates
tke amount of plant vhich will de rendered idle by the loss of
Centrex customers. These criticisms tend %o cancel each other out.

Witness Cornell also eriticized Pacific for failing to
incorporate its 20 to 30% premium estimate of incremental as compared
to embedded costs in calculating the cost of Centrex lines which will
remain fn service due to the RSP. This suggestion assumes that
continuut;on of existing Centrex services will require new loop
construction ~comparable to that required %o meet incremental demand
for Centrex service. ‘The unrefuted evidence that loee of Centrex
custonmers will result in substantial 1dling 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 pl ant, then the
cost of that continued service is properly calculated on the basis of
embedded, not incremental cost.

Evaluation of Objectiona to
Pacific's Revenue Estimates

There is merit in Protestants’ criticism thet Pacific
lacked hard, statistically reliable demand information, instead
relying on informal projections of demand by its marketing
personnel. This subjective approach makes it difficult to evsluate
with any great accuracy Pacific's projections of the decline in
demand for Centrex with or without approval of its proposals.:

Protestants euggest on the one hand, that Pacific should
have obtained demand information through formalized procedures using
representative samples, and on the other hand, that Pacific ohould
‘have relied on the more reliable results of the several EMG studies
of Centrex demand. Pacific contends that o detailed market. study
would have been a waste of tizme and money. While Pacific’ s marketing
group considered the EMG studies in forecasting demand, it would have
been misleading.to rely solely on the EMG studies because they did
not consider the effects of restraining increases in Centrex rates.'r'
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Pacific questions why Protestants did not offer demand studies of

their own. | | | o

As indicated above, Pacific bears the burden of proving its
case, and a central issue in that case is whether its propossls will
enhance the reveaue contridution from Centrex. Pacitic s demand
projections, assuning alternatively the approval or disspproval of
its proposals, are critical to that determination. Although it would
have been preferable to have had better substantiated demand
projections, those which Pacific offers are plausible and consistent
with testimony regarding the Centrex market by Pacificnwitnesses
Malone, Ellis, and Harris. Protestants' criticisms suggest only that
Pacific's proposals may be insufficient to stanch the flow of
customers away from Centrex gervice. We will not feQuire such
certainty of success as a precondition to sllowing Pacific to: try
restoring the viability of that service.

, Protestants slso eriticize Pscific s failure to gtudy the
specific effects on demand of the proposed CALC offset. They suggest
that the failure t¢o apply a sliding.scale trunk equivalency factor |
will produce an insufficient offset to protect the lsrger Centrex -
customers from increased bills. Here again Protestsnts are demanding
greater exactness than we ind necessary. The proposed Centrex rate
reduction will precisely offset the CAIC for a customer ‘whose PBX
trunk equivalency is 10:1. ZExhibit 21 suggests that this_rstio is
applicable o a customer using sbout 250 Centrex lines, with the
appliceble ratio increasing for customers using more lines up to 2
moximum of about 18:1. Thus, the proposed rate reduction will fully
offset the CALC for smaller Centrex users and will offset more than‘
half the CALC for even the largest ugers of Centrex.. Vven if these E
large customers feel some inpact of the CALC, its effect will be
blunted and they will have %o, recognize Pacific’ 8 efforts uo maintain
the competitiveness of Centrex service. The same would be.true or_a_
partial CALC offset.

. . We also reject ?rotestsnt objection to Pacific's
. inclusion of inters'ta'te CALC revenues in its Cen'crex revenue
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projections. Pacific's gtudy approach is reasonable in that it
includes the Centrex costs allocated to the interstate jurisdiction
as well as the interstate revenues. The CALC is the f first source of
interstate revenues to be directly. traceable to the‘provision of
Centrex lines. Contrary to Protestants’ argument, our direct concern
is not with what other rates would be affected by the loss of. Centrex
customers, but rather with whether Centrex service covers the costs
for which it is responsible. ‘ . g -
Protestants also propose that only the net CALC revenues
from Centrex customers,: -after deduction of the CALC revenues which
would have been generated from a comparable PEX customer, should 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. Total’centrernCA$C~ R
revenues are properly included. * I
Conclusions - _
Pacific's cost and revenue projections indicate that
Centrex service now generates a substantial contribution of net
revenues in excess of 1ts costs and that its proposals in this
proceeding will tend to preserve that contribution in future years.
Some of Protestants’ criticisms of Pacific's studies are invelid;
others call the accuracy of the studies into question, but only at a
level of detail which is not essential to the purpose which the.
studies serve. Pacific's cost studies are, in gemeral, well
documented and reasonable. Its demand projections are less'well
substantiated, but they are plausidle and consistent with both
economic theory and common sense. On a more general level, Pacif‘c's‘
analysis of the problems of marketing a tariffed Centrex service in
conpetition with unregulated PBX. products and of the risk of -
substantial 1dling of outside plant and central off‘ce equipment
reinforce the credidility of Pacific's demand and cost studies,
~.respectively. We conclude that Pacific has met its burden of proving
that Centrex service covers its costs and that ?acific 's. proposals
. will enhs.nce that cost coverage.
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Rate Stability Plan

In this 1ight, we have no hesitation in approving the RSP.
The RSP, is, after all, merely a contractual (i.e., tarife)
conpitment by Pacific not to propose an increase in certain Centrex
rates during a three-year period. In effect, this means only that
"Pacific will not propose such an increase in its ‘next general rate
case. It is voluntary on the part of the customer. The RSP will
encourage Centrex customers to remain with the service for sufficient
time for Pacific to upgrade the ieatures available with Centrex,
which mey restore its long~term viability.

We will provide for the RSP %o be made available to
customers on the effective date of this order. We will approve the
nine-nonth window for subscribing to the RSP as proposed by Pacific,
but the three-year term of the RSP will conmmence January 1, 1985.

Smaller Line Size Service \

Ve also will approve the extension of the Centrex service
offering to smaller line size customers on the effective date of our
order. Priced, as the evidence shows, at levels which zore than
cover its prospective cost, this new service will offer greater
choice to business customers of moderate size, will enhsnce the -
overall viability of Pacific's Centrex service, will help to minimize
the idling of Centrex plant, and will diversify Pacific'a service'
offerings. It will not unfairly underecut competitors but rather will
tend to enhance competition in an already highly competitive market.‘

- CALC Offset ‘

The proposed CALC offset is more problematic. Althosgh we
have endorsed Pacific's inclusion of CALC revenues in its projections
of the revenue cont*ibution from Centrex, this does not necessarily
imply that & CALC offset is warranted. As Protestants note,
imposition of the CALC relieves interstate toll user° from bearing a
share of costs allocated to the interstate jurisdiction. A CALC
offset would, at least in a static anal ysis, pags those'costs on to
~some class of local ratepayers. However, in the competitive'dynamic

1 Lo




-

A.83-05-45 ALJ/vdl

of the Centrex/PBX narket, Pacific's studies indicate that a CALC
offset will enhance, rather than diminish, the contridution of
Centrex revenues to support other services.

Nonetheless, Pacific is asking us to ameliorate one of the
many i1l effects of FCC access charge policies. As we recognized in
our recent decision on intrastate access charges,

"It is c¢lear to ug that the FCC has committed a
massive blunder in failing t¢ treat Centrex lines
on a trunk equivalency basis comparsble to its
treatment of PBX services." (Pacific Tel. &

Tel., D.83=12-024, issued Deceﬁber g, T984,
mimeo. at 118.)

The FCC. clafms to understand and account for the threat to
Centrex' viability which the CALCs create. In the August 1983 access
charge opinion on reconsideration, the PCC noted that if intréstate
Centrex rates exceed intrastate costs, ’

"the telephone companies would be deprived of a
fair opportunity to c¢compete and the customers and
the economy as 2 whole would be deprived of any
benefits that Centrex-CO service may be able to
provide {f we implemented our access charge plan
in & manner that forced customers to abandon
Centrex~CO service before the state commissions
can reevaluate the rate structures they have
adopted.” (PFCC, MTS & WATS Market Structure,

CC Docket No. 78-T2, Phase I, Memorandum Opinion

& Order released August 22, 1983, para. 47.)

In its more recent opinion on further reconsideration, the
PCC found 4%,

"still premature to conclude that state -
commissions cannot respond appropriately to the
challenge posed by our decision to require cost-
based pricing for all subsceriber loops, including
those used for Centrex-C0 service. For some
Centrex-CO0 customers the charges they may now
face arise from [a] rate structure imposed on the
gservice at the state level that does not reflect
intrastate costs and it is at the state level
that this problem should be addressed."  (FCC,

MIS & WATS Market Structure, CC Docket No. 78-
[z, Fhase l, Memorandum Opinion & Order released
February 15, 1984, para. 44.)
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The "challenge" facing this Commission would be less
difficult if the FCC possessed the will and the ability to‘feliow |
through on its ndecision to require cost=based pricing Lor all
subscrider loops.” Unfortunately, the FCC has shown ro interest in
even learning, let alone applying, the costs of Centrex loops. This
is clear from its most recent access charge order:

"Some petitioners claim that a per line charge on
Centrex-CO systems ignores the fact that the
average unseparated cost per Centrex~CQ line is
less than the average unseparated cost of all
subscriber lines. This may or may not be
true...[T]he access rules are based on average
loop costs for all categories of subseriders.
There are an infinite number of subseribers who
will be paying end user charges and who could
also make the argument that they cause fewer
costs to be assigned to the interstate
Jurisdiction than do other subsceribers. There is
sinply no practical way for the Commissior to.
bresk down average subsceriber loop ¢osts for
Centrex service without doing the same for other
categories of subscriders." (Id., para. 39.)

This Commission has required Pacific to perform a detailed
study to disaggregate the costs of. local” loops by class of service.
Pacific witness Gueldner has relied on the results of that study in
offering testimony in this proceeding. Our record demonstrates that
Pacific's per line net investment in Centrex loops is substanttally;
less than that in other business lines. Also, as Pacifie,witness
Harris testified, the FCC's application of access eharges on é
"literal line" basis improperly ignores the fact that a. Centrex loop
performs not only a network access function but also is- used for
intercom calls, So that a lesser portion of its costs should be
aesigned to access. The FCC finde it impractical to base acce°s
charges on such detailed studies, but expects state commissions to

respond appropriately to ite uninformed dut. nonetheless bold )
decieions. : ' ‘ : :

We would not de responding approPriately to the FCC 8 ,
actions were we simply to cancel out their impact by a dollar-for- :

. dollar CALC offset. trhe result would be on overrecovery of cos"'s in
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‘the interstate jurisdiction and an underrecovery of coots in our
jurisdiction. Based on our record, total revenues still would exceed
total costs, s0 no unfairness to competitors'would‘rcsult. However,
we do not-con ider it our proper role to adjust intras state ratee
below intrastate costs 10 accommodate the questionable
actions of the FCC. ‘

We discern a moderate approach which can be expected e
maintain coverage of Centrex c¢osts and which is conoi°tent with our
past reviews of Centrex rates. I% will relieve Centrex customers of
zost of the durden of +he FCC-ordered CALCs while not eutting €0
deeply 1nto intrastate revenue generation as would a dollar-for-‘
dollar CAILC ofset. The approach we adopt will be to eliminate
existing ﬁurcharge° on Centrex retes, both the 5. 47 surcherge imposed
in August 1981 by D. 93367 and the 10. 32% °urcharge impooed in
December 1983 by D. 83—12 -025. -

‘The 10.32% aurcharge will be removed when +hat surchargp is
replaced by 2 final rate design determined in the pending decision in
Phase II:of Pacific's general rate proceeding, A.83-01-22, et al.
Elimination of that °urcharge will constitute a 9. 1%‘reduction in
Centrex rates covered by the RSP (but only 2 6.2% reduction from the

- 1983 rates on which Pacific's cost and revenue sﬁ:mdief-~ were ba ed}
It appears that the effect of this reduction will approximately -
offset the average effect of the FCC's 1984 CALCs on. Centrex -
customers. We note that on March 20, 1984, the FCC “extended" the
effective date for. Pacific's interstate access tariff filingﬂ until
June 13, 1984. Thus, we anticipate that the offsetting surcherge
removal will nearly coincide with imposition of the TCC CAL Cs.

| For subscribers to the RSP, the 5.4% surcha*gc also.will ve

removed from rates ubject 40 the RSP effective the date that the
increase in FCC CALCs for the year 1985 takes effect. . Qhat surcharge
should remain in effect fo* Centrex cu°tomer° not subscribing to the
RS?P. Elimination of *hat uurcharge will constitute a 5. 1% rate
réduction. The combined effect of removing bOvh surcharges wi’l be a
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14.0% rate reduction. It appears that this reduction will |
approximately offset the average effect on Centrex customers of the
PCC's 1985 CALCs which, under 47 C.F.R. § 69.202(a), are due to take
effect June 1, 1985. This reduction Will be given effect only if the
FCC CALCs are actually implemented.

Removal of these surcharges from Centrex‘ratee is .
consistent with Pacific’'s studies of the intrastate costs of Centrex
service and is also consistent with the reasons for which those -
surcharges were imposed. The 10. 32%'su“charge imposed by " D.83=1 2-025 |
was intended to be replaced by the rate: design adopted in Phase II of.
A.83-01-22, et al.; no party proposed to increase Centrex_rates
subject to the RSP in that rate design proceeding. The 5.4%
surcharge inposed by D. 93367 was intended to assure "that all
customers and services somehow share in a rate increase of thi°
magnitude ($610.1 million]..." (6 Cal. P.U.C. 2d 441, 544.) Tbus,
nejther-of the surcharges was Justified °pecifically based on the -
costs of Centrex service. Removal of the 5.4% surcharge ig » fair

quid pro quo for agreement by Centrex customers to the terms of the
RSP. L

Removal of the service-wide surcharges'is.a more | ,
appropriate adjustment than e dollar-for-dollar offset to the Centrex
station line rate. It would be misleading to single out Centrex |
station lines for substantial rate reductions at a time when the
Commission is'being urged to increase drastically the station line
rates for residential and other business services. The adopted
approach will tend to maintain the overall economic. viabiliﬂy and
competitivenesa of Centrex service. It will not compensate for the'
heavy burden of the FCC CALC on new Centrex lines, and so Pacific’s
ability to market Centrex to new customers nay be limited. This
should encourage Pacific to redouble its. errorts to obtain relief
directly from the FCC. .

We cannot now Justify further rate adjustments to- offset
increases in the FCC CALCs beyond 1985 Pacific is free to propose
rate reductions for Centrex subscribers to the RSP in. ita next
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general rate applicetion. DReyond that, the Texedy for *he dis*untive
effects of CALC increoses in 1986 and beyond must be sought from the
FCC itzelf. Perhaps before that date the PCC will have reconsidered
its 1ill-advised decision to have imposed the'CALCé or wil’“havé been (
found lacking in 2uthority to do so, as %his Cozx mi"sion“s urging in
its pending appeal of the FTCC access charge - decisionv on '
Jurisdictional grounds, cor~o+icated under the name. Nztional Ass'n of
Regulatory Utility Commissiomers v FCC, No. 83-1225, D.C. Cir., .
filed March 1683. If, by the time we rcach our deczsmon 1n ‘Pacific's
1985 test year rate proceeding, the FCC CALCs for 1986 and 1937 appear
destined to take effecet as now plaﬂned we w~ll ¢e*;cuoly conozder'
further, rate offscts to benefit Centrex oubscrxbers to the RSP Wems
caut;on Pacific, however, that. such °ccmon wzll bo contxngent on‘ .

» <
Paciiic havmg made a vigorous and conbznuﬁng cffort to reverse the
FCC's decision. o

. . Coppensatory Increases i*x Ot’*er P.otea

Pacific has not proposcd to incresse any other rates,
whether for Centrex or other services, *¢ cdmﬂersa for“t?é‘R"P or
the CALC offset. itiec have urged that no genersl rate iﬁcrea3¢_~'
ghould be allewed due to adoption of the RSP. Inasmuch ﬁs Pacific's
revenue studies show increased -evenue"cont zbution Irom- Centrex 1n
the event of epproval of i+s p-onosala, no such Tate ircrease is ,”
warrantgd.

.s contecplated by the procedures wh nich tho Commission ha°
adorted for A.83-01=22, e% al., Pacific's. ougoing gencral rate |
inerezsze proceeding, in D 82-C4=021 and D. 83-12-”25, the cu,rent
10.3%2% surcharge on vzrtuﬁlly all e'vmceu, including Contrex, will
be respread by a detailed rate design to Ye adopted *he~Phase II
dﬂé‘sibn in that proceeding. To that ex*ent foregone Cﬂnt*ex
revenues will be replaced by increased revenues from other gervices.
No such rate adjustmnn*s will be authorized to replace any diminution
in Centrex revenues due to elimination of the'S. 4”‘surc“a:ge,cn _

.Junﬂ 1, 1985 Thet rate change will be approximately eq_*.z"iva'len‘t 0
the second gtep of the CALC offset propesed by Pacific, for which‘,
Pacific proposed no compensato'y rate increase. None i3 war-anted. ‘
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Findings of Pact

1. 2y the RSP, Pacific proposes to offer Centrex customers the

assurance that they can re¢tain the bulk of Centrex service features
without utility initiated rate increases for *hree years in return
for the customer's agreement to retain at least 90% of Centrﬂx *1nes

in servzce for that period, subject to a term*nation pena’ty,

customer's participation in the RSP would Ye voluntary.
B 2. DPacific proposes to extend its offer of Centrex service to
customers served by from 40 to 99 access lines, in addition to those
served by 100 or more lines. | o o

3 ”acz*lc propoqee to lower its montbly Ccntrex line rates to

negate. most of’ the effect of each increment in the *n erstate CALC°
icposed by the FCC. ' .
| 4. Seven dazys of nvidentxary hearings were “cld for *re .
evaluation of Pacific's proposals. s

5. Centrex provides services and features cqmparable to,those‘,

offered by P3X equip@ent, which constitutes the primary,competition‘
or Centrex service. | | ' -

6. A Centrex subsceriber requires more access 1ines v“an a PBY
user wish comparable usage. , ,

7. Movement of a Centrex customer to PBX service'causes a
significant leoss of revenue to Pacific.

8. The FCC access charge decisions heve impooed *onthly CALCs
on all zultiline bus iness subseribvers; for Pacific the CALC will
tegin at $2 and gradually riee to about $4. 89 for each Cen«rey lire

dered on or before July 27, 1983, and will be about $4.89° for new |
Centrex lines and other business lines. It is expected thet the
initial CALCs will take effect on or about June 13, 19d4, and that
the $2‘CALc_w111 te increased to 33 effective on o.\about June 1
1985. ' AR
9. The PCC decis‘on impo«es 2 subs® tantial competitive
disadvantage on Centrex service. | ‘ | | I
10. Because Pacific failed to consider the effect of present
rate surcharges, Pacific's proposed CALC off°et would more than
cozpensate for the differential impact on Centrex o< the FCC CALCs.
11. The viability of Pacific’s Centrex service is threatened-

substantial numbers of Ceatrex customers are abandoning or actively '

. considering abandoning the service.
- 42 -
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12. fhere is a substantial ratepayer interest in the
naintenance of Centrex as a viable service.

13. Centrex can remain a viable and competitive service if

" _gtabdilized prices will cover its costs.
| 14. The competitive market in which Centrex is offered

Justifies singling out Centrex service for assurances of rate

stability. | ' |

15. Maintaining the viability of‘Centrex will enhance rather
than impair competition. "

16. Tor Pacific to compete fairly and effectively it must be
able to adjust its Centrex rates to meet competitive pressures ss.'
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. Q

18. Differences between the results of Pacific's cost studies
for 40-99 line size and 100+ line size Centrex service are not so

" serious as to discredit the cost studies. -

19. Pacific's cost studies properly distinguish between Centrex

lines and other business lines.

20. Pacific's average ¢oet of providing a Centrex line is ‘
significantly lower than its average cost of providing ‘other dusiness
lines.

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

22. Pacific's revenue end cost projections include Centrex
costs assigned to the interstate Jurfdiction as well as interstate
revenues flowing from the PCC CALCS. .

23. Pacific 8 cost studies are, in general, well documented and
reasonable. i

24. Pacific's demand projections are plausibvle, consistent with
economic theory, and oupported by the testimony of several witnesses.

25. Pacific's Centrex service 1s now sufficiently profiteble to '
contridbute net revenues for the support of other Pscific service

q' offerings .
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. 26. Approval of Pacific's propoeals would enhance. vhe :
attractiveness of Centrex service and would tend to maximize net
revenue contridbutions from Centrex service in the future.

27. The RSP will encourage Centrex customers to remasin with the
service for sufficient time for Pacific to upgrade’ the available

Centrex features. .

28. The three~year term of the RSP should commence January 1
1985, so that its termination will coincide with the beginning of.
Pacific’'s 1988 test year." : .

29. The proposed Centrex service offering %o maller line size
customers will cover its proopeotive cost and provide -1 variety of

benefits to Pacific and its cuﬂtomeru. ‘

%0. A CALC offset will enhance, rather than diminish, the
contridbution of net Centrex revenues to support other services.. ,

%1. It is not a proper role of this Commission- €0 adjust _ ///
intrastate rates. below intraetate coets to accommodate queutionable
actions taken by the FC’ '

sl Elimination of exieting ‘surcharges on Centrex rates will
relieve Centrex customers of moat of the burden of the FCC-ordered
CAlCs yhile not cutting‘deeply into intrastate revenue generetion-
properly timed this action will spproximately offset the average
effect of the FCC CALCs in 1984 and 1985. . .
- 33, Adgustments to offsest incrcasec in the PCC CAILCs beyond
1985 are not justified at this time.

34. Pacific has not proposed to increase any rates %o
compensate for the RSP or the CALC offset. -

%5. The risk of customer abendonment'of Centrex service in the
face of the impending imposition of the FCC CALCs warrants an early
effective date for the followzng order.

Conclusions of ‘Law ‘ ‘

1. Pacific muut bear the burden of provxng that ito propoaals

should be adopted.
2. Pacific'e cost studies did not unduly diucriminate between
'Centrex lines and other busine s lines . it is appropriate to '

- 44 -
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recognize differences in s.veragb costs for different services in the
setting of rates. '

3. In determining whether proposed rates for a service will
cover its costs, 1f costs assigned to the interstate jurisdiction are
considered then revenues from interstate provision of <the service
should be considered as well.

4. Pacific has met'its burden of proving that Centrex service:
covers its costs and that its proposals will enhance thatfcost
coverage. - .

5. Pacific should de authorized to implement the RSP as-
proposed, except that the three—vear term of the RSP should coxmence
Januvary 1, 1985. g ,

6. Pacific should bve authorized to offer Centrex service to
smeller line size customers. :

7. The present 10. 32% surcharge should be removed from all

Centrex rates when it is replaced by a final rate design determined
in Phase II of A. 83-01-22, et al. ‘

8. The present 5.4% surcharge should be removed, effective the
date that the increase in FCC CALCs for the year 1985 tskes effect,
from all Centrex rates for subscriders to the RSP, but should remain
in effect for Centrex customers not subseribing to the RSP.

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

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

Compmission, at leact 10 deys after the effective date of this order,
in conformity with the provisions of General Order 96-A, revisions to
its Tariff Schedules Cal. P.U.C. Nos. 36-T7, 38-T, 117-1T, and 121-2,
as set forth in Exhibits 17 and 18 in this proceeding, to implement
the proposed Rate Stability Plan for Centrex-CO and Airport
Intercommunicating Service (Centrex) and to extend Centrex—co scrvice

' . to 40 to 99 line size customers, excep‘b tha.'t: such 't:ari.f:f revisiovxs |
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shall not provide for the customer access line charge'offsets" o
proposed by Pacific and Sheet 277 of Tariff Schedule 121-T shall be
revised by substituting the effective date of this order for the date
Janvary 1, 1984, wherever it appears, substituting the dste nine .
months after the effective date of this order for the date October 1,
1984, wherever it appears in paragraph V.A.1. and in the second and
seventh lines of paragraph V.A.3., substituting the date January 1,
1985, for the date October 1, 1984, in the £ifth line of paragraph
V.A.3, and substituting the date January 1, 1 088, for the date
Octobver 1, 1987, in the last line of that paragraph.~ The effective
date of the revised tariff sheets shall be five days after the date
of filing. The‘revised tariff sheets shall apply to service.rendered‘
on and after their effective date.

2. 1If the Federel Communications Commission (FCC) shall have
previously implemented customer access line charges applicsble to K

Centrex customers, Pacific shall file a tariff revision to remove the

present 10.%2% billing surcharge from-all Centrex rates concurrently
with the effective date of tariffs implementing the rate design
determined in Phase II of Pacific's A.83-01-22, et al.‘ |

3. If the FCC shall have Lreviously implemented customer ‘
access line charges applicable. te Centrex customers, Pacific shall
remove the present 5.4% rate surcha ge fronm all Centrex. rates for

‘subscribers to the RSP by @ tarirf revision f£iled no later than 14

days prior to the effective date of the step increase for- the year
1985 in such customer access 1ine charges. ' '
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. 4. Pacific shall promptly notify its Centrex customers of the
rate changes effected by this order and by the decisions of the FCC
in CC Docket No. 78—72, and of the availability of the RSP and the
smaller line size Centrex service offering.’
This order becomes effective 10 days from today. |
Dated APR 4 1S , at San Francisco, California.

LEONARD M. c"x:rm:s" IR,

. ?residen* -
VIC‘J.'OR CALVO
PRISCILLA C. GP.EW
DONAI.D VIAL - :
S Commissioners

~
+

CoM4ugmoncr William !I.'. Bag1
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APPENDIX A
Page 1

.-”-‘

Cantrax CO Zervice
Airport Intercommunicxting Servics —
Machanited Strtion Service
Reta Subility Plan

wm'm
»P -

Date [

- tme
‘e

— (Customer) elects 1o subscride t, | mmmaﬂcnmmows AND TELEGRA?Y

SOMPANY {Udlity) agrers. 10 provide, T following specified Hate Stabillty Plan (RSP) 23 st forth In Schodub Gt P.UC
¥4, 121.T for (Cantrax CO Servica and/or Airport Intarcommunicating Service = Modunmd Surtlon Servica (A1S=MSS)).

© Is underttood that the sarvics tems listed in the zttached Exhibit A, which. nﬂoctc-rmu CO Service and/or AlS=MSS
n the frre billing in 1983, will be provided st the rated RSP suadilized monthly rates (SMR) for a period

]
of three {3) yaans commancing on Ty — and terminating

n REP wrm raten dmb *
™he wotal numbaer of Cantrax CO- Primary, Semirsstriciad and Interior lInex, heralinstter referred 10 as Contrex C:O {Inex,
Ind/or AlS=VISS Primary, Partially Restricted-and Fully Restrictad tineg, hareinaftar refarred 1 a3 A1S=MSS lines Inml!od.

n {3 the sl number of such lines 1or which Dilling is rendered on
NS siemive sl

[yl S—T YT Lo

.~ Lot b -

Surzomer and Uity scee mzxmbaAmnanmwrw:mrnqamsocm'oramcomc/omxs..uss
2illed and moch 198 billing or anry odjusummmf mutually sgreed o By Cunomor and. Uﬂmy. ..

hix election is made shiect 10 the fouomnqmn/lﬁom:

. All facllicies other than thosa stated abowy are furnished.In accordance with prevailing Tarif rates and damThc as
excludes exchange aczess trunking charges, Dormitory Certrex CO lines, mileage charges, and sustion wrming! ocu!pmcr

2, A minimum ninaty percent (S0%) surtained !mt of Contrax CO ondlorAlS-MSS fines MmusT be maintained durfng
e Term of tha RSP, If lines ars disconnectad Delow this minimum, the Customer may elect to continue paying “or
™e lines up 10 e ninety percant (90%) minimum at the agreed T RSP ritas o pay T line RSP termingtion
charges stipulawed In the RSP,

During e period of the RSP, all Cantrax CO and/or AlS=MSS eptonal features, extension Gnes and private netaork
and/or sdditional exchange accass arrangement rates ary rabillzed. Reamsociations, oddwom und/or calations of These
foams are parmiTied without incurring any p.ndty or RSP wrminstion charpe.

Any sdditions of Cerrtrax CO lines, A:S-Mssnnuormwofﬂahmammm Contrex CO fines, A1S=MSS
Tines or Carrtral Otfice festures aet forth In Exhibit A, will be covered under the RSP at RSP subillzed monthly rates
undl the tarmination of this Letter of Election. Any adiditions to astancant equipment subscribed 10 under e

RSP will be billed at the taritfed prevailing monthly rate,

Curtomers of the RSP are subject 10 the nonrecurring charpes s hown In Scheduls Cal, P.U.C, Na. 28.T, Schedule
Cal. P.U.C, No. 117-T and Schedule Cal. P.U.C. No. 121-T, for sdditions, and/or moves and changes for o itarm
incluced-under this ASP, ‘
The Curtomer may move thelr primary location within.the mame Cantral Ofice Service Area or sny other locrdon In
the same Cantrex CO Servies and/or A1S-MSS within, lnto or outside of the rame Cartral Office Service Area, and e
previsions of the RSP shall apply. All lines Irvolved in.a ulouﬂon are subject.to- prevailing nonnwrr(ng charges =
duefined in Schedule Cal. P,U,C. No. 28-T.
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I the RSP 11 cancelled in whole or in.part by twe Customer or is terminated for cause by the Utllity prior to expirstion
of the agreed 10 paymant peclod under the provisions of tw Letter of Election, the Customer thall ba required to

. pay s wm determined by the application.of the appropriste allowing fousw!s for the Cantrex CO-and/or AIS=MSS
Vines and Attendant Equipment: |

. . . b -
L
-

Cantrex CO and/or & of Cantrex CO and/or
, AlS=MSS AlS=MSS Lines

Line on Exhibit A ~ ®of Months ,

RSP Baelow the. Remaining x 5%
: Termination 90% Lovel. ) in.Rate Stability | ° o
| Charge of Commitment ‘ _ Plsn Commitment

Monthty © &of Months
Rate Aemaining
Stabilley - in Rate Stabillty
Plan. Rate Plan Commitment

8- wfm the written permimlon.of the Utifity; the obligation 10 pay the RSP rates for the remainder of the RSP period
may be migned to another customer st Multi-Element charges a3 deflned.In Schedule Cal, #,U.C No. 28.T.

2. Any RSP Customer withing ta continue service beyond the end of the Rate Stbdility Plan perfod may dlect:
a  Previiling Month-to-Month taritf rates. \
b if offered, a renewal of the Rate Stabillty Plan,

10, The utllity sorees not to seek incresscs In the charges 2nd rates for the sarvices provided hereunder for the period
specifled herwin, * tre ' .

1. This dlection and the teems, conditions, rates and charges for the services provided hm'uod;r shall at all times be
§ subject 10 such changes or modification by the Public Utilities Commission of the State of California a3 wid
. Commizsion may from tima to time direct (n the exercime of its urixdiction.

' Tha rates, terma and-conditions of the Rate Stability Plan are wt forth in Schedule Cal, P.U.C. No. 121-T, Section V =

' Rate Stability Plan Cantrex CO Service - Alrporr Intercommunicating Service - Mechanized Station Service arg thow

' rates and charges in effect a3.0f the effective dute of this Letter of Election as wt forth in the spplicable tarit's for the systen
" subscrided 1o and which fully icdentifies the rights and. obligations of The Pacific Telephone and Telagraph Company and

) under this election, ' :

: $Cuotonay biltirg rewval )




[3
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(Curtamar billlag name)

{Authorized by)

-

THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

{Owte) -
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. " Centrex CO Servics y ”

Airport Intercommunicating Service —
Mechanized Station Servica
Rate Stability Plan
Letter Of Election

. mmh o ‘s -

Quantity

" Grand To;éis-‘ i~

- (END OF APPENDIX A)




T A.83-05-45 “"/ALIfvdl’ T T T

The 2oxific Telephone 20d Telegrols Compazy SCRDULE CAL.T.C. NO.221~T

it o

. San Frzacico, Califorzia _ - Steaz 24‘

' APPENDIX B
Page 1’

7

TXCIANCE TTLEDCONT STRVICS
CINIREY SEIVICT

SZCTZON V. = RAST STASILITY LAY = COVIRTX €O SZRVICE = ATROCRT
TTIRCOROONICATING SERVICS = MECIANTZED STATION STIVICT

7'*:?.3.\:. FTCTLATTIONS ~ CONDITIONS OF QrIZlNG
34:- Staddlizy Plan - 25:? «

1. Cuscomars wich Cm::c:x. cs Sc:.-v:'.u and/or Adrjort In:ucomn:.c:.:i_z SerTics
= Machanized Scation Servics (AIS-¥SS), effective January 1, 1384 » ZaY
subscride £o the Race Stability 2lan which will zuarantes azz.:u: Teilicy
Initizzed race Lucreases Zn Section V., B. and C. of this Schadula for a

sarvices not covared by the Plan ars subj ect to ::a.nd.u‘d cbarzcs and Tates.

2. A new customaT c...‘!.s:‘.blc Zor the Rate SZabilicy 2laz i3 defined as a
customer cutiizg over £o sarvice detweez January 1, 1384 and
*October 1, 1984 | or a custoumar whosa letter of {ntent for Centeax CO Servica

uncil after October 1, 1984

3. Subscription to the Zlan wusT de zade within the period of ting whieh
axtends from January 1, 1384  to October 1, 1284 (subsecxription pcr‘od)-
Addirzions to or raduccions of che qunz::.t:.u of razte LZems coverad by tle
casconar's Rate Szabllitcy Plan are permittad prior £o the effective data
of tha Rate Stadiliry Plazn. The Plan Yecomas effective on October 1, 1984
and tsrzizates 316 wmonths chercafzar. Those teW customars whose 3aZTice
corzancas aftar (October 1, 1984 will xave :hc:f_ a2 :nm:!.utc 1.1
Qctober 1, 1932.

4. Tha RSP custovar assumas che obdlization for a zindmum of 90 parceant of la
Centrex CO Prizary,. Semirsstrictad and Intarior lizes, hereinafzar referTad
to as Cantrex C0 lizes, and/or AIS=MSS Primary, Paztially Restrictad and
¥olly Rastricted line, hareinafrar raferTsd £o a3 ALS=XSS line, that ares
subscribed to az the tioe the Rwute SZadilizy 21zn becomes qt:nc.:ivu unlaess
as otherrsisa stated in Izem 12. of this seczion..

Se ALl Cantrex CO gnd/or ATS=MSS Primary, Sexirestsicted and Ixcarior 1inas,
{axcluding Dorxitory Service Linas) iz the szmm Centrux CO Service a.nd./or
ATS-SS, :egu'd..u: of location, must be coverad by the Plan.

NOTE: ALL DATES SHOWN ARE TLLUSTRATIVE ONLY

term of three years subdbiecsc 0 the followizg regulaticms. All equipuent and

and/or, ALS=MSS 13 recaived by October 1, 1984 but who v:u.l-no: ba iz sarvice

(%
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EXCHANGE TELEPHONE SERVICE
CENIREX SERVICE

SECTION V. = RATE STABILITY PLAN ~ CENTREX CO SERVICE = AIRPORT
INTERCOMMUNICATING SERVICE = MECHANIZED STATION SERVICE = Continued

A. GENERAL REGULATIONS = CONDITIONS OF OFFERING =~ Continued
Rate Stability Plan — RSP - Continued

6. Aoy reductions in the number of Centrex CO and/or AIS~-MSS lises furnished
under the Rate Stadility Plan below the 902 commitment will not reduce the
Rate Stability Plan payments for the duration of the term, unless RSP
ternination charges are applied in accordance with Item 12. of. this
Sectlon.

Any RSP customer requested new Centrex CO and/or AIS~MSS line additions

made during the subscription period of the Plan will be dilled at the
effective stabllized monthly rate for the remaining period of the Plan..

Centrex CO and/or AIS=MSS line rearrangements, reassociations, or moves are
provided without Incurring RSP termination charges.

Moves and éhanges, additions and/or deletions of Centrex Optional Features,
Private Network and/or Additiomal Exchange Access arrangements are
pernmitted without incurring any penalty or RSP termination charge.

The Rate Stability Plan requires that the customer's primery location
continue to be locsted in the Central Qffice Service Area. An existing -
RSP customer who moves their primary location within the same Central
O0ffice Service Ares or who moves any other location in the same Centrex
CO Service and/or AIS-MSS within, into or outside of the same Central
0ffice Service Ares can retain the Rate s:ab:t.u:y Plan.f

Issued by

Robext B. Roche
Assistant Vice President

Reso luﬁo# No.
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EXCHANGE TELEPHONE SERVICE
CENTREX ‘SERVICE

SECTION V. =~ RATE STABILITY PLAN - CENTREX CO' SERVICE - AIRPORT
INTERCOMNICATING SERVICE = MECEANIZED STATION SERVICE - COntinued

A. GENERAL R.EGUT.AIIONS - CONDI‘IIONS OF OFFERING - COn::Lnued
Rate Stabili:y Plan = RSP - Coatinued

1l. Customers of the Rate Stability Plan are subject to the nourecurring
charges, as shown in Schedule Cal.P.U.C. No. 28=T, Schedule Cal.P.U.C.. :
No. 117-T and Schedule Cal.P.U.C. No. 121-T, for addicions and/or moves and
chauges for chose items covered by this Plan.

If che Rate Stability Plan Is cauvcelled In whole or in part by the customer
or is terminated for cause by the TUtility prior to expiration of the agreed
to- payment period, the customer shall be required to pay a sun determined by
the application of the appropriate following formula for the Cencre: o
and/or AIS=MSS lines and Attendant Equipment:

Centrex CO. # of Centrex =  Monthly ¢ of Months
and/oxr ©  CO and/or Rate - Rmining «
AXS-MSS - ALS~MSS Stability X In Rate’ Su‘bﬂi’zy x SOZ
Line RSP Liges Plan Rate P.'Lux Comitment '
Termination Below the ‘ ‘
Charge 90% Level ‘ A =

' Qf Comuitment : ' '

C Disconnected

Attendant ' :
Equipment Mouthly - # of Months:
RSP . Rate Remaining X S0%
Termination Stabilicy In Rate Stability
Charge Plan Rate Plan Commitment .

. With the written permission of the Utility, the obligation to pay the
Rate Stability Plan charges for the remainder of the plan perfod may de
assigned to apother customer at Multi-Element Charges as shown 1o Schedule
Cal.P.U.C. No. 28-T. This charge is payable by the superseding customer.
In addition to assuming the respousidility to pay the rate for the
remainder of the period, the superseding customer assumes the conditions
applicable to the RSP offerﬂ.ng at the ::!.u of usig:nment. S ¢ )

ik T ",L.

, Issued by
Advice Letter No.:
.. , " Robert B. Roche
Decision No. Assistant Vice President
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EXCHANGE TELEPHONE SERVICE
CENTREX SERVICE

SECTION V. = RATE STABILITY PLAN = CENIREX CO SERVICE = AIRPORY
INTERCOMMUNICATING SERVICE = MECEANIZED STATION SERVICE = Continued

A. GENERAL REGULATIONS = CONDITIONS OF OFFERING - Congznued'
Rate Stability Plan = RSP - Coutinued

14. Any RSP customer wishing to conti.nue service beyond the end of the Rate
Stabilicy Plan period may elact:

a. Prevailing Month-to-nont.h uriﬂ rates.

b. If offered, a remewal of the Rate Stabilicy Plan.

15. Customers electing to subscride to the Rate "S:a‘bi'l:t.ty Plan will be provided
wicth a Porm No. X 1507, Letter of Election, as filed in Schedule Cal.P.U.C.
No. 38T, for review, completion and forwarding £o the Utility. )

Continued

: Issucd by e '
Advice Letter No. : Date Filed:

v Robert B, Roche .
Decision No- Assistant Vice President Effective:
Resolution No.
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EXCHANCE TELEPHONE SERVICE
CENIREX SERVICE

SECTION V. — RATE STABILITY PLAN - CENTREX CO SERVICE - AYRPORT
INTERCOMMUNLICATING SERVICE =~ MECHANIZED STATION SERVICE ~ Continued

B+ ‘AIRPORT INTERCOMMUNICATING SERVICE — MECHANIZED STATION SERVICE #w
STABILIZED RATE OFFERINGS

USoC SR ¢ SR . TSOC

1. Attendant Equipment

$ 202.36 3.15
236.08 8.43
326,02  JNP. 2.70

18.83 NP 675

Station and
Ex;eusion Lices

3. Exchange and Toll
Message Diverting -

. Supplemencal
Sexvices .

* See Primary line Rates on Sheet 282-A. o : ‘ L
** See Schedule Cal.P.U.C. No. L17-T for item descriptious. : )
' ‘ ‘ Coutinued |-

Issucd by

Robert B. Roche
Assistant Vice President

Advice Letter No.
Decision No.
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Sheet 282

Continued

5. Optional Features

EXCBANGEZ TELEPHONE SERVICE

UsS0C

B24
EAN

E6C

E6G
E9C

* See Schedule Cal.P.U.C. No. 117-T

CENTREX SERVICE

STABILIZED RATE OFFERINGS ~ Continued

. SMR

s 28.67
64.92
15.50

62
33-75”

1.35

21.00

.84
141.65
5.17

32}25”

1.29
32.25

1.29
32.25
1.29
15.50

B. AIRPORT INTERCOWNICA‘I’ING SERVICE = MCHANIZED S‘IA‘I'ION SERVICE * -

EEL  § 116.7S

EEAXP
) <) RN
E3p
P40

.DPB -

DMALE .
ESM
ESM

E6N .
ESN.
ESZ

4.67

21-00“

. 34

13.38
.16.02'
19
19.75'
o79}
80'00;,
3.20°
. 67.50.
CReTO
26.75.
1.07
26'-75"!.' .
1.07"

for item descriptions.

SECTION V. = RATE STABILITY PLAN = CENTREX CO SERVICE - AIRPORT
INTERCOMICA‘!ING SERVICE. MECBANIZED S'IA‘IION‘ SERVICE = Coutinued

Contivued

Tssued by

Robert B. Roche
Assistant Vice President -

Effective:
Resolution No.
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EXCHANCE TELEPHONE SERVICE
CENTREX SERVICE

SECTION V. ~ RATE STABILITY PLAN = CENTREX CO SERVICE = AIRPORT | (N
mmcommmmc SERVICE = MECHANIZED STATION SERVICE ~ Coutinued '

« AIRPORT IN'IERCOMNICAIING SERVICE - ‘IECEANIZED STATION SERVICE * = Continued
STABILIZED RA:L‘E OFFBRINGS = Coutinued
6. Primary Line ‘Ra.ces Usoc R MR _rg
| Service Ordered 1—1‘-64', 1-1-85, 1-1-86

on or before  Thru . Thru ' Thru . -
7=27-83 - 2—31.-84 12—31-8-5 12-31-86 1

RXRS+ $9.96 '$ 8.96 s 7.96‘
RX2s+ 9.,9-6.';" 8'-96-; _7.9_6,'-7‘1‘
RSZS+ 9.96  .8.96: 7.96
RX2MN - 11477 L1470 11470 1
RE2W 1 9.96. 8-96:{' .96: ,,
BRXSS+ 9.51 . 8.51’;;‘.; | -7.51
RUVS+ - 9.51 . 8.5Li. 7_51,
ROVNF. 9.51 . 8.5L0 7.51
zsoc ® om om
Service. Ordeted 1-1.-84 1-1'-‘85-5,\ ._1-1-786:*
after - - Thes'  Thru. . Thrw.”
7=27-83 12-31-84 12-31=85. 12-31-86

RERB+. s7 o7 s 7.07 s 7.0 : ;
RWRBA . 7.07 0 74070 7407
| RX2B+ 7.0-7,-.,,; 74077 707
RSZB+ - 707 ‘7;‘07“:;; 707
RX2MN 1147 LLae7: 11".47;5 ,‘
BSZPF: - 7.07. 7.0_:7?::‘*?.‘ 7.o7
ROVE+ . 6-.'6’42"‘;, _ -62 \.6.62
RUBPF 6.62° 6.62 6-62 ‘

» See Schedule Cal.P.U.C. No. 117-T for item descriptions. @b
. C v . Coutinued ,

. : Issued by _ L
Advice Letter No. ‘ ‘ S Date Filed:
Robert B. Roche - Eéfective:

Decision No. Assistant Viee President ,
Reyolution No.
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 EXCEANGE TELEPHONE SERVICE
CENTREX SERVICE

SECTION V. = RATE STABILITY PLAN = CENIREX CO SERVICE = AIRPORT
mcomxcumc SERVICE - MECHANIZED STATION SERVICE - Cov.tinued

C. cm Co SERVICE e
ST.ABU.IZED B.A‘IE OFFERINGS :

USOC  SWR

Private Nex:work R
Access . - RXN § 98.93

Addicional Exchange
 Access Trusk .
'rem'r.mciou.s‘ ESQ

Station and Lines R Rt
, RIRMN

RX 2=

RX 2

Station Controlled .

: E‘ea:uz'es , _ 62.56
-56

56

«56

56

-56’

56

.56

-56‘
141.65

S.17.

* See Primary Lime Rates on Sheet 286.
** See Seccionm IXX. for item descriptions.

: Issued by ‘ -l
Advice Lertexr No. Date Filed:
. . Robert B. Roche ‘ .
Decision No. Assistant Viee Presideat Effective:
Resolution No.
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EXCBANGE TELEPEONE SERVICE
CENIREX SERVICE

SECTION V. = RATE STABILITY PLAN = CENTREX CO SERVICE = AXRPORT
INTERCOMMONICATING SERVICE ~ MECEANIZED STATION SERVICE = Continued

C. CENTREX CO SERViCE * - Contimued
STABILIZED RATE OFFERINGS - Contisued

USOC ~ SMR

Usoc SMR USOC  SMR

5. Administrative . : ‘
Services = . , :
" Attendant Equipment 53B $ 421.57 S3N20° §  S5.62 CXY - 0§ 646 |
‘ ’ - 53C 376.61  S3N10 4,95 ECBH. 29791 | |
53n: 65.20 53¢ " 7.59. ECCH+ 314.77 |

53E
S3F

53¢

438.44
376.61

53Q
53t
EADS

5.90
174 -25‘,‘.

ECH++
2CP
ECT.

191.11 |

16.86 |

73.07 |

: 26.70. ECL-
14.90 ECI
26.17. CXFPT

- 65.20 CXJPT
38.22 - CTC -
26.42 . “s |
52.84. = 15.74 |
52.84 646"

: . 62095 ‘. 78-69 .

64.08 157.39"

7.03 134.90 |
12.37 11242
16.30 35.41 1
22484 9.56.|
© bbb 4.38 | )

par B 432.82° 530
EAX 432.82 530
EAD 146.15 53V
370.98 CLY
533 12.37 :
‘ S5.17
252.94,
33.16
S1.71
174.25
20.80
21.08
23.89
23.61
370.98
573.34
438.44

130109 g
47.89
17.14:]
C10.127 |
56.21 |.

* See Section III. for item descriptions. N

. Continued

Issued by

Robert B, Roche
Assutzm: Vice President

Date m?d:' .
Resolution No.
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EXCHANGE TELEPHONE SERVICE
CENTREX SERVICE

SECTION V. = RATE STABILITY PLAN - CEZNTREX CO SERVICE ~ AIRPORT
INTERCOMMUNICATING SERVICE = MECEANIZED STATION SERVICE - Continued

C. CENIREX CO SERVICE * ~ Coatinued

STABILIZED RATE OFFERINGS = Contimued
US0C SR SYR  USOC SYR

6. Administrative , : ,
Services = Other cMD $ 39.00 $101.18 A6Y = 5 15.46
CHYDMN 39.00 : 134.90 A6Z S1.71
168.63 ‘ 45.25 AGGCE 416
90D 67.45 13.58 L 71.95
30.35 . 1.35 12.65 |
MRBAB 28 ‘ 3.49 44,47
MRLAA 6295 1.57 787 |
MRLAB 34 ' 1.01 : 7.87 |
: 101.18 3626 : ' 1
CES 1.57 , :
CEN 61.83
.44 101.18

7. Automaric Call _ ‘ -
Processing Features ART 275,43 9.27 207.98
' 264.19 7.31 . 207.98 |
8.43 47.78 - : 24.45
19.67 - 163.01 2642 |
39.35 3.37 . 40,47 1

* See Section IIL. for item descriptions.

Issued by

R.obcrt B. Roche
Assistant Vice Prcsid_cn:

Advice Letter No.
Decision No.
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EXCEANGE TELEPHONE SERVICE

CENIREX, SERVICE

SECTION V. = RATE STABILITY PLAN = CENIREX CO SERVICE =~ AIRPORI :
IKTERCOMNICAIING SERVICE — MECHANIZED STATION SERVICE ~ Coutinued '

« CINTREX CO SERV' ICE *
S‘IABILIZED RAIE OFFERNGS

8. Primaty I.ine R.ltes : ‘ o ‘
USOC  SMR. - SMR SMR

Service Ordered 1-1-34 . 1-1-85  1-1-86
on or befora Thxu Thru-. Thru
72783 123184 12-31-85 12-31-86

RX2S+ 9.68-‘--‘-  8.68 7.68”‘ o
RN 9.68:  8.68  7.68 .
RXRMN 11.19°  11.19. 11l.19
BUVSH . 9.34: 8.36"] T T340
gsoc SR SR S®
Service Ordered 1-1-84} ' 1-l-85' 1-1.-'86§ -
after Thru. ~ Thru. © Thruo ..
7=27=-83 12—31—84 12-31—85 12—31—86

RXRB+ $6.79° 56.79,; 56.79;., .
m . 6-79 j.'" 6-79’ s 6-79‘ !
RIRMN . 1119 1119 1l.19 |
ROVB+ 645 6.5 1 6.45
RXSB+ 6.45"  6.4S - bS5 .
ROV 6445 . 6.45" | 6.45 |

* See Sectilon III. for item descriptions.

E APP
(END OF ENDIX B) Issued by

Advice Letter No. , | _ Date Filed:
Robert B. Roche .
Assistant Vice President Effective:

Resolution N‘o.

Decision No.
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the interstate Jurisdiction and an underrecovery. of costs in our
jurisdiction. Based on our record, total revenues still would exceed
total costs, S0 no unfairness to competitors would result. Hovever,
we do not consider it our proper role to adjust intrastate rates
below intrastate costs to accommodate the < At

actions of the FCC. , .

We discern a moderate approach which can be expected to
maintain coverage of Centrex costs and which is consistent with oue’///&
past revievs of Centrex rates. It wilL relieve Centrex customérs of
most of the durden of the FCC-ordered CALCs while not cutffng 0
deeply into intrastate revenue generation as would ollar=-for-
dollar CALC ofset. The approach we adopt will be/%o eliminate
existing surcharges on Centrex rates, bdoth the”5. 4% surchsrge imposed

in August 1981 by D.93367 end the 10. 32% surcharge imposed in

Decenber 1983 by D.83-12-025. ‘ :

The 10.32% surcharge will removed when that surcharge is
replaced by a final rate design de¥ermined in the pending decision in
Phase II of Pacific's general rate proceeding, A.83=01-22, et al.
Elimination of that surcharg will constitute a 9. 1%’reduction in
Centrex rates covered by the RSP (but only 2 6.2% reduction from the

1983 rates on which Paci ic's cost and revenue studies were based)
It appears that the effect of this reduction will approximately

offset the average effect of the FCC's 1984 CALCs on’ ‘Centrex
customers. We note that on March 20, 1984, the FCC "extended" the .
effective date for Pacific's interstate access tariff filings until
June 13, 1984./ Thus, we anticipate that the offsetting surcharge
removal will Mearly coincide with imposition of the FCC CALCs.
Fégnsubscribere to the RSP, the 5.4% surcharge also will ve
removed from rates subject to the RSP effective the date that the

increase in FCC CALCs for the year 1985 takes effect. That 'surchsrge

should remain in effect for Centrex customers not subscribing $0 the

RSP. Elimination of that surcherge will constituteva 5.1% rate

reduction. The 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 maximize net |
revenue contributions from Centrex service in the 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 tern of the RSP should commence Janua y’/
1985, so that its termination will coincide with the beginpfng of
Pacific's 19€8 test year.

29; The p*oposed Centrex service offering to smaller line size o
customers will cover Jts prospective cost and prow de a variety of
benefits to Pacific and its custoners. |

30. A CALC offset will’ ‘enhance, rather Ahen diminish, the
contridution of net Centrex revenues to support other services.

31. It is not a proper role of thig’ Commission to %ﬁi&%&:ﬁiaﬁik /<:

intrastate rates below intrastate costy to accommodate 2;uﬂﬁbess
actions taken by the FCC. S

%2. Elimination of existing urcharges on Centrex rates will
relieve Centrex customers of most of the burden of the FCC—ordered
CALCs while not cutting deeplx/into intrastate revenue generation,
properly timed this action will approximately offset the average

effect of the FCC CALCs in f§84 and 1985.

3. Adjustments to’pffset increases in the PCC CALCs beyond
i985 are not Jjustified at this time.

34. Pacific has not proposed to increase any rates to
compensate for the RS@ or the CALC offset.

%Z5. The risk of customer abandonment of Centrex service in the
face of the impendfng imposition of the FCC CALCs warrants an early
effective date fo; the following order. : ‘
Conclusions of Law

- 1. Pacific must bear the burden of proving that its proposals
should be adopted. '
2. Pacific g cost studies did not unduly discrinminate between -
Centrex lines and other business lines; it is appropriate to.
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