
• 

ALJ/MFG/pc 

• Decision 90 02 018 FEB 7 t990' 

• 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Application of General Telephone 
Company of California, a California 
CorpOration (U-I002-C), for 
authority to increase and/or 
restructure certain intrastate 
rates and charges for telephone 
service. 

! APp@~a~~~~~~~J~ 
) (petition for Modification 
) filed October 26, 1987) 
) 
) 

--------------------------------) 

And Related Matters. 

) 
) 
) 
) 

---------------------------------) 

1.83-08-02 
Case 82-10-08 

Robert Herrera, Attorney at Law, for GTE 
California Incorporated, applicant. 

David Discher, Attorney at Law, for Pacific 
Bell; Richard B. Wyde, Attorney at Law, 
for Security Pacific corp.; William 
Irving, for County of Los AngeleS; 
Pelavin, Norbeck, and Beck, by Alvin H. 
Pelavin, Jeffrey F. Beck, and Lizabeth 
M. Morris, Attorneys at Law, for 
Calaveras Telephone Company, California
Oregon Telephone Co., Citizens Utilities 
Company of California, CP National, 
Ducor Telephone Company, Foresthill 
Telephone Company, Happy Valley 
Telephone Company, Hornitos Telephone 
Company, Kerman Telephone Co., Pinnacles 
Telephone Company, The Ponderosa 
Telephone Co., Sierra Telephone 
Company, The siskiyou Telephone Company, 
Tuolumne Telephone Company, and The 
Volcano Telephone Company; John H. 
Engel, Attorney at Law, and A. J. 
smithson, for Citizens Utilities Company 
of California; Mark Barmore, Attorney at 
Law, for TURN; Mark A. Flagel, Attorney 
at Law, for GTE Sprintl Hathaway 
Watson, III, Attorney at Law, for AT&T 
Communications; and Manuel Kroman, for 
the City of Los Angeles; interested 
parties. 

Helen Mickiewicz, Attorney at Law, for 
Division of Ratepayer Advocates • 

- 1 -



, , 

• 

• 

• 

• 
A.83-07-02, 1.83-08-02 ALJ/MFG/pc * 

Background 

OPINION ON MODIFICATION 
OF DECISION 84-07-108 

General Telephone Company of California (GTEC) filed a 
petition for modification of Decision (D.) 84-07-108 on October 26, 
1987. GTEC requests that Ordering Paragraph 10 of D.84-07-108 be 
modified to permit GTEL (a California corporation) to act as GTEC's 
agent to accept customer orders, related advance payments, security 
deposits at GTEL's phone marts (phone marts), and to distribute 
GTEC's telephone directories at the phOne marts. GTEC proposes to 
compensate GTEL, its unregulated affiliate, for these services on a 
transaction tee basis. 

Ordering Paragraph 10 required GTEC to form a separate 
corporate subsidiary to market, install, and maintain all 
unregulated custoner premise equipment (CPE) and to fullY segregate 
its facilities and resources between its regulated subsidiary and 
its regulated operations • 

The only allowable resources to be shared with GTEC's 
unregulated SUbsidiary were corporate officers, directors, legal 
and accounting support for a period not to e~ceed two years, 
customer billing for integrated unregulated CPE billing along with 
network services, and direct phone mart expenses. However, the 
sharing of customer billing and direct phone mart expenses was to 
stop when embedded CPE was deregulated at the end of 1987. 

Subsequently by 0.86-08-056, the ordering paragraph was 
modified to permit GTEC to continue sharing legal services and to 
provide unregulated CPE customer billing services for GTEL. The 
modification also enabled GTEL to continue selling GTEC's custom 
calling network services and provided for GTEC to offer and 
maintain E911 emergency service network services with the 
associated unregulated CPE • 
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The Division of Ratepayer Advooates (DRA) filed a protest 
to GTEC's petition on November 25, 1981. DRA asserts that approval 
of GTEC's petition will result in a GTEC ratepayer marketing 
subsidy to GTEL's unregulated activities and that GTEC should 
consider an alternative solution to the GTEL agency proposal. DRA 
requested that this matter be set for hearing. 

On March 15, 1988, Administrative Law Judge (ALJ) Galvin 
issued a ruling which requested all interested parties to file a 
brief on the impact, if any, that GTEC's petition might have on the 
structural separation requirements imposed by the Federal 
Communications commission (FCC) in DOcket No. 86-79 (86 FCC 2d, 529 
(1981», and by GTE Corporation's consent judgement with the 
Department of Justice, entered by the court on December 21, 1984. 

Upon receipt of briefs filed by GTEC and ORA, which 
concurred that neither the FCC Docket nor the Department of Justice 
consent jUdgement affect GTEC's petition for modification, the ALJ 
set a prehearing conference (PHC) for June 9, 1988. 

All parties on the appearance list and service list in 
effect prior to the PHC were notified of the PHC. Notice of the 
PHC appeared on the Commission's Daily calendar. A new appearance 
list for GTEC's petition was established at the PHC. 

At the PHC, GTEC and DRA concurred that, rather than 
holding evidentiary hearings, they would exchange data and 
information throughout the 1988 calendar year and work toward a 
mutual position. The ALJ concurred with this proposal on the 
condition that GTEC and DRA file a status report on or before 
March 31, 1989. 

On March 13, 1989, GTEC and DRA requested a two-month 
extension-ot-time to tile their status report. The ALJ granted the 
extension on condition that all parties comply with Rule 51 of the 
commission's Rules of praotice and procedure, covering stipulation 
atld settlement procedures. Concurrently, the ALJ set June 19, 1989 
to receive any agreement and/or evidence on GTEC's petition. The 
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hearing was set for Los Angeles. Notice of the evidentiary hearing 
first appeared on the Commission's Daily Calendar of March 27, 198~ 

and continued to appear until June 19, 1989, the date of the 
evidentiary hearing. 
Hearing 

An evidentiary hearing was held in Los Angeles on 
June 19, 1989, as scheduled. GTEC's Area Director of Consumer 
Sales, George A. Claps3ddle (Clapsaddle), its Manager of Directory 
Products Kimberly Johnston-Rodriguez (Johnston-Rodriguez), and ~ 
Douglas Klapstein testified on behalf of GTEC. 

Financial Examiner IV, Monica McCrary (McCrary), and 
public utilities Regulatory Analyst II, Lester Wong (Wong) 
testified on behalf of ORA. 

GTEC, ORA, Toward utility Rate Normalization (TURN), and 
PUblic Advocates, Inc. {Public Advocates) 1 filed concurrent 
opening briefs on July 28, 1989. GTEC, ORA, and TURN filed reply 
briefs on August 16, 1989. No other reply briefs were received • 
The matter was submitted on August 16, 1989. 

Clapsaddle testified that GTEC no longer seeks authority 
to allow the phone marts to receive GTEC customer advance payments 
and security deposits because of recent GTEC business changes. At 
the time the petition was filed, GTEC directed its customers to the 
phone marts, customer service centers (CSCs), and bill payment 
centers to make advance payments and security deposits. However, 
effective January 1, 1988, GTEC eliminated the requirement for 
advance payments and security deposits. 

Also, prior to January I, 1988, the phone marts accepted 
bill payments. However, to comply with D.84-07-108, GTEL phased 
out its bill payment activities at the phone marts and, effective 

1 public Advocates' participation as a party to this proceeding 
is discussed in a subsequent section of this opinion • 
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January 1, 1989, discontinued all bill payment activities at the 
phone marts. 

Because of these changes, GTEC withdrew its request tor 
authority to accept advance payments and security deposits at the 
phone marts. This withdrawal leaves only two issues to be 
addressed. The first issue is whether the phone marts should be 
allowed to continue to accept GTEC customer orders for GTEC network 
services. The second issue is whether the phone marts should 
continue to distribute GTEC directories. 
Phone Mart Acceptance of 
GTEC's CUstomer Orders 

GTEC cites two reasons why the phone marts shoUld be 
allowed to continue accepting GTEC customer orders. They are 
customer convenience and cost savings. 

A. CUstomer convenience 
GTEC customers can place a service order in person or by 

telephone. Prior to the petition, those customers who preferred 
the in-person service could go to either one of GTEC's 21 CSCs or ~ 
to one of the 20 phone marts. customers who prefer to use the 
telephone can call either GTEC's customer service order centers I 
(CSOCs) or GTEC's business service order centers. 

The CSOCs which accepted in person service orders were 
located in GTEC owned buildings and staffed by GTEC's own 
personnel. However, GTEC discontinued this in-person service and 
closed the centers because GTEC believed that it was not cost
effective to keep them open as long as GTEC was able to provide its 
customers the opportunity for face-to-face contact at the phone 
marts. Now, the only place a customer can place a service order in 
person is at the phone marts. 

Although the primary business activity of the phone mart 
is to sell and/or rent telecommunications equipment, approximately 
80 percent of the phone mart service representative salaries is I 
allocated to regulated activities. Each phone mart is located in a 
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highly convenient location. For the most part, they are located in 
shopping malls near other telecommunications vendors such as Best; 
Radio shacK, and Sears. 

GTEC represents that in the first half of 1987, its 
20 phone marts prOcessed approximately )5 percent of GTEC's service 
orders; and over 55 percent of its requests for new service or 
transfer of eXisting services. However, Clapsaddle acknowledged 
that approximately 97 percent of all service orders in the first 
quarter of 1989 were taken oVer the telephone at GTEC's CSOCs. 
This substantial reduction in GTEC service orders from the phone 
marts is attributed to the discontinuance of GTEC's advance payment 
policy. 

Because GTEC's business change has reduced the number of 
orders completed in the phone marts, now approximately three 
percent, GTEC no longer represents that a very large portion of its 
customers regularly prefer to place orders in person. GTEC does 
represent that a recent customer 'survey shows that 89 percent of 
its phone mart respondents want the continued ability to order 
service in the phone marts; GTEC believes that such service is in 
the public interest and should be continued as a convenience to its 
customers. 

GTEC acknowledges that its survey is not statistically 
valid and that it did not poll its custoners who placed service 
orders over the telephone. However, it asserts that ORA's 
independent phone mart survey substantiates its conclusion. 

McCrary concurs that ORA's random survey shows that 
approximately 80 percent of phone mart customers polled concluded 
that it was important to be able to obtain new telephone service at 
the phone marts. However, Mccrary points out that many of those 
polled were in the phone mart store for some phone-related 
activity, and that many did not understand the difference between 
GTEC and the phone marts. Wong also stated that many of the phone 
mart customers didn't even know that they could place service 
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orders over the phone. Clapsaddle confirmed the apparent customer 
confusion when he testified that ·when they see the GTE sign, they 
assume that they can handle their business for them. They don't 
understand the separation. So its a matter of convenience for the 
customer." 

B. Cost savings 
GTEC proposes to continue to eqUip, at its expense, the 

phone marts with terminals necessary to access GTEC's computer 
systems used in placing orders. Since these facilities are largely 
already in place, it foresees no new costs to carry out its 
proposal. 

Initially, GTEC projected that utilization of the phone 
marts would save GTEC $300,000 a year based on an unspecified 
monthly transaction volume. HoweVer, GTEC reduced its projected 
cost benefit by $254,880 to $45,120, based on its 4,700 monthiy 
average transaction volume for 1989. This reduction is the result 
of GTEC's business changes discussed above and its change of policy 
of not referring its customers to the phone marts. 

Contrary to GTEC's projected cost savings, Mccrary 
estimates that GTEC will actually incur a loss of at least $186,000 
if the phone marts are used to process GTEC's customer orders 
rather than GTEC's CSOCs. Mccrary's loss figure correctly compares 
GTEC's $10.42 fully distributed cost-per-service order with GTEL's 
$13.38 fully distributed cost-per-service order. GTEC erroneously 
compared GTEL's $13.38 transaction cost with GTEC's $14.18 fully ~ 
distributed transaction cost which included a $3.76 transaction 
cost per custom calling order. 

McCrary's undisputed testimony SUbstantiates that there 
is no cost benefit to GTEC if GTEL is allowed to continue to· 
process service orders. McCrary's testimony further indicates that 
GTEC's loss will increase if GTEL would develop its fully 
distributed cost-per-transaction pursuant to Ordering paragraph 10 
and allocated its overhead costs on the most cost-causative-factor 
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promulgated by standard cost accounting procedures. Factors which 
inflated GTEL's cost-per-transaction included the allocation of 
regional and corporate overhead expenses, contrary to the ordering 
paragraph, allocation of approximately 25 percent of GTEL's service 
employees non-productive time, and allocation of GTEL's oVerhead 
expenses such as rent, electricity, and maintenance based on GTEL's 
service representative direct salary rather than floor space usage. 

c. TURN's Brief 
Although TURN did not actively participate in this 

proceeding it did brief the proceeding. TURN recommends that 
GTEC's petition be denied and that GTEC be required to establish 
person-to-person contact with its customers using an unspecified 
alternative procedure that does not provide a ready avenue for a 
cross subsidy of unregulated services. Absent a suitable 
alternative, TURN recommends that we: 

1. sanction an aUdit of GTEC's/GTEL's 
transactions and exclude the impact of· any 
cross subsidization from GTEL's transaction 
fee, 

2. Authorize an independent market study to 
quantify the monetary benefits GTEL 
receives from providing regulated services 
at the phone marts, and 

3. Institute an investigation into potential 
irregularities between traditional 
regulated services of GTEC and regulated 
services offered at the phone marts. 

D. Discussion 
The burden of proof in a petition is with the petitioner. 

In this proceeding, GTEC requests that we modify a prior decision 
to allow the phone marts to continue taking GTEC's customer orders 
as a convenience to GTEC's customers and to enable GTEC to realize 
a cost savings. However, the evidence discussed above shows that 
97 percent of all service orders taken in the first quarter of 1989 I 
were not taken at the phone marts, that customers who did patronize 
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the phone marts ~ere unaware that t~ey could place service orders I 
over the phone, and that GTEC/ S proJected cost benefit will not 
occur. 

GTEC's convenience and cost benefit reasons, found to be 
without merit, are secondary to the issue which resulted in the 
restrictions GTEC seeks to modify. The underlying issue which 
prompted the Commission to impose the restrictions is the need to 
separate GTEC's unregulated operations from its regulated 
operations to avoid cross-subsidization, as discussed in 
0.84-07-108. GTEC has not demonstrated that its requested 
modification will maintain the separation and prevent the 
subsidization of unregulated operations which resulted in the 
ordering paragraph it seeks to mOdify. 

DRA concludes from its phone mart investigation that the 
phone marts are being subsidized by GTEC's regulated operations. 
The unregulated subsidization included salaries, service. order 
counter displays, and advertisements. customer confusion over the 
relationship between GTEC and the GTEL phone marts merely 
exacerbates the cross-subsidization issue. 

DRA also concludes that the phone marts may not be 
adhering to requirements associated with Universal Lifeline 
Telephone service because some of the phone marts have had no 
lifeline orders for a tWo-month period. However, it did not 
conduct any study to determine why this occurred or whether those 
phone marts with no lifeline orders were located in the more 
affluent co~~unities of GTEC's service territory. DRA's conclusion 
is speculative because it lacks supporting information. 

DRA believes that the structural separation between 
regulated and unregulated operations ordered in 0.84-07-108 is 
equally applicable today as it was in 1984. It foresees no 
practical alternative to the present situation, except to terminate 
the provision of regulated services by GTEL . 
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GTEC acknowledges that there are deficienoies in the 
phone mart order taking of regulated servioes. GTEC also believes 
that these defioiencies are minor in nature and can easily be 
resolved. 

GTEC may be correct. However; it did not address the 
separation and subsidization issue which resulted in the ordering 
paragraph it seeks to modify. Direct in-person contact, as pointed 
out by GTEC t ORA, and TURN, is important and should continue. 
HoweVer, GTEC's argument that the phone marts are the last place 
its customers can obtain in-person service should not override the 
separation and subsidization concerns discussed in D.84-07-108. 
GTEC was well aware of the requirement that the phone marts 
discontinue receiVing GTEC in person customer orders when it 
unilaterally closed its CSOCs for in-person contact. 

GTEC acted prematurely when it discontinued providing in 
person customer contact at its service centers. It should revisit 
its reasons and analysis used to support the closing of its csocs 
for in person customer contact and consider alternative methods to 
provide in-person service, such as central office locations 
suggested by ORA in its brief. GPEC has not demonstrated that 
final in person customer service contact shOUld be relinquished to 
its unregulated affiliate. GTEC's request to modify the ordering 
paragraph so that phone marts may receive GTEC customer orders 
should not be granted for the reasons discussed above. 
Telephone Devices for the Deaf 

ORA also concluded fron its phone mart investigation that 
GTEC does not maintain at least two loaner Telecommunications 
Devices for the Deaf (TDDs) in each phone mart to loan to customers 
Whose TODs must be kept for repair, pursuant to Ordering 
Paragraph 22 of 0.84-07-108. 

Clapsaddle acknowledged that the phone marts do not 
maintain the required TDDs. However, he explained that because of 
recent state funding ~ special needs center has been established 
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with certified staff trained to assist hearing-impaired people with 
their telephone needs. GTEC provides TDDs through a distribution 
organization that it contracts with for delivery of the equipment. 
GTEC also has trained instructors who go to the hearing-impaired 
person's home to train that person on the proper use of the 
equipment. 

GTEC represents in its brief that its apparent oVersight 
in failing to provide TDOs at the phone marts has no apparent 
adverse impact on its hearing-impaired custOmers. It plans to 
review the TDDs requirement and either comply with the requirement 
or seek a modification of the order. 

Absent ORA's investigation we would not have known of 
GTEC's failure to provide TODs at the phone marts. The 
establishment of the special-needs center did not rescind the 
commission's order that GTEC provide TODs at the phone marts. We 
expect GTEC to comply with the ordering paragraph and to notify the 
commission Advisory and Compliance Division in writing within 
30 days of the effective date of this opinion that it is in 
compliance. If, after a review of the TOOs requirement, GTEC 
decides that TOOs are no longer appropriate at the phone marts, -it 
shOUld file an application requesting authority to discontinue 
providing them at the phone marts. 
Distribution of GTEC's Directories 

The remaining issue to address is whether 0.84-07-108 
should be modified to allow the phone marts to distribute GTEC 
directories. 

Johnston-Rodriguez explained that new GTEC customers 
receive their initial directory through GTEC's distribution vendor 
either by mail or hand delivery. Additional directories are 
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distributed to Chambers of Commerce, National Payment Network (NPN) 
agents2 and to phone marts as a customer convenience. 

Directories distributed to the Chambers of Commerce and 
NPN's are displayed in directory bins/racks. Directories 
distributed to the phone marts are stored behind the phone mart 
service desk and distributed only upon a customer's request. 

GTEC's vendor contacts each Chamber of Commerce and NPN 
agent on a regular basis for replenishing the directory stock. 
Phone marts' directory stock is replenished upon a phone mart 
manager's request. Although GTEC does not track the number of 
directories issued through the phone marts, GTEC's Johnston
Rodriguez represents that the phone marts are a very small 
directory distribution channel. 

GTEC believes that the availability of its directories in 
the phone marts is in its customers' interest and wants to keep the 
phone marts in its directory distribution system. DRA concurs with 
GTEC, but in doing so assumes that GTEC does not pay the phone 
marts a transaction fee for issuing GTEC's directories. 

Johnston-Rodriguez testified that GTEC does not presently 
pay a transaction fee to the Chambers of Commerce, NPN agents, or 
phone marts for issuing the directories. Although GTEC's petition 
represents that it will pay the phone marts a transaction fee if 
its petition is granted, it provided no evidence to substantiate a 
need to begin paying the phone marts a transaction fee. Any 
exclusion of the Chambers of Commerce and NPN agents from the 
transaction fee payment must be considered a subsidization of 
unregulated operations from GTEC's regulated operatiolls, which is 
contrary to 0.84-01-108'5 intent to eliminate regulated 
subsidization of unre9ulated operations and should not be allowed. 

2 Local businesses which GTEC authorize to accept customer bill 
payments • 
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Even if GTEC proposed to pay a similar transaction fee to its other 
distributors, GTEC has not demonstrated that the low volume of 
phone mart directory distribution is cost-effective or warrants the 
payment of a transaction fee to its unregulated affiliate. 

We concur with ORA. 0.84-01-108 should be modified to 
allow GTEC to continue providing its directories to the phone marts 
without any transaction cost to GTEC. 
Motion to InterVene 

on June 15, 1989, four days prior to the scheduled 
evidentiary hearing, public Advocates, a nonprofit public interest 
law firm, filed a motion to intervene in this matter on behalf of 
the League of united Latin American Citizens, the American G.I. 

Forum, and the FilipinO-American political Association, each of 
which intervened and played an active role in the Pacific Bell 
Marketing Abuse case (Application 85-01-034). 

PUblic Advocates represented that it first received DRA's 
proposed report on June 12, 1989, seven days prior to the 
evidentiary hearing, and contacted all key parties on June 14, 1989 
to advise them of its intention to intervene. Although Public 
Advocates represents that its clients are prepared to substantially 
participate at fUrther hearings in this matter, it did not identify 
its position on GTEC/ S request, explain how it proposed to 
substantially participate in the proceeding, or state whether its 
participation would broaden the issues in the proceeding. 

Public Advocates requested that its motion for 
intervention and an additional day of hearing in San Francisco be 
granted because it did not have adequate time to prepare for the 
hearing, had prior legal commitments, and would incur expense of 
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~ couns~l to personally appear 111 Los Angeles. 3 Public Advocat~s 

• 

• 

was not specific about the nature and extent of its proposed 
participation in a proceeding with hearings scheduled to commenc~ 
imminently. Notwithstanding the fact that the other parties had 
long since presented written testimony, PUblic Advocates did not 
represent whether it intended to provide expert witness and/or to 
cross-examine GTEC's or ORA's witnesses. 

Rule 54 of the Commission's Rules of Practice and 
procedure r~quires that a potential intervenor's contentions be 
nreasonably pertinent to the issues already presentedn and that the 
intervenor disclaims any right to unduly broaden the issues. 
Public Advocates' general references to marketing abuse inVolving 
another local e~change carrier, not GTEC, and its failure to 
provide any specifics of its interest in the narrow issue presented 
in GTEC's Petition for Modification, represent a failure to meet 
these Rule 54 requirements. 

GTEC's petition was filed almost two years ago and 
substantial notice of this proceeding was provided, both through 
notices to parties who participated in the original proceedings and 
numerous notices in the commission's Daily Calendar. Interested 
parties have had several opportunities to become an appearance of 
record. There is simply not enough SUbstance in Public Advocates' 
pl~ading to jUstify scheduling an additional day of hearing in this 

3 Because the motion.was filed four days prior to the 
~videntiary hearing, parties did not have an opportunity to 
respond. The ALJ entertained comments to the motion at the 
beginning of the evidentiary hearing. Both GTEC and DRA took a 
neutral stand on the motion. However, GTEC opposed the s~tting of 
an additional day of hearing if the natter was completed that day. 
The ALJ deferred ruling on the motion until the end of the 
day. GTEC's three expert witnesses and ORA's two expert witnesses 
completed their testimony prior to the end of the day. Prior to 
submitting the matter upon receipt of reply briefs, the ALJ ruled 
that PUblic AdVocates' motion was denied • 
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matter. There was nO indication as to what Public Advocates' 
potential five witnesses might have testified to, and or even which 
issues it wished to address. Public Advocates is not an 
unsophisticated practitioner before the Commission and if it wishes 
to participate in proceedings it must do so in a timely mann~r and 
to this end should peruse the Daily calendar on a regular and 
frequent basis. We concur with the ALJ's ruling denying Public 
Advocates' motion to intervene and to hold an additional hearing in 
san Francisco. 

PUblic AdVocates' Brief 
Public AdVocates filed a brief On July 28, 1989. As a 

footnote to its brief, Public Advocates requested that its brief be 
treated as an implicit motion to reconsider its request to 
intervene for the purpose of filing a brief. 

Public Advocates is not a party of record and therefore, 
its brief should not be considered. 
section 311 Comments 

On January 4, 1990, the ALJ's proposed decision on this 
matter was filed with the Docket Office and mailed to all parties 
of record pursuant to Rule 77 of the Commission's Rules of Practice 
and procedure. 

GTEC, DRA, and TUrn filed comments on the ALJ's proposed 
decision. The comments, discussing minor changes and revisions to 
the findings of fact and ordering paragraphs so that an orderly 
transition to the procedures mandated by the decision may take 
place were adopted. There were no material changes to the ALJ's 
proposed decision. 
Findings of Fact 

1. GTEC requests that Ordering Paragraph 10 of D.84-07-108 
be modified to permit GTEL to act as GTEC's agent to accept 
customer orders, related advance payments, security deposits at the 
phone marts, and to distribute GTEC telephone directories at the 
phone marts • 
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2. GTEC proposes to compensate GTEL on a transaction fee 
basis for conducting its requested services. 

3. DRA flIed a protest to the petition on November 25, 1987. 

4. All parties on the appearance list and service list in 
effect prior to the PHC were notified of the June 9, 1988 PHC. 

5. June 19, 1989 was set to receive stipulated agreements 
and/or evidence on GTEC's petition. 

6. Notice of the hearing first appeared on the commission's 
Daily calendar of March 27, 1989 and remained until June 19; 1989. 

7. GTEC withdrew its request for authority to allow the 
phone marts to receive GTEC customer advance payments and security 
deposits. . 

8. GTEC discontinued its in-person service at GTEC CUstomer 
CSOCs because GTEC believed that it was not cost-effective to keep .t 
the service centers open as long as GTEC was able to provide its 
customers the opportunity for face-to-face contact at the phone 
marts. 

9. presently, the only place a GTEC customer can place a 
service order in person is at the phone mart. 

10. The primary business activity of the phone mart is to 
sell and/or rent telecommunications equipment. 

11. The phone marts processed approximately 35 percent of 
GTEC's service orders and over 55 percent of GTEC customer requests 
for new services in the first half of 1987. 

12. Approximately 91 percent of all GTEC service orders were 
taken over the telephone at GTEC's service centers in the first 
quarter of 1989. 

13. GTEC no longer represents that a very large portion of 
its customers regularly prefer to place orders in person. 

14. A recent GTEC survey shows that 89 percent of the phone 
mart respondents want the continued ability to order GTEC service 
in the phone marts as required by D.84-07-108. 

15. GTEC's survey is not statistically valid. 
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16. Many of the customers polled were in the phone marts for 
phone~related business and did not understand the difference 
between GTEC and the phone marts. 

17. GTEC projects an annual cost savings of $45,120 based On 
4,700 monthly transactions if the phone marts are used to accept 

customer orders. 
18. DRA projects that GTEC will incur a loss of at least 

$186,000 if the phone marts are used to accept GTEC customer 

orders. 
19. GTEC erroneously compared GTEL's $13,38 transaction cost 

with GTEC's $14.18 fully distributed transaction cost which 
includes a $3.76 transaction cost for custom-calling orders. 

20. The issue which resulted in the Ordering Paragraph 10 
requirement GTEC seeks to modify is the separation and 
subsidization of unregulated operations from regulated operations. 

21. GTEC acknowledges that there are deficiencies in the 
phone mart order taking. 

22. Direct in person customer contact is important. 
23. GTEC does not maintain the required number of TDDs in the 

phone marts as required by D.84-07-108. ~ 
24. Directories distributed to Chambers of Commerce and NPNs 

are displayed in directory bins/racks. 
25. Directories distributed to phone marts are stored behind 

the counter and distributed only upon a customer's request. 
26. The phone marts are a very small directory distribution 

channel. 
27. GTEC does not presently pay a transaction fee to the 

chambers of Commerce, NPNs or phone marts for distributing 

directories. 
28. PUblic Advocates filed a motion to intervene four days 

prior to the evidentiary hearing. 
29. PUblic Advocates did not demonstrate that its contentions 

were reasonably related to issues already presented in the petition 

- 17 -
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for modification, and that its participation would not further 
broaden these issues, as required by Rule 54 of the Commission's 
Rules of Practice and procedure. 

30. GTEC and DRA took a neutral stand on Public Advocates' 

motion to intervene. 
31. GTEC opposed the setting of an additional hearing day if 

the matter is completed within the scheduled hearing time. 
32. GTEC's and ORA's expert witnesses completed their 

testimony within the scheduled hearing time. 
conclusions Of Law 

1. Ordering Paragraph 10 of 0.84-07-108 should not be 
modified to allow GTEL to accept GTEC customer service orders at 
phone marts. 

2. GTEC should provide at least two loaner "TOOs" in each 
phone mart to loan customers whose TODs must be kept for repair, 
pursuant to ordering Paragraph 22 of D.84-07-108. 

3. 0.84-07-108 should be modified to allow GTEC to continue 
provid~ng its telephone directories to the phone marts without any 
transaction cost to GTEC. 

4. Public Advocates' motion to intervene should not be 
granted. 

ORDER 

IT IS ORDERED that: 
1. Ordering Paragraph 10 of Decision 84-07-108 shall be 

modified, as shown in Appendix A, to include an Ordering 
paragraph IO.d. as follows: 

10.d. GTEC may continue to provide it 
telephone directories to GTEL phone 
narts for distribution to customers as 
long as GTEC does not pay any 
transaction cost to GTEL for such 
distribution • 

- 18 -
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2. General Telephone company of California's (GTEC) petition 
for authority to allow GTEL to accept GTEC customer service orders 
at GTEL phone marts is denied. GTEL shall post signs in its phone 
mart stores to inform customers that their representatives nO 
longer accept GTEC service orders. This ordering paragraph shall 
take effect 45 days after the effective date of this decision. 

3. within 120 days of this order, GTEC shall provide at 
least two loaner Telecommunications Devices for the Deaf (TODs) in 
each phone mart to loan customer~ whose TODs must be kept for 
repair, pursuant to ordering paragraph 22 of 0.84-07-10B. GTEC 
shall notify the commission Advisory and Compliance Division in 
writing within 120 days of the effective date of this opinion that 
it is in compliance with this ordering paragraph. Any modification 
to this ordering paragraph shall be made through the commission's 
application process. 

4. Public Advocates, Inc./s motion to intervene in GTEC/s 

petition is denied. 
This order ~effective today. 

• Dated ttB 7 1990' ,at San Francisco, california. 

• - 19 -

G. MITcHELL Wl.K 
President 

FREDERiCK R. OUOA 
STANLEY W. HULElT 
JOHN B. OHANIAN 
PAtwCtA M. ECKERT 
~~8 

I CERTIIFY THAT nilS' DECISION.. 
WAS APPROYED BY TH~ ABOVE ... 

COMMISSION(R$ TODAY. I . 
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DECISION (0.) 84-07-108 ORDERING PARAGRAPHS 
REVISED PURSUANT TO D.86-08-056 AND D.89-11-064 

IT IS ORDERED that: 
1. This order is final with respect to the General Telephone 

company of California's (General) test year 1984 revenue 
requirement. While consolidated C.82-10-08 is closed by this 
order, A.83-07-02 and 011 83-08-02 remain open to consider: 
General's 1985 attrition filing, staff's recommendations on means 
of reducing uncollectibles, and any prospective rate adjustments in 
the event General's access charges for interLATA carriers are 
adjusted as a result of further orders in A.83-01-22 et ale (access 
charge proceedings). 

2. The relief requested in C.82-10-08 is granted to the 
extent reflected in today's adopted rates; in all other respects it 

is denied. 
3. General shall continue to be subject to ordering 

Paragraphs 7, 8, and 9 of 0.82-04-028. However, Paragraphs 7 and 9 
are modified to read as follows: 

7. After today General shall collect data on 
customer trouble reports per 100 lines and 
dial service indices on a central-office
by-central-office basis for the following 
central officest Baldwin park, Azuza, 
sierra Madre, Coachella, La puente, 
Elsinore Main, perris, Sun city, claremont, 
Los serranos, Pomona, Banning, Muscoy, San 
Bernardino! sepulveda, Malibu, Zuma, Del 
Rey, Mar V sta, Ocean Park, sunset, San 
Fernando, Santa Barbara, Bundy Santa 
Monica, Palisades, santa Monica, Bel Air, 
Bundy, University, west Los Angeles, 
westwood, Norwalk, Laguna Beach, Market, 
Uptown, California, Long Beach Main, El 
Nido, Manhattan, Redondo, Whittier south, 
Blossom Hill, Montebello, Mountain. 
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9. A surcredit of $3.80 a line shall be 
imposed for each line in a central office 
where in two of three consecutive months 
the customer trouble reports per 100 lines 
are at least 10.0 and in two of the three 
months including utility owned terminal 
equipment reports (not necessarily the same 
two months) the dial service index is less 
than 97.0%. General may petition the 
commission staff to be relieved of the 
penalty in 0.82-04-028, on a central office 
basis when measurements for both indices 
are within GO 133 reporting level for at 
least 6 consecutive months. 

4. General may discontinue submitting to the commission the 
quarterly reports required by ordering Paragraph 3 of 0.92366, 

which consisted of 17 indices. 
5. General's customers served by the following central 

offices shall be refunded, by billing credit or cheCK, 65.2% of the 
applicable 21.3% surcharge on their recurring basic exchange 
charges between January I, 1984 and tIle date the new rates 
authorized today are effective: Malibu, Zuma, Topanga, ocean Park, 
Muscoy, Perris, and Los Alamos. These refunds shall be made within 
90 days. customers in the Kenwood exchange shall receive the same 
refund, and they shall not be subject to any increases in recurring 
rates, as authorized by this order, until 12 months from the date 
the revised rates authorized by this order for all other customers 
become effective. 

6. General's Rule 10 shall be modified to provide that if a 
customer shows a billing postmark that is later than the bill's 
printed mailing date, that postmark date is controlling in 
determining whether the late-payment charge applies. other than 
that change, General's proposed 18% annum late-payment charge is 
authorized • 
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7. General's competitiVe bidding.plan for central office 

I 

switching equipment (COSE), adopted by Resolution T-I0642, is 
modified as follows: (a) General is authorized to limit the 
receipt of competitive bids for COSE to three vendors once it has 
purchased switches of a given technolOgical level or family from 
three different vendors; and (b) a single test unit of COSE 
representing new technology may be purchased without seeking 
competitive bids. 

Within six months from today General shall submit the 
following information to aid our staff in its investigation of COSE 
expenditures: 

a. copies of the cost studies or justification 
that existed prior to General's selecting 
No. 2 EAX COSE • 

b. copies of all cost studies or other 
economic justification for colocating new 
digital COSE next to No. 2 EAX switches. 

c. Quantification of the full incremental 
capitalized costs caused by colocated COSE, 
broken down by each central office 
location. 

8. General shall, within 90 days, make the following changes 
in its books and account, either directly or through the use of 
memoranda accounts (and staff shall follow-up to ensure 
compliance): 

a. IDe on short-term construction projects, 
now in memoranda accounts, shall be retired 
at approximately the same rate the plant 
itself is retired. 

b. Uninvoiced receipts more than one-year-old 
shall be e~cluded from materials and 
supplies (both for bookkeeping and 
ratemaking) • 
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Work orders in the in progress of 
fabrication account that are OVer one-year
old shall be written off to extraordinary 
income charges (both for bookkeeping and 
ratemaking). 

General shall process its payments to 
affiliated vendors in the same manner as 
those to nonaffiliated Vendors, and 
institute a common purchase order 
verification system. 

Premium refunds from General's medical 
insurance carriers shall be charged as a 
credit to the relief and pensions account; 
however, any portion of such refunds that 
can clearly be assigned to unregulated 
operations may be credited below the line. 

f. General shall, on an ongoing basis, assign 
a portion of general office salaries of 
"managers and above" to construction. 

g. 

h. 

1. 

General shall reclassify all embedded and 
new company official business 
telecommunications equipment to new 
Account 262. Its request to reclassifY 
this equipment to other accounts and write 
off company used station apparatus over 
five years is denied. 

General shall cease accruing IOC on 
advances in aid of construction, and on an 
ongoing basis reduce its plant account by 
the balance in the advances account. 

All plant additions related to the 1984 
Olympics shall be reclassified from plant 
in service to the miscellaneous physical 
property account after the 1984 Olympics 
until definite plans are developed (or 
their use • 

./ 
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\nlen proposing depreciation lives for company used communications 
equipment in Account 262, General shall submit a separate study 
which recognizes the specialized and lighter use this equipment 
receives, and which includes a detailed analysis on whether as an 
alternative to purchasing new psXs it could have used vacant 
centre~ capacity. 

9. General and all other telephone utilities are authorized 
to expense minor items, going back to January 1, 1983, having a 
total cost of $200 or less. 

10. 1 Within six months from today GeQeral shall form a 
separate corporate subsidiary for marketing, installing, and 
maintaining all unregulated customer premises equipment (CPE), and 
within one year it shall have fully segregated its facilities and 
resources between the unregulated sUbsidiary and regulated 
operations. The only resources that can be shared between 
regulated operations and the unregulated sUbsidiary are: 

a. Corporate officers and directors: including 
their immediate support personnel and 
headquarters. 

b. Legal services and accounting services; 
provided, however, that accounting services 
may be provided for a maximum of two years. 

c. Customer billing for integrated unregulated 
CPE billing along with network services. 
Billing expense shall be billed to its 
unregUlated subsidiary, GTEL, on a contract 
basis with such charges reflecting 
General's fully allocated costs. 

1 Revised in accordance with 0.86-08-056 and 0.89-11-064 • 
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Phone mart direct eXpense shall be directly 
charged to the unregulated subsidiary. 

10.a. After January 1, 1988, GTEL personnel may continue to 
sell General's custom calling network services at its Phone Mart 
locations and through its Direct Marketing Distribution channels on 
a per transaction charge basis. 

10.b. General is to provide and maintain both the network 
services and unregulated CPE associated with E911 emergency 
services. General is to track all expenses, investment, and 
revenues associated with E911 CPE on a nbelow-the-linen basis. 

10.e. GTEC is authorized to conduct a pilot program, beginning 
f october I, 1989, whereby it may combine its network sales activity t 

with GTEL's customer premise sales activity for GTEC's 44 largest i 
banking industry customers. The pilot program shall end on I 
December 31, 1990. IF GTEC wants to implement this program it I 
shall, after the pilot program ends, file an application requesting I 
such authorization and demonstrating that the program is in the I' 
public interest, cost-effective, and does not subsidize 
nonregulated operations or result in market abuse. 

10.d. GTEC may continue to provide its telephone directories to 
GTEL phone marts for distribution to customers as long as GTEC does 
not pay any transaction cost to GTEL for such distribution. 

11. Within 30 days from today General shall file tariffs 
governing its sale of in place and from inventory embedded CPE as 
proposed in Exhibit 119, and implement the program on the timetable 
and with the terms as proposed, but with the following 
modifications: 

a. The average net book value for the CPE 
shall be computed using the average 1984 
remaining regulatory net book value • 
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The 43% return on sales or profit markup on 
nfrOm inventory" multiline CPE shall be 
reduced to 25%. 

c. For purchases in excess of $1,000, General 
shall offer an optional six 
monthinstallment plan, with simple interest 
of 10% per annum. 

Ii. The sales price for newer electronic PBXs (GTD-120, Rolm 
and Focus) shall be either the tariffed sales price or the optional 
purchase price according to the existing contract, whichever is 
lowest. 

13. During June of both 1985 and 1986 General shall tile 
revised tariffs with prices for both single and multiline CPE which 
reflect the incremental change from using average 1985 and 1986 net 
book value, respectively, for those years. No other sales price 
components shall be adjUsted. Within 60 days from today General 
shall start separately itemizing on residential bills the recurring 
monthly charqes for leased CPE. 

14. General shall revise its tariffs to reflect revised sales 
prices for single-line CPE within 30 days, recalculating net book 
value based on 1984 average net book value. 

15. General shall retain its complete workpapers underlying 
the development of all embedded CPE sales prices, as directed by 
this order, for five years, and the workpapers shall be available 
for inspection by the public. 

16. In June of both 1985 and 1986 General shall file a report 
with the Commission Advisory and Compliance Division detailing the 
results of its embedded single and multiline CPE sales programs, 
including the types and quantities sold, the present "take,· and 
the net gain or loss • 
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17. within 90 days General shall make a compliance filing 
with the Docket Office, and give notice of the filing to all 
appearances showing th~ results of embedded multilin~ CPE 
salesprice adjustments to customers who bought such CPE under 
negotiation after December 22, 1983. (See ordering Paragraph 1 of 
interim 0.83-12-067.) 

IS. Within 120 days General shall include a bill insert 
notice to all residential customers advising them of the terms for 
purchasing embedded single-line CPE and the revised 1984 prices. 
This notice shall also clearly explain that starting in 1986 dial 
sets, in most localities, can be used to obtain equal access among 
competing long-distance carriers. 

19. General is authorized to implement a local directory 
assistance charge plan with the free call allowance and charges 
adopted for Pacific Bell. The adopted conditions for General's 
proposed Schedule 0-3 shall be applicable, and customers shall be 
allowed to receive up to three numbers per local directory 
assistance call. General's tariffs shall provide that customers 
may, upon request, receive one copy of any additional local calling 
area directories. The additional copies may be either picked up or 
mailed, at the cUstomer's election. General shall clarify the 
information printed in its directories to reflect that additional 
local calling area directories area available at no charge. This 
change shall be made over the forthcoming directory publishing 
cycle starting 90 days from today. 

20. For the sole purpose of gathering critical information 
and conducting essential consumer impact studies regarding measured 
service, General shall study th~ potential impact of the three 
hypothetical uss rate structures as outlined in today's decision. 
It shall work with our staff in devising the hypothetical rates to 
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ensure they are realistic and result in,no overall reVenue shift or 
change within the study areas. General's study shall be filed 
withour staff by the end of 1986, and made aVailable to any party 
requesting it. specifically, the study shall address: 

a. The rate impact on residential customers 
broken down by low, moderate, and upper 
income, as well as by age and size of 
household. 

b. How uss could be structured to provide low 
and moderate income families with effective 
options for reducin9 their telephone costs 
consistent with the1r usage needs • 

• 
21. Limited hearings shall he held in connection with the 

attrition filings for both 1985 and 1986. General shall make an 
advice letter filing no later than October 1 in both 1984 and 1985, 

to be served on all appearances, for rate adjustments based on the 
attrition mechanism in Appendix A, but with the following 
modifications: 

a. In accordance with the filing made for 
1985

1 
General, staff, and other parties may 

subm t proposals on methodologies for 
deriving the following: (1) changes in 
materials, rents, and services, (2) changes 
in rate base, (3) changes in the normalized 
revenues. ~he adopted methodologies shall 
be used for the 1986 filing. 

b. ~he annual changes in revenues shall be 
adjusted for: (1) quantifiable changes 
directly attributable to CPS revenues, 
(2) local directory assistance call 
charging, (3) intraLATA toll revenue, 
(4) access charge revenue from interLATA 
carriers, (5) net revenues from extending 
ZUM, and (6) net revenue change from 1 FR 
customers converting to KLS lifeline • 
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d. 

e. 

f. 

g. 
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The annual traffic eXpense savings from 
directory assistance call repression shall 
be applied. 

Adopted changes to the assessment ratios 
used to deriVe ad valorem tax shall be 
applied. 

General may propose only technical updating 
in connection with 1985's depreciation 
expense, and for 1986 it may propose only 
changes adopted in represcription review. 

Generalis authorized return on rate base 
for 1986 may be adjusted, based on today's 
adopted cost components, if it demOnstrates 
it will achieve a higher equity ratio (up 
to 47.4% in 1986); all cost factors will be 
held constant • 

If General, in connection with each 
attrition filing, does not clearly 
demonstrate compliance with our order to 
form a separate corporate subsidiary for 
marketing unregulated CPE, its revenue 
requirement will be adjusted downward by: 
assigning all costs connected with phone 
marts to unregulated operations, and 
reducing the authorized return on equity by 
.5%. 

h. The prudency of General's COSE expenditures 
in connection with both No. 2 EAX and GTD-5 
COSE shall be reviewed and addressed by 
staff in hearings on General's filing for 
1986. 

General shall submit a draft of its proposed advice letter to the 
Division of Ratepayer Advocates by september 1 of each year. The 
filed advice letter shall be accompanied by prepared testimony, and 
it shall clearly set out how results of operations components were 
derived consistent with this order. It shall be accompanied by a 
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surcharge rate design consistent with the criteria adopted in 
today's decision. General shall serve a copy of the advice letters 
and prepared testimony on all appearances in these proceedings, and 
copies of its workpapers shall be furnished to parties reqUesting 
them. The limited hearings on General's 1985 attrition filing will 
be held in conjunction with those on Pacific Bell's. 

22. General shall keep at least two loaner TDDs in each phone 
mart and convenience center to loan to customers whose TDDs must be 
kept for repair. 

23. Before January I, 1985, General shall file a report with 
this commission stating its Female/Minority Business Enterprise 
(F/MBE) goals for calendar years 1985 and 1986. commencing in 
1985, on March 1 and October 1 of each year, General shall file a 
report on the progress made by its F/MBE program. The March 1 
report shall cover program activity from July 1 through December 31 

of the previous year and the October 1 report shall cover activity 
from January 1 through June 30. The semiannual reports shall 
present F/MBE data according to the ethnic classifications used by 
agencies of the state of California and by contract categories in 
which $2 million of business or more was done in the prior year. 
General shall meet and confer with minority group representatives 
in preparing their goals and reporting procedures. 

24. General may file revised tariffs, in compliance with 
General Order 96-A, not sooner than 15 days after this ~rder is 
effective, which: (a) fully contain the rates and conditions set 
out in Appendix B, and (b) concurrently eliminates the existing 
21.3 and 13\ surcharges. The revised rates shall become effective 
five days after filing and shall only apply to service provided on 
or after their effective date. General's tariffed sales prices for 
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multi- and single-line CPE shall be effective five days after 
filing. 

25. Generalis revised rates for local coin station calls, 
contained in General's Advice Letter No. 4886, are effective today. 

26. Pacific Bell shall file revised tariffs, in compliance 
with General order 96-A, to increase its negative surcharge on 
local exchange service rates to a negative 1.12%. It shall file 
its revised tariffs within 10 days after this order is effectiVe, 
and they shall apply to all service rendered oh or after the date 
Generalis revised rates are effective. 

27. A.83-07-02 and 011 83-08-02 remain open. Consolidated 
C.82-10-0S is closed, with relief granted to the extent reflected 
in today/s authorized rates • 

(END OF APPENDIX A) 


