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By this application The Pac¢ific Telephone and Telegraph
Company (Pacifie¢) requests authorization to offer certain terminal
products under a variable terz paymeat plan (VIP?) and to limit some
present offerings under its existing two-tier payment plan. The

equipment involved i{s primarily the Dizension and Horizon1 Private
Branch Exchange (PEBX) systens.

T el Systen trademarks.
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Proceeding Background

This proceeding started with Advice Letter (AL) 13858 filed
by Pacific on Mareh 6, 1981. AL 13858 requested authorization to
limit the offering of services under the present two-tier plan to %he
same or superseding customers, a customer deing anyone who placed an
order on or before the effective date 0f the requested limitation.
By AL 13587, filed the same day, Pacific proposed to replace the two-
tier plan with the VIPP.2 The California Interconnect Association
(CIA) protested AL 13857 and the Cozmission issued an Order of
Suspension and Investigation on April 21, 1981, Case (C.) 10978.
That order postponed the effective date of the tariffs filed with AL
13857, ordered an investigation into the propriety and reasonableness
of the tariffs, and ordered pudblie¢ hearings. On June 5, 1981 Pacifi
filed Application (A.) 60634 which contained more complete
information on the VIPP proposal than AL 13857, including complete
proposed tariffs and charges. EHearings were held defore
Adzinistrative Law Judge (ALJ) Aldert C. Porter on October S and 6,
1981 when the matter was sudzitted. Only three parties participated
in the hearings, Pacific, the Commission staff (staf?), and CIA.

2 Under the present two-tier plan customers conitract for equipment
over a 3-, 5-, 7=, or 10-year period, paying (1) a basic installation
charge, (2) a fixed monthly amount (Tier A) over the life of the
contract to pay off investment ¢osts and refturn on iavestment, and
(3) a variadle monthly amount (Tier B) for maintenance over the 1ife
of the contract which usually 43 adjusted once each year. Uader the
VIPP the Tier A and B charges would be combined and the customer
would pay one fixed monthly amount over the term of the contrace
which would be for 2, 4, or 6 years. Under both plans, if a customer
wishes £0 give up the equipment before the terz of the contract has
run, the custozer pays a penalty based on the amount of time the
systenm has been installed. There is also a companion rate structure
offered which is simply a month-to-mozth option similar to Pacific's
conventional rate structures.
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At the fifth prehearing conference in Pacific's current
general rate case A.59849, held Octoder 28, 1981, the ALJ indicated
that after conferring with the assigned Commissioner he was
considering reopening and coasolidating the VIPP proceeding (A.60634
and C.10978) with the ongoing rate case and asked for Paclfic’s
comments within 10 days. The reason for a possibdle consolidation was
that there appeared to be some overlap in the VIP? case with prodlexs
the Commission must consider in the ongoing rate case such as the
costing procedures used to determine rates under the VIPP. 3By lettler
dated Novezber 9, 1981 Pacific addressed the zmatter wrought up dy the
ALJ and opposed reopening and consolidation {+h the rate case. Tkhe
ALJ concluded that reopening and consolidation with the rate case
would serve no useful purpose and the matter is now ready for
decision.

Pacific's Proposal

Pacific proposes to offer customers a selection of payzent

rrangenents for certain services and equipzent odtalined Iroz

acifie. These would include a month~to-zonth payment option uzncer
which customers agree %0 a one~month minizmul payzent for the use of a
product, and one or ore options for longer payzent periods such as
2, 4, or 6 years. In addition, custozers would pay an 4isstallation
¢harge. The month-to-month opticn would involve no cozzitment dy the
customer beyond the one~zonth minimum payzent. The longer payzent
options involve a commitzment to a specified nuzder of monthly
payments at a specified rate which would be ZTixed over the life of
the contract except Zor changes ordered dy ihe Coxzmission. The
menthly payment, oF course, would de less ‘for the loager service
periods than for the shorter periods because the payzment would
{nelude a write-ofs of not only maintenance of the equipment but the
investment and a return on investment. Under the VIPP Pacific would
guarantee that it would not 4pitiate increases in the monthly
payments for the duration of the customer~selected service period.
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Should the customer elect to discontinue use of the equipment delore
the end of the contract period, charges for premature termination
would become due. Termination charges would be based on a specifiecd
pinimum amount or a percentage of the balance due, whichever is less.

Pacific claims there are three major dbeneflits to customers
from the VIPP:

a, It provides rate stad®ility for the tern
of the service period selected by the
custonmer.

b. It offers econozic bdeneflits in the forn
£ lower monthly payzents in return for
loss of flexibility when customers elect

a longer term service commitzent.

It limits the obligation of the customer
to pay for only <that portion of the
procuct life used by the customer,

Pacific 4is introducing the VIPP at this tize Decause 1t
claips the %telecommunications industry 48 ia 2 period of rapid and
drastic change in market conditions and technology. 7The plan s
intended to assist Pacific in Lts adjustment $o cozpetition by
improving customer perception of Pacific as a viadble competitor.
Pacific feels it has always offered competitive zmarket products and
features and the VIPP would make it more conpetitive in the dusiness
terainal equipzment market by offering custoners 2 choice ¢of payment
options similar to those they can obtain from other vendors.

Walter C. Feistel, district staff manager, business
marketing, for Pacific testified that there is widespread use of
variable payment options. He stated that a recent Federal Reserve
Board of Governors' statistical release shows $318.4 billion of
consumer installment credit outstanding on June 30, 1981. While that
type of credit is primarily for the purchase 0f goods, the payzent
options offered are similar to those proposed by Pacific for the
VIPP, that is, a selection of payment periods with lower payment
amounts for longer payment periods. TFeistel stated that different
customers have unique needs in terms of their financial planniag and
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gapabilities and thelir busineés cycles. He found they preler the
option of choosing paymezt arrangements that meet individual business
needs rather than settling for the single option of continuous
monthly payments.

Feistel claims Pacific manages Lts product marxeting <0
maximize profitability over the life cycle of its equipzent. Te
testified that tariffs offered under the VIPP would make revenue
contributions in excess of costs theredby supporting residually pricec

basic exchange services and subsidized social services such 2as
ifeline,.

Pacific products and enable it to be more competitive. Without the

VIPP prograz and the customer denefits it offers Felistel claizs
Pacific will be less cozpetitive in the markes.

Be believes the use of VIPP will encourage the placezent of

If customers cannos
obtain suitable payment options froxz one vendor, they will shop

—

around until they find what they need froz another, Unless Paclfli

o b ue

can be comperitive it will experience continued and possidly

accelerated erosion of its terminal equipment revenues resulting In

an ever-inecreasing revenue burden on cross-subsicized servicges.
Presently, California customers are lizmited to the ¢oaventional zoath-
to-month payzent option with no rate stadility, or the two-tier
payzent option with only partial rate stadbility.

Multilocation custozers with service under VIPP In
jurisdictions outside California cannot obdtaln uniform service anc
payzent options in California according to Feistel. He stated that
45 of 53 Bell System jurisdictions now have the VIPP availadble 0
customers. It has been availadble in most of those jurisdictions
since Fedbruary 1980.

Feistel stated that Pacific's proposal %o freeze soze of
its offerings under the two-tier payment plan Iis because 9! poor
customer response, He clainms this Is due to such factors as 2 lacx
of full rate stadbility and a tariff plan under which the tler A
agount of the two~tier plan covers 1004 of the investiment with no
consideration given to reuse even for the shorter terzm comzitments.
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This causes customers to feel they are paying for more of the product
than they use. In addition, termination 1iadbility is very high which
discourages some customers from making long-terz coomitments. Also,
customers have incorrect perceptions of the tax and accounting status
of the equipment. Feistel stated that since the introduction of the
two-tier payment plan in California less than 15% of its Dimension
PBX customers have selected the plan. This is significantly less
than the percentage anticipated by Pacific and indicates that
customers are unhappy with the two-tier prograz. Pacific believes
the VTPP will eliminate many of the reasons for custoders not
selecting the payzent options under two-tier.

Pacific believes that offering both two-tier and VIPP would
be confusing to its customers and cause a great azount of unnecessary
customer contact time by Pacific to explain the differences between
the two plans. Also Pacific believes the administirative expenses
associated with offerings under doth plans are not warranted.

The options availadle to existing customers of the two~tier
plan 4f it is frozen would be:

a. Continue use of their systecs under the
present terms and conditions of the two~
tier plan.

b. Add to the existing systexm up to its
paximum eapacity subject to availadbility
of equipment.

¢c. Convert o VIPP.

Table A shows the scheme under which the equipment involved
would be offered if the Commission approves Pacific's proposal.
After AL 13857 was suspended by the Commission, Pacific filed advice
letters seeking approval to offer specific new products and Teatures

under interim rates and conditions. The offerings are shown on
Table A:
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TABLE A
Avalladble Proposed
Present Under Two=Tlier
Two=-Tier Interim Rate(1) Plan
Plan Effective Frozen(2) VTPP

Dimension 100:FP1S T/4/81
Dimension 400:Fp2 x X x

FP3 X 7/19/81 p's

FPL4 X X

FPS e %

FP10 X x

FP15 7/19/81 y4
Dimension 400E:FP7 x X
Dimension 600:FP8 878781 %

FP9 878781 X

FP12 8/8/81 X
Dimension 2000:FP7 X x

Fp8 X 10722781 X

FP9 X 10/22/81 X

FP11 10/22/81 x

FP12 X 10/22/81 pd
Horizon, Type B x X
Herizon, Type VS %
CSMDR(3) 9/14/81 X
Dataspeed 4540(4)

X Indicates equipment 4is or would be offered.

(1) Would be frozen to existing systemzs.

New

systems will be under VIPP. Interim rates are
month~to-month based on 48-menth VIPP price
levels plus 5%. Termination charge is based on

five-year amortization.

(2) Would be limited to existing customers up Lo
capacicty of existing systems because they have
been comdined or included with offerings under
VIPP. Dimension 400F has deen recesigned and

designated Dimension 600.

(3) Centralized Station Message Detail Recording

System.

(4) Amended out of proposal at hearing 10/5/81.
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The interim rates and conditions provide typical systems at
conventional month-to~donth payment plans at rates and charges dased
on the proposed L8-month VIPP price levels plus 5%. It includes a
basic termination charge covering the total investment amortized over
five years. If VIPP is authorized, Pacific proposes to continue
offering the conventional month-to~month payment plan under interin
rates and conditions for existing systems only; all new inward
movenent would be under the VIPP.

Pacific used the CE 100 costing procedure to develop ¢ost
inputs for the product pricings proposed under the VIPP.3
Pacific's approach to VIPP costing for pricing decisions recognizes
that each product could be used under any payzment option and,
therefore, only one cost study is required. Pacific proposes that
installation charges be the sage for all payment options. A
procecdure was developed to assist in identifying and suzzarizing
custonper~related costs and investzeni-related costs froz the GE 100.
The customer-related costs are recovered over the coantract period
or location 1ife and the iavestment-related ¢osts are recovered in
the annual ¢harges over the service life of the product.

The actual VIPP rates proposed by Pacific were developed by
Pacific's product managers after an analysis of cost and markes
factors in Pacific's territory. The general development of VIPP
rates was done by the National Product Management Group of AT&T and
reconmended to the Bell operating companies. Pacific's managers
considered the value of uniform national rates for identical products
and features and in those cases where cost levels and methods
perzitted, Pacific has proposed rates and charges reconzended dy

3 The GE 100 cost study process came under criticism 4in hearings on
Pacific's rate application A.5984G et al. D.93367 issued August &4,
1981 by the Commission provided for further hearings on the GE 100
cggging procedures used by Pacific. These are scheduled in early

1 .
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AT&T. Where Pacific's costs were higher than rates recommended by
AT&T Lts proposed rates differ. The following table 1dentifies rates

proposed by Pacific which are different from those recommended dy
AT&T.

PT&T AT&T\1

Proposed Recommpended
Paynent Monthly Monthly
Product Usoc Period Rate Rate

D100 L1 72 Mo. $12.50 $12.00
D400 2DJ 48 Mo. 5.00 .50
D2000 3FC 48 Mo. 7.00 £.00
D2000 3FB 48 Mo. 7.50 7.00

The proposed VIPP rates when compared to the GE 100 costs
for typical systezs would provide revenues greater than revenues froa
rates based solely on GE 100 ¢osts. 7The coatridution adbove GE 100~
based rates is from 28% on the Dizension 400/48-month payment option
to 148% on the Dimensioh 600/month-to-zoash option. TFeistel
testified that 1f changes are made to GE 100 methods or factors as a
result of the further hearings in A.S598L49, it is unlikely that the
contridbution adove the revised GE 100 base rates would be decreased.
This {3 because most of the changes advocated in the A.59849
proceedings would reduce the annual charges based on GE 100 costs.

An exception Ls the net plant factor. I the GE 100s are revised o
reflect a net plant factor for the total account for the equipment at
issue in this proceeding, the GE 100 costs could be increased.
Therefore, Feistel prepared 2 special exhidit which shows the GE 100
costs revised t0 reflect a net plant factor of 1004, the maximuz that
could be used. Even with this change the proposed rates are
sufficient to cover GE 100 costs. Feistel stated that because
Pacific's proposed VIPP rates and charges are well above costs, they
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¢o not pose a threat %o other vendors. OQther vendors are currently

providing over 50% of the new growth in the markets for equipzent

covered by this application. Pacific's proposed VIPP rates are
igher than its competitors for comparable systenms. |

Feistel explained that the VIPP month-to=month option, in
addition to multiyear options, would provide for customers who have
shorter term service requirements. Such customers may De expecting
tOo make 3 move or a change in their firancial situations and are
reluctant t¢ commit %0 2 long-ter: service arrangesent such as
presently offered under the two-tier payment plan or as offered Dy
some Of Pacific's competitors. Another reason for the zonth=to-zoath
offering is that Pacific has traditionally had that option under Iits
conventional payment plans. Pacific believes it supports Iits
marketing position and strategy as well as beling cozparadle to
payzent options offered in Jurisdictions outside of California.

The rate stadbility that a customer would receive by
agreeing %o a VIPP would be froz Pacific's side only. That Iis,
Pacific would agree not to initiate any changes in rates during the
contract period selected by the custozmer; however, if the Commission
were to order rates changed then the custozer would have no recourse
but to eilther pay the changed rates or discoatinue the service ang
pay whatever penalty would be due,

Feistel ¢laims that the VIPP will be more profitabdble than
the present two=tier plan because the proposed rates are higher thaxn
under the two-tier plan. Pacific believes that the VIPP options
offer customers what they are interested in, however, and that Is
nore stability. Customers will be more willing %0 engage in long-
term contracts knowing exactly what their costs will be for the
period. Under the two-tier plan Tier A rexains constant throughout
the contract period but Tier B can increase with any general
increases in rates authorized by the Comzission.

One of the reasons Pacific does not want to offer both ihe
two=tier plan and the VIPP is the additional cost of explaining %o
custonmers the differences between the two plans. Under cross-
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exanination, however, Feistel <onceded that Pacific had made no study
of what the costs would be for customer orientation for Jjust the VIPP
or the VIPP and the two-tier plan. Also, Pacific made no study %o
deternine the number of customers who might prefer one plan or the
other if they were bdoth offered.

Fesitel testified that under the proposed VIPP no existing
Pacific customers using products or services offered under two-tier
or VIPP will experience any increase Iin rates or charges.
Position of CIA

Counsel for CIA stated that CIA believes it is essential
that customers of Pacific who sign up for long=term service uncer the
VIPP know whether they are going to receive service from a regulated
or nonregulated company. CIA'S reflerence is to the FCC's Conmputer Il
inquiry and the possibility that all the terminal equipment portion
of Pacific's dusiness night de spun off to a fully separated
subisidiary operation. (See D.93367 in A.59849 for a complete
discussion of this subject.) CIA belleves 4%t is important that
customers have an opportunity, assuning there 4is a spin-off, t0 have
VIPP contracts terminate without penalty. It reasons that under the
present regulatory scheme this Conzmission is availabdble as a foruz o
adjudicate disputes between customers and the utility providing
equipment. CIA believes that a fully separated and unregulated
subsidiary would not be responsive to this Cozmission should there de
a dispute. Customers would not have what they originally bdargained
for and should be able to cancel their contracts. CIA suggests it
would De very sizmple for the Commission %o require, as part of <the
VIPP agreement, that customers be notified L7 their contracis are
going to be passed-off to any other entity; and the customers would
have a reasonable period to decide whether to terminate the agreezent.

In response t¢ the CIA, counsel for Pacific stated that CIA
is asking Pacific to look into a crystal ball to determine what the
FCC is going to do in this area and possidly what Congress zight <o
since there are deregulation bills before it now. Paecific claims aand
CIA stipulates that AT&T has made 2 general announcement that any
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fully separated sudsidiaries will honor pricing commitments made by
the regulated Bell operating telephone companies under both two-tier
and VIPP.

We take note of two events oceurring after submission of
this matter. First, the FCC has postponed the detariffing of
terainal equipment to January 1, 1983 and detariffing will only apply
to new equipment going into service after December 31, 1882. Under
those terms any equipment offered by Pacific¢ under its VIPP proposxal
would s%ill de under the jJurisdiction of this Coamission. Second,
AT&T and the U.S. Department of Justice (Justice) have entered a
consent decree In Justice's antitrust sult which may affe¢t provision
of terzinal equipment. We believe it 4is futile at this time to order
Pacific to alert customers to all of the possidilities which night
occur.

Communications Division
Evidence and Position

David M. Shantz, a senior utilities engineer, testified for

the Conmission's Conmmunications Division (Division). Shantz
presented the rate design policy and rate recozmendations of the
Division. He stated that the primary goals of the Division staf?
with regard %0 new offerings of competitive teraminal equipment
services and new optional payment plans are $oO ensure that the
interests of the general body of ratepayers are protected fronm
subsidization, that new services are not priced or offered under
conditions which are anticompetitive, and that the customer
requesting such a2 new service accepts a reasonable portion oF the
¢cost liability associated with providing service. Shantz believes
the Division's role can be achleved 47 the Division's specific
reconnendations are adopted by the Cozmmission. These are:

1. Limit all present non-two-tier (companion)
tariff offerings to existing customers.

2. Limit the present interis conventional tariff
offerings to existing customers where the
Conmission authorlizes VIPP offerings for the
same serviges.
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Limit all present two-tier tariff offerings
to existing customers where the associated
equipment has been manufacturer-
discontinued.

Authorize the VIPP concept.

Require that specific VIPP rates and charges
recover the costs of providing the
services,

Elininate the one-month optional VIPP rates
on new installations, i.e., the companion
rate structure, .

Shantz was especially eritical of =he ¢ompanion rate
structure decause there are generally no termination liabilities or
minigum periods of service. It results in a total lack of any
comzitment by the customer; it does not guarantee the recovery of the
investment Pacific must make to provide the service. Therefore, the

w

general body of ratepayers is comzonly called upon through exchange
access rates to ensure recovery of the costs of providing a
competitive item such as a Dimension PBX. This is why Division
recommends that all services offered under companion rates and
charges be limited to existing customers. Pacifie's request is
consistent with the Division's recommendations.

Shantz testified that Pacific has two Justifications for
liziting certain items for further imstallations. The first relates
to products scheduled for discontinuance dy the manfuacturer or
already discontinued. The second relates %o a marketing strategy to
limit certain current offerings after approval of VIPP. <The Division
staff coancurs in the propesal to 1limit two-tier Iferings of services
which have been manufacturer-discontinued. They do not concur with
the request to limit two-tier offerings purely for marketing
purposes. Staff's position is that the two-tier rate structure
virtually guarantees recovery of Pacific's investment from the first
custoner, the customer who generates the cost for the utility; this
should be retained in order to reduce the possibility of the general
body of ratepayers picking up recovery of Pacific's investment in
competitive terminal services through exchange access rates.
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Commenting on the interim offerings which are shown oz
Table A Division supports Pacific's movezent into the parketplace
through the interim tariffs as being consistent with the Connmission’s
directions as set forth in Conclusion 12 of D.B8465 dated Fedruary 7,
1678 which states:

"12. A utility should be permitted to offer Iits
services 4in a competitive situation as soon as
reliability is estadblished, even if there are
disputes with competitors over the fairness of the
rates."” :

Each of the new services filed by Pacific under the guideline
diseussed above was reviewed by Division. Each is offered at rates
and charges which meet or exceed the cost of providing the service as
determined by the standard GE 100 cost formula. Generally, the rates
mateh the four-year VIPP option rates. The nonrecurring charges anc
installation charges applicable to these new services recover 100% of
the up~and-down costs.u This is consistent with the Commission's
direction for the Dimeasion P3X set forth in D.87962 cated Octoder
12, 1977. Since the interim offerings of these new services are
intended as temporary offerings the Division stafll recozzends the
iaterim offerings be limited to existing customers should the
Comzission authorize Pacifie's VIPP proposal. Should the Conzission
not authorize the VIPP proposal, Division recommends the interin
offerings remain in effect as perzainent offerings.

Although Divi{sion supports the VIPP proposal on a
conceptual basis, it opposes the offering of the one~month oprional
payment period for new installations. Its position is that to allow
a customer to sudscribe to any new competitive service suck as 2
Dimension PBX for a period as short as one Joath without any

5 Up~-and-down costs are those costis assoclated with the
{nstallation and removal ©f a product or service.
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terpmination liability does not provide sufficient assurance that the
general dbody of ratepayers will not dbe required to pay through
exchange access rates recovery of the costs associated with such a
conpetitive service. Staff bdelieves, however, that availadbility of
the one-month rate is appropriate after the expiration of a VIP?
contract period if the customer wants t0 retain the service bdut not
sign up for another VIPP period. The one-month rate levels
reconnended by Pacific in this application are substantially in
excess of the Eost-based levels and are therefore appropriate., Staff
points out, however, that the cost~based rate levels used for
comparison are based on service lives in the area of 7 20 8 years.

Staff claiss that although Pacific's showing implies that
all proposed rates and c¢harges are set at levels which meet or exceed
the GE 100 cost-based levels, many are less than GE 100 costs ia
order to meet AT&T dictated nationwide rates and charges. Also,
several of the installation and nonrecurring charges proposed in the
application are not based upon 100% recovery of estimated costs.
Division's recomzmendation and policy is that all up-and-Cowa cCOsts
must be recovered through the installation charges o be cossistent
with the FCC-ordered expensing of station connectlons.

In Exhidit 12 Division recomzended specific rates and
charges for services to be offered under the VIPP. The stalfl
proposes rates and charges at levels equal to or greater than the (I
100 basis with 100% of the up-and~down ¢cOsts recovered through
installation charges. Division proposes VIPP rates and charges for a
new service provided under the VIPP 43-month plan De the same as the
interim tariffs for the sanme service.

In addition, stalff points out that adoption of Pacific’'s
proposal will reduce rates for those custozers electing to convert
from the interim tariff to VIPP. The staff maintains that because of
the uncertainty of the recovery of investzent from the user of %these
highly conmpetitive services, under either Iinterinm tariff offerings Or
VIPP, no such reductions should bde allowed:

- 15 -
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In summary, the staff proposal is to compare the interin
tariff to Pacific's application proposal. Where the interim tarif?
is different rates shown in the appendix to Exhidit 12 of the stalf
should be adopted dy the Commission. The staff points out that not
every rate is shown In the appendix to Exhidit 12 dut reference is
nade to existing tariffs so that 4if the staflf does not show a rate,
then it recommends the one that is contained in the existing interinm
tariff or the application.

Legal Division Position

Counsel for the Commission's Legal Division (Legal)
reconmended a position slightly different frox the Communications
Division staff's. Legal recommends Pacific be required to continue

ffering the two-tier plan, even if the Comzission authorizes the
VIPP. Legal c¢laims this would give custonmers an option 4if, as
Pacific clainms, it is concerned adout custozer choice and
flexidllity to select a pricing systen whicgh meets their individual
economic needs. Legal maintains Pacific's reasons for not inclucing
two-tier as an option are not supported by Pacific. The two reasosns

iven by Pacific were administrative costs and %the durden of
educating customers on the difference between two=-tier and the VIPP.
Pacific, however, gave no estizmates ¢f the cost to inform potential
customers. Nor did Pacific consider the benefit froz custouers
selecting two-tier who might have gone to a competitor instead of
taking the VIPP. Legal also recommends that the month-t{o-moath rate
level be continued bdut revised 0 2 longer term than one zmonth bul
shorter than the =minimum under two-tier or VIPP. Legal's concern is
the increase in competition and Pacific's adnission that it 4

pricing 1ts products above its competitors.
Discussion

The major issue in this proceeding is rate design.
Depending on the rate design selected there may be related rate level
issues. Pacific wants to essentially replace two=tier with VIPP
continuing a month-to-month or companion rate. Division reconmends
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some cxceptions to Pacific, mainly the elimination of companion
rates. Legal agrees with Division but recommends two-tier Dde ‘
and companion rates revised to assure collection of costs
from the eost causer. We will acdopt Legal's recommendation that two-
tier should be continucd in order %0 provide c¢consumers as many
options as poszible, thereby giving Pacific a further step 0n the
competitive market We will offer Pacific the opportunity %0 file a

continund

companion rate that assures racovery of ¢osts associated with the
service ancd is cdeveloped in a manner consistent wish the VTPP rates
authorized by this decision.

As to level of rates, the hat GE 100 costse
produce VTPP? rates which fully recover 1f not more
therefore, the authorized rates are no 1 e. As used in
this proeecding, they are based on a turn factor whereas in
D.93367, the last rate cace decision, we authorized 12.91%. Also,
Pacific has shown that oven by using a 100% net plant factor, the
proposed rates cover costs. We do, however, agree with staff that no
rates should de recucnd as a result of this decision and that rates
recover up-and-down costs through installation charges. Consistent
with this position we will direct Pacific %o apply to the VIPP rates
we are authorizing in this order the same surcharges presently
applicabdble to certain of the interim conventional offerings.

We believe Pacific should offer a wide variety of payment
plans in order to provide customers as many payment options as
are reasonadle, By ordering c¢continuation of the two-tier and
authorizing Pacific to offer VIPP we bYelieve a larger nunmber of
customers will select Pacific’s ] series than if only VTPP
were offered. We agree present companion rate
may leave Pacific short - if a custonmer
discontinues service in ‘ ree with Legal though
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that a short=-term offering is required 4if Pacific

competitive. Thercfore, we will deny Pacifice’'s - continue
the present companion rate but authorize Pacifli 12-n0nth
rate that will rceeover all costs of providing the service. We note
from the reccord that one reason two-tier may not have bHeen 100
suecessful is that 1t iz priced eloze to the companion rate.
Customers may not scc any advantage in committing to a long=-tera LT
there is little difference in price between long- and short-tern.
Also, its appears that it takes adout T months for the companion rate
to fully recover costs. It follows that a customer taking service
for a zchorter period is being subsidized by other ratepayers
Findings of Fact

1. The variable term pricing concept proposed by Pacific is
reasonable.

2. In order £ ifiec ¢ 2] ompetitive stomers need
as wide a range of

3. In addition to the
Pacific to continue to offer

4, Twelve-month rates

tablished within 90 days
decision, are reasonable so that customers pay out the full ¢ost of
the equipment furnished and there iz no durden on other customers Iin
the systen.

5. It is necessary %o make potential customers of products
covered by this decizion aware Dy written notice of the possibilitie
for changes in equipment ownership and rates which might be brought
about by decisions of this Commission and the FCC.

6. taff rate recommencdations as modified by Appendix A are
Just and reasonable.

7. The sale plans and rates authorized by this decision fully
recover the cost of service and will not result in unfair competitive
practices by Pacific.

8. Because there iz an immediate competitive need for the

riffs authorized by this decision, this decision should be made
fective five days from coda&.
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Conclusion of Law

Based on the foregoing findings of fact and under PU Code
§ 455 the Commission may authorize Pacific to place in effect the
tariffs authorized by %the following order.

IT IS ORDERED that:

1. Five days after the effective date of this order, The
Pacific Telephone and Telegraph Company (Pacific) is authorized %o
file, and place into effect on not less'than S days' notice, the
tariff schedules descrided or set forth in Appendix A. Such filing
shall be in conformity with the provisions of General Order 96~A.

2. Within 90 days froz the effective date of this decision,
and on not less than 5 days' notice, Pacific shall file by the advice
letter procedure 12-month VIPP rates developed in 2 manner consistent
with other VIPP rates authorized by 4his cecision which provide that
customers pay for the full cost of the equipnent furnished.

3. Pacific shall provide by written notice to all potential
customers of products covered by this decision the possibilities for
changes in ownership and rates which could be effected by decisions
of this Comzission and the FCC.
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’

In all other respects Pacific's request is deniled.

The effective date of this order i3 5 days from today.
Dated MAPR 16 1882

, at San Francisco,
California.

JOHN £ DRYSON
President
RICHARD D CRAVELLE
LEONAED M. CHIMES, IR
VICTOP. CALVO
PRISCILIA C CREW
Commissioncss

I CERTIFY TPAT TEIS DECISION
WAS APPROVED 3Y THE ABOVE
COMMISSIONERS TODAY.

Leiopn E. Bodovi:z,_Exccuizzgégéggbt%r

-
-
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APPENDIX A
Page 1
VARIABLE TERM PAYMENT PLAN

The Pacific Telephone and Telegraph Company is authorized to revise its tariff
schedules as set forth in this appendix. The revised tariff schedules shall
apply to services rendered on and after the effective date of the revised schedules.

Variable Term Pavment Plan (VIPP), Schedule Cal. P.U.C. No. 164~T

The VTPP f£iled by Pacific in Advice Letter 13857 is suthorized %o
become effective without modification, The effective date of Advice

Letter 13857 will be not less than 10 days after the eflective
date of this order.

Dimension PBX Service, Schedule Cal. P,U.C. No, 12~7

Non=Tworier and Two=Tier Rate Structures

The Non~Two~-Tier offerings including the companion offerings and the
conventional cariff offerings of the Dimension 100, 400, 400E, 600, and
2000 PBX systems are t£o be limited to the same or superseding Customers
on the same premises and to those customers who place orders for these
systems on or before the effeccive date of this limizatien,

The Two-Tier offerings of Dimension 400 P3X Feature Packages 4, 5, &and 10
are to be limited o the same or superseding customers oOn the same premises
and to those customers who place orders for chese systems on or before

the effective date of this limizazion. All other present Two~Tier offerings
of the Dimension PBX's shall remain in effect as presently provided in
existing tariffs.

Variable Term Payment Plan (VIPP) Rate Structure

The rates, charges,and conditions shown in Application 6063L, Exnidbit B,
pages 3 threugn 111 with the following modifications are guthorized:

All Service Escablishment Charges (SECs) Installation Charges (1es),
and Nonrecurring Charges (NRCS) shall be chose charzes presently on
£ile in Schedule Cal, P.U.C. No. 12-T for the same rate itexm.

All rates under the 48 months Optional Payment Period shall be the
present rates shoewn in present Schedule Cal. P.U.C. No, 12-T for the
same rate item offered under the respective present comventional tariff
offerings which have been filed under Advice Lezters 13522, 13939,
13957, and 14007 except as modified.

The VIPP Ome Mouth Optionsl Payment Period will noz be available as an
option for new Dimemsion PBX system installations but will be applicable
to existing systems offered under the VIPP upon expiration of the imitial
or subsequent Optional Payment Period when the existing customer recains
the existing system after such expiration date.
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APPENDIX A
Page 2
VARIAXE TERM PAYMENT PLAN

Variable Ters Payment Plan (VTPP) Rate Structure (Conta. )

The 5.4% surcharge authorized in Decision (D.} 93367 and the
8.09% surcharge authorized in D.93728 shall be applicable to
the VIPP olferings of the Dimension P3X's filed under the
authority granted in this decision. The Dimension 2000 P2X
Feature Packages 8, 9, 11, and 12 VIPP offerings are excluded
from the 5.4% surcharge suthorized in D.93367.
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APPENDIX A
y Page 3
‘II' VARIABLE TERM PAYMENT PLAN

Dimension PBX Service (Continued)
Dimension 100 PBX System

Charges and Rates™

Optional Pavment Per{ods

1l L2 72
UsoC EE. Month Months Months

Additional ECTS Carrier, each 110 § 420.00 $51.50 $30.00 $28.00
NOTE: Maximum of one per

ECIS common equipment.

Backup Sctatioen Set, each
NOTE: One required for each
RLT where dbackup sration
set is desired.

Console Repeater™
NOTE: Ome required per console
equipped.

Without range extension, each 636.00

Intermediate, with range
extension, each 230.50

Display Interface Circuit Pack,
each 71.50
NOTE: One required for each
system status indicator, or
for a maximum of eight
andicators for either UCD
or DDC overflow.

Distributing Frame Cabinet, each 1,712.50
ECTS Station Sets and Lines

Station Line, each
Replaced or installed new
In place and Reused

Line Circuit Pack, each
NOTE: One required for each
four line terminations.

. * Applicadble surcharges are in addition to the rates and ¢harges showne.
o>e

Charges, rates,and special conditions for Type 2001 Channels as shown in
Schedule Cal. P.U.C. 45-T also apply-
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APPENDIX A
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VARIABLE TERM PAYMENT PLAN

Horizon Communications Svatem Service, Schedules Cal. P.U.C. Nos. 22=T, 28~T
and (NEW)=T

Non=Two=Tier and Two-Tier Rate Structures

The NoneTwo=Tier offering of the Horizon Communications Systez Service will
not be offered for new installations on or after the effective date of thia
limitation with additiens to existing installations and conversions co Type
B common equipment to de furnished subject to the availability of equipmenc.

The present Two-Tier offerings of the Horizon Cormunications System Service
shall remain in effect as presently provided in existing tariffs.

Variable Term Payment Plan (VTPP) Rate Structure

The rates, charges and conditions shown in A60634, Exnidic €,
pages 3, 4. and 6 thru 42 with the £ollowing modificarions
are authorized:

For the authorized limitations applicable to the Non-Two~Tier aad
Two~Tier offerings of the Horizon Communications System see "Nona
Iwo~Tier and Two=Tier Rate Structures” adove.

The VIPP One Month Optional Payment Period will not be available as
an option for new Horizon Communications System installations but
will be applicadle to exiscing systems offered under the VIPP upon
expiration of the initial or subsequent Opcionmal Payment Period when

the existing customer retains the existing system after such expiration
date.
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APPEXDIY A
Page 5
VARIABLE TERM PADYENT PLAN

Horizon Commumications Sysiem Service (Conzinucd)

taional Payment Periods
i 48 72
TSOC Ic ¥onzh Yonzhs Vonths

V. (CHARGES AND RAIES - VIPP
System Common Equipment

VS Common ZQuipment

consisting of power

uniz, tone supply, oae

“ouch=Tone receiver,

cotzon contrTol circuits,

sower fallure traasier

unit, basic carrier,asc

connecting uvaizs, one

per systed LWy $630.00 $380.00 $255.00 $230.00

Type B Common Zquiphent
conusistiag of power
unit, cone supply,
three Touch=-Tone
receivers, coTmon
control circuils,

power failure transier
wait, basic cazrier,and

conaecting units, one
per systen 3w2 $9L0.00 - 385.00

Additional power
Pailure transfer widt,
per 10 stations, each I 16.00

vation Sguipment

Out~of~buiiarng M=T set
or out=ol-building Cust=-
omer Access Unilt, per
wwo MET sets or Customer
Access Units, per
location

Note: WMay also reguire
out—-of~building
Y21 Stetion Power
Supply (3W0).
Oub—olf-building YIT set
station power supply,
cach distant location WL
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APPEXDIX A
Page 6
VARIABLE TERN. PAYVENT PLAX

Horizon Communications System Service (Contimed)

Optiona)l Payment Periodr
& &8 12
TSOC Ic ¥Yonzh Monzhs Menshe

CBARGES AND RATES - VIPP -
Continued

Station Equipment ~ Continuved

Noa=¥ET set Feature Capa=-
b{lizy Charge, per set awv

Cencral Answering Positiens

20-butzon position, each KUK+ $118.00
40-butzon position, each XLV++ 138,00

Selector Consoles

39~szation position, each KHS+X
79=station position, each KHU~X

tations

Non-“ET set-desk, each
Noa=MET sect-wall, each

10=burzon MET set-desk,
each

10=dbutton MET get-wall,
each

10=dutcoen MET set-desk,
with busy lazmp f£ield,
each (pax. of § per
systen)

Monthly rate applicadle to business exteasion telephone set shown in
Schedule Cal. P.U.C. No. 4~T.
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VARZASLE TE2M PAYMENT PLAN

. Horizon Communications System Service {Contimied)

tional Payment Periods
7

l *
Month Morths Months

V. CHARGES AND RATZS = VIPP =
Continued

Miscellaneous

Awdliary Interface
Arrangement ¢

Interface undit, one per
four Interface Circuit
Cards, each

Interface Circuit Card,

one for the Direct Croud
Calling-Delayed Aznounce-

ment feature and one for

cach Sxtended Station 396

. Customer Access Units:

Wiith tape transpors, ,
each 30U 85.00 120.00 70.00 65.00

Centralized Station Message Detail Recording Svstem (CSMDR), Schedule Cal. P.U.C. No. 32=T

Variadle Term Payment Plan (VIPP) Rate Structure

The rates, charges and conditions shown inm A.50634 Exhibic D pages 2 thru 7 with the
following modifications are authorized:

All rates under the 48-month Optional Payment Period shall be the present rates
shown in present Schedule Cal. P.U.C. No. 32-T for the same rate item offered

under the present conventional tariff which have been filed under Advice
Letter 13981.

The present conventional offering of CSMDR service is to be limited to exiscing
or superseding customers on the same premises.

The VIPP Onve Month Optional Payment Period will ot be available as an oprion
for new installations but will be applicable to existing systems offered under
the VIPP upon expiration of the imitial or subsequent Optional Payment Period
when the existing customer retains the existing system afrer such expiration.

The 8.09% surcharge authorized in Decision 93728 shall be applicable o

the VIPP offering of CSMDR service filed under the ‘authority granted in
this decision.

(END OF APPENDIX A)




