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Decision 83 09 924 SEPT 138

BEFORE TEZ PUBLIC UTILITIZS COMMIS3ION QOF TF

in the Matter of the Application of
THE PACIFIC TEL:?EON: AND TELEZGRAPE
COMPANY, a corporation, for auther-
ity t¢ increase certain insrastase
rates and charges applicadble to
telephone services furnished withi
the State of California.

In the Matier of the Application of
TZE PACIFIC TELEZPZONZ AND TELEGRAPE
COMPANY, 2 corporation, for author-
ity t0 increase certain intrastate
rates aad charges applicadble to
telephone services furnished within
the State of California.

(F‘

Re Acv*ce Letter (2T&T) No. 1364
To reprice certaiz telephone
terpinal equipment and Resolustion
No. T-10262 grantizng approval of
said changes.

(72

tter of Advice Letter
13647 of TET PACIFI
AND TELEIGRAPH COMP AVV
for auvhority to increase certain
rates o* Aey telephone se*v‘ce by
$30.7 mills

-
-
Iy

Investigation on the Comzission's
own motlion izto the ratves, tolls,
rules, charges, operations, costs,
separations, inter-company settle-
ments, coniracts, service, and
facilities of THE PACIFIC TELEPHONE
AND TZLEGRAPH COMPAN!, a California
corporations; and ol all the tele-
phone coroorations listed in
Appendix A, attached hereto.
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‘ Invoé::sation on the
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Commission’'s
the rates, tolls,
rules, charges, operations, cos:s,
separations, iater=company setile-
Jeunts, contracts, service, and
facilities of TEE PACIFIC TELZ2EQONE
AND TELZIGRAPE COMPANY, a California
eorporation; and of all the tele-
phone corporations lissed
Appendix A, attached hereto
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Investigatiorn oa the Commission's
own motion into the Masser of
an‘ sion ¢of ‘“e Accou::ia for

tion Connections and ced
Ra temakin :ffec,s azd the Seononice
Consequences of Customer~owned

Premise Wiring.
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TEE TELZPEON
AND TELZGRAPE COMPANY for au‘“ority
T0 Lincrease and reduce cer<sain
intrastate rates and charges axnd
stablish cerzain new rates
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SNTERIM CPINION ON SALE O -ALONE

1A XZY TELZPEONE =

This decision regquires The Pacific Telephone acd Telegraph

Company (Pacific) to inmstitute a prograz offering Its existizng stoek
of stand=-alonme TA key telephone equipment for sale %o it

its cussomers
and o file Lariffs with +this Comzmission sesting forth prices and

conditions of sale for thast equipment consistent with the terms set
forth in this opinion and the acconmpanying order. This decision
cetermines that the Commission has the austhority to require Pacifli
institute such a sSales PUOSran as 2 regulatliry response Lo current
es in the telecommunications marketplace, aad that
ither conflices with fTederal regulatory Jurisdietion
nor disrupts the plazns of the Tederal Cozmunications Commission (FCC)
for deregulaction of customer premises equipzmexnt (CPZ).
The adopted program for the sale ¢f 1A key telephone systex
(X7S) eguipment is based on a plan presented by Pacific in response

T0 an Iinictial proposal offered by the Commission staff., The prices

at which equipment will be offered are dased on zet

OOk values plus

the cost of sale. TPacific's preposal <o sew prices at higher levels
L0 reflect prices of competing eguipment and generate greater revernue
is rejected as o iz=-place equipment, as fzconsistens with zhe sales
program's purpose ofF »srotectiag ratepayer Interests In th

in the face of
izpending cderegulation. Higher prices are allowed for sales fronm
iaventory. Izmpadsts of

the adopted prograz on competiticn are
evaluated aznd found to be acceptabdble.

The costs of the progran are azalyzed Iin cdetail as is tze

ustomers
A take rate of 20% is adopsed

prospective take rate - the proporsion of ey eguipzent
expected Lo purchase thelr equipment.
and factored L

o the ealeoulation of program costs. It is determined

that inaside wiring asseociated with a XTS installation should be sold

as part of the ey syscem, with 1ts net dook value reflected In the

sales prigce. The staff's proposal as Lo warrazties 40 accompany sold

equipmens is adopted, exgept that a proposed extended warranty oeptionz
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Zn Decexde
its opposit on o : werzination of the
sale phase of thi o) i:g and recommencded that the Commission go
forward wis i-line hearings on a phased basis, with the
cinrst phase lixm <o laz for the sale of stand-alone 1A key
telaephone '

1983 the stafs filed a revised plan for the sale
0f X7S equipzent by Pacifie to its 1 system customers, a plan
later cdesignated "xnidit 512, Later zonth a prehearing
conference was held, at whieh Al » graznted a staff
recommendation 0 5¢ forward with hearings regardiang sale of 1A key
equipment. -

These nearings were held iz San FTrancisee ia Tebruary azd
March before ALJ Porter and ALJS Martin Mattes. Active partic¢ipants,
vesides Pacific and the staflf, were the California Interconnect
Association (CIA), which is an association of independent CPE
nufacturers, and General Telephone Company of California

(General). Concurrent briefls were filed L and the matter was
-submitsed upon the coaglusion of oral the briefs on May 6,

Il. TE= COMM;SS’OY'S AUTEQRITY 7C REQUI
SALE OF TELEPEQONZT ECQUIPMENT
The Tirst issue which must be addressed iz this decision is

is within the legal authorisy of this Commission o

ific to offer for sale to iis customers o2 a tariffed
basis portions of the CPE which it owns and which it preseatly leases
Lo customers Or nolids in iaventory. This issue was the sudbject of
briefls and oral replies iz the Single~lLine Telephone Zquipment Sale
Phase of this proceeding, but resolution of the issue was no:
necessary ia that phase due $£0 Pacific’™s willingness to undertake a
prograz for sale of siagle-~lizne equipment o2 a veoluntary bdasis. (See
D.82-08-017, mimeo. pp. 4~6.) Briefs were filed on this issue by
Pacifie, General, CIA, the California Retailers Association,
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A.598

. and the Tele~Communicasions Association (CRA/TCA), Telephone
aswering Services of Califorznia (TASC), and the staff, Oral replies
were heard Dy the Commission Octoder 9, 1681.
A. Dositions of the Parties

Pacific c¢contends that the Commission lacks auvthority ¢
require Pacific to sell Lo customers any portion of the CPT whieh it

owns. 2acific argues that a Coxmission order requiring sale of

terminal equipzent would coznflict with the regulatory structure
mandated by the TCC ian its Seecond Computer ITnguir»v, FCC Doeket Noo
20828. Paeific further argues thas, regardless of federal

preexption, the Comziési 2 lagks authority uncder the federal
Constitution and state law ¢0 mandate such a“sales progran.

According To Pacific, for the Commission to regquire sale of
CPE would represent az attexzpt to override the FCC's Jjudgment that
detariffed provision of CPE in a competitive marketplace is in ¢hr
public izterest. Such a requirement would affect 2ac¢ific’'s abilie

gy

13

L0 recover L{ts CPZ investments frox the corporate affiliate which ¢

. FCC hras requi:‘ec‘. to take over Pacific's provisioa of CPE, aznd would
affect the future firpancgial viadbilisty of that affiliate. Pacifi
asserss that the FCC has preexmpted such action dy this Commission.
<n addicion, Pacific asserts that, because the FCC has decided that
"azn nd‘vzs‘ble porcion™ of CPE is used ia providing interstate
service, a sale order by this Commission would force Pacific %o

ispose of interstate property and to discoatizue a part of its

iaterstate operations, thus directly conflicting with the regulatory
Jurisdiction of the FCC.

Pacific further argues that a sale order would azmount %0 2
requirenent that Pacific dedicate its property to providing a new
Torn of public service but that the Commissior has long recognized
Limits on its authority to impose such a requirement, c¢citing
Holocard, v Pacific Tel. & Tel. Co., D.927971 cated March 17, 1681
in C.70240, and Cal. Community Television Ass'a v General Tel. Co.
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A.56849 ot

1934 reserves o uhe states authority over the tariffing of CPE; TASC
argues that, ia azy event, Cozxmission issuance sale order would
20t coaflict with or frustrate the objectives of FCC's Second
Cozmputer Inguirv., All three of these parties assert that the
Commission's regulatory authority extends t0 ordering a sales prograz
£ the sort here proposed.

CRA/TCA exphasizes the broad nature of the Commissiozn's
*esulatorv authority over pudblic utilities within its Jurisdictiozn,

ing the power t0 affect propertiy rights. CRA/TCA bases 1%
analysis on the function which a sales pregran would play in
responding 0 the sitranded iznvestaent prodlem and other effects of
the Bell System nigration sirategy, which seeks $0 persuacde customers
©0o adancdon still useful CPE in favor of newer Bell Systexz equipment
Noting that the Commission has authority to exclude stranded utilis
assets froxm rate base, thus denying any-reimbursexent through rates,
CRA/TCA argues that the Commission clearly can order a sales progran
that will provide full reimbursexzent, while disposing of assets which
aight otherwise be strancded. Thus, CRA/TCA sees a sale order as oze
of several regulatory options availabdble to the Commission within the
scope of its oversight of Pacific's provision of public utilis
service. Pacific has dedicated its CPEI properity to public use; that
decdication having been made, all the Commission's powers come iznto
play. CRA/TCA denies that a valid distinction can be made hetween
dedication for lease and for sale.

The staff agrees, contending that %o require that CPE be
provided on a sale basis as well as a leased basis "is notking zore
than a change ia service consistent with the deregulatory policy for
CPE.™ The staff argues, in fact, that the Commission can mequire 2
utility to provide service "on a different basis™ than the particular
use for which it has dedicated its property, citing Grevhound Lines v
Public Utilities Comxm'a (1968) 68 C 2¢ u406. Like CRA/TCA, the stass
sees a sale order as an appropriate regulatory respoase to the risk
oL stranded invesirmen iz the Bell Systez migratioxn

-8 -




A.58849 es al. ALJ/ 3t .

. strategy. The only limit the staff sees $0 the Commission's -
authority is the utility's right to adequate compensaction for its
_property.

TASC agrees with CRA/TCA and the staff that the opponeats
0f a sales progran draw the limits of pudblic utility dedication oo
narrowly. According to TASC the dedication of Pacific's CPE %o
public use under lLease brings into play the eatire range of th
Commission's regulatory powers A sale order "would only alter the
forn" in which these dedicated utility facilitiles are offered %0
customers, a change falling squarely within the Commission's
regulatory powers.

3. Discussion .

AT the tize for oral replies to the bdriefs oz th
jurisdictional issue, the FCC had Just adopted a Memoranduxz Opiznion
ancd Order on Further Reconsicderation in the Second Computer Inauiry
proceeding. Trat FCC opinion, released October 30, 1981, affirmed a

ifurcated approack to the "detariffing™ of CPE, extending until

. Jazuary 1, 1983, the date froz which provision by pudlic utilities of
new CPE would be detariffed, bdut zaintaining tariffed rate regulation
with respect %o "embedded™ CPI until an as yet undeterzined future
da:e.1 The TCC rejected a proposal by Azmericaz Telephone &
Telegraph Compazny (AT&T) for "flash cut"" deregulatiod of all CPZ,
new and embedded, simultaneously, which would have entalled transfer
of all Pacific's CPE assets £0 a fully separated affiliate now
designated as AT&T Information Systems (ATTIS).

The FCC expressly recognized this Coxzunission's concernz
about the prospect of all Bell System CPE bdeing transferred %o a
deregulated affiliate, and quoted portions of our D.93367 in tni

proceeding indicatiang our intention to zove guickly to offer

T me FCC opinion (mimeo. p. 16) defines embedded CPE as that

equipnent or iaventory which Is tariffled or otherwise subject to the
. Jurisdictional separations process as of Jazuary 1, 1983, izcluding
terninal equipment on customer prexmises or In utlility izveatory on
that cdate.

-9 -



A.50849 et al., ALJI/Is

Pacific's customers the opportunity ©o purchase CPE at a reasonabdle

price. The FCC stated that sueh state regulasion does not
necessarily conflict with fecderal policy azd that the federal agency
"dld not intend to foreclose the sale of existing CPZ as a mechanism
for deregulaticn.™ The FCC concluded thast:

”

.--20 foreclose State Conmissions, which have
traditionally regulated rates for the vast
zajority of C2Z owned by the Sell System, from
proceeding with deregulation through the sale of
exbedded CPZ is unwarranted." ( CC, Amendmenst of
Section 64.702 of the Commission's Ru es and
Regulations (Second Computer Inguiry, 88 FCC 2d
512 (1981) (zizeec. pp. 12-13.))

More receantly, the FCC has confirmed its view "that the sale of
zbedced CPZ under the auspices of the state commissions is a useful
means ¢f easizng the tramsition to an unregulated CPZ marketplace."”
(FCC, Procecdures for Implementing the Detariffing of Customer
Premises Zquipment and Zzkranced Services (Second Computer Inquiry),
CC Docket No. 81-893, Notice of Proposed Rulexaking, issued Juze 217,
1983, mizmeo. p. 12.)

-~
v

The FCC opinions clearly dezonstrate that for this
Commissioz %o mazndate a sales program for all or a portion of
Pacific's exbedded CPZ would neither ¢o
jurisdicsion nor <disrupt the FCC's an

u

aflict wish federal regulatory
for deregulation of the CPE
marketplace. Ra:b r, the TCC hras des-g:e its plan for deregulation

£ -

iz contexmplation that state comzissions zay choose to require sueh
sales prograns aad, iz fact, that state-mandated sale of embedded CPE
zay be an appropriate "zechaniszm for deregulation."z

2 The FCC alse has stated that "...the p“omu gation of a plan
requiring carriers $0 provide sudscriders with an option %o purchase
nmbedded equ_pme“‘ is well within our authority under
[Communications] Act and does not per se raise aay constitutional
concerzs." (FCC Notice of Proposed Ruremaking im CC Docket No.
81-8¢3, supra, mimeo. ». 12 n. 17.)




In approaching the question of this Commission's authority
0 order Pacific <o offer CPE for sale to customers, it is izportant
T0 bear in mind that such a sales progranm is, iandeed, 2 mechanisxz for
coping with deregulation. In D.93367 we recognized that, as
. deregulation approaches, offering CPE for sale $o cusitomers at net
Yook value appears to be fairer and more reasonable for utility and
user thaz continued rental of such equinzment. We noted that sale of

CPZ offered a vari ty of bYenefits to customers and utility alike:

£ iacreasiangly zobile equiprent; limitation of

expense: greater custozer understanding and
products; ezhanced utility cash flow; mitigation of ATXT's
in the future CPZ marketplace; and'pro:ection_from sh

rates and stranded investment likely to resuls from <the
nigrasion strategy. (D.93367 zimeo. pp. 166-638.) Thus,
nsideration of a CPF sales prograxm cozes as a
regulatory response L0 curreant and izmpending changes in the
telecommunications :arketplace.
we agree with those parties to this proceeding who see an
ring Pacific to offer emdedded CPE for sale $O customers
iffed basis as a permissidle option within the regulatory
this Comzission. OQur autacrity <o order such a sales
prograz does not flow from PU Code § 14017, ot seq., which empowers
the Coxmission to cdeterzine just compe:sa:ion iz certalin eminent
domain cases, 20r from PU Code § 851, by which we may authorize the
sale or other disposition of pudlis utility property. Rather, we
find that autrority to require a telephone uvtility under our
Jurisdiction 40 offer for sale %o customers at a reasonadle tariffed
rice terminal equipment which otherwise would so00n De transferred %0
an uaregulated affiliated corporaticon derives froa our authority
under PU Cocde §§ 728, 761, and T62 to determine or %o change the just
nd reasonadle rates, classifications, rules, practices, contracts,
equipnent, facilivies, service, and methods £0 be enforced and
ezployed by pudblic utilities iz this state, as well as from our

- 11 =




A.S9849 et 2l. ALJ/ 3t

gereral autzority under PU Coce § TC71 to ¢do all shiags which are
necessary and convenient Iin the exercise of our supervisory and
regulatory Jurisdicetion.

All parties appear to agree that %0 determine th
Comuission's authority to mandate a sales prograz requires apalysis
of the dedicat_cn issue. Pacific, General, and CIA rely upozn th
Commission's decision ia Zolocard v Pacific Telenphone & Telegraph
Co., D.02791 dated March 1T, 1981 ia C.70240, as recognizing lizits
t0o the Commission's authority to require a public utility to dedicate
its property to providing a new forz of public service. In that

-

decision the Commission surveyved the concept of dedication in
Califorzia public utility law, concluding that this Commission's
authority over a public utility has deen lizmited t0 the exteat of the
property and services that have been dedicated o the pudblic
service. (D.82791, =izmeo. p. 20.)

There is 1o disputing that Pacific ras dedicated its CPE,
includiag stand-alone 1A key telephone systems, tO0 the pudli
service. The issue is whether thas ded-cavion is lizited to the

lizie : o)
ffering of such equipment for the use of custozers on a leased
basis, or whether dedication extends to whatever arrangezezt =h
Comzission regquires for the provision of such equipment ¢
¢ustomers. In Eolocard the Commission found itself without authorisy
0 require Pacific or Gezeral to provide a billing and collecting
service for a nonutility business customer, decause the utilisties had
not dedicated their facilities to providing such a service. 2 th
other haad, in Grevhound Lines, supra, the California Supreme Courst
'sustained the Commission's finding tkat Greyhound's dedication of its

facilities extended beyond transportation along a specific route, %0

Py [

the broader enterprise of "providing commutation service in the area
aad to the population affected." (68 C 2d as 417.)
In Grevhound Lizes, the Court recounted the history of

the dedication concept as a restraint on regulatory authoris
observing that changes & astit nal law principles have made it

y
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inappropriate Lo extenc the concept's restralning power further than
logic and precedent require. The Court recounted various "indieia of
dedication™ which have been applied differently in ¢ifferent factual
contexts, concluding that

Tohe scope 0f decdication Ls not deterzined by

Ty
mechanical formulas but ultizmately by the facs
that the utility has dedicated its resocurces t0 2
particular enterprise, venture, or
undertaking.”
(Ze. at 413-15, £. Rising Suz Mine Proderty Owners Ass'n v
Pacific Gas and ZSleesric Co. (1979) 2 CPUC 2¢ 522, 526.)
Following the principle of Greyhound Lines, we cdecline %0
characterize the extent of Pacific’'s dedication of its CPZ facilities

- - L4

as solely to an equipment leasing service. Rather, we fizd that

Pacifi has dedicated these fagcilities for use by customers

in
recel izg and transzitting telecommunications. Consequently, it is
within uhis Conzission's regulatory authority to determine the
appropriate means by which 2acgific shall offer those facilities for
their dedicated use.
CRA/TCA and the stalf argue that the Commission may zmandate

a sales program as an appropriate regulatory response to a ratemaxing
problem: Pacific's pursuit of the Bell System migration strategy iz
the context of impending CPZ deregulation. As previously noted, we
recognized ia D.933067 that a sales prograz offers a variesy of
benefits %o customers and the utility at this stage of reorientation

£ the telecommunications industry. In view of these coasiderations,
we conclude that a mandated prograxz for the sale of CPE is a matter
"cognate aad germane to the regulation of public utilities™ and
within the bdroad regulatory authority of this Comxission pursuant o
its police power. (See Pacific Tel. & Tel. Co. v Eshleman, supra

ity of San Mateo v Railroad Comm'™a (1637) 9 C 2¢ 1, 6.)

Both Pacific and Geaeral assert that Pacific Tel. & Tel.

—-— -

Co. v Public Jtilities Comm'z, supra, prevents the Comamission from
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other parties bdeing discussed in the context of that plan. Eowever,
the so0le propozent of XIS sales progran rexzins the st

A. Stars Jus:ification for
Requiring a KTS Sales Procraz

a\--.

The stalf contexnds that the Commission should require
Pacific to offer stand-alone key telephoze systens for sale %o

custoners on a tariffed dasis as a response to the uncertaiz future
which faces users of suck equipzent. Staff sees this uncertal ty as

due to FCC preexption of state ratemaking authoristy with respect o
new CPE, the impending divestiture of Pacific from AT&T, and AT&T's
request for early fecderal preemption and deregulation of embedded
CPE. Staff quotes the Commission's assertioz in a November 1682
£iliag iz 7CC Docket No. 81-893, <thas
"...the DOsSS app“opri te means for treating
embedded CPE is to provide for a sales progran
with “ariffed, regulated prices under the
direction of state regulatory ageancies."
According to the stafl, the comxmission took this position
Yecause:
"IL emdedded CPZ were deregulated, there is sizmply
20 assurance that sulficient cozpetition would
exist to protec¢t consuzers agaiast the
deregulated company demanding excessive prices
for embeddod CPE." (Cozments of the People of
the State of California anc sne JUDLie Uti.ities
commission of the State of California on the
Supplementary Compents of American Telephone and
Le.egrapn Loapanv,, iilec Novender
Docket No. 81-=893.)
Staff suggests that the Commission’s c¢oncerns expressed %0
CC are particularly applicable to stand-alone 1A key customers,
0 Bell System domination of the 1A key market azd because
certain flexidle coniracting arrangements for other mulsi-line

customers are not available to key systexm users. The staff contends
that 2 sales program with regulated prices, terzs, and conditions
would give stand-alone 1A Xey customers the option of purchasiz
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equipment unde d and thus provide assurance that a
pricing enviroaxme be availadble iz%o the future.
talf favors extension of 2 tariffed CPZ sales prograx: ¢

Key systex customers for the further reasoas that A key equipment
represexts a linited, manageable variety of equipment types: thats
zuch of the prograz caz be kandled by zail or telephone, thus
Rininizing transaction ¢osts; that Pacific's market research
incdicates price elasticity and customer willingness to purchase 14

Key equipzent: and that a XTS sales prograz would provide an
<

omecdiate cash flow o Pacific which stafd estimastes at over $60

L1llion. The staff also sees XTS customers as especially threatened

the Bell Systexn nigration strategy, which'was the sudbject of
indings 60 through 67 of D.93267 iz this proceedizg. '
“he staff notes that Pacific has approximately 256,000
A Key customers, representiag adout 80% of all its mulsi-
line custozmers. According to the staff, 99% of these 14 key
custozers have systems of fewer than ten linmes, aad approximately
275,000 customer locations (some customers having mulstiple locations)
are served Dy svstezs of three or fewer lines. taff figures show 2
2Le=~1981 gross iavestment in 1A key equipment of $486.5 million for
Pacific, 46% of its to%tal gross investment in multi-line CPE, Stafs
therefore conc¢luces that it is
"...logical, easiest and o3t beneficial %o th
greatest nuzber of customers to proceed with <h
sale of nulci-line equipment to the stand-alone

YAskey customers of Pacific.” (Zxridic 512, as
1=8.)

“zplexentation Procedures and
Customer Oontions

The stalf accepts as reasonable 2ost of the implementation
procedures set forth in Facifice's multi~line sales plazn, with a few
exceptions. The major exception is the stalf recommendation that
Pacific’s estimated 120-day preparation tize can be shortened to 30
days, bdecause of experience with the single-line sales prograz and

- 16 -




A.50849 et al. ALJ/3t

of the proposed sales program 0 TA key customers.
a shortened preparation time as important decause of
which may be available defore the FCC detariffs

stalf also addresses the prodlexz ofF implemen

for Pacific's estimated 165,000 1A key customers who share ¢

comzon itexs of equipzment, ineluding frames, power units, lize
interrupters, and ¢ross—connection fields. The staff proposes
several options, dut recozmends az approach wheredy shared cozmon
equipment be offered for sale, i, but only i€, all shariag custozers
elect o purchase their equipment. Iz the event ozne or more sharing
cusctomers ¢hoose no0%t Lo purchase, hers would he permitted o

purchase tizeir nonshared equipmeznt at 2 reduged price reflecting only
the equipment purcrased. In this event purchasing custonmers would
tave $0 replace the shared equipment they would 2o longer use.

The stafl proposes that certain custonmer options de
inclucded in the sales program devond what Pacific's plan ezvisions.

These concern pavment plans and equipment warranties.
Iz accord wish D.382~08~017, which set the terms of
Pacific's single-line CPE sales prograzm to iaclude opsional 6~ azd 12-
zonth imstallment payment plans, the staff proposes that purchasiag
custozmers be offered installment sale payzeat plazs with terms of 12,
18, and 2% momths. Staff believes the availadbility of such options
will stinmulate sales, and znotes that a2 24-month plan would offer
amonthly payments less thaz the customer's current moathly lease
he stall also recommends that, consistent with

D.82—08-O17, Pacific’s proposed warranty periods of 30 days for
place sales and 90 days for sales from iavertory be extended ¢

and 180 days, respectively. Staff further proposes that an optional
xtended warrazty up %0 one yvear from date of purchase be made
available.
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€. Cost Analvsis and Pricinc

The staf? p»roposal for sale of 1A Key svstex contenmplate

sale of roughly 200 specific types o equipmens, which are

cegorized By Universal Service Order Code (USOC). The calculation

£ the "eost 0F goods 501d" is ifntended to be bdased on net dook
{investment, dut is ¢omplicated by the fact that curreat accountin

procedures do 10t allow tracking of iavestzent by USCC. In

Exhidit 512, Staf? therefore calculates the cost of goods 30ld as the
product of the annualized monthly rate, times an investzent o
revenue ratio, times the net plant factor. The investzent $0 revenue
ratio i3 Dased on Pacific's Vertical EImdedded Arnalysis (VEA) caca,
which show bSooked ifzvestment and revenues for product groups, adcaing
to the disposition iavessment a .30815 loading factor for

ondisposition material., This is the sazme loadiag factor adopted in
D.82-08«01T7 for Pacific's single-line CPT sales plazn. The net plant
factor arrives at zet book value dy reflecting the appropri
depreciacion reserve ratio.

The stalf differs with Pacific’'s plan as 0 several
important aspeets of cost analysis and pricing. These are the
projected take, inside wiring costs, trangaction c¢osts, and th
appropriate pricing factor. Also, staff's estinmate of acdzministrative
cost, a factor of .0682, differs from Pacific's estizate of .079.

projected "take" is the zumber 0f custoners estizmated
%0 purchase thelir systens. The take rate is very Iizmportant because
t determines the number of 3ales over which transaction costs
associated with the progranm will %e alloecated. The staff projects a
25% wake rate while Pacific's plan estimated a2 15% take. The staff's
more optimistic estizmate results from i4s beliefl that Pacifie’s
market survey provided sampled customers izadegquate fzformatioz for
thex to reach an informed decision and failed to test z progran
inélucing the more astractive prices as well as payment axnd Qarra:ty
optionsg proposed by staff. Apparently the staff did not consicer the

- 18 -
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shared equipment probdlex in estimating the projected take. Staff
ss Nagel termed the 25% take projection "an Informed estizate,”
hut not a mathematical calculation.

The s5%afl proposes that inside wiring assoclated with 1A
key equipment should be sold with the equipnment as a uaist, with an
appropriate amount iZncluded fn the sales pr-ce 0 reflect the net:
book value of the inside wire. In Exzibit 572, page 11-6, the staf’
Ras propesed a pricing masrix for such inside wiring. The staf!f
favors sale of inside wire along with the 14 Key equipment bdecause,
conceptually, Lt is parst of the cus,omer’s communication systen;
purchase o7 the wiriang will leave the custemers Iree to Zake
subsequent rearrangezents; Pacific will recoVer its capital
Investzent in inside Wwiring more rapidly; the general dody ¢f
ratepayers will bear less burden due %0 adandoned wiring; and the
clear dezarcation point bYetween Pacific and customer facilictles will
reduce coaflusion as Lo maintenance responsidbilities.

ransaction ¢osts include expenses related %o faformation
mallings, Ha“d_-ug of customer responsges, development of price
quotes, and prexise visi %0 mark equipment upon sale. The staffl’'s
caleulations of transacstion costs differed in gertaln dgtails from
those of Pacific. I
Nemecek congcecded tha
<

U

the course 0fF cross=-exaxination, staff witzness

(¢

nis caleuiations did not a2¢count for certain
transaeslion ¢osts impliciv in the proposed sales prograz, sugh as the
¢ost of a second mailing o 1A key customers, the ¢ost ¢of mailing
ice gquotes to purchasing customers, the cost of incomplete
zent sales, and the cost of certain premise wisits. The stafl
eves avt least a portion of these costs are covered by a "cushion”
t into its estimate, bubt agrees that equipment should be priced
£0 recover all transaction costs. taf?® later accepted Pacific's
caleulations of ¢transaction ¢oOsts.

A major staf! difrference with Pacific's plan is %the stalflf’'s
relection of Pacifie’s 1.5 pricicg factor. As stated 2

Zxhibic 552:
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"lhe ¢ea*'s prices for iz-place equipzent are

dased zet book value and do 2ot include azn

arbitrar;ly selected factor ©0 increase the sales

price beyozd net boox value suchk as the 1.5

factor Pa¢ific recommends iz its proposal.”

he staff justifies pricing »ased directly on net dook

value by ci:i:g statements Iz D.93367 as to the fairness of suck a
pricing arrangezent and by referring $0 AT&T's advocacy of acjusted
net Dook valuation of CPZ and related assets 0 bde translerred Irom

the Bell operating companies to Americaz Bell Inec. (ABI).
D. Deferred Matters

The staff proposes that consideration of certain effects of
an equipmeznt sales program bYe cdeferred. Specifically, the staflf
would defer consideration of the tax consequences and accounting

ke iy

creatment 0fF direct sales of key systenm equipment, with these Issues

t0 be comsicdered in Pacific's pexding general rate izerease
application, A.83-01-022. The staff also recommends that the
Commission establish a bdalanceing account mechanism o determine the

effects of the sales prograx oz Pacific's revenue requirezents.
D.82-08-017 the Commission contexmplated suck a balancing account =o
Lrack ¢osts and revenues of the single-line sales prograz, bdut

“

establishment 0f such a2z account has 2ot yet dYeez ordered.

IV. CRITICISM OF TEE STAFF PROPOSAL

Pacifiic, CIA, azd General all opposed and criticized
aspects of the starlst proposai. All contended that the Cozzission
should znot order a sales prograz for TA Xey systezs a%t this tize.
A. Pacific's Position

Pacific argues that it would be ‘*app*op fate vo
sales prograa for 1A key equipment prior to Implexeztati
Bell Systenm divestiture. 2Pacific contends that i1:ts staff resources
are compietely occupied with preparations for divestiture ang that It

would be burdensome %0 add another complex program to the utility's

W i aln g

managenent tasks. Pacific argues that to Izitiate a XTS sales
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progran at this tizme will compound confusion azmeng customers already

uacertain about the future of thelr telephone service. Pacific also

contends that a XTS sales progranm would not neet a sudstantial need,

in that no significant customer Lnterest in purckasing such equipment
2as been shown.

1. Implementation Procedures and
Customer Options

Pacific challenges the staff estimate that a 30-day
preparation pericd for a KTS sales prograz would be feasibdle.

Pacific witness Parrick testified that the mininmum preparation time
required to develop procedures and traizning zaterial aand to hire and
train personunel would bde ¢C days. The nost tizme~consuning element
appears to be the development of procedures and reference materi
which according ¢o Pacific's witness must be sudstantially completed
before training can degin.

Pacific criticizes all the stafl's options for dealing witcth
the problem of shared commoz equipment. The staff's recommended
approach, which pgrmi:s purchase of common equipment where all
sharing customers c¢choose to participate dbut alsc provides for
purchase of zonshared equipment iz other cases, is opposed as overly
complex and also inadequate. Pacific points out the difficulty of
identifying all skaring customers and of estadlishing arrangexents
for contiaued sharing of jo-ntly owned common equipment. Whether a
customer coantiaues such skaring or purchases only the noashared
equipment, Pacific considers staff's proposal inadequate, bdecause the
customer will 20t De left owning a system capable of operating on its
own. In Pacific’s view, this postpones facing a future prodlen
(e.g., whea a customer moves), which Pacific would de obligated to
bring to the customer's attention.

Pacific proposes what it sees as 2 more workable, less
confusing approach to the shared equipment prodlem. Under this
approach, a customer found to be sharing common equipment would de
peramitted %0 purchase nonshared equipment only La coordination with

- 21 -




A.50840 et al. ALJ/ 3%

obtaining common equipzment through an outside vendor. =it
vendor or Pacific could install the new coxmoa equipnmexnt.
fic would gharge on a time and materials btasis for
the ¢customer's lines, bdut would c¢redit the purchase price
t2e nonpurchased shared equipment. This approach,
according to Pacifi eliminates customer confusion azd "solves the
shared equipment prob;ez once and for all."”

Pacific opposzes provisions for iastallzment payment plan
options. Pacific does n0% wish to operate as a lending
and asserss that payaeat plans would deprive it of the cash
advantage offered dy a sales prograz, and would require addit
preparation time and tralining and add o program costs. Among o}
cozplications, residential customers would have to e provided
conplex disclosure statements 4Ln compllance with the Tederal Truth 1
Lending Act.

Pacific does not expressly oppose the stall propesal of
loager dasic warranty periods consistent with D.82-08-017, but does
objeet to warran nstallzent payzents laggiag over beyond the
divestisure daste. 2acifice’s witness ¢riticized the proposal to offer

xtenced warranties as abnormal i the sale of used equipment.
Pacific asserts that after divestiture It Wwill lack the personnel
needed tO honor such a warraznty. Pacific's witness argued that the
cotal warranty perliod should not exceed one year and that any
axtended warrants should be available only at the 4ime of purchase
and only for complete, stand-alore Key systexms.
2. Cos%t Analvsis and Pricineg

Pacific challenges the staff's projected take rate of 25%,
asserting that the staff has a "™istory...of being overly optinmistic
in the single-lize phase 0f this proceeding," in whieh a stal’
witness forecast a 50% take. The Commission's decision was based oz

a 25% take, and as of April 1983 the experienced take rate was ozly
19%. Pacific's market research indicates a 17% take rate for Xey
elephone systens, duit Pacific’'s own witness discounted that
rojection bYecause:




...E. iraditionally, in this type of study, she
resul send to overstate the percentage of
customers who agtually purchase their systems.”

Pacific does not believe that sale of inside wiriag as part
0f the sale of key equipment is a means of recovering Account 232
investzent preferable to the current amortization approach iz effect
pursuant $o D.93728, issued Yovember 13, 1981 in OII 34, EHowever,
Pacific's primary concerz in this respect is simply to assure the
recovery of the capital investzment represented Yy embedded inside

wire.

(o8
<t
iy

Pacific’'s witness assert

ct

at the staff's caleulation of
inside wire costs falls %o recognize a portion of Account 232-02
associlated with stand-alone Key systexm Iinstallatiozs.

Pacific calculates significantly higher transaction costs
than did <the staff. Sstaff nhas stipulated to Pacific's caleculations
in 208t respects. Resolution of the issues as to %take rase,
installzent pavzment plans, and warrazty options will affect the
Ceterzination of transactiozn costs.

Selieving that the zarke: will sustaiz a price greater than
cost, Pacific advocates use of a 1.5 pricing factor, setting prices
at 150% of net boox value, plus transaction costs. DPacific bases
this position on an unusual zix o0f ¢oncerans about pricing at book
value: The loss of potential c¢apisal recovery, the possidle adverse
impacts on competitors, and the risk of hasty purchase cdecisions by
¢custoners.
Pacifiic advocates that the tax comsequences and accountin
treatment of Xey equipment sales should be determined in this
proceeding, througkh further hearizngs, rather trhan in the general rate
case. Pacific also calls.for a surcharge mechanisz to0 bYe implemented
concurrently with azy sales prograzm, to assure full recovery of
revenue reaquirements.

3. CIA's Position .

CIA seconds 2acific's view that a sales progranm for 1A
equipnent should not dbe ordered at this time. CIA criticizes the
stall proposal as suffering "some of the inevitadle flaws of haste”

key

- 23
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and argues that "a zore deliberate approach to some very difficuls
questions would yield better answers.™ At the same time, CIA argues
that the Januvary 1, 1984 divestiture target will necessarily serve as
the Tend-date" for Pacific's sale of exbedded CPE, and that sales
tarilfs Dased on the preseat record might no%t properly be imposed
upon AT&T, the pos*-d‘veszitu e transleree 0f the exmbedded

eguipmenct. C;A contends that the Comzission should defer action on
sale of Pacific's 1A Key equipmen: and initiate a sales prograz after
transfer 0F the equipment to ATET.

CIA's major eriticiszs of the stalf proposal relate %o
staff's caleculasions of <he ¢osts associated with a sales progran.
CIA argues that the evidence does 20t provide an adequate basis to
conclude that the prices proposed dy the staff will defray all ccsts
of sale.

CIA challenges staff's method of teulating the "eost of
goods sold."” CIA asserts that the staflff's approach will yield a book
value for 1A Key equipzment consistent with Pacific's regulated

S only if all such equipment Is sold. CIA also questions

lity of the VEA data exmployed by staflf to caleculate axn
investment to revenue ratio and of the .30615 loadiag factor for
noadisposition iavestzent.

IA favors Pacific's higher estimate of adzinistrative
costs (a .07T9 factor versus the staff's .0682) and argues that the
calculation of warranty ¢osts should be based on Pacific's revised
estizate, yielding an $a.-&0 cost for a G90-day warranty as compared

the stafl's 87 estimate. CIA also favors Pacific's estizmate of
certaiz transaction costs.

CIA challeanges doth Pacific’'s and staff's projected take
rates, dased on ceriticism of Pacific's markes survey by CIA witness
Fishman, a zmarketing research specialist. Tishman testified %o

LT

methodological flaws iz Pacific’s survey concluding t;a: iv "almost
surely overstates future purchases." In view of the uncertainty as
o customer response, CIA argues for use of a take rate of 5 <o 10%
TO assure recovery of all transaction costs from purchasiag customers.

- 24 =
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CIA contends that income tax expenses and insstallation
costs, apparently including those related <o ianside wiring, should bde
refllected in the pricizng of equipzent. A also would require that
purchasers be iznformed 0f costs they will ingur alter sale, lncluding

az estimated $TY4 per transaction "reterzination” charge.

Finally, CIA expresses concern over the Iimpact of a sales
prograz on compe:i:ion L& prices are significantly below those of

competitive offerings, and suggests that such pricing may violate Ihe

antitruse laws. CZA points to evidence, includizng that offered by
its witnesses Healy and Horvath, that the proposed pricing will
substantially undercut competitors, and ¢a2lls for 3 "substantial
iacrease™ in the pricing factor beyond the 1.5 level proposed by
Pacifd

o o -

C. neral's Posision

General shares the view of Pacific and CIA that the

Commission should not seex to izplement a TA Key equipment sales

prograz at this time. General argres that there is iasufficieant %ime

.to izplement such a plaz prior to Pacific’s divestiture from ATET

- Vo ik

without generating excessive confusion amozng customers., General

¢hallenges the s$:aff's assertioz that a 30-day preparation tize Iis

feasible, and asserts that the staff's projected take rate 1is

varealistically high, c¢iting the progran's short cduratiozn, Pacific’s

- -

overly optinistic market survey estimate, the lower take projection
of a cozparadle survey conducted by General, and the prodlex of

shared commen equipment as factors indiea
Gezneral argues, like Pacifie, %that

ating a lower take rate.
shared common eguipment should not
be offered for sale and that Pacific should rot be required to offer
an installment payzent option. General suggests incliusion of a no-
warranty option Lf a sales program is ordered.

General's opposition to the staff's proposal is dased on
concern over its implications for General's owz Xey systexns
offerings. General opposes %the exitension to it of amy sales progran

nodeled on the stall proposal. Specifically, General considers it
“inappropriate for ¢

the Coanission to require sales of ey equipment on

- 25 -
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. a tariffed basis, because the sale of embedded CPE is not a utilis

service and so "should not be considered a regulated offering."” If
the Commission insists on the filing of tariffs in comnection with
CPE sales, such tariffs should simply authorize sale and should zot
speclifly price levels. General also opposes requiring tariffs %o
govern provision of post-warranty malintenance services.

D. Staff Acceptance of Paeific's
Plan with Zxcepntion

In Its brief the staff restates its bellel that its
recommendations set forth in Exkhidbit 512 are falir and reasonabdble, bdut
declares that Pacific's counterproposal presented Iz Ixhidit 517
"sufficiently meets essential features of the staffl proposal so that
for the purpose of expediency, the staff will accept the 2T&7T
proposal subject <o the following exceptions:

"1. 2Pri¢ing Factor = 1.0 vs. 71.5.

"2. DPercent Take - 25% vs. 17%.

"3. Imelusion of an Installzment Payment Plan -
12, 18, 2% montus.

"L, ‘Warranty Period -~ In place 90 days vs. 30
days; Laventory 180 days vs. 90 days.
"S, Inclusion of an extended warraaty option -

-

Maximum 7 year.

"S. Accounting and Tax Treatment - To be decided
in additional hearings oz the matter.

"T. Revenue Requirements Zffect - Balancing
acecount mechanism....

"8, Sale of Wire - Should be included in sale of
equipment

The staff's acceptance of Pacific's plan as 4o all other elexments
represents concessions on sudbstantial previously contested issues.
Staff agrees to Pacific's approach %0 the prodlem of shared comxon
equipment and accepts Pacific's calceulation of transaction costs. 3y
izplication, staff also aceepts Pacific’s somewhat higher
caleculations of administrative and warranty costs, as well as
Pacific's proposed handling of sales from faventory, post-warranty
maintenance, and other associated activities.

- 26 -
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V. DISCUSsSioN

Should the Coxzmission Require Pacifi
to O0ffer T4 Key Zquipment for Sale o
Customers on a Tariffed Basis ia 19832

The primary Justification for the staff's propesal of a key

equipzent sales prograz is the foreseeadle deregulation of eabedded
CPE. The receat TCC preexption of state auihority over new CPE, the

- oy

iopending traasfer by Pacific of its embedded CPT to AT&T in the

course of Pacific's divestiture from ics parent, aad the current ATE&T
proposal for "detariffiag" all embedded CPZ by January 1, 1984, =zmake
clear that the of tariffed leasing of CPT will soon

cone o az exnd. iz our earlier

decision approving a single-lize CPE sales plaa, we noted as follows:
"walle we believe terzinal equipzmens deregulation

ultizately will be bezeficial for consuzers, a

Zajor transition prodlex exissts. AT&T, through

its ownership of the exmbedlded base of terminal

equipzent, could, upon deregulasion, exert

substantial market power and coneeivadly raise

terzminal equipment prices substantially. AT&T's

zigration strategy found iz D.93367 is evidence

of AT&T's adility and intension im this regard.

The sale of zuch of the embedded base <o

customers should reduce ATET's potential markes

power, ancd ease the transition <o full

cderegulation.” (D.82-08-C17 =zizeo. pp. 17-18.)

As the staff has noted, our concera %o protect ratepayer
interests during the transition to CPE deregulation is particularly
relevant to stand-alone 1A key system customers due %o the Bell
Systea's continuing domination of the 1A Key market and bHecause of
the limited contracting arrazgements available <o Key systez users.
Moreover, we note that key equipteat is the nost sudstantial category
of CPE which AT&T has chosez not to offer Tor sale under its price
precictadllity program for detariffed ezbedded C?Z, as proposed to
the FCC in CC Docket No. 87-893.




Siace subnmission of this matter c issued a

~y
Notice of Proposed Rulemaking in CC Docke: indicating its
entative view =hat:

"...the most effective detariffing plan would
conbine the sale of exbedded CPZ in place with
the transfer of exbdedded CPE to the carrier's
uaregulated service.... The e¢ontiavation of
state sales prograzs, together with the
es.ab*isumen of a sale option in this proceecing
as part of a transfer plan, offers several
advantages. Tirst, the option Lo purchase
exbedded CPZ increases the choices available to
consu mers. Second, it is our teantative view that

Zaking exbedded CPE available for purchase is a
sufficient mechanism for xmeeting our obligation
To Yalance equitably the interests of ratepavers
and carriers' iznvestors iz accordance with She
tests established in Denxocratie Central Commitiee
V. Washington Metropollitan Area Transit
commission, 405 F 2& 180 (D.C. Cir. 1973),
cert. genied sud nom. D. C. Tr ans t Svsten v.
Democeratic Central Commitiee, 415 U.S5. 930
(1974).... Thind, the sale of embedded CPE
combined with the cdetariflfing of that portion of
the endbedded base which remains unsold, advances
our efforts to achieve the deregulatory goals

stablished in Second Computer Incuirv. (“CC
Notice of Proposed Rulemakizng in CC Docket No.
81-892, supra, mimeo. pp. 12-13.)

While indicatizng support for state-authorized or ndated
CP?Z sales progranms, the FCC notice also discusses ’avo‘ab_y AT&T's
proposal to desarif? and transfer $0 its unregulated CPE affiliate
all embedded CPZ by Jamuary 1, 1984. (See id. at 41.) It appears
likely %hat the FCC will approve early detariffing of most or all
exnbedded CP-, subjeect to requirezents that at least some izportant
categories of such CPE he offered for sale to customers at prices

refllecting net book value. It is uncertain, however, for how long
such sales prograas will be subject To regulatory oversighe.
The FCC recognizes that:

"eeo.Tallure Lo offer a significant portion of
enbedded CPE for sale while it is under tarifs

P T

or shortly after it is detariffed, at a prige

- 28 -




A.56840 et al. ALJ/3%

which glves ratepayers an opporiunisy %0 realize
any gaia in the value of the CPZ would pose
significant probdlems under Democratic Cen<eral
Commivtee." (Id., ». 21.)

The reasoz for the TCC's concern is thas Democraszie Cenzral Committea

requires that galas or losses oz traansfer or sale of assets must go

shat c¢lass, carriers' investors or ratepayers, which bore the risk

-

loss of capital value over the regulated life o0f the asset. (485 7

at 806~08.) 7The FCC nas tentatively found thas ists regulatory

scheme, which allows carriers %o file tariffs designed %0 earn az
allowed rate of return 2ad 0 recover reasonable dep*ec ation
expenses, ™as placed the risk of loss on the ratepayers.” (FCC
Notice of Proposed Rulemaking i{a CC Docket No. 81~8¢2, supra, nmizeo.
9. 18=16.) ]

This Commission zas applied the princinle of Democrasi

LT

Central Committee in a variety of contexts. We have determined thas
a gas company's resultiag froz the prospective rezoval of

directly %o ratepayers. (Southern California Gas Co. (1978) 84
C2UC 405.) We hnave required that a water company’s gain from the

pipeline assets utility service should bde flowed through

sale of watershed tizbder be azortized as arn offset Lo future utilisy
revenue requirements. (Citizens Utilities Co. of California -
Teltorn water Dist., D.82-05-038, issued May &, 1982,) Most

recently, we have required an electric utilicty Lo pay to its

ratepayers its gain on the sale of coal properties acquired in
conteaplation of a generating plant which has not been bdullt, to the
extent those properties had dDeex included in rate base. (Paeifs
Gas & Zleectric Co., D.82-12-121, issued Decexber 20, 1982.)
We agree with the FCC that the rule of Demoeratic Central

Committee must be applied in the process of detariffing CPE and

razsferring embedded CPT assets to an unregulated entity such as
ATT,S. The price predictadility program which ATET has proposed to
FCC to aceompany detariffiang would not apply to -1A key equipment.
Thus, users of 1A key equipment would be denied even the questionable
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protection offered by AT&T's price predictadilisy progranm for their
legally ecognizod interest iz any excess Iin the market value of 1A

kKey equipment devond its znet valuastion oo the bHooks of the 3Bell

ot

We 2lso agree with the FCC that the option to purchase
et Yook value protects the ratepayer's legal

le of Dexmocratic Central Committee., IZowever,
AT&T's price predictadility proposal does a0t protect the interests
0f 1A Key equipzment customers. We caz prota¢t those interes
requiring Pacific o offer 1A key systems for sale on a tari
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Several of the parties have ¢riticized the stafl sales plazn
in view 0f the brief period of time availadle for Lamplexmentation
orior 40 the transfer of 2acific’'s exmbedded CPZ to AT&T as part of
the Bell System divestisture, scheduled to occur by Januvary 1934, In
our view, however, the -mpenc::g cransfer does 2ot Justify izaction
YUt rather warrants prompt implementation of a sales prograz, L2 a
reasonable prograxz can de fashioned.

We note that the transfer of exmbedded CPE from Pacific o
AT&T will nos, based on present facts, inmediately terzinate our
regulatory autiaority over these assets. We ¢azn, if appropriate,
reguire that any sales prograz ordered for 2acific co cozduet e
continued in effect by AT&T or whatever ATET affilia:e re¢elves
Pacific's exbedded CPE. It is for this reason that, in ¢comment
filed in the TCC's CC Docke: No. 8§1-883, we rave requested that the
FCC cefer cdetariffing the Bell Systen's embedded CPE to perzic
adequate time for states to izmplement CPE sales prograzms.

Pacific offers three principal reasozs why the Comzmissioz
should 20t require a kKey equipment sales progran iz 1983. The chief
problex Pacific sees is that the burden of administering such a
program will divert talent and rescurces away from preparation for
the impending divestiture from ATET. Pacific asserts that
announcexzent of a Kkey equipment sales plaz will compound existing
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unceriainty and coafusion in the minds of i%s customers. Finally,
Pacific points out the expense of informing its 250,000 xey equipmens
customers of the sales prograxm, and expresses concera thas other
ratepayers zay ead up sharing that expense, in the absence of
signifiicant customer interest in duyiag key equisment. As noted
above, General and CIA second Pacific's concerz adout the diversion
of resources and customer cosfusion which might result frox ordering
a sales program this year,
We are persuaded that these parsies axaggerate the
izmplementing a key equipment sales prograzm at this
stafl notes, Pacilic's prior experience with the single~-
t sales plan provides the compazy with invaluable
experience wihich should shorten its tasks in izplementing a key
equipment program. Wwe also agree wigh the sta®® thac avalladbilicy of
a Key equipment sales program in the later months of 1683 will <end
%0 rexecy, ratler than compound, confusion azong customers,
articularly in view of AT&T's plans t0 concduct an inteunsive
onwide sales campaign relatizg to single~line equipment duriag
riod. It should prove beneficial to ratepayers if Pacific is
osition to "piggydack™ on AT&T's advertising campaign by having
¥ equipment sales plan in place $o respond £0 resultant customern
iries.
As for the cost of Pacific’'s iaformational efforts, if the
Conmission properly estimates the take rate Tor a key equipment
prograz and sets prices to reflect the resultant transaction cost,

all suchk costs will be recovered through the prices of Key systems

sold. The general body of ratepayers will stand at misimal risk, and

will benefit to the exten: the sales program enhances Pacifie's
¢ash flow.

We find rompt izplementation of a key equipzment sales
program along the nes proposed by the staff would be consistent
with, indeed would complement, ongoing actions by tke TCC, would
protect the legal interests o0fF Key system customers, and would not
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2 a tariffed basi
beginning as s0on as is feasibdble.

3. Should the Staff Zxcepiions L0
Pacifiec’s Plan be Acdopted?

Zaving ceternzined that we can and should require Pacific to
iastitute a tariffed sales program for emdedded 1A Xey equipzent, we
X% must declide certaln ifssues critical to forzulating an

appropriate program. Most of these issues are related to the
exceptions which the s:taflf has taken to the sales plan forzmulated by
Pacific as ZIxhidbit 517. The starfrs excepiions %o Pacifie’s plan, as
sunmarized Iin the stafl? bdrief, are set forth iz Section IIILD. of
this opinion, sunra. The other malor issues are the deterzinaction
0f sales prices and assesszent oF competitive impacgt, matters of
particular concera to CTA, and the implications of our decision for
other telephone coxpanies, which is General's zaiz coacerz.

1. D2Pricing FTactor

We agree with the staff that the prices for exbedded
equipnent s0ld should be dased on zet Dook value, without application
£ any pricing factor other thaz 1.0. Pacific's reasons for
acvocatiag a higher pricing factors are unpersuasive. Acgeleratiz
Pacgific's recovery of capital invested in CPE is a3 welcome effect of
a sales prograz, dbut it is *c‘ the Commission's principal geoal.
Moreover, the regord sugges:s that a lower pricing factor might
generate suflicient additional sales to resuls in only a very slight
dizinution in cash recovery. As noted adove, we delieve 1A key
systen customers should be offered an opportuznity to purchase their
equipment on a tariffed basis prior ©o its deregulation as a means of
protecting the ratepayers' legal interest in the appreciation in
value of these pudblic utility assets. According +o this tionale,
the customers are entitled to purchase that equipment at a price
reflecting its net bdook value p us the ¢osts of sale. Marke:t value

o
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is not a relevant consideration, so loag as there is not an
unreasonadly adverse effect upon competition.

As we will discuss more thoroughly later, we are
uapersuaded by arguzents that sales of 1A Key equipzent bdased on net
book value will be z2aticompetitive. 70 begin with, pricing at net
book value, with the addition of appropriate factors Lo refleet all
¢costs of the sales prograz, avoids any legitimase clainm of predatory
econduet. ZIf Pacific’s costs are lower than those of its competitors,
there is nothing improper iz giving its customers the denefit of that
cost advantage.

Moreover, a regulated sales program at
to frustrate possidle efforis by the 3ell Systen
zovezent of key systez qustomers from present equipment into the next
generation of westerz EZElectric pooducts, a practice Xnown as the
installed bYase migration strategy. In D.93367 in this proceeding, we
expressed our c¢conviction "that Pacific did indeed emdbrace and pursue
the goals of the Bell Systexm zmigration strategy.". (D.93367 mizeo.

p. 161.) We found thrat:
"Pacific should 20t be allowed to adopt marketing
or pricing practices, the purpose of which is to
accomplish post-deregulation marke: positionin

-~ e i 2,
if such practices result in uzwarranted rates for
custozmers of iznstalled base equipzent or create a
residue of stranded investzent %o de recouped
frox the regulated operation's ratepayers.™
(D.93367, Fizding 65, mimeo. p. 21T.)

Requiring that 1A key equipment de offered for sale at prices bhased
on net book value, without adjustment dy az ardbitrary pricing factor,
will help carry out the purpose of that finding.

Finally, Pacific's suggestion that sales prices based on
net book value umadiusted dy a pricing factor might lead key systexm
customers into hasty purchase decisions is 10t a matter for concer:n.
Key systen customers are predominantly business exterprises, full

capable of calculating the pros and cons of a particular purchase

option and planning for their future communication needs. The market
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for business telephone equipment is a vigorous and highly competitive
ene, fully sufficient to inform such customers of the alternatives
available. Moreover, Pacific's expressed concern about hasty
purchases 1s inconsistent with its pessimistic expectations as to the

"take rate," suggesting that this is but a make~weight argumeat at
best.

2. Installment Pavment Plans

The staff proposes to provide for optional 12-, 18-, and 24-
month installment payment plans, in accord with the terams of
Pacific's single-line CPE sales plan authorized by D.82-08-017.
Pacific objects to this proposal, among other reasons, because it
does not wish to operate as a lending ipstitution and sees these
options as sacrificing the cash flow benefits of a sales program and
as requiring added preparation time and increasing program costs.

' Pacific's concerns impress us as outwelighing the uncertain
value of an installment payment option. There is no compelling need
t0 offer a financing service to the predominantly dusiness customers
who use 1A key equipment; businesses interested in purchasing such
equipment can be expected to have sufficient sources of financing
available to them. 7This difference in customer target group, as well
as the much greater purchase price per transactioa in this case, may
Justify departing from the terms of the single-line progran.

We also wish t0 avoid unnec¢essarily c¢reating contractual
relationships between Pacific and embedded CPE customers which will
carry over beyond the date of transfer of Pacific's embedded CPE
operations to AT&T. Moreover, it is essential to minimize features
of the program which will add to Pacific's preparation time. In view
of these several factors, we will not require provision for

installment payment options as part of Pacific's TA key equipment
sales program.

3. Warranty Terms and Options

No party objected seriously to the staff proposal that the
proposed equipment warranties of 30 days for in-place sales and 90
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days for sales frox inventory be exteaded to 90 and 780 days,
respectively. The stafl proposal is more consistens with induss
practice, provides assurange 0 customers %that their equipment is in
working order, is consistent with D.82-08~017, azd will be adopted.

The stalf also proposes az optional extended warrazty up to

ze year from date of purchase. 7This proposal presents the sanme
disadvantages as the installument purchase options -~ adding complexisy
to the prograzm, aznd thus extending Pacific'’s needed preparation time,

in¢reasing Pacific’s contractual commitments after divestiture.
Tie extended warranty option is 20t of such importance as to justis
these added burdeas to the sales program; the longer basi¢ warrazt
Periods should sufficlently protect purchasers. An extended warraaty
oprion will not be regquired.

General proposes a further option of purchasing equipment
with no warranty bdut at a slight discount. Pacific opposes this
proposal, dut calculates that the elimination of warrazty costs could
recduce the price of a2 typical three-~lize seven-statioz systex by
about $40. It is uncertain, however, t0 what extent Pacific might
remaia potentially liadle for equipzment failure even in she adsence
of an express warrazty, suggesting that Pacific's actual cost saviags

nder a 20 warranty sale might bYe sigzificantly less than indicated.
<o view of this uocer tainty, a 2o warraaty option will not bde
required. '

4. Disposition of Inside Wirin

The staff proposes that inside wiring associated with 1A
Key equipment be sold with the equipment as a unit, with the sales
price dased oz a pricing matrix derived from a sinmilar mastri

developed by Pacific for sale of in=-place wiring under its tarif?

L4 -

Schedule 161-T. This pricing matrix is set forth at page 11-6 of
Exhivbit 512. Pacific would prefer %o continue the present course
toward azmortization of Account 232 inside wiring iavestment, dut i

i

primarily c¢oncerzned £o assure re¢overy of all such investiment
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The staffl presents several arguments, which nhave been noted
earlier, in favor of the sale of insicde wiriag along with the 1A key
equipment. We find these arguzents persuasive. The inside wiring

e e b

assoclated with a stand-alone 1A Xey systex is distinguishadble from
the wiring 1 ©0 a single-line Ziastrument. I the case of a ey
systen th LS aa integral part of the equipment installed on
the customer's zises; purchase of the wire will leave the customer
ree %t make subseq“e. rearrangenents and will provide a ¢lear
¢emarcation of Fac¢ifi 2ility service obligations, both znow and
subsagquent to divestictu the inside wire will provide
Pac¢ific with more rapid : ver its Account 232 investment and of
the resulting reven recognized in D.93728. Sale of
rices of key systexms s0ld, thus
responding Lo coaceras about uadercutting competitors while remalning
faithlful %o the principle oFf sale at net book value.

We will require that ownerskip of inside wirizg associated
with a TA Xey systexm De conveyed t¢ the purchaser of that systeam, but
we nust determine whether the pricing matrix set forth ia Exkidit 512
should bYe used iz calculating the sales price of the key systen.
Pacific witness Gueldner asserts that the prices in this nmatri
"relate only $0 a portion of the total Account 232-02 iavestmenst
associated with stanc-alone T=A kKey," Lfailing to recognize the
poertion of that iavestnent assoeciated with the capitalized
installation of the A key apparatus iiself. Exhivit 516, at 35.)

The pricing matrix in the staff exhidhit 4is not a precise
stasexent of net book values drawn Srom Account 232. Such values
appareatly are not deterzinadble or a system=-by-systen basis. The
Ratrix does not "relate™ directly either to the capitalized c¢osts of
Installing insice wiring or to those of installing key eguipment.
Rather, it is the pricing table which Pacific developed for the sale
0f installed inside wiring assoclated with key systezs o 20 or fewer
stations.
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According to staff witness Louie, these prigces are not
vased directly on book values dbut rather on "the fair market value or

replacezexnt value for installing the wire...inclusive of station
handling, travel time, installinag, unpacking, tesstizng." (Exhidbis
514, at 7.) Louie testified thas an easry ia the pricing matrix
applicadle to a typical 1A Xey system "should be higher than the zest
Pook ¢ost of the wires™ dut he agreed that it is "a pretiy good
approximation ©f the total c¢ost izncurred dy the compazy when it made
the Iinstallation associated with this equipment.” Tr., as
15327-28.)

Further examinasion of witness Loulie clarified thas, cdue o
the amortization of Account 222 iavestment déginaling as of Qetober 1,
1681, pursuant to D.63728, the net Dook values reflected £in that
account will by znow z2ave deen diminished significantly delow origizal
installation ¢osts. The result would “e that pricing inside wire,
ageording to the staff's matrix, would result in a gain to Pacifs

- -
haad

Tr., ar 15333.) The staff witness suggested that special provision
might be made to reixzdburse purchasers for such overpaymeznt. It would
be preferadble, hewever, ©o0 address this prodlex directly.

The pricing 2atrix set forth iz ESxhibit 512 is an appropriate
vasis for pricing inside wirizg and other Account 232 iavestment
associated with Key systems ¢ be s50ld. Eowever, the matrix should
be adjusted to reflect the reduction iz the net book value of such
Investment curing the past Lwo yvears pursuant ¢ the ten=year
amortization schecdule ordered by 0.937238. A revised version of the
pricing matrix set forth iz Exhidbit 512, adjusted by recdueing each
eatry by 20%, is attached to this opinion as Appendix A. Inside
wiring sold together with 1A Xey equipment pursuant o this opinion
should be priced in ageordance with Appendix A.

5. Projected Take Rate

The stafl has accepted Pacifice's estimates of ¢raasaction
¢o3%ts in all respects except the projected take rate. The take rate,
i.e. the percentage of A key systen customers c¢ompleting the

7 -
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purchase of their systezms, is a eritical factor in pricing the goods
to be sold. Trazsaction costs will include expenses of customer
¢ontact work, the magnitude of which will vary incdependently or
partially indepencdently with the number of cozpleted sales. A
substaniial portion of transaction costs per compleved sale will vary
iaversely with the take rate. Thus, a higher take rate will mean
lower transaction ¢costs per sale, hence lower prices.

Tne staff projects a 25% take. Pacific's marke: survey
indicated a 17% take, but Pacific's witness discounted that estinate,
Tavoring a zuxzber closer to 15%. General poiats to its owz survey
results in 2g vl % of its key systezm customers would de
"very interested™ Iz pu ir equipment, and CIA's counsel
argues for a take rate as low as 5%.

CIA witness Fishman was far less definite <han its ¢o

- ot

sel
e

ol
in assessiang Pacific's markes survey. It was his opinion that th
study c¢learly overestizated poteatial sales, bus allowed oaly a rough
icea of what potexntial sales zight de. Tr., at 15485-85.) Thre
vestizony of otzer CIA witnesses, however, suggests a zuch higher
take rate. Iz fact, CIA's showing presents an izternal
contraciction. CIA contends that pricing key equipzment oz net hHook

-

value dasis will Ye anticompetitive because the offering prices will

be substantially below current market levels. ZA witness Horvath
testified that,

"...2 sales program such as that recommended by
the [staff] would seriously ecursail iaterconnecs
compazy sales of competitive equipment... I axz
certalin that sales of 1A key equipment at the
prices proposed by the [staff] will entrench a
significant portion of this market..."

(Zxhidic 521, at 3.)

Similarly, CIA witness Healy predicted that,

"Sales at the prices recommended by the stafs will
inevitadly have the effect of diverting most, if
2ot all, of our sales ia the 1A key marke:."
(Exkibit 520, at 2-3; see also Tr., at 15611.)
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I pricing at the staff-proposed level of net book value will have
effects at all like those predicted by CIA's witznesses, then th
perceat take will rave to bde zucek higher than CIA claizs.

The staff offers several reasons why the percent take
should prove higher than izdicated by Pacific's market survey. Most
izportantly, the survey emploved 2acific's propésed 1.5 pricing
factor. 3ecause the survey did indicate that customers'’ purchase

is price elastic, pricing at net book value should yield a

ignificantly higher take rate. saff witness Nagel used Pac¢ifice's

price elasticicy table to cetermizne the estimated take dased on the
staff's 1.0 pricing factor. Applyinzng the derived price of a typical
system 0 Pacific's table yields a2n estimated take of 20%.

The stall also asserts that Pacific's market survey did nov
provide enoughk iaformastion Lo the customer for the customer %o nake
an inforded decision in that the survey did not give the customer a
purchase price comparisen with his monthly rate, and did 20t explain
t0 the customer about the lupending deregulation. The staff alse
notes that Pacific’s survey did not iznforz prospective purchasers of

he stalf-proposed warraaty aznd/or optional warraaty nor of aay
installzent payment option. Moreover, the staff feels that the
public is now more aware of the changes oecurring iz the

Fo ks

telephone
iadustry than they were when the survey was perforzed in March of

1982, and 50 will be more inclined to purchase their equipment under
a regulated plan. The starfl emphasizes that AT&T's intensive
advertising campalgn to encourage purchase of CPE other thaz 1A Xey
systems should Iincduce greater awareness and Iinterest among key systen
customers as well, which surely will eaxhance the %take rate.

We agree with the staff that Iincreased public awareness of
opportunities to purchase telephone equipment, as well as nounting
public concern adbout future rate increases and unregulated pricing,
will lead mnore key system customers o take advantage of a regulated
sales program. Chapges we will order ir the stafll proposal tead ¢
cancel out their respective Impacts on the take rate (e.g.
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Lizmination of exteaded warranties and installment sales versus
reduced pricing of inside wire). Eowever, we note thas the stafe
apparently Qic not consider the shared equipzment problem in
developin ts take rate, and we recognize that the star?’
overestimated the take rate in =he sizgle-line equipment sale phase
of this case. Coasequently, in comsiderasion of all the evidence, we

will find that a 20% take rate is a fair and reasonable projection of
key equipmeznt sales under the plan we will aushoriz

6. Deferred Matters

Re stalf proposes that we defer consideration of the
iacome tax consequences and appropriate accounting treatment of
direct sales of XIS equipment, with these issues <o he considered in
Pacific’s pending rate increase application, A.83-01-022. Pacifi
would prefer to have these issues examined iz this proceeding. CIA
siresses tkhe need to defray income tax expenses associated with XTS
sales through the prices charged for the equipment. The staff favors
establishazent of a balancing account to reflect the revenue
reequirenents effects of a sales prograz and o acjust rates
aceordingly. 7racific prefers that an appropriate surcharge de
implexented concurrently with a sales programf

D.82-08-077 autborizing a sales program for siagle-line CPZ
contexmplated estadblishment of a Dalanciag account to facilitate
Pacific's recovery of prograz ¢osss. Iz October 1982 both Pacific
and the staff sudbmitted proposals for balaneing account procedures.
Therealter, however, Pacific included estimated mevenue requireneats
associated with the single-line sales program iz i1ts 1683 resulis of
operations studles in A.83-071-022. 3Both Pacific and the stafs
proceeded To offer extensive evicdence and testinony as to these
revenue requirements Iz the Iaitial phase of that rate proceeding.
The company and staff showings in A.83-01-022 rave clearly defined
issues as to accounting treatment and income %tax consequences ¢f the
single-line sales prograt which have substantial izpact on revezue
requirenents. We will determine those issue iz 4.83=01-022.
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Accordingly, we will defer to A.83-01-022 our consideration
ol the accounting and tax izmplications of the proposed XTS sales
prograxz. We expect that the issues will be the same as those already
heard and briefed in that rate proceeding. We note that the record
in A.83-01-022 evidences disagreement as to whether tax consequences
of the single~line prograzm will add to Pacific's revenue
requirezents. .In azy even:t, we expect that any such sax expease will
20t De of such magzmitude as to necessitate higher pricing of Xey
systens offered for sale. We will provide that the revenue
deliciency or surplus associated with the XIS sales prograzm will bde
cetermined iz the second pnase of rearings in A.83-01-022, based on
the resolution of the accounting and tax issves in the current phase
of that proceedinzg. ny such revenue cdeficiency or surplus will be

into account iz deterxining Pacific's revenue requirements for
ne fiznal decision in A.83-01-022.

Shou ¢ Sales ?rices for Key
aenphone Svs*é.s be Deternined?

All parties agree that sales prices for 1A key telephone
systems should be set at levels which caz be expected Lo cover all
the utility's costs, including its net invesizent
equipment and a sufficient allocation of all
progran. This is important not only 0 assure fair streatzent ©
Pacific, dut also to give Pacific adequate ineentive o pursue the
sales prograz vigorously azd, iz addition, to assure that competin
sellers of equipment are 20t uafairly disadvantaged.

7. Fermula for Cost Estimation

Qur decision to exploy 2 1.0 pricing factor implies that
the sales price for an in-place TA key system should de set at a
level expected to cover all the costs of sale, but no higher. Thus,
sales price should equal the estimated cost of sale. Pacific
presented a forzula for estimating the cost of sale in Exhidit 517, a

formula whkich was 20t challernged by ary party. The formula is as
follows:




£ Sale = (ZTstimasted Unis Cost x
Transaction Cost

Cost = Cost of Goods Sold =«
warranty Cost.
The formula & ~L : : tha:, strictly applied, it
Tails %0 provice : in the quanticty 0f equipnment sold by
incividual rate el s A zore useful variant of the
formula would be 235 £
cimated Cost of e = (Estizated TUnit Cost, x
Quantity,) - (Estizated Unit Costy x Quantitys)
“...+ (Sstizated Unic Cost, x Qua:tityn)
~ Transactioz Cost
where
Estimated Unit Cost, = Unit Cost of Goods iz USOC,
- Acm.nis.‘a,ive Cost + wWarraznty Coss.
£ the formula, the dasic factors ©0 be considered
quantisy of goods sold, administrative ¢ost,
warranty ¢ost, and transaction c¢ost.
2. Zstimated Unic Cosis

Both Pacific and the staff apply the same procedure to
gcaleulace the uzic cost of goods sold for a particular USOC as the
product of the annualized zmoathly rate for that USOC, times the
{iavestment <0 revenue »atio, times the net plant factor.
Caleulations of the uznisc cost of goods s0ld, per USQC, are set fors

n Exhibic 512, pages 6~4 to  6~15, and ia Zxhidit 517, pages 5-F-2
£0 5~F~6, for the staff and Pacifice, respectively. As compared £o
the stafs, Pacific's caleulations show slightly higher annualized
nonthly rates per USCC, an identical iavestment o revenue ratio, and
slightly lower net plant factor, resulting iz cost of goods s0ld
per USOC gezerally 2 %o 5% lower than the staff figures. The major
gifference, iz the zet plant factor, is due to Pacific's use of




slightly later data than the staff. 3Because Pacific's XTS assets
have 2ot been augzmented by zew additions since cdetariffing of znew C2Z2

- - e

took effect in Jaavary 1983 per Seconé Cozmputer Incuiryv, Pacific’s

L

later dacta rellects higher depreciatiozn acceruals. The staff accepted
Pacific’'s calculations as reasonable.
AS noted previously, CIA challenged the staff's
caleulations of the cost of goods sold oz several grounds, 2ostl
investzent o revenue ratio, as %o which bhoth the
ad Pacific proposed the sazme ratio of 1.12. We Yelieve the
staflf witzess adequately sudstantiated his procedure for caleulating
the cost of goods sold, and that his procedure is reasonadble in light
£ the limited acecounting records avallable. We zote that the staf’
procecure reconciles with total XTS iavestment, alter depreciation,
as shown on Pacific’'s books and is consistent with the procedure
adopted iz D.82-08-017. We will find <that Pacific's caleculations of

the ¢ost of goods s0ld, using the same procedure as the staff bus

-

with more recent data, provide a reasonably close approximation of

net book value per USOC.

3oth Pag¢ific and the staff propose Lo recover
adainistrative ¢osts through a percentage factor zmultiplied by th
cost of goods sold. taff proposed a factor of .0682 dut accepts the
company's proposed factor of .079. CIA favors Pacific’s higher
estimate. We will adopt Pacific's estimate.

Pacific estimates warraaty cost at $3.80 for each USOC
which represents a major rate element for 1A key systezms. The staff
applies a similar procedure, arriving at a $7 per USOC cost for its

90=cay proposed warraanty. CIA argues that the appropriate warranty
cost estimate would e $11.40 per USOC, three times Pacifie's

estimate for its 30-cay proposed warranty. This figure is consistent
with Pacific's estimating procedure and was later accepted by the
svaff., We will adops i=.

The adopted values for ¢ost of goods sold, adminis
¢ost, and warranty ¢ost add up to the appropriate estimated un
"costs per USOC.




estizmated uanls costs per USOC at pages
it 317 set forth the adopted ¢cost of goods
USOC as well as calculations of adminissrasive cost per USOC
the adopted factor with appropriate roundings. The proper
¢cost per USCC may be cderived £rom these pages as well, by
%he warranty cos shown iz ¢olumn E. Thus, the estimased
TS t0 Ye used iz pricing key egquipment ale should be
derived by adding, with respect <o each USOC,
columns 3 and D together with
E of pages 5=F=T7 %0 5-F=11 of

figure shown in c¢coluzmn

The sales orice of a key systez will be derived by
zulsiplyin estizmated unic costs per USOC by the quantity of
each USCC in the systez and addizg ¢o that total the appropriase
transaction cost. Thus, the final pricing elexmezt to bde determined

s the transaction cost per XIS sale.
3. %“ransaction Costs

The stafl initially estimated transaction ¢osts as varying
[

. between $210 and $250 per systexm sold; Pacific's estimate iz Sxhid
517 was $340 per systexm sold. 3oth estimates required adjustment ¢
reflect changed assumptions as to the procedures iLncidens 40 a sales
progran, iacluding custozer malilings and procedures addressing the
shared equipment problem. The staff eventually accepted Pacific’'s
estinates of the costs of various procedures +o bde covered by th
transaction cost, dut continues to differ as to the total transactlion
cost due to disagreezezt over projected take rate. A higher take
rate will increase soume transaction cost elements and decrease
others, while increasing the nuzmber 0L sales by whiek the transaction
costs are t0 be divided Lo deternine the transaction ¢osts per
completed sale.

We will accept as reasonable Pacific's estizmates of the
costs of the various procedures required to implezent a Xey equipment
sales prograd, but will apply to thexm estizates of customer response
consistent with the adopted 20% take rate. Cost estizates also wil

™ o o
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be adjusted to reflect a 650-day preparation ze and the use of onl

single maliling of an informational letter to prospective
purchasers. We consider that a 60-cay p*epa*a.io“ tine I1s feasidle
as a coxzpromise Detween the staff's 30-day estimate and Pacifice’'s
claiz to need 90 days, particularly iz view of our sizplifying the
staff proposal by eliminating the exteaded warransty and installzmernt
payzent options. A preparation time 20 longer thaz 60 days frozm the
effective date of this decision is essential 10 provide X7S customers
a realistic opportunity to purchase their equipment from Pacific. We
assuze a single mailing to customers bYecause that is all Pacific has
tize to respond to iz 1983.

3ased on all these considerations, we will accept as

reasonable Pacific's procedures for estimating transaction costs, ses
forth iz Attachment 5-3 of Exhibit 517. Pacific's estimates will bde

adjusted to reflect estimates of custozer response consistent with
the adopted take rate projection of 20%, a more precise estimate of
256,000 customer locations, a 60-day preparation fime, and ozly a

single informatioral mailing %0 prospective purchasers. These
adjustments call for increases iz certain transaction cost elements,
specifilcally the use of pore computer time, of more personnel %o
handle customer responses and requests for price quotes, and of more
computer terzinals to develop price quotes. The resultant estizmate
of traansaction ¢osts, in the format provided at page 5-3-2 of EIxhibis
517, is summarized in Tadble I, infra. We will find thast $320 per
completed sale is a reasoznable estimate of transaction costs
associated with sales of in-place 1A key sys:tems.




ABLZ I

QF IN=PLACE TRANSACTION COSTs
(?e- Purctase)

Customer Contacs

ta. Informational letter
. Custoz er Response Cente
1¢. Fira price gquote

id. Contact sales work

Subtotal

Valicdation and Updacze

2a. 2Pre-sale visis $ 46.83
2b. Post-sale inventory 135.00
2¢. 2o0st-sale marking 25.00

Sudbtotal $2C7.83

Total Transaction Costs $318.32

Use: $320.00

4, 2Prices for Sale of In-Place Svstens
A revised version of pages S5=F=7 %0 5=-F=11 of Ixhidbit 517,
reflecting the above determizations as to the various elements of the
estimated cost of sale, is attached to this opizion as Appendix B.

In=place 1A key telephone systems sold pursuant to this opinion
skould be priced in accordance with Appendix B. Table II, infra,
applies the adopted price elements from Appendix 3 to the example of
a typical TA Key systexm consisting of three lines, seven statiors,
and assoclated equipment Iincluding wiring. The sales price of sueh a
systex would be $1,380.




TABLE 11

1A KBY TYPICAL SYSTEM
3 LINES 7 STATIONS

“TR 38 6UB6S°Y

ADMINISTRATIVE WARRANTY
CosT COST TOTAL QUANTITY

/

b ¢ e=bictd f

e
o/ e &

$ - $ - $ -
36 39
55 T
‘th 80
105

SUBTOTAL

INSIDE WIKE

TRANSAGTION COST

TOTAL

Identification
Common Equipment - First 4 1inos per customer account
Line Card ~ Hold 11lumination and common bell line unit - por line
Set - 6 Button Sel ~ Touch~Tons Desk

Intercom -~ Dlal Select intercom single talk path ~ maximum 4O
codes - first 9 codes

Each Tntercommunicating line equipped for Touch-Tone
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5. Priciag for Sales from Inventory

Pacific’'s plan provides for sales from its iaventory of all
the items of key telephone equipzent offered on an in-place basis,
dut ozly %o the extent that stoeks of suck equinzent are availabdle.

A price list for sales frox Inventory is proposec at pages 6-21 to

\
6-25 of Exhidit S$17. These prices are either ideatical to or

slightly higher than those proposed by Pacific for {n~-place sale of
the saze equipment types, because they are caloulated by use of a 1.5
pricing faestor. Toey alse contemplate a trazsaction charge of $340
per K7S sale.

Despi
adjuscments ¢

te its advocacy of a 1.0 pricing factor and
o the trazsaction cost to refleet a higher take rate iz
vhe context of in-plage sales, the star? accepts Pacific’s pricing of
individual pleces of equipment for sales from Inventory. Apparently
the staff dellieves that the xey equipment customers' interests are
adeguately protected by offering them only thelr in-place equipment
o2 a net Yook value dasis, and that Lt is appropriate for sales fronm
inventory 0 de priced at levels closer to the zarket prices of
competing suppliers. We agree. DProceeds from iaventory sales in
excess of net boox value aad assoclated costs of sale should redound
T0 the bYenefit ¢f the general body of ratepayers.
Pacific’'s proposed price list for sales of key equipment
inventory Iis attached to this opinion as Appendix C. 1A key
equipnment sold from izveatory pursuant to this opiniorn should be
riced in accordance with Appendix C.
6. Pricing of Other Activities

Pac¢ific's plan provides that all post-sale maintenance
services will be performed on a time and materials dasis. The same
true of services provided for installation, growth, rearraagement,
removal of 1A key and ancillary equipnent, except for a
transaction cost of $50 per transaction for such activities and a
8.2% loading factor to cover Pacific's administrative and processing




Costs Wwhere labor ls performed for 2acific by an outside vendor. The
sane admizistrative loading factor is izcluded in Pacifie'’'s fully
assigned lador rates for all such services.

The stalf accepts Pacific’s method of calculating the
charges applicable to these aneillary activities as. reasonadle and
reconzends %that they be filed iz tariflf form together with prices for

ales frox inventory as discussed above. 7The 3%afT bhelieves that
customers should have this option of meeting growth and replacement
needs through purchase oz a tariffed basis. The staff would allow
Pacifiic o change any of the initial tariffs for the sale of
equipment or service with new tariflfs after the statutory period (per
General Order §6-A) by advice letter filing and with the filed
tarilfs to remain in effect for a zinimum of 30 days.

We agree that all prices a=zd charges related o Pacific's

equipnent sales prograz should be prescrided by filed tariffls

that all charges to customers shkould be In accordance with .hose

; Contrary to the view expressed by General, we are persuaded

offering for sale to custoners dy a telephone utilisy of CPE

acquired and previously exployed dy utilicty iz the brovision of
public utiliscy service and included utilisy’s rate base does
constitute a public utility service. Suck a sale offer should de
considered a regulated offering and so should be conducted on a
tariffed basis with specification of all prices and charges or clear
formulas for deterzining such prices and charges.

D. Would a Sales Prograxm Based on
The Teras Stated Adove Have
Unaccentable Effagts on Coxpetition?

Mzzy of the dramatic changes now oceurriag in
telecozmunications are intended to enkance competiti
iadustry. Iz particular, decisions of federal courts azd agencies
leading toward deregu;a.*on of the CPE Business and the Institutional
separasion of 3Bell Systex CPEZ operations from 3ell Systexm local
exchange telecoumunications services are Intexnded to ernkance

¢on in that
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in the manufacture and marketing of CPE. 3By c¢ontrast,
the primary goal of CPZ sales prograzs of the sort here proposed by

staf is not to promote competition, dut rather to ensure that
the interests 0f Pacific's ratepayers are adequately protected during
the traasition %20 a mere compe:itive CPE marketplace. The
Comnmission’s ¢oncern in ¢ idering adoption of a CPT sales planm %
not whether such a plan will zmaximize competition, but rather whether
the plan can adequately protect ratepayer Iaterests without thwarting
the trend toward a zore competitive C2Z industiry.

The Comzmission Ls obliged to take into account the
antitrust aspects of applications before It, and "must place 2
important public policy iz favor of free competition in the scale
along with the other rights and interests of the general pudlic."
(Northern California Power Ageney v PUC (1971) 5 C 2¢ 370, 37%.)
Moreover, the Commission must de concerned to avoid sudbjecting pudblie
utilicies under its Jurisdiction to sigzificant risks of liabilicy
for anticompetitive conduct. A CPE sales prograz laden with suek
risks would not protect the interests of Califorzia'™s ratepayers
Witnesses for both Pacific and CIA expressed concerz adbout

the impact upon competition of Commission initiation of a 1A key
sales prograz with prices significantly below the prices of
conmpectitive offerings. Z4 argues that setiin rices caa violate
the antitrust laws evezn where those prices recover ¢osts, citing
Transamerieca Computer Co., Ine. v Lnternational Business Machines
Corp. (9%h Cir. 1683) 668 7 2d 1377. IA contends that all competent
record evidence on the issue indicates that the prices recommended by

Doth the staflfl and Pacisic for the sale of 14 key equipment fall well
below the levels at which competing conceras are adble to offer
conmparable CPE.

Cut of its concera Lo prevent pricing of exbedded CPE at
rices "so dramatically far bYelow competitive equipzent oflerings,™
CIA supports Pacific's approach of factoring in an izerease in prices

at some level above costs iz order to fit its equipment iato the
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structure of competitive market activities. However, CIA contends
that Pacific underestimates coapetitive equipment prices and,
consequently, the level of the factor to be applied +o achieve a
proper price sirugture for 1A Key equipment. According to CIA, a
substantial increase Iz Pacific’s proposed »l¢cing factor is neecded
to bring the prices realized by it for 14 key equipnment zmore closely
in line with competitive offerings and t0 ensure that the retura from
the compazny’s sales prograz adequately offsets the ¢osts incurred by
it iz pursuiag TA Key equipment sales.

nsanerica Computer, %the only case cited by CIA,
concerned 2 ¢laim that a doxzirant computer maaufacturer engaged in
predatory pricing by repackaging existing products and offering thenm
at lower prices. Iz that case the distriet court 2ad held that the
dozminant supplier had not violated the antitrust laws, holdizng thas
prices adbove average total ¢cost should de conclusively presumed
legal., The appeals court disagreed, pointing out discretse
ecircumstances under which priciang adbove average ¢ost could be
predatory, 20stly as part of strategies designed to discourage new
marke:t entrants. Transazmerica Computer, supra, at 1386-87.)
The appea*s ¢court nonetheless held that:

£ the challenged prices exceed average cotal
cost, the plantiff z=ust prove by clear and
convineing evidence - L.e,, that Lt is hi ly
probadly true =~ that the defendant's pricing
policy was predatory.” (Id. at 1388.)

Applying this test, the appeals court affirmed the distriect court's
decision that the defendant zad not violated the aztitrust laws.

The court in Transazerica Computer defined predatory
ieing as o¢curring:

"When a company that controls a sudbstantial rket
share lowers its price %o drive out competition
30 tkat it can charge monopoly prices, and reap
mggzp?;y profits, at a later time." (Id. at
1
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We have adopted generous estizates of the various cost
elements Iinvolved in the proposed 1A XIS sales plan, including
several estizmates suggested by CIA, in onder 40 easure that sales
prices fully cover all Pacific's ¢costs of equipzens and of sale. As

noted previously, addition of a pricing factor exceedizng 1.0 zust be
rejected Iin order to protect ratepayers' legal interest in the
appreciation iz value of 1A key equipment during the years of
regulation.

we have no predatory int rleing Key systezs oz the
vasis of z=et dook c¢costs. It is nov L "o drive out
competition,” nor is there any prospecs Lfi¢, wkhen it
reeaters the CPZ zarke:, from scerateh, iz y Will bDe adble to
charge Donopoly prices or reap mozopoly profits. Nor will our action
enable AT&T to do so. Indeed, as noted iz our prior discussioz of
the priecing facter issue, implementation of a regulated XTS sales
prograz at this tize, exmploying prices appropriate froxz a publi
utility perspective, will tend %0 frustrate possidle efforts by the
Sell Systez to effect an azticompetitive iastalled base migration
strategy. Our coznclusion in this regard is consistent with that
expressed by the FCC in its Notice of Proposed Rulemaking ia CC
Docket No. 81-893, supra, at 17.

The evidence in this proceeding indicates %k t even the
sales plan proposed by the staff, with prices significantly lower
than those we will authorize, would have 20 zore than a margizal
izmpact on competing equipment suppliers. This i3 because an eabedded
key equipzment sales prograz is directed soward servizg a market
segament different froz those served by the equipment supplier
represented Dy CIA and its witnesses.

The vast majority of KIS subseriders, roughly 97%, have
systens of fewer than ten lines; about 80% have three lines or
fewer. The typical key system, used as az exazmple by all parties to
this proceeding, features three lines and seven %telephone




nstruments. The embedded systezs %0 be offered for sale are
entirely non-state-of-the-art electromechanical equipnens.

The competitors represented by CIA, in contrast, sell

zodern electronic equipment. CIA witness FHealy testified

s the developing area, where the nost bdusiness
opportuaities present theaselves. Healy stated that generally
speakizng the breakpoint for customers to "graduate™ £0 an electronice
systez is a nminimum iastruments and five access lines. CIA
witnesses Zealy and h conceded that reaching customers
with fewer than ten instruments was not a "zajor thrust®™ of their
businesses. 3oth acknowledged that they looked particularly to
custozers planning 0 relocate or oustgrowing their present systexzs as
the "classic” prospect for sale of competing equipment.

Pacific's custonmers who will take adwvantage of a KIS sales
progran will De predomiznantly small-scale customers for whoz a
sophisticated elegtronic systen 1s unecononice aand customers who are
20t planning to relocate or expand their fagcilities in the near
future. OQOthers will be unlikely %o find Lt ¢ their interest to
purchase the embedded equipment. Thus, the major cholce which a KTS
sales prograz will offer to customers will not be whether to buy an

exbedded Pacilfic systen versus a ¢ompeting mazufacturer's systez but

P

rather whether <o buy the exbedded systex or continue $0 lease it
from Pacific, and soon from AT&T. Thus, the only "eompesitor" which
appears likely to suffer a significant disadvanitage from prompt
igplexentation of a XTS sales prograxm is AT&T. This implies no
injury to the pudblic policy in favor of free competition. In fact,
inminishing the share Of the exzbedded key equipzment which ATET will
acquire iz 1984 should enkhance the cozpetitiveness of the CPE
zarketplace

E. What Should Be Reguired of
Other Telephone Companies?

General opposes the extension 0 it of azy sales progran
sodeled on the stalffl proposal. The staff does 10t see General as
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©0 the stalf proposals in th
av this point to advise whether th
en

AT&T, it is necessary to implement
rapidly as poss‘b--. Consideration
telephone utilities is less urgens.

is lnadequate %o determine whether other ze;ephone

be autaorized or required to implemens

- b

T. EHow Will Implemenctation of a X7S
Sales Prograz 3e Affected by th
Transfer of Pacific's XTS Assess

is proceeding and
proposed sales prograz should be

In view of the ‘*pe*d‘ 2g divestiture of Pacific from ATRT,
iavolving the transfer of Pacific’'s exbedded base of key equipzent
tle proposed sales prograz as
of cozparable prograzs for other
the present record
aies should
X7TS sales prograc.

©0 ATE&T?

we will require Pagific o

of exmbedded 1A Xey equipment at the pr

n over AT&T!

not prepared

-0

s providizng for sale
ices azd under h

specified in this opinion and in Appendices A, B, azd C.
does not deprive us of regulatory jurisdiesi

terzss
Zf the FCC

zanagenens

of “he exbedded base of CPE, we will require that AT&T adopt

VI. SALE OF ADDITIONAL MU

Nz ZQUIDPMENT

D.83-04-012, issued April 6, 1983, i
aore appropriate costing procedures

with the intention that the approved "coss

Pacific’'s future rate proceedings.

zulti-line CPE assets, especially pr
equipmernt.

AzOng the reasons for deferring considerasi
prograz for multi-line CPE other thaz stand-alozne
the Inadegquacy of Pacific's GE-100 cos
cdetermining appropriate net book values for such equi

. Pacific™s tariffs relating to the XTS sales program concurrently with
the transfer of that embedded dase from 2ac

£ a sales
1A Key systezs was
g methodoleogy for

roceeding, established
and private
ng zanuals™ be applied i=
Issuance of D.83-0L-012 set %x

stage for coasideration of the sale of

e service,

further portions of Pacific's
ivate brazez exchange (P3X)
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On April 20, 1883, zhe C21
Associacion (CEMA) filed a oz
e

“he C :mission o fix =

fornia Eotel and Motel
or

izzediate nearings Lo enadle
o

ic would be required
offer to custozers its in-place zulsi-line CPE other than Xey

systems. CZMi indicated that it would offer a2 qualified witness :0

show that "an izpressively nigh percentage of hotels navin

in=place
terminal equipment 0fF the older varl

Ty would have a serious Iinterest
iz purchasing sueh equipment at 2 reasonadle ¢cost.”

Pacific cpposed the CHEMA pesition, contending that it was
impraceical o0 seek %o hold mearings, rencer 2 declision, axnd have

-

Pacific implement a sales prograz within the eight months precedin
Pagifie’s divesticure from ATET. Pacific has asserted thas

Commission consideration of a sales prograz for addisional mulsi-l:

Tl va=lne
CPZ was unnecessary because ATET nad p*oposed 2 post=transfer 18-

zenth ice precictalility plan for 211 —p-ace business CPZ, a2 plan

a-readj approved in principle by i “cc in late April. Pacifi

interest iz sale %y
wels and zotels, as demonstrated »y Paclific's customer survey
results appexnded o Ilts filling

furtner contended wran CEMA lzgnored a lack of ins
e

v 16 to Pacifie’s filing by proposing 2

(DN

very compact schedule for hearing, decision, and imzplementation of a

further (2?2 sales program. CEMA disputed Pacific’s clain that the
sending TCC consideration of AT&T's price predicgtadilisty plan would
adequately protect California customers, and asserted that 1ts owz
inguiry ia2%to its mexbers' interest i: purcnasing zmulti- :*'e C?=
refuted Pacgific’™s customer survey findings.

On May 23 TASC filed a2 petitica analogous to that of CEMA,

Seeking an "expedited orcer" diregting Pacifi¢ co implexent a pl

for the sale ¢f telephone answering service egquipment prior L0
Januwary 1, 1984, and at net book values cozsistent with the

D.83-04=072 costing manual. TASC expressed parsicular Iinterest iz
the offering for sale of "wvintage" 557 and 357 switghboard

equipmens. TASC proposed that Pacific de ordered to zake a revised
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.of‘:‘ening by July 1 of this equipment reflecting the znew costing
‘manual, with hearings to be held ia late July and TASC given an
opportunity to submit a ¢counterproposal, followed by further hearings
{a August and briefls filed in early Septezbder. Oz Juze 20 Pacific
filed i%s opposition to TASC's petitiozn, or grounds virtually
identical %0 those upon which 1t had opposed ¢hat of CEMA.

Oz July 11 the staff filed a reply supporting both the CEMA
nd TASC petitions. The staff considers it izmportant to allow these
customers to0 purchase their present equipzent sO that they will bde
able "to make considered judgments as to the next geaeration of
terninal equipment,” free of the pressures of the installed bdase
migration strategy. According to tiae stall the principal deterrent
Lo effecting sales of the in~place ?3X equipment of concern to CEMA
ad TASC is the price which Pacific would ask. The stafl suggests,
in line with TASC's petition, that the Com:i;sio: ¢irect Pacific %o
file tariffs providing for sale of this equipzent at prices dased on
the costing procedures specified in D.83-04-C12 plus reasonadle
charges for processing the sale. The stall notes that all such
equinpment must, in any event, de valued iz Racific’s current rate
proceeding (A.83-01-22) according to the D.83-04~012 costing
procedures, so that Pacifiec should be iz a position To file sales
tariffs expeditiously, subject to prouwpt acceptance or protest of
such tarifls by interested parties. Apparently the staffl sees no
necessity for hearings to be, scheduled o review suck tariffs, except
Possidly iz the event protests are flled.
On August 1, 1983, Pacific filed 2 response to the stalfs

reply, deaying that cost studies dased on D.83-04~-012 had been
subnitted in A.83-01-22 and, therefore, that Pacific could promptly

file tariffs 0 sell it PBX equipment based on the approved costing
methodology. Pacific criticizes the staff proposal for not dealing
with the points Pacific had made in resporse to the CEMA and TASC
petitions, and argues that the time required %o ixplement a PBX
equipnrent sales prograz, iacluding the review of protests likely to

- e

- 56 -




be generated, would leave "essentially no time iz which customers
could react to a sales offer"” prior to the %transfer of such equipzent
0 AT&T in January 198&4. Pacific reiterates its concern about it aznd
the Commission expending resources at this tizme to forzulate a
progran for which there is minimal customer interest and which
duplicates elforts already well underway before the FCC. Pacific
also Questions the staff's argument that purchase of ia-place
equipnent will leave subscribers freer 0 ¢Choose among the nex:
generation of teraizal equipzent; rather, a hasty purchase zight
"loek in"™ a purchaser and hinder later opporctunities.

wWe agree witkh the staff, CEMA, and TASC that it is
appropriace to make availabdle to P3X egquipzmeznt customers a purchase
option comparable T0 that which has deen offered %o single-line CPE
custoners and wkich we are tocday authorizizng for stand-alone 1A key
equipment, at least iasofar as adziaistrative and tranmsaction cos%s
assoclated with such sales can be Xept to reasonzble levels. Th
procedure suggested Dy the staff, by which Pacific would develop
cariffs bYased on the Commission’s approved costing zmazual sudbject o
possidble protest Dy interested customers, appears o offer a3
ninimally burdensome, yet workadle, approach to the task, suitadble to
the relatively sophisticated and well-represented character of the
23X equipzment custozer class.
We are, however, reluctant t0 izpose on Pacific the burcen

T iaplementing yet another CPE sales program at this date so near to

the Iizmpendiag divestiture. 2acific¢ has asserted, plausidly, that the

cost studlies required to implezment a 23X sales program 2ave 2ot been

donme. OQur own resources to forzulate and moalitor such a program are
severely limited by responsibilities of broader izport. We are also

nesitant to divert Pacifice's attentiorn from the promptest possidle
implementation of the XTS sales plan we will approve today.
Moreover, there appears to be insufficlent time to izplement 23X
equipment sales before the Jazuary 1934 divestiture date. We will,
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Pacific nas dedicated its (2%, including stand-alone 1A
telepnone systems, to the publie service, for use by custozers iz
receiving and transzistiag telecomzmunicasions.

5. A zmancated proaraﬁ for the sale of emhedded CPE is a master
cognate azd gerza Lo the regulation of telephone companies.

6. 1In p-esc*‘b-“g a CPE sales prograz, the Lommission is
setving the terzs of coniragts that d:rectly alfect service %o
ratepayers.

. The present syssez of sariffad leasing of CPZ will soorn
tion of ratepayer

s <
8. Tre Bell Svs.e“ cozminates the zmarke: for stand-alone 1A Kevy
telephone egquiszens.

9. Stand-alozne 1A key selephone equinment is the most
sudstantial category of CPZ whieh AT&T has chosen 20t 0 offer for
sale under its price predictadbilicy prograz for detariffed exhedded
CPZ proposed %o the TCC in CC Dogkes No. 87-863.

0. It is likely that =i C will approve early detariffing of
=ost or all embedced CPE.

. The regulatory schezme which ras governed the prevision of
CPZ has placed the risxk of lLoss of capisal value on-shae ratepayers.
i2. A requirement that Pac¢ific offer its emdedded 14 rey
telephone equinment for sale on a tariffed dasis can provect the
Legal interest of XTS custozers in <thas equipzment.

°3. ?acific's prior experience with a2 sizgle-linme CPZ sales
plan should shorsten its tasks in izplementing a XIS sales prograz.

T8.  Availadbilisy of a XT$ sales program ia the later monshs or
1683 will tend %o remedy gonfusion anong custozers.

5. A KTS sales program with prices set at zppropriase levels
stands o dbenefis the general boQy of ratepayers and will subjecst

them %o minimal risk.




i. ALJ/3t : ‘

gegu ated KTS sales progranm with prices based on net Yook
tend to frustrate possidle 3ell System efforss %o
zplement :he so-callied Installed base =migration strategy.
17. Pricing in-place XTS equipzens for sale %o present
cusvoners on the »asis of nest book value PLUS appropriate factors +o

value* wi

'.l

reflect all costs of the sales progran will not bde aaticozmpetitive.
18. ?2Prices for exbedded XTS eguipmens sold in=-place should bde
basec on net book value, without appiication of 2y pric¢ing fasto
other than 71.0.
19. & 60-day preparasion time should e acdeguate prior <o
Pacific's izplementation of the XTS sales plaz we will aushorize.
20. The iIzssallment paymens optlons proposed by sthe staf’
should not be required.

-

‘. The longer warranty perlods proposed by whe staff are
reasonadblie, but the stalf-proposed extended warranty option and She
A0-Wwarranty option propoesed by General should not be required.

22. Inside ';ri:g associaved with XIS equipzent is an integral
part of the equipment installed oz the customer's prexises.

23. 7Purchase of the inside wiring associated wish X7§ eguipment
will leave the customer free ©0 make sudsequent rearr ngements aad
will clearly demark Pacific’s utility service obligasions.

25%. Sale of inside wiring will accelerate recovery of Accouns
232 iavestzent.

5. Sale of izside wiring will iserease the prices of key
Systexms s0ld while remaining faithful to the prizcinle of sale 2t ne=x
book wvalue.

26. Inside wiring associated wih X7S equipzent should he sold

with the equipmezt at prices dased on She matrix set forzh in
Appendix A.

2T7. A 20% take rate is a f2ir and reasonable projection of key
equipment sales under %the plan we will aushorize

b ande o e

- 60 -
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28. Zvidence presented By Pacific and the saff in A.83-01-22
has clearly defined issues as t0 accounting treatment and iacome tax

e e P v

™ok Wk es o o

consequences of the single~line CPZ sales prograz which substantially
affect 2agific’s revenue requirenents.

29. Tax consegquences of XTS sales will no%t Ye of such magnitude
as o require higher pricing o0f key equipzent than under the plan we
will authorize.

30. The latter et forth 2%t page 42, supra, is
appropriate zeans of d : the ¢ost of sale under a XTS
plan.

37. Pacific's calculations of the COsts OFf g00¢s sold provide a
reasonadly close approxization of zet Doox value per TSQC.

328. Pacific's estizate of az administrative ¢ost factor is
reasonabdble.

33. An appropriate warranty cost facto
Pacific's estinase.

3L, $340 per completed sale is a reasonable es

Lransaction ¢osts assoclated with sales of in-place key systens
uncder the plan we will austhorize.
In-place 1A XTS sold pursuant =0 this opinion s
acecordance with Appendix 3.

les of stand-alone TA ey telephone equipment
should e based on a pricing Tactor zmore rellective of the

market prices of competing suppliers, bhut proceeds from such sales in
excess o0f costs should redound to the bYeznefis of the general bdody of
‘ratepayers.

37. 1A key telephone eguipment sold frozm inventory pursuant
<his opinioz should be priced in accordance with Appendix C.

38. ALl prices and charges related t0 Pacific's XTS sales
progran should bYe preserided by filed tariffs.

39. Sales prices for ey telephone equipment under the XTS
sales plaz we will authorize are dased on generous estimates of




A.5084G e% al. ALJ/St

various cost elements, in order %o ensure that sales prices fully
cover Pacific's equipment and sales costs.

40. This Commission has no predatory Intexzt in pricing Xey
systems on the basis of net DOOR ¢osts.

47, There is no prospect that Pacifiec, whez it reenters the CPZ
market Lz 1084, will be able to charge zonopoly prices or reap
ROROPOLY profits; nor will this decision enadle ATIT 2o do so.

L2. n exdedded XTS sales prograz serves a2 zarket segment
¢ifferent than those served by incdependent CPE suppliers.

23. The vast zmajority of KTS subseriders have systems of fewer
than ten lines; adous 809 have zhree lines or fewer.

LU, AllL embedded key equipzent 0 be offered for sale under the
plan we will
equipnent.

L authorize is noa-state-of-the~art eleciromechanical

5. ZIndependent ; i iy = »a eleectronic
KTS equipment; their

with ten oOr more lines and planniz T0 relocate or outgrowing their
present Key telephone systens.

L6. Cus:omers who will take advantage of Pacific’'s XTS sales
prograz will be predomizantly small-scale eustomers for whoz an
electronic systexm is uneconozmic and who are 20t planning %0 relocate
or expand their facilities in the near fulture.

7. The only competitor likely to be significantly
cisadvantaged by the XTS sales plan we will authorize is AT

48. Diminishing the share of exmbedded key equipmens which AT&T
in 7984 should enhance the competitiveness of the CPE

s mere urgent to Iimoplexent a XTS sales prograz for
Pacific than for other %elephone utilities in Californi

-y -

50. It can be seen with certainty that there Is 2o possidility

the sales plan we will authorize may have a significant effec:
on the environnent.




V/’

-
-
-
-
bl
-e
-
v

he
der
effec

o’ -
- o
in orde
<

-
-
-
-
L)
- ed
ey o

ed C?2 =0 =

& soon e
¢

easonable
federal

-
-

nature

yiag ©
anéd TASC petitions alte

=
-
.
e -’
Wi

consinved
deficile

-C

»

erwise wou
%
escribe <he werzs ©
exhed

-
-

S %o vake advantage ©

)
(V2N

¢ a telephone c¢ompany uw
&

sale <0 cussecmers
© 3

-
-

CzNM

or <ke accomy

-

-
seome

< -

which 0%
¥

er o
Located hew

he
equ

Hs hdd
-2 U
L -
- 14
[a 4 -
Cﬁ: -
ooy o -
WeaWw e W
w
-t
-
- -
1

-
-

-

&

L
4y
o
5
LY
S

on ©
~rans
be a
0 The
ogss oF

e nhas been ipplemenved.
e

ons o

&
n
-
[
-
-
ec

g
's X
o
Qzgses on
é

=€
L2
-
-

e

4
0
Prograx wouléd not confl
o
‘a
°

-
-
]

¥

£
e effec
-l
C_ X 3
L
n
sh
<*> "
- e
on

e
eporwion

-
-
-

-
o
ecwl

-
'
-

e Pacid
n

unreg:
-
-

0 0

SZ ©

edded CPZ.
st

ok )

Sue
dos}

b
urisdicTic
or

.

-
-

s

ALS/3e *

inmedin

£ Taw
<o an

ns

?
ne i
e Co

om
0 enad
sferred
o)
bore %

R al
Tre accompanying order should be

-"

“

“
v
enh

-
-

-
v

Conelus
an
Tegu
contrae
as

.

52.
S
suen

-
-l

-

-
oo
-

necessary:
divestitu

o

A.59840 e% gl.




N\

Ll
L

d on =z

o
-
-
Ll

o

o accoun

b o%R0)

[
3

roceeding,

evan<T
2i5 0

1
v

-
-

W

.

he

ency or surplus To be taken in

¢'s 1984

on in 4£.8%3-01=22.

2 be conéue

L4

L o
gy

™
A

nas¢e O

P
wnich sho

ol
vomers by =2
==

e regsolution of re
e

C2D

-

oyed by shat utility in providing

Q.Ccus

-
&
-
- 'L

evenue
-

e curre
enP

-

.
-

§ o e
o ae

X2Z

y funetion,

ps
-
I

- -
e recuired 20 implexens z

ie
wely

ce and incluéed
o]

o> sale

-

o
-
-

sSoues

7 such revenue def

-
4

o

ering

ired and drev
¢ should

1. ALI/ie
and wax
ning 2ecif
e 0-""
- e
Tae

M
e

- b
e
-

<

-

c
-

28

b
ac
¢ wtiligy serv

+

ed hesis.

2y
L]

-
A
-
3
]
2z

s

03
Cpubli

LT

o

.
Wah
-
-
- e
.

-

o<
L
-
-
-
-

A.5898490 et &
v

agceouy
dec
o)

w
-
L4

0 The Con
aiTecvs

—
v

o
novLee

deys'

-

an five

-

-

v as

ege

(s

one

-
-

stzand-zl

i
w
-

n
-

ve oa
N LT
es Ps Qb. LS -O

otn

-

Sa.

.

om Tne

< +
decision,

.
-~
Le

-~
v

"
e

5

n oconforzivy wis

o
-

—ens

120

&
-

atsached

ne

-
Lad

n

-

AL
-

in accordance

-
es

X

'

-

vpend

A
-

M

»



A.59849 e al. ALJ/3:

)i
-~ o

Pacific shall, withia six

£,

thi £il
resules of the sa2les prograz
analysis of the guantity and
take, and the net

5. yr
associated wist
ed
the resolution of
phase of th

<0 be ta;

-

-

s deg¢ision, with ¢ iss

types ©

gain or loss to Pa

venue defl

ﬂ
A

icienecy or
T

< -
L X ]

-l
b i

he deter the second phase of

- ey
W iy b

relevazt accoun
T progceedin any s
Kez into account in dete
the fizal cdecis

This order
Dated eFp T 1983

, With

wmd
-

:
-0z

b(‘inC: ne cessa

2ot pariicipa

orized by

the sales progran authk

-

e

< -
- ol

effogtive date of
report detaliling the
decision, including
sold,

ool
-
o+

-

on staf’

=l

£ equipnens the percent
cific.
surplus for ratemaxiag purposes
this decision skall
A.83-01-22, hased on
g and tax issues iz the current
uch revenue deficieney or surplus
ng Pacific's 1684 revenue
A.83-07=22.

orizecd by
hea gs &

i -

L)
- iy

ey

is effective today.

t San T California.

y zcisco,

SEORARD M. GRIMES, JR.
President
TICTOR CALVO
PRISOILILA C. GREW
DORALD VIAL
Coxmizsionors

LD'O?

A '\f..




APPE.( A

THE PAGIFIC TELEPHONE AND TELEGRAPH CCHPANY
Prioing Matrix for Sale of Hon-Inventoried in-Place Inside Wiring
1A Key Telephone Sysltem

- - — -

No, of il Comnon Answrg, PointiOne Common Answry POintiiwo Common Answrg Polnt
In-Place Hiring 1~ Statlon Cable Slze t__ Stalfon Cable 5izé s Statfon Cable ‘sgj‘ze'
Faoilities 16 Proi2 Prilh bri25iPrtl Pril2 Prilf PridsiPr tb Pri 12 Prilb Pridse Pr
(e) Q;% () K ) (w

(a) (b) (o) (d)
2 30 ZZ 51 89 103 122 151
32 07 8 72 89 103 122 151
10 59 8h 90 89 103 122 1)1
52 97 107 15 11y, 89 103 122 1pl
60 89 126 164 2 133 97 116 14,0 164
76 111 154 201 162 1y 138 169 201
88 129 178 231 185 126 155 193 232
105 150 207 268 214, 12 178 222 269
121 13 236 304 242 158 199 250 305
gy 202 213 355 298 221 268 325 392
160 225 302 392 321 231 290 354, 429
172 22 325 422 351 29 3 378 458
188 264 354 458 380 265 330 406 49
211 294, 390 509 116 288 359 WD 5h5
22y 316 K19 546 M5 30), 381 72 582°
250 b6 K56 597 1,82 327 KO 508 633
262 363 Nty 628 506 339 K28 532 66)
28 385 508 664 3 356 150 561
302 Al 5K 7ML 51 378 K80 598

TTT 39 6865V

juh e e,

E1Y4ws 74

3

21 and above, price for
each additional unit 18 24 31 L1 33 22 28 3

(EHD OF APPEUDIX A)




A.59849 et al. /ALI/:ie

APPENDIX <3
rage L

LA=KEY-AS=-VAIN
SOMMARY QF ESTIMATID CONIT COS7TS
IN=2LACE SALES

Coze of Transaction Admin. wazzanty
Coods Sold Cost™ Coct Cost
(s) (S) 5) {s)

3 C D E

— -— — -—

12.00 ¢.00
7.00 0.00
2.80 0.00
4.00 0.00
1.90 .00

15.00 1.40

15.00 11.40

13.00 11.40

.2.90 11.40

49.00 1l.4C

49.00 LL.480

10.00 1l.40
9.50 ll.40

59.00 1l.40

59.00 11.40

72.00 11.40

71.00 11.4¢
8.25 ll.4¢
8.00 11.40
8.75 .00
9.00 .00

12.00 0.00

12.00 0.00

~20.00 11.40
1.30 0.00
3.30 0.00
5.75 .00
2.0 0.00
1.80 0.00
0.00 0.00
3.30 0.00
3.10 0.00

120.00 L1.40

36.00 0.00

120.00 1l.40
4.50 0.¢0
4.10 .00
1.00 0.00
1.00 0.00
1.00 0.00

89
25
Sl
24

17

42

74

39

23

3

42

39
1.500
455
1,500
57

52

13

13

i3

0
0
e
0
Q
e
Q
0
Q
0
0
¢
0
!
0
0
0
0
0
0
0
0
¢
0
0
0
0
o]
0
¢
¢
0
0
0
0
0
0
0
0
0

*Iransaction Cost £or 1A Key-as-Main = $320 per system.
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APPENDIX B,
rage 2

LA=KEY=AS=MALN
SUMMARY QF EZSTIMATED ONIT €OSTS
IN=2LACE SALZS

Transaction Admin. wazzanty
Cose™ Cost Cost
{S) {$) {$)

£ 2 E
.00
135.00
8.C0
10.¢0
.00
11.00
12.00
2.79
3.3¢
2.40
i3.00
12.00
1.70
0.00
.50
135.00
135.00
2.20
2.10
l.70
1.70
7.75
8.25
11.00
11.00
L.C0
.20
5.50
10.C0
8.25
8.25
14.00
1.70
1X.00
17.00
.30
1.7¢
9.00
.70
11.00

0
¢
Q
0
0
0
0
0
¢
0
0
Q
!
¢
¢
0
Q
0
Q
0
¢
0
Q
0
0
]
0
0
]
0
0
0
0
0
0
0
)
0
0
0

*Transaction Cost for 1A Key-as-Main = $320 per system.
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APPENDIX B.
Page 2

‘.’ ) LA=REY=AS=NMAIN
SUMMARY OF ESTIMATED UNIT COSTS
IN=PLACE SALZES

Transaction Admin. warzanzy
Cosc™ Coct Cost
{53 (5) (S)
[ 2 E
9.00 0.C0
9.00 .00
8.25 0.C0
7.75 1l.40
8.25 11.:0
10.00 11.40
10.00 11.40
11.00 11.40
11.00 1l.40
1.8C 0.00
4.50 1l.40
1.90 1l.40
1.90 1l.30
4.90 11.4¢0
2.20 1l.40
2.20 1L.40
12.00 11.40
12.00 lLl.40
10.00 £.0¢C
10.00 0.00
8.75 11.40
9.00 11.40
10.00 0.00
1%.00 0.00
13.00 11.40
14.00 11.490
4.90 11.40
4.90 l1.40
4.50 11.40
4.50 11.40
1C.0¢ 0.00
11.00 ¢.00
9.00 0.00
9.50 £.00
11.00 0.0Q
12.0¢ ¢.00
5.75 11.40
5.25 11.40
1.70 .00
11.00 S 0.00

Q
Q
e
!
0
0
]
e
ol
0
o
0
0
0
0
0
0
0
0
¢
0
g
0
¢
0
0
¢
0
o]
0
3
0
0
0
)
0
0
0
¢
0

TTransaction Cost for 1A Key-as-Main = $320 per systenm.
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AFPENDIA B
Page 4 °

LA~KTY~AS-MAIN '
SUMMARY OF ESTINATED GNIT COSTS
IN~PLACE SALES

Transaction Admin. wargzranty
Coze™ Cost Cost
({$) ($) . {$)

C E

0
¢
¢
0
!
¢
¢
0
0
¢
0
0
0
0
0
e
o
0
¢
0
0
0
¢
0
0
o
o
0
0
0
0
0
0
0
]
0
0
e
0
Q

*Transaction Cost for 1A Key-as=Main = $320 per systenm.
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APPENDIX 3
Page S

LA=KIZY=AS=MAIN
SUMMARY OF ZSTIMATID UNIT COSTS
IN=PLACE SALES

Trzansaceion Admin. wazrzaazy
Cose™ a2 Cost

2 < E
105
128
125
145
23
51
34
9
78
14
15
15
1,200
185
93
93
62
78
1S
28
35
62
47
57
100
110
125
330
270
300
108
16

11.40
1l.40
£.00
9.00
11.40
0.00
0.00
0.00
0.00
0.0
.00
0.00
11.4¢0
0.00
£.00
11.40
1L.40
Ll.40
11.40
11.40
11l.40
0.C0
L.40
0.00
0.00
¢.00
0.00
0.00
0.00
0.00
0.00
0.00

0
o
¢
¢
0
¢
¢
0
0
0
¢
0
0
0
o}
0
b}
e
e
0
0
o]
0
0
0
¢
e
0
0
0
]
0

vIransaction Cost for 1A Key~as-Main = $320 per systen.

(END OF APPENDIX 3)
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APPENDIX C
Page 2

PRIC=. LIsSTT

ey 4
ROV INVENTORY

RIY~3
I-C
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X&6~-2
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S6AA
=37
=3
3C
ecia)

-

50
Xc8
XCA
XC3

paiad

*TRANSACZION COSTSs =0 = PIR SYSTZM
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*TRANSACTION COSTS TCR XEY = 8340 23R SYSTZX
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(CCTA) (1972) 73 C?UC ; Pacific contends that the Commission's
»ole in the taking of utility property for public use is
inited Dy statute to valuing the property. with the decision whether
a taking is justified bDeing lefs to the courts. According to Pacific
the Commission's authorisy under Public Utilities (PU) Code § 851 is
linited to approving the sale of public utility property, and does
not extend o reguisizg such a sale. The Commissioa'’s broad
regulatory powers under PU Code §§ 701 and 729 are limited to actloas
"cognate and gerzane" to the regulatiocn of public utilities and so, B
aceording to Pacific, are limited by the extent of public utility use’”’/
t0 which Pag¢ific has dedicated iLts proverty. 1 icAargues
that a sale order would have the effect of a’ taki y roy for a
orivate use, which exceeds the dounds o the rig
domain recognized Dy the fecderal and state Con
The positions of Gezneral and CIA are stimilar to that of
Pacific. 3otk contend that the Coannmission latks legal authority to
require Pac¢ific %o offer for sale terminal equipment which Pacific
does not wisk to sell. General especialy relies upon statexments of
the California Supreze Court defining the limits of Commission
authority in Pacific Tel. & Tel. Co. v Eshleman (1913) 166 C 640, and
Pacific Tel. & Tel. Co. v vz.b:ic/u ties Comm'a (1950) 3t ¢ 2d
822. Like °acific, General e hasizes that the Comzission's
‘§*egula*o*y aLQNo ity does nof extend to requiring a public utilicy
devote ics property 0 a use other than that to which it has deen
dedicated, ci:ing'Cal. Waé;r & Tel. Co. v Public Ttilicies Comm™n
(1959) 51 C 2¢ 478, as\fﬁll as CCTA and EZoloeard, supra. CIA
likewise sees the focal »oint of discussion to0 be the question of
dedication, arguing éga: Pacific "mas not dedicated itselfl to sell
place terzminal equipment,™ s0 the Commission lacks authoriiy 0
require such sales.

CRA/TCA, TASC, and the s:taff take a comnsiderably broader
view 0f the Commission's authority. On the issue of federal
preexzption the staff contends that the feceral Communications Act of

-7 -




. ordering a sales prograz, because it would amount to the Commission
undertaxkiag the management of the utility's property. Iz that case
the California Supreme Court held that the Comzmission lacks
Jurisdiction %o presceridbe the terms on which a utility may contract

5 parezt corporation. However, the Court clearly
Iskhed contracts and practices affecting the ustility's
T0 ¢consumers from those affecting its relationship
suppliers of zaterials and services. Indeed, the Court noted w
approval degisions in other juriscictions which recognized regulato
control over contracts "thast directly affect the service the r
a particular rate." (34 C 2¢ a: 8281§6.)
T sales prograz, we are setting the terms of
consracses irectly affect service %o ra:epayeﬁgi

STAFF PROPCSAL FOR SALE OF 1AATY SYSTEIMS

e ot b s

The stalfl presented its proposal/of a prograz for Pac
sale of 1A Xey telephone systems through ZxBidit 572 and ¢k
testinony of staff financlal examinern Vao_-, Nemecek, and Loule.
The staflf proposal was based upon imitial filings of proposed plans
for the sale of all multi-line terminal equipment made dy doth the
staff and Pacific on Maren 1, 7982, and upozn several supplements o
Pacific’s plan filed laser 12 1682. Exhidis 512 does not in itselsd
presgent a full des¢ription /; the staflfl proposal, dut is devoted
mainly %0 discussiozns of/specific elements of <the proposal which
differ from features of /Pagific's previously filed zulsi-line sales

/plan-/**'- s 7

Pacific subsequezntly filed a revised version of its multi-
line ternzinal equipment sales plaz ¢oafined solely to Key telephone
systens. is S% and-Alone 1A Key Systems Sales Proposal was
introduced iato ev*dence as Ixkidit 517 and portions thereof were
sponsored by Pacific's witnesses Lewis, Parrick, Myers, Gueldzer,
Darl. Exhibit 517 thereafter was treated as the basic sales plan
proposal, with the zumerous alterations proposed by the staf?
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thereflore, 20t require Pacific to offer its in-place PBX equl
for sale Lo customers at this tize
wWe do not, however, determine that the petitions of CEMA
and TASC are without meric. To the contrary, it is only the pressure
O time and the complexisty of divestisture implementation which
prevent us froz acting favoradly on those petitions. To the extent
that we retalin regulatory avthority over the in-place ?3X equipment
nich Pacific will traznsfer %0 ATET at the :ime oL divestiture, we
84 2o reguire that ATE&T implement an app“opria*ﬁ
sa.les program for such equipmens based upon this Commission's™
approved costing manual. We have filed comments wi:: e TCC in i:s
Second Comouter Incuirv - izmplementation procéedi g»/Docke* Ne.
CC 81-893, requestiazg that she FCC nos ”de*a*“sy/’mbedded CPE until
state authorities have had a reasonadle opponfunity o izplement
egqulpzment sales prograzs. £ the FCC hee that reguest, we will be.
able to respond positively %o the CEMA fé TASC petitions after

¥
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Tor that reason this decision will

L
Tindings of Fact
7. EIEzbedded CPZ is that/equipment or inveatory owzed by a-
telephone company which was riffed or otherwise subject to the
Jurisdicetional separations/process as of Jaauvary 1, 1683, inmeludiz
terminal equipmzent on customer prexmises or Iin utility Lanveatory oz
that date )

2. For this Cpmmissio; to mandate a sales progran for
Pacific's exdedded CPT would nebther—contlict~uwith—federal regulatony.
Jurisdieeton noR dissupt the FCC's plan for deregulation of the CPZ
zarketplace.

3. This Commission's cozsideration of a CPE sales prograz is a
regulatory response t0 current and impendizg changes in the
telecommunications marketplace.




'51. A izmediate effective date for the accozpanyiag order
necessary to enable Pacifi¢’s KTS customers to take advantage of
sales plan we will authorize.

2. The accompanying order should be interim iz nature in order

rther coansideration of the CEMA and TASC petitioas af
has been Iimplemented.

the Commission's authority under 2U Code
and 762, it zmay require a telephone compasy uader
n to offer for sale £o customers a%t a r?i;odéble

CPE which otherwise wourld soon be
L0 an unregulated affiliated co“poraufg:.

2. It is within the regulatory au*“orb.y of this Cozmission 0
reguire Pacific %o iAQ?“ embiifed C”T <o > Z
cariffed basi /~4fz;. aj%di; /iu/

The Comm-ss- nasi awthority to preseride

which directly affect the service a rasepayer w

Gains or losses on trnansfer of Pacific’s exbedded CPE <o az
unregulated affiliase should He allocated between investors aad
racepayers in proportion o//Ze extent to which one or the other
class dore the risk of loé; of capital value over the regulated 1if
of such embedded CPE.

-
w

5. The Coxmissfon can, if appropriate, require thas any
exbedded (PE sales 4ogram ordered for Pacific be contiaved in effect
by AT&T or whatever ATET affiliate receives Pacific's exmbdedded CPE.

6. ?acif%;/should Ve required to offer its exzbedcded stand-
alone 1A key telephoze equipment for sale to customers on a <ariffed
basis begiani as soon as is feasidle.

T. DPadific's stand-alone 1A XTS customers should bde entitled
to purchase thelr Iin~place equipment at a price reflecting its net
book value plus the costs of sale.

8. It is reasozmadle to deterzine any revezue defliciency or
surplus associated with the XTS sales prograz in the second phase of
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ina A.83-01-22, based on the resolution of relevant
accoun*ing and tax issues in the current phase of <hat proceeding,
with any such revenue deficiency or surplus to he %taken iato account
in devermining Pacific’s 1984 reveaue requirements in the final
decision ia A.83-01-22.
8. The offering for sale to customers by a telepb ze utilisy
£ CPZ acquired and previously ezployed by that utilis n providinag

) < o &
‘/dpubl-c BSility service aand inmeluded iz that utility's rate base

coastitutes a pudlic utility/eepwice, which skould be conducted on a
carilfed dasis

10. The KIS sales plaz we will authorize will 2ot cause either
the Commission, Pacific, or AT&T to eagage iz predatory pricing or to
violate the antitrust laws.

11. DPagific should de required to implement a X7S sales plan
vith the characteristics determined appropriate iz this opinion.

.

INTERIM ORDER -

IT IS QRDERED thas:

1. The Pacific Telephone and Telegraph Company (Pacifice)
shall, on not less than five days' otice to the Commission and the
pub;_c and not later than 30 days from the effective date of tiails
decision, file tariffs o ij;kéﬁent a sales progran for stand-alone
1A key telephone systexz equipzent iz conforaity wisth the
determinations reached in/the foregoing interim opinion and with
sales prices for such eguipment set iz accordance with the attached
Appendixes A, 3, azd C/

2. Sales of eqUipment under the tariff authorized in
Paragraph 1 and notification to customers eligidle
progran shall commence not later than 60 days froz
of this decislion.

b& 3. Pacific shall submit its proposed 2ot ce to, custoners

/ eligi®le for the sales progran $o the Commission ‘3: (the
Administrative Law Judge assigned to these matters Sfor uheir'review
_not later thaz 20 days froxm the effective date of this decisien.
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