PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY & COMPLIANCE DIVISION RBSOLUTION NO. T-l3056
Telecommunications Branch March 22, 1989

PACIFIC BELL. ORDER ON SPECIALIZED SERVICE ) '
ARRANGEMENT (SSA) WITR MCI FOR PACIFIC TO BILL HCI'S
CUSTOMERS IN PACIFIC BELL SERVING AREAS

SUMMARY

Pacific Bell, by Advice Letter No. 15515, dated Febluary 10,-‘ -
1989, requested that a new billing agreement with:McCI be . :
approvéd. The new b1111ng agreement, submitted to the COmmi551on
Advisory and Conpllance DlVlSlOD (CACD) as a Specialized Service
Agreement (SSA), will revisé Pacific Bell Tariff Schédule
Cal.P.U.C: No. 175-T. The bllllng service will allow MCI’s
customers in Pacific¢ Bell serving areas to be bllled for thelr

{CI long distance service by Pacific Bell.

The cost to Pacific Bell for prov1d1ng this seérvice is. $4 9
million, which will be recovered in full if MCI does not’
terminate the sexvice until the expiration of the six year
contract. In the billing contract, up to $3.2 million of the
non-recurring expenses incurred by Pacific to pr0v1de thé sexvice
are not guaranteed or recoverable if MCI should decide to = .
withdraw from the serv1ce at some time before the expiration of
the contract. There is, however, little likelihood that MCI
would ever withdraw béfore the explratlon of the contract..

This Resolution authorlzes conditional approval of the tarlffed

~ contract with MCI, contingent upon.Pacific Bell. making a_. i
nodification to the contract. The contract.should be modlfled R
£o requlre Comnission approval of any extentién beyond the 1nt1a1ﬁ;
six year contract; which has been ‘the Commission’s” past- practice -
on contracts.. As the contract is presently. written, the contract
can be automatically renewed after six years without any.: further -
review by the Commission. Contracts that can be continued in. o
perpetulty without Commission approval aré not in compllance w1th
the intent of General Order (G.O.) 96<A. . ‘




The Division of Ratepayet Advocates iDRA) filed a protest ‘of this
Advice Letter on March 2, 1989. Pacific responded t6 DRA's
protest on March 6, 1989. NCI responded to DRA's protest on
March 13; 1989-

BACKGROQUND

MCI's customexrs currently receive two phone’ bills each monthi a
local phone service bill from Pacific Bell dnd a long distance
bill from MCI. The approval of this resolution would consolidate
the bills by allowing Pacific Bell to also bill MCI‘’s residential’
and low toll usage commercial customers. This SSA provides two
different billing séxvices by Pacific for MCI.

One of the billing arrangements is Méssage Ready Billing. fTﬁisl-
billing is used by Pacific on MCI’s behalf to charge toll - o
customers who use MCI'S servicés on a casual basis, using MCI's

long distance access codée. These customers are not presubscribeda‘

to MCI. Pacific already provides this servicée f6r MCI and other .
Interexchange Carriers (IEC‘s) - Undér thé terms of this .
contract, Pacific will continue to provide this service for MCI.
at the existing tariffed rates until the énd of 1990, when the
tariffed rates expire: The rates at which this service will be
provided beyond that date are belng rev1ewed by Pacific Bell

The other b1111ng arrangement, whlch is new, is InVOlce Ready

Billing. With Invoicé Ready Billing; MCI will do the calculatlont'

of taxeés,- surcharges, discounts, allowances and promotions te . .
Re51dence and Business customers who are presubscrlbed to MCI and -
reside in Pacific’s service territory. MCI will give this s
billing information to Pac1flc, which will then send a =
consolidated local servicé and long distance service bill’ to
MCI'’s presubscrlbed customérs. MCI's presubsc¢ribed customers
currently recelve separate bills from MCI and their local- phoneﬁa
company. Pacific éxpects about 90% of MCI'’s re51dent1al )
customers to be converted to the consolidated bill.,  NMCI- w111
also send Pacific their lower toll usage commercial accounts.:flf

Presently, MCI. customérs who do not pay their MCI. b111 may be
disconnected from their presubscrlbed access to MCI's long -
distancé service. -As long as these customers- pay thelr Pacrflc‘
Bell bill, however, théy rétain their local phone service:from’
Pacific -Bell. :The adoption of "a’¢onsolidated phone bill’ wouldf~
increase the number of customers whosé: phone serviceé would bé -
suspended or disconnected for nonpayment; since these- MCIL T?\ ~
customers would beé: subject to disconnection for fot paying elther
portion of their bill, local service or long dlstance service
(D83-12-024 & D 85-06-015).

Pa01f1c Bell's rate of seérvice suspen51on and dlsconnectlon for
nonpaynent in December, 1988 was 0.6% (0.006) of their: customer
~base.- If FCI's ‘customers’ were rece1v1ng a consolldated blll




then a (6% disconnection and suspension rate (assuming that this
rate was affroximately the same for MCI's custémers as it was for
Pacific Bell's customérs as a whole) would have resulted in about
2700 MCI customers being suspendéd or disconnécted from all
telephone service in bDecember 1988. The current raté of .
suspension or disconnection for MCI customers in Pacific Bell
serving areas has not been provided by Pacific Bell, nor is it
known how many of theése customers would have lost local service
anyway for non-payment of their Pacific Bell bills.

Y -l:‘
The contract currently before the Commission'’is open-ended. It
can be renewed over and over indefinitely, without any further
oversight of the rates or conditions by the Commission. - At.the- .
expiration of the initial six year term, the contract can be .
automatically renewed at the currént rates. The CACD staff . féels
that prior to the expiration of the contract term, another’
contract should be submitted for Commission review if Pacific and

MCI wish to continue with this billing arrangement,

pROTESTs

The Division of Ratépayer Advocateés filed a protest of this =
Advice Létter on March 2, 1989. Pacific résponded to DRA's .
protest on March 6, 1989, and MCI résponded on March 13, 1989 .
~Thé protest raises the same issues méntioned above 6n the lacki: -
.- 0f a termination liability clause and the fact that the contract
"is opén ended. - DRAfs protest also includes suggested languagé - -
changes that DRA feels should be made to Pacific's Advice Lettér.-

DRA’s suggestéd language on terminatidn liability,is.é$'féiioﬁsj:

In the event the Invoicé Ready Billing Service is -
cancelled by MCI prior to impleméatation, MCI will e
reimburse the Utility for all development work compléted
to date. ' - ' ’ i

In the évent the Invoicé Ready Billing Service'is. .. .-
implemented by the Utility and is cancelled by MCI prier
to the six-year term of this SSA; MCI will reimburse the-
Utility for the full cost of developing an Invoice® Ready
Billing System, subject to the provisions in 12.2 (E). .
(1) above and 12.2 (E)} (3) below. R

‘Pacific Bell’s response states that it does fot-believe tRat any ~

such language change is necessary, bécause they believe it is: - .

unlikely that HCI’would,dtop~thé'servicé;g;Pééific*also?bélieﬁeéfi:

that there is no identifiable riSk:toypécjfic'Sjratepayé;s;rgiﬂ¢é:Q;
PaCific.has~no currént rate reQUest;béforefthelcommiSSipﬁf;:_!jf*f-
Furthermore, the handling of any possibleée loss can not be decided

until Investigation No. 87-11-033 has décided on the manner in - -

which local exchange companies should be regulated in the future.




NCI feels that the suggested language is an unwarranted .
renegotiation of the original contract, a contract to which both
Pacitic and HCI agreed, and in which the extent of financial
liability was known to both fartiés. MCI also agreés with |
Pacific that since Pacific claims they don’‘t havé a mechanism for
passing any loss to the ratepayer, there is no risk to the
ratepayer.

Even in the very unlikeély situvation wheré MCI for somé reason
terminated the serxvice contract after impleméntation of the
sexrvice, MCI would be liablé for & minimum Jf 1.6 miliion out of
a potential 4.9 million in develdpmental expenses. If MCI . .
terminated the contract before the service was implemented, it
would be liable - for all of the dévelopmental expensées up t6 a
maximum of 1.6 million dollars. C _
DRA’s suggested language to correct thé open-ended nature of
Pacific’s contract is as followst - ' : .

‘At the end of this initial six-yéar term, the SSA may .-
continue to remain in effect for a makimum period of 12 -
months, at thé same rates then in éffect until this ssa .
is términated or cancélled as provideéd herein, as loag -
as the Utility, prior t6 the end of this fnitial six-
year térm, filés anotheér advice leéetter rYequesting
authorization to implemént & new SSA for MCI." The. -
Utility shall includé a detailéd cost study with this .

advice letter filing.

Neither Pacific nox MCI objéct to this language; and Pacific¢ ‘is
willing to adopt it. Thé CACD Staff, howeéver; doés not agree
with this language:. The CACD Staff féeéels that Pacific should -
-file a new advice letter before the service expires if MCI wishes
to continue the billing agreement, with no automatic¢ exténsion of
the -agreement. o - : S

DISCUSSION

Although the MCI contract puts some Pacific¢ Bell customers who -
subs¢ribe to MCI service at greater risk of being disconnééted. - -
from local télephone service for non-payment of their MCI bills, -
this problem is far outwéighed by the other:benefits ‘of this<" . -
contract: ~Oné of those-bénefits:is thé additional-revenue: . -~ '
Pacific Bell will obtain which will hélp all ratépayers:. Another:
benéfit that will heélp many Pacific Bell customers who subscribe
to MCI seérvice is the postage and'éheckigriting_sa?inQS'dériVéd?‘f
from receiving oné consolidated phone bill each month instead of
two. R i : -

The Commission is concérned that this contract signed betweeén MCI
and Pacific does not guarantee that Pacific Bell will recover its
‘costs if MCI decides to withdraw‘f:om the ‘contract before 1891, -




~any risk. - ,

Pacific tried to negotiaté a written termination liability
agreement with ¥CI, but MCI would not agree to a written =~
agreement., Pacific Bell still feels that it is a very good |
contract and should be approved as is. MCI does not want-the
Commission to assign more risk to the MCI shareholdérs than the
shareholders were oOriginally exposed to under the contract
negotiated with Pacific.

The Commission beliéves that such a termination ‘liability:
agréement is not necessary, because it is ve¥y unlikely MCI would
terminate thée contract gariy

risk to Pacific’s ratepayers. As with any sexvice:or contract
there is some amount o0f risk because no one can predict the .-
future. NoO venturé or activity is risk free. The Commission -
rejécts DRA'S protest bécause it-séts an unfair precedent that
allows the ratepayers to share in thé benefits wfthdut‘aSSuming

. and therefore!there is very little

The contfact as currently writtén is opén-ended: It can be. =
rénewed .over and over indefinitely without any further oversight

‘of the ratés or conditions by the Commission: - This is not

réasonable, since all the costs given by Pacific aré only . . . .
estimatés, and recorded figures could differ significantly due.to
unforeseén events. - Furthérmoré, contracts that can be continued

"in perpetuity without Commission approval are not in compliance

with the inteat of General Order  (Gi0:) 96-A. : DRA's suggestion-
that Pacific be ablé té extend theé contract for Ond yéar béyond
the six year term is: not neécéssary.  Pacific should be able to
Submit a new SSA and contract to the Commission Staff on a timely
basis before the old contract expires. o R '

FINDINGS

1. Pacific Bell’s Advice Letter No. 15515 is reasonable,
with the exceptions in Finding of Fact No. 3. = S

2. " DRA's protest is granted in as much as it agrees with
Finding of Fact No. 3. =~ = : - . S

3. Pacific Bell should modify its contract so that it is -
not automatically tenéwéd_aftef,the-§1x,Year-term;qffthei;;1;hj',
contract. If Pacific and MCI: wish to. ¢ontinue-this billing- - .-

- arrangemént’ beyond_the éxpiration of this contfact, théy should’ = =

file another contract with the Commission beforé the expiration.

- of this contract, with sufficient time for reviéew by the{CACD**f?*Q"

Staff. |
IT IS ORDERED that:
(1)Pacific Bell’s Advice Letter 15515 is approved,
contingent on Ordering Paragraph No. 2. - . L

- not ‘automatically rénewed after the six year term is ‘over. =

{(2)Pacific Bell shall modify the contract so that itiié;_;,‘m



' certif¥ that this Resolution was adopted by 'ha Public
Utilities Commission at its regular meeting on Maxch 22, 198?(

The following Commissioners approved itt
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