PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY AND COMPLIANCE DIVISION RESOLUTION T-14007 .
Telecommunications Branch November 3, 1989 ’

RESOLUTION T-14007. PACIFIC BELL. ORDER AUTHORIZING A
CONTRACT COVERING THE PROVISION OF CENTREX AND INSIDE
WIRE SERVICES TO SUTRO & CO INCORPORATED.

SUMMARY

Pacific Bell (Pacific); by Advice Letter Ho. 15614 filed
October 4, 1989 requests authorlt undér the provis1ons of -
Géneral Order No. 96-A (G.O. 96—A¥ and Decision No.- 88-09-059" to
deviate from filed tariff schédulés in order to provide Sutro &
Co. Incorporated’ (Sutro) with cCentreéx Service and inside hlré
under contract. ThlS Resolutlon authorizes the c¢ontract whlch
Pacific éstimates w111 résult in a décrease in annual révenues
for 1989 of approk1mate1y $28,100. No protests to this Adv1ce
Letter have beén filed.

" BACKGROUND

in D.88-09-059 the Commission adopted a modlfied Phasé I - .
Settlément (hereinaftér referred to as the (Settleémént)). Under
“the provisions of the Settlement, the Local Exchangé COmpanles
(LECs) are allowéd to provide certaln sérvices, such as Centrex
service, under thé térms of contracdts bétwéén LECs and
customérs. The Settlement provides that such contracts become
effécthe upon authorization by the Commission. :

Appéndix A of D. 88-09-059 sets forth a process and requ1rements'
for the fillng of advicé letters requesting authorization of
, customer spec1f1c contracts. Such requlrements include: :

~The contracts do not become effective unt11 authorlzed by
Comm1551on resolution. ,

‘LECS .may request confidential treatmént of workpapérs and
supporting "¢ost documéntation. Partiés to thé Séttleément,
other than the DlVlSlon of Ratepayer Advocateés {(DRA) must
enter into protect1Ve agréements to obtain such workpapers
and/or dccumentation. '

Each contract shall cover thé costs of the serv1ces
provided under each such contract.

- Contracts must contain ”appropriate” services.
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The methodoloq¥ for determining costs shall be either fully
allocated or direct embedded.

For Pacific’s centrex service, the price may in no event go
below the pricé of the single-line business rate, plus the
multi-line End User Common Liné_charge pér line (1MB+EUCL).

Tracking procedures will be set up to validate coéts.

Conjtracts are to bé used only in unusual or exceptional
cifcumstances. . '

Advice Letter No. 15614 contains a customer specific contract -
quite similar to that which was approved\bi thé Commission for .
Déan Wittér Reynolds on Séptémber 7, 1989 in Résolution T-13093.
The contract filed under Advice Lettér No. 15614 covers the . .
provision of Centrex Service and inside wire to Sutro at its two
San Francisco locations and its Los Angélés location. Centrex .
Sérvice is a central office based communications system équipped
with primary station lines capablé of direct in and out dialing-
of calls with optional features. i

Under the teérms of the Sutro contract, Pacific agrees to prévide
Sutro, who curreéntly réceivés Centreéi sérvic¢e under tariff, with
Centrex sérvice for a peéeriod of 5 yéars. For the first yeéear -
under the contract Pacific will providé the custonér with 456
Centrex linés in San Francisco and 180 Céntrex lines in Los
Angeles. During thé second through fifth yéars thé contract
provides for thé addition of 40 additional lines in San |
Francisco (at a growth raté of 10 linés per year) and 60 . .
additional lines in Los Angéles (at a growth rate of 15 lines
per year) to the customer’s sérvicé. Thé monthly rates for each
month of theée 5 yeéar term of . thé contract are approximatieéy
$7,456 for San Francisco and $3,186 for Los Angeélés., Theseé = .
monthly rates reflect the initial lines and thé additional 1lines
added during each year of the contract. Pacific indicatés that -
Commission authorization of this contract will result in an,

~ éstimatéd décreasé in annual révenues for 1989 of approximatély
$28,100: Thé inside wire which is includéd in the contract is
existing and was paid for when servicé to thé customer was. . -
initiated. The inclusion of inside wire in the contract has no -
impact on the costs and/or revenues associated with the Centrex
sérvices involvéd.

L" -
PROTESTS -

No protests have been filed on Pacific’s Advice Lettér No.

DISCUSSION

The Sutro contract, in accordancé with thé requirements of =
Appendix A of D.88-0%9-059, contains the necessary languagé which
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conditions its approval upon Commission authorizatibn. Paoifio,
in its Advice Letter, has requésteéad confideéntial treatment of -
workpapers and supporting cost documentation, and a raview of .
the Sutro contract itself indicates that the contract doées not
contain a service listed as inapproprlate under the provisions
of Appéndix A of D.88-09-059

Based on a review of the workpapers and supporting documeht&tibn
provided with the Sutro contract, it appears that theé monthly -
contract rates of §),455.60 and éa 186.00 for both the San
Francisco and Los Afigeles 1ocations, respéctivly, do recover. the
specific costs of groviding céntreéx and inside wiré services to
Sutro based on a direct embedded cost analysis. Further, the -
nonthly ratés per line (execluding nonrecurring charge- revenues)
under thé contract are greater than the single line business - -
rate plus thé multi-liné End User Common Line (IMB+EUCL) rate.
Thé contractual rates and chargés are éxcluded from thé Rule No.
33 surcharge mechanlsm in order to provide theée customer with a
fi¥ed rate and to prevént theée application of surcredits which
could move the contractual rate below the sun 6t the 1HB+EUCL.

With regard to tracklng procedures required by D. 88-09- 059,
Pacific¢ states in. the Advicé Letter that Pacific will be .
tracking recurring billings,. nénrecurring bllllngs, 1n-serv1cé
volumés, - 1nward moveéneént volumes, rYecurr ng costs and :
nonrecurring costs, and will prov1de an initial- 51x-month feport
and subséquent annual reports to the Commission documenting the
trackeéd data.

Thé prOVlSIOHS of Appendix A of D. 88-09-059 also requlfe that
customer spec1f1c contracts arée to be used *only. in unusual: or
except10na1 c1rcumstances" (Appendix A page 14). In thé advice
Letter, Pac1f1c states, _ -

”A spécial contract is requlred in this exceptlonal

, c1rcumstance gLIen the fact that this customer asked
Pacific for a fixéd pricé that would be competitivé to
other vendors.: Pacific could not offer ‘this type of
price under the current. tarlffs, and therefore offered
a customer customer spe01flc.

"Thé terms and condltlons of this contract 7% speclfic' PR
and unique and should not beé considered precedentlal.- '

The statéments in the Advice Létter are uniqueé to thlS
contract and should Aalso:not bé consideéred

precedential® -

The assertions by Pacific that the customer requlres a customer
specific contract for competltlve pr1c1ng purposes over PBX .
alternatives appears to form a réasonable basis on whlch to
determlne that an except10na1 circumstance exists whlch warrants
the provision of such a contract for céntrex service to Sutro.
We note that this determlnatlon is made with regard to Sutro
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based on the assertlions made at this time concerning sutro. We
agree with Pacific that such a detérmination for sutro should
nét be consideréd and will not be considered by this Commission
as establishing a précedent for similar determinations for
subs?quent contracts with other customers for telecommunications
services, '

D.88-09-059 states that 7for Pacific’s Centrex, the price may in
no event go bhélow the price of thé single-l1ine business rate,
plus the multi-line EUCL ?er 1ine.” The following two questions
have arisen concérning this requirement:t »
1. What is theé appropriateé "price” for Paclific’s cCentrex
which should be compared to thé price of the 1MB+EUCL?-

2. Is the IMBHEUCL floor rate fixed or does it float?

In Résolutions Nos: T-13091 (Néw York Lifé Centrex Contract) and T-
13092 (Dean Witter Réynolds, Inc. Ceéntréx Contract) both dated
September 7, 1989 wé addréssed both of these questions. - With
régard to the first question we determinéd in these previous
Résolutions that révénues from nonrecurring charges must be
excluded from thé céntract rate beforée comparing the contract rate
to thé IMB+EUCL. With regard to the sécond question wé determinead
that as thé 1MB+EUCL floor raté changes during the lifé of the -
contract, the contract raté may have to bé adjusted so that at no
time will the contract monthly rate per line, less nonrecurring
charges, be lower than thé then current IMB+EUCL. The purposé of
such rateée adjustments is to provide for a level playing field
betweén the Ceéntreéx rates offeréd under a customer specifié’
contract and theé rates for IMBs as well as PBX trunks which areée the
principlé compétitive services for Centréx. In Resolution No. T-
13069 (Great Westérn Centrex Contract) based on thé prémise that a
contract raté which is subjéct to changé may not meet thée needs of
customérs, we adopted an alternative means of providing a level
playing field. This alternative réquired Pacific to offer to . -
provide theé ¢ustomér deaveraged PBX trunk rates undér contract with
rates determinéd by the same cost methodology used to détérmine the
contract centrex line rates...Per Resolution No. T-13069, this .
requirément to offér to providé deavéraged PBX trunk ratés applies
to ‘all céntrex contracts which were signed on or aftéer May 26, 1989

which provide for a fixéd raté Céntrex contract rate., In . - ..
Résolutions Nos. T-13091 and T-13092, we provided for all contracts
signed. prior.to May: 26, 1989 an .alternative to having a contract -
with rateés subjéct to changé. This altérnative provides for a -
waiver of theée réquirement that the Centréx contract rate may at no
time be lowér than the current IMB+EUCL if Pacific provides written
documentation that the customer has béen givéen an alternate offer
by Pacific to providé deaveraged PBX trunk rates under contract
with rates determined by the same cost methodology used to
déterminé the contract Centre¥X line rate. Since the Sutro contract
was signed prior to May 26, 1989 we will also provide for the same
waiver alternative to be applicablée to the Sutro céntract.




Resolution T-14007
November 3, 1989
Page 5

FINDINGS
We finad that:

1. On October 4, 1989 Pacific Bell filed Advice Latter No. 15614
requesting Commission authorization to provide for the offering of
Centres service to Sutro & Co. Incorporated under a customér
spécific contract.

2. Appendix A of D.88-09-059 and G.0. }96-A seét forth certain
requirements for the filing of advicé ettérs requesting
authorization of customer specific contracts.

3. Advice Lettéer No: 15614 (Advicé Letter) conforms toé theé
requirements of Appendix A of D.88-09-059 and G.0. 96-A.

a. The Sutro contract statés that the contract will not
becomé effectivée until authorized by the Comnmission.

b. The Adviceé Letter and thé Sutro contract are public
documents.

Pacific requests in theée Advicé Leétter that the workpapers
and supporting cost documéntation associateéed with thé
Sutro contract bé tréated as confidential.

Pacific has offered the parties €o thé Phase I Settlement
in 1.87-11-033 the opportunlty to recéive and réview the-
workpapers and supportlng documentation aséciated with the
Sutro contract if such a party (eéeXcept DRA) first enters
into a protectivé agreement.

The Sutro contract provides for the offering of Centrex
and insidé wiré services which are appropriate sérvices
for offering undér a contractual arrangement.

"~ The rateés and charges set forth in thé Sutre contract _
cover thé cost of providing thé Ceéntrex and inside wlre
serv1ces offered under theé térms of the contract¢

The methodolugy used by Paolflc to develop the costs of
providing centréx and inside wiré sérvices to Sutro under
" the terms of the contract are based on the direct

embedded methodology

h. The prlces per month per “1ine foi~ Centrex serv1ces for-"»
Sutro undér thée térms of the contract are highér than -
the sum of the present one-party business measured
service raté and the multi-line End User Common Line
charge per month per line.
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i. The Advice Letter indicatés that the costs and revenues

associated with the provision of cCéntrex and inside wire
services to Sutro under the terms of the contract will

be tracked.

j. A contract is required for Sutré bécausé theé customer,
who was seéeéking a competitive price for its existing
CentreX, was not satisfiéed with the pricing options
provided for under Pacific’s tariff.

4. The surcharge/surcredits set forth in Paciflo’s tarift
Schedule Cal. P.U.C. A2, Rule No. 33 do not apply to the rates
and charges covered by the Sutro contract.

5. Béforé comparing the contract rate toé the IMBH+EUCL thé
nonrecuring charges must first bé excluded. .

6. The monthly rate for this contract is subject to ¢hangé:so
that at no timé during the life of the contract will thé monthly’
rate per line, léss nonrécurring chargés, bé lowéer than thé then
current 1MB+EUCL floor rate. ' T

7. The requirément as eéxpressed in Finding No. 6 is waived if
‘Pacific provideés written documéntation that thé customer has -
been given an altérnatée offer by Pacific to provide déaveraged -
PBX trunk rates under contract with ratées determined by the same
cost méthodology used to detérmine the contract céntrex line
rate. : :

8. Authorization of the Sutro ¢ontract will result in an
estimated reduction in Pacific’s 1989 annual revénues of
approximately $28,100. .

9. cCommission authorization of the Advice Léttér and the Sutro
contract do not éstablish precédents for theé contérnits of-these
filings or for Commission approval of similar réquests. The
Commission approval of the Sutro céntract is based on the
specifics of the Sutro contract.

10. The rates, charges, térms and conditions of the contractual
service authorizéd in this resolution are just and réasonable;

therefore,

IT IS ORDERED that:

(1) Authority is granted to make the above Advice Letter and
contract éfféctive on Novemher 4, 1989, subjéct to the - L
conditions set forth in Findings Nos. 4, 5, 6 and 7. :

(2) The Advice Leétter and contract authorized hérein shall be
marked to show that an Advice Leéttér was authorized undér
Résolution of the Public Utilities Comnission of the State

of california No. T-14007. '
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The effective date of this Resolution is‘today.

I héreby certify that this Resélution was adopted by the Publie
Utilities commission at its réqular meeting on November 3, 1989.
The following Commissionexs approvéd itt

‘\f- -‘V_)-I.i,"

ch MITCHELL WELK
esidedqt -
FREDERiOK R DUDA
STANLEY Y. HULETT
JOHN 8. ‘
- PATRICIA M. ECKERT
: Commissioners -




