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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIPORNIA

COMMISSION ADVISORY AND COMPLIANCE DIVISION RESOLUTION T-14024
Telecomnunications Branch December 6, 1989

Pacific Bell. ORDER AUTHORIZING PACIFIC BELL TO PROVIDE
CENTREX AND INSIDE WIRE SERVICES TO LOCKHEED CORPORATION
UNDER CONTRACT.

SUMMARY

Pacific Bell (Pacific), by Advice Letter No. 15627, filead
November 2, 1989 réguesting authority undér provisions 6f Géneral
order No. 96~A (G.O. 96-A) and Decislon No. 88-09-059 to deviate
fron filed tariff schédulés in order to provide Lockheed
Corporation (Lockheéd) with Centrex service and inside wire
service under a custoner specific contract. This Résolution
authorizes the contract which Pacific estimates will result in a -
decrease in annual reévenue of $1,378,897 for each yéar of the
contract. Lockheed currently receives Centrex sérvicée under

tariff rates. No proteésts to this advice letter were filed.

BACKGROUND

In D. 88-09-059 the Connission adopted a modified Phase 1
Settlement (hereinafter referred to as the (Settlement)}). Under
the provisions of the Settlement, the Local Exchangée Conmpanies
(LECs) are allowed to provide certain services, such as Centréx
service, under the terms of contracts between LECs and custoners.
The Settlement provides that such contracts becone efféctivé upon
authorization by the Connission. . .
Appendix A of D. 88-09-059 sets forth a process and requirements
for the filing of advice letters requesting authorization of
customer specific contracts. Such requirenents include:

- The contracts do not become effective until authorized by
Conmnission resolution.

LECs may request confidéntial treatment of workpapérs and
supporting cost documentation. Parties to the Settlemént,
other than the Division of Ratepayers Advocates (DRA) nmust
enter into protective agreements to obtain such workpapers
and/or docunéntation.

Each contract shall covéer the costs of the services provided
under each such contract.
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.

Contracts must contain "appropriate® services.,

The methodoloz¥ for deternining costs shall be either fully
allocated or direct embedded.

For Pacific’s Centrex service, the price may in no evént go
below the price of the single-line business raté, plus thé
nulti-line End User Comnon Line Charge pér line (IMB4EUCL).

Tracking procedures will be set up to validate costs,

Contracts arée to be useéd only in unusual or exceéptional
circunstances.

Advice Léttér No., 15627 contains a customér speécific contract
quite similar to that which was approvedvb¥ thé conmnission for
Dean Witter Reynolds on September 7, 1989 in Resolution No. T-
13092, This contract filed under Advice Letter No. 15627 covers
the provision of Centrex Sérvice and inside wirée to Lockhéeéd.
Centrex is a central office based communications system équipped
with primary stations lines capable of receiving direct in and
out-dialing of calls with optional features.

Under the terns of the Lockheed contract, Pacific agreées to
provide Lockheed, who currently takes Centrex sérvice under
tariff, 30,600 lines and optional feéatures and inside wire
seérvice for a period of five years at a fixed rate of $444,312
per month. Pacific indicateés that the Comnission authorization

of this contract will result in an estimated decrease in annual
revenue of $1,378,897 fron the tariff rate. The inside wire is
existing and was paid for when service to the custonmer was
initatéd. The inclusion of inside wire in the contract has rno
impact on the costs and revenues of this contract.

PROTESTS
No protests have been filed on Pacific’s Advice Letter No. 15627.

DISCUSSION

The Lockheed contract, in accordance with thée requirements of
Appendix A of D. 88-09-059, contains the necéssary language which
conditions its approval upon Commission authorization. Pacific,
in its Advice Letter, has requéested confidential treatmént of
workpapers and supporting cost documentation, and a réview of the
Lockhéed contract indicates that the contract does not contain a
service listed as:inappropriate under the provisions of Appendix
A of D. 88-09-59,

Based on a review of the workpapers and supporting documéntation
provided with the Lockheed contract it appears that the
contractural rates do récover the specific costs of providing
Centréx and insidé wire services to Lockheed based on a diréct
embedded cost analysis. Further, the monthly rate per line
(excluding nonrecurring charge revenues) under the contract arée
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greater than the single line businéss rate plus the multi-line
End Users Conmon Line (IMBYEUCL) rate. The contractual rates and
charges are excluded from the Rulé No. 33 surchargé méchanism in
order to provide the customer with a fixed raté and to prevent
the application of surcredits which could move thé contractual
rate below the sum of the 1IMB+EUCL.

With regard to tracking procedurés required by b. 88-09-059,
Pacific states in the Adviceé Lettér that Pacific will be tracking
recurring billings, nonrecurring billings (whéré identifiable),
in-service volumes, inward movemeént volunes, récurring costs, and
nonrecurring costs, and will provide an initial six-month reéport
and subséguent annual reports to the Commission documenting the
tracked data. ,

The provisions of Appendix A of D. §8-09-059 also regquire that
customer spécific contracts are to be used only in unusual or
éxceptional circunstances (Appendix A, page 14). 1In thé Advice
Letter, Pacific states,

”"A special contract is required in this éxceptional
circumstance given the fact that this custoner
asked Pacific for a fixed price and a set term
that would bée compétitive with other veéndors,
Pacific could not offer this type of price under
current tariffs, and thereforé offered a
customer specific contract.

#"The terms and conditions of this contract are
specific and unique and should not be considered
precedential. The statenénts in the Advice Letter
are unique to this contract and should also not be
considered precedential.”

The assertions by Pacific that the custoner requires a price that
is fixed and is competitive with other vendors appears to form a
réasonable basis on which to deternine that an exceptional
circumstance exists which warrants providing Centreéx service to
Lockheed under contract. We agree with Pacific that such a
determination for Lockheed should not be considered by this
Comnission as establishing a precedent for subsequeéent contracts
with other custonmers for telecommunications seérvices.

D.88-09-059 states that “for Pacific’s Centrex, the pricé may in
no event go below the pricé of the single-line business rate, ,
plus the nmulti-line EUCL per line.” The following two quéstions
have ariséen concerning this requirenment:

1., What is the appropriate “price” for Pacific’s ceﬁttéx
which should be conpared to the price of thé 1MB+EUCL?

2. Is the 1MB+EUCL floor rate fixed or does it float?

In Resolutions Nos. T-13091 (New York Lifé Centrex contract) and
T-13092 (Dean Whitter Reynolds, Inc. Centrex contract) both dated
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septembér 7, 1989 we addressed both of these questions. With
regard to the first question wé determined in these preéevious
Resolutions that revenues from nonrecurring charges must beé
excluded fron thé contract rate beforée comparing the céntract
rate to the INB+EUCL., With regard to thé second quéstion we
detérmined that as the IMBHEUCL floor rate changeés during the
life of the contract, thé contract rate may have to be adjusteég
so that at no time will thé contract monthly rate per 1ine, less
nonrécurring révenués, bé loweér than the then currént 1MB4+EUCL.
The purpose of such rate adjustments is to provide for a level
playln? field between the Céntrex rates offered under a customer
specific contract and thé rates for 1MBs as well as PBX trunks
which are the principle competitive sérvices for Centréex. In
Resolution No. T-13069 (Great Wéstérn Céntrex contract) based on
the prémise that a contract rate which is subject to changé may
not meet the needs of customérs, we adopted an altérnativé means
of providing a level playing field. This alternative requiréd
Pacific to offer to provide the customer deaveraged PBX trunk
rates under contract with rates deteéerminéd by the same cost
metholology used to determine thé contract Céntréx line rates.,
Per Resolution No. T-13069, this requirémént to offer to provide
deaveraged PBX trunk rates appliés to all Centrex contracts which
were signéd on or afteéer May 26, 1989 which provide for a fixed
Centrex contract rate. The Lockheed contract was signed after
May 26, 1989 and Pacific has fullfilléd this requirement by
offiring to provide the customér deaveraged PBX trunk rates under
contract.

FIRDINGS
we find that:

1. On November 2, 1989 Pacific Bell filed Advice Letter No. 15627
requesting Commission authorization to provide for the offering
of Centrex service and inside wire servicé to Lockhéed undér a
custoner specific contract.

2. Appendix A of D. 88-09-059 and G.0. 96-A sét forth certain
requirerents for the filing of advice leétters requesting
authorization of custonmer specific contracts.

3. Advice Letter No. 15627 conforms to the requirements of
Appendix A of D. 88-09-059 and G.0. 96-A.

a. The Lockheed contract states that the contract will not
become effeéctive until authorized by the Commission.

b. Thé Advice Lettér and the Lockheed contract are public
docunents.

Pacific requests in the Advice Letter that the workpapers
and supporting cost documentation associated with the
Lockheed contract be treated as confidential.
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d. Pacific has offered thé parties to the Phase I Séttlement
in I. 87-11-033 the o€¥ortunity to receive and review
workpapers and supporting documentation associated with the
Lockheed contract 1f such a party (except DRA)} first enters
into a protective agreement.

The Lockheed contract providées for thé offering of Centrex
and insidée wire services which aré appropriate services for
offering under a contractual arrangement.

The rates and charges sét forth in the Lockheéed contract
‘tover thé cost of providing the céntrex and inside wire
services offered under theée terms of the contract.

The méthodology used by Pacific to devélop theée costs of
providing Centréx and inside wiré sérvices to Lockheed
under the térms of the contract are baséd on the direéct
enbedded methodology.

The pricé per month per line for Centrex services for
Lockheed under the terms of the contract is higher than the
sun of the present one-party business measured servicé rate
and the nulti-line End User Common Line charge pér nmonth
per line.

The Advicée Letter indicates that the costs and révéenues
associated with the provision of Centréx and insideée wireé
services to Lockheeéed under the térms of thé contract will
be tracked.

A contract is required for Lockheéd bécause thée custoner.
requires a fixed price that is competitive with PBX
alternatives. These custoner requirements are not met by
céntrex and inside wire sérvices available under Pacific’s
present tariffs.
4. The surcharge/surcredits set forth in Pacific’s Tariff
Schedule._cCal. P.U.C. A2, Rule No. 33 do not apply to theée raté and
charges covered by the Lockheéd contract.

5. Before comparing the contract rate to the 1MB+EUCL the
nonrecurring charges nmust first be excluded.

6. Authorization of the Lockheed contract will reésult in an
éstimated decrease in Pacific’s annual revenue of $1,378,897
for each year of the contract.

7. Commission authorization of the Advice Lettér and the Lockheeéd
contract do not éstablish precedents for the contents of these
filings or for Commission approval of similar requests. The
Commission approval of the Lockheed contract is based on the
spécifics of the Lockheéd contract.
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8. The rates, charges, terns and conditions of the contractual
services authorized in this resolution are just and reasonable}
therefore,

IT 1S ORDERED that:

(1) Authority is granted to maké the abové Advice Létter
and contract éffective on Decémbér 7, 1989 subjeéct to
the conditions set forth in Findings Nos. 4 and S.

(2) The advice Létter and contract authorized heréin shall
be marked to show that they weré was authorized under
Resolution of the Public Utilities Commission of the
State of California No. T-14024.

The effective date of this Resolution is today.

I cértify that this Reésolution was adopted by thé Public
utilities Commission at its regular meéting on December 6, 1989.
The following Connissioners approved®itt , =~ - -

>~/ 7 .
[0a ,
G. MITCHELL WiLK

President T 7 WESLEY FRANKLIRN
FREDERICK R. DUDA Acting Executivé Director
STANLEY V/. HULETT

JOHN B. OHANIAN
PATRICIA M. ECKERT
Commissioners




