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CENTREX SERVICE IS A I,IATTER OF, EXTREME TMPORTANCE IN THE
DrsTRrcr oF COLUMTBA' As oF DEcEMBER, 1985 c&p HAD AppRoxrMATELy
300,000 CENTREX MArNsrATroN LrNEs rN sERVrcE. THESE CENTREX
LrNEs AccouNT FoR 43t oF c&p,s TorAL AccEss LrNEs rN sERVrcE,
AND FOR APPROXIMATELY 212 Of C&P'S INTRASTATE REVENUES. THIS
LARGE DEPENDENCE ON CENTREX REVENUES BY C&P IS UNIQUE AMONG
LOCAL EXCHANGE CARRIERS. 7/

ALSO uNreuE rs c&pfs HEAVY RELTANCE oN THE FEDERAL GovERN_
MENT As A CENTREX cusroMBR. csA rs c&p's LARGEST cusroMER
USING APPROXTMATELY 2/3 OF THE CENTREX LINES IN SERVICE.

UNTrL RECENTLy, CENTREX

SWITCHTNG MARKET FOR SYSTEIIS

KNOW, TECHNOLOGICAL ADVANCES

PERMTTTED PBX TO EFFECTTVELY

HAD A VIRTUAL MONOPOLY ON THE

IN EXCESS OF 2,AOO LINES. AS YOU

IN THE LATE L97O's AND EARLY 19g0,s

COI\,IPETE WITH CENTREX. 2/

THE COMPANY RESPONDED TO THE TNCREASED COMPETITION BY
FTLING AN APPLICATTON TO AMEND ITS GENERAI SERVICES TARIFF TN
MARCH OF 1983. THE APPLICATION PROPOSED A RATE STABTLITY
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PLAN, UNDER wHrcH cusToMERS coulD pRoTEcr THEMSELVES FROM
COMPANY TNTITATED RATE TNCREASES FOR A THREE YEAR PERIOD. THE
COMMTSSTON GRANTED FULL APPROVAL IN EARLy Ig84 (order uo. 79541.
CUSTOMER RESPONSE TO THE PLAN WAS APPARENTLY ENTHUSTAsTTc, 

'ITHAPPROXTMATELY 7OT OF ALL CENTREX LINE' BEING coVERED BY THE THREE
YEAR PLAN. 3/

H.'EVER' wHrLE THE D.c. coMMrssroN wAS ATTElcrprrNG To REspoND
TO THE CHANGING REGULATORY ENVTRONMENT, AN ADDITTONAL BURDEN WAS
PLACED ON THE SERVICE BY THE FCC IN ITS ACCESS CHARGE DECTSION 4/
rssu'D rN MrD 1983' rNrrrALLy, THE Fcc RULTNG suBJEcrED .ENTREX
TO THE FLAT-RATE PER LTNE BUSINESS ACCESS CHARGE OF $6.00.
BECAUSE THERE ARE APPROXTMATELY 6.25 CENTREX LTNES FOR EACH
STNGLE PBX TRUNK, THIS RULTNG SUBsTANTIALLY ALTERED .ENTREX,s
ECONOMIC VIABILTTY.

ouR coMMrssroN, rN rrs q'TrrroN FoR REcoNsrDE , ARGUED
TO THE FCC THAT LEVYING THE FULL COMMON.LTNE ACCESS CHARGE ON
EACH CENTREX LINE WOULD LEAD TO THE DEMTSE OF THE SERVTCE OFFER.
rNG' AND ULTTMATELY To A SUBSTANTTAL TNCREASE IN RATES FoR THE
REMATNTNG D'c' cusroMERS. THE Fcc, 

''MEWHAT 
pERsuADED By ouR

ARGUMENTS, MODIFTED TTs EARLTER .RDER BY PR.VIDING A MULTTYEAR
TRANSTTTON FOR CENTREX LTNES WHTCH WERE ALREADY IN PLACE OR ON
ORDER oN JULY 27, 1983. rN sucH TNSTANCES, FoR EACH YEAR FROM
1984 UNTrL AND rNcLUDrNc 1999' THESE EMBEDDED .ENTREX LrNEs woulD
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BE ASSESSED A MONTHLY PER LINE END USER CHARGE EQUAL TO THAT OF

THE RESIDENTTAL CUSTOMER. NEWLY LAID CENTREX LINES WOULD THUS

FEEL THE BRTJNT OF THE FULL MULTI-LINE BUSINESS RATE WHICH IN THE

DrsrRrcr rs $4.40. THE Fcc ExpLATNED THAT THrs rEMpoRARy pARTTAL

EXEMPTION WAS MADE TO PROVIDE STATE COMI\,TISSIONS WITH ADDITIONAL

TIME TO REEVALUATE TNTRASTATE RATES IN LIGHT OF THE NEWLY INITI-
ATED END USER CHARGES, AND ALSO TO ALLOI^I FOR ADDf TIONAL RECOVERy

OF CENTREX INVESTMENTS FROM CENTREX CUSTOMERS. 5/

THE D.C. COMMISSTON WAS STILL DTSSATISFIED WITH THE FCC

DECISION AND APPEALED ITS RECONSIDERATION ORDER, ARGUING THAT THE

APPROPRIATE RATE FOR CENTREX WAS A FLAT CHARGE FOR EACH LINE

EQUAL TO 16I OF THE SINGLE BUSINESS LINE RATE. THE APPEALS COURT

UPHELD THE FCCIs DECISION IN ITs ENTIRETY.

APPROXIMATELY TWO MONTHS LATER, C&P FILED AN APPLICATIoN

WITH OUR COMMISSION TO REVISE ITS CENTREX TARIFF, ALLEGING THAT

THE COMPETITION FOR CENTREX CUSTOMERS FROM PBX SYSTEMS HAD

INCREASED DRASTICALLY AND THAT IF THE COMPANY CONTINUED TO OFFER

CENTREX AT CURRENT RATES, coMPETrTroN FROM pBx VENDORS WOULD

REPLACE ALL BUT L6.68 OF THE CENTREX LINES THEN IN SERVTCE BY

1989.

THE APPLICATION PROPOSED RENAMING THE EXISTING CENTREX PLAN

AS RSP-A AND LTMITING IT TO EXISTING CUSTOMERS, ESTABLTSHING A
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NEW' OPTIONAL RATE STABILITY PLAN-B WHICH CONTATNED SUBSTANTIAL
PRTCING REVTSIONS FOR SERVICE CATEGORTES RANGTNG FROM REDUCTIONS

oF 108 To 958, FoR EsTABLrsHrNc A "NEw CENTREX-99 sERVrcE,, To BE

OFFERED TO CUSTOMERS WHO REQUIRED LESS THAN 1OO CENTREX LINES.
THE APPLICATION ALSO CONTAINED A PROPOSAL TO II,4PLEMENT A FULL
cALc cREDrr oF $2.00 To ENsuRE coNTTNUED coI{pARABrLrry wrru pBX

SYSTEMS. THE COMMTSSTON GRANTED PRELIMINARY APPROVAL OF THE

PROPOSED TARTTF TN NOVEI,IBER OF Lg84, SUBJECT TO FULL TNVESTTGA-
TTON TN A FUTURE PROCEEDING. THE INVESTIGATION COMMENCED THE

FOLLOWTNG IVIONTH WITH INTERVENTTON BY THE OFFICE OF PEOPLE I S

COUNSEL (OPC), THE DISTRICT OF COLUMBTA GOVERNMENT, (D.C.1 AND

THE FEDERAL GOVERNMENT, REPRESENTED BY THE GENERAL SERVT.E'
ADMINISTRATION (GSA).

OPC UTTERLY OPPOSED THE COMPANYIS PROPOSAL ARGUING THAT THE
REDUCED RATES WOULD RESULT TN RESIDENTIAL CUSTOMERS SUBSIDIZTNG
THE FEDERAL GOVERNMENT. INSTEAD, oPc URGED A SUBSTANTIAL IN.
CREASE IN RATES BEFORE PRESENT CENTREX CUSTOMERS WERE ABLE TO
LEAVE THE SERVICE. AS AN ALTERNATTVE, OPC SUGGESTED THAT CENTREX
BE PLACED IN A SEPERATE SERVTCE CATEGORY WTTH AN TMPUTED REVENUE

REQUIREMENT UNDER WHICH C&P WOULD HAVE COMPLETE PRTcE FLEXIBTL-
ITY.

THE FEDERAL

REQUIRED AND SUCH

GOVERNMENT ARGUED THAT EVEN LOWER RATES WERE

REDUCED RATES SHOULD BE MADE AVATLABLE TO BOTH
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PLAN A AND B CUSTOMERS. GSA ALSO

ANCE.

SUPPORTED THE FULL CALC ALLOW-

STAFF ARGUED THAT THE

THAN THE SITUATTON REQUIRED

EXTSTTNG CENTREX RATES.

PROPOSED REDUCTTONS WERE MORE DRASTIC

AND SUGGESTED 50T REDUCTTON IN

THE COMPANY'S ARGUMENTS FOCUSED SOLELY ON THE LOSS OF

CENTREX RE\rENUES AND THE EFFECTS OF PBX GAINS IN THE D.C. MARKET.

AccoRDrNG To c&P, THE PRoposED RATES woulD pRovrDE g29

MILLTON I'IORE IN REVENUE THAN IF THE ORIGINAL RSP-A RATES AND

CENTREX-5o RATES REMAINED IN EFFECT. 9/ FURTHER, IT ALLEGED THAT

rF RSP-B AND CENTREX-99 RATES WERE AppRovED, c&p woulD RETATN

APPROXIMATELY 692 OF ITS 1984 LEVEL OF INSTALLED CENTREX LINES
BY YEAR END L989, COMPARED To r7z oF TNSTALLED CENTREX rF RSP-B

AND CENTREX-g9 RATES ARE DTSCONTINUED. Z/ THE COMPANY ALSO

IDENTTFTED POTENTIAL NEW REVENUE OPPORTUNITIES WHICH WOULD BE

ADVERSELY AFFECTED BY LOSSES OF CENTREX. THESE TNCLUDED CENTRAL

oFFrcE BASED LocAL AREA DATA TRANspoRT, pAcKET swrrcHED DATA

SERVICE' AND INTRASYSTEM DATA TRANSMISSION LTNES, ALL oF WHICH

C&P SAID COULD GENERATE SUBSTANTIAL REVENUES.

C&P ALSO THEORIZED THAT A DECLTNE IN THE DEMAND FOR CENTREX

LrNES WOULD RESULT rN A CORRESPONDTNc cRowrH rN OTHER SERVTCES,

sucH As PBx AND DrD TRUNKS. AccoRDrNc To c&p, wrrHour Rsp-B AND
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.ENTRE'-99 RATE'' .ENTRE' woulD LosE B3t oF rrs i,gg4 rNSTA',LED
LrNES rN sERVrcE BY THE END oF 1989, .AUSTNG A DRop oF .ENTREX
REVENUES FROM $43.7 MTLLTON rN 1984 ro $8.7 MTLLTON rN Lg',g,
WHILE PBX TRUNK REVENUES WOULD RISE FROI4 $5OO,OOO TN 1984 TO

$13'2 MrLLroN rN 1989. with Rsp-B AND CENTREX-99 rN pLAcE, c&p
ESTIMATED THAT CENTREX WOUID LOSE 318 OF ITS Lg84 LEVEL OF

TNSTALLED LrNES BY THE END oF 1989, wrrH A DRop rN CENTREX

REVENUES To $26'5 MrLLroN rN 1989, wHrLE pBx TRUNK REVENUEs woulD
GROW TO 6.7 NIILLION IN 1989.

As r STATED EARLTER, CENTREX coMpRrsEs MoRE THAN 40E oF c&p
AccEss LrNEs AND 272 oF c&p's TNTRASTATE REVENUES. THEREFORE,
THIS COMMISSION IS COMPELLED TO BE CONCERNED ABOUT THE TMPLTCA-
TIONS FOR ALL RATEPAYERS IN THE DTSTRICT OF COLUMBIA CAUSED BY
THE COMPETITIVE THREATS TO CENTREX WHTCH MAY LEAVE MUCH OF' THE
TNVESTMENT TN THIS SERVICE STRANDED. WE WERE NoT, HOWEVER, PER-
SUADED THAT THE PLAN, AS PROPOSED BY C&P, WAS AN ADEQUATE RE-
SPONSE TO THE COMPETITIVE ENVTRONMENT. WE THEREFORE ADOPTED THE
c&P PR.P'SED REDU.TT.NS rN .ENTREX sERVrcEs, BUT FouND THAT THE
RSP-B PLAN AS PROPOSED WAS LACKING. WE EMBRACED A CREATTVE AND
FORWARDING LOOKING APPROACH TO THE COI\,IPETTTIVE MARKET. WE

REAS.NED THAT THE cusroMERS wrrH 10,000 LrNES oR M.RE coulD Nor
SoLrcIT BIDS FRoM VENDORS, AryARD A coNTRAcT AND coMpLETELy
INSTALL A PBX SYSTEM IN LESS THAN THREE YEARS. THEREFORE, THE
PLAN AS PROPOSED BY THE COMPANY WOULD HAVE NO TMPACT UPON THE



7

PROCUREMENT DECISIONS OF ITS LARGE CUSTOMERS - AND THUS F'AILED IN
PROVTDING THE TNDUCEMENT TO RETAIN CENTREX SERVTCE. WE THEREFoRE
ORDERED THAT LARGE cusroMERs coulD oNLy ELEcr PLAN-B, wrrH THE
PROPOSED RATE REDUCTIONS, TF THE CUSTOMER SIGNED-UP FOR A FIVE
YEAR PERTOD. TN ORDER TO FURTHER INDUCE CUSTOI\,IER COMMITMENT, WE

AGREED THAT oN JANUARY L, 1988, L9g9 AND 1990, THE RATE srABr1rry
PTAN B RATES WOULD BE ADJUSTED UPWARD TO RETLECT ANY TNCREASE IN
C&PIS APPLICABLE COSTS ABOVE TTS ESTTMATED 1987 COSTS BY AN
AMO.]NT NOf TO EXCEED THE PERCENTAGE INCREASE TN THE CONSUMER

PRICE INDEX DURTNG THE PREVTOUS TWELVE MONTHS. WE AISO AGREED
NOT TO ENTERTAIN ANY REQUESTS FOR AN INCREASE DURING THE FTNAL
TWENTY-SEVEN MONTHS OF THE FrvE YEAR pERroD, EXCEPT FoR THE COST
ADJUSTMENTS WITH THE CPT CAP. WE ALSO ALLOWED C&P TO OFFER THE
REDUCED RATES CONTAINED IN RSP-B FOR CUSTOMERS WITH LESS THAN
10,000 LrNEs FoR A THREE YEAR pERroD wrrH THE sAr4E coMMrssroN
RESTRATNTS ON RATE INCREASES. THE COMMISSTON WAS SO IMPRESSED
WITH THE POTENTTAL REVENUE LOSSES ASSOCIATED WTTH CENTREX THAT
WE ALSO GRANTED C&P'S REQUEST FOR A FULL CALC CREDIT ON THE
INTERCOM RATE.

THE FTNAL PORTION OF C&P'S RSP PROPOSAL WAS THAT IT BE
ALLOWED TO PRESENT CUSTOMERS WrrH TNDTVTDUALTLED TARTFFS, SUBJECT
TO PSC APPROVAL IN ORDER FOR THE COMPANY TO BE ABLE TO EFFECTIVE.
LY BrD oN GOVERNMENT RFPs- HowEVER, THE coMMrssroN wAS coNcERNED
WTTH THE AMOUNT OF TIME REQUIRED FOR TT TO APPROVE SUCH TARTFTS
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AND THAT SAID TARIFFS COULD LEAD TO UNJUST DTSCRTMTNATION AMONG

SIMILARLY SITUATED CUSTOMERS. THUS, WE coNcLUDED THAT IT wAs FAR
MORE APPROPRIATE FOR C&P TO USE A FACILTTTES- BASED TARTFF FOR

CALCULATING ITS CENTREX COI4PETITIVE BIDS AND PROPOSALS TO INDI.
VIDUAL CUSTOMERS. SUCH A TARIFF WOULD BE ON THE ACTUAL FACILI-
TTES USED TO PROVIDE THE SERVICE, AND COULD BE CUSTOMER SPECTFTC
WTTH CERTATN LIMTTS. TT WOULD TNCLUDE OPTTONS RELATING TO SYSTEM
srzB, coNFrcuRATroN, FEATURES, LocATroN AND LENGTH oF coI\lMrrMENT,
AND THE RATES WOULD BE TIED TO THE COST EFFTCTENCIES REALTZABLE
WTTH EACH PARTICULAR ARRANGEMENT. THE TARIFF WOULD SPECIFY RATE
ELEMENTS rN TERM' or TN.REMENTAL "BLocK oF sERVrcES, suc* As
CAPACITY, CONTRACT LENGTH, DISTANCE FRoM THE CENTRAL OFFTCE AND
so FoRTH". e/

PETER K- PrrscH, cHrEF oF THE Fcc's oFFrcE oF
POLICY IN A RECENT NORTHERN TELECOM TNC. SYMPOSIUM

FRANCTSCO (JANUARY 13, 1986) DISCUSSED THE CENTREX

TITLE OF HTS PRESENTATION WAS ''GOOD OLD CENTREX IS
OR FTCTION?'"

PLANS AND

IN SAN

SERVICE. THE

BACK: PHOENIX

WHAT MR. PITSCH SHARED WITH HIS AUDTENCE WAS HTS PERCEPTION
THAT CENTREX APPEARS TO BE ALTVE AND WELL WITH THE TECHNOLOGICAL
ABILITY TO BE CONTTNUAI,LY UPDATED. HE CONTTNUED HOWEVER THAT
EVEN THOUGH CENTREX PROVIDES THE FLEXTBTLITY TO INCREASE OR

DECREASE USAGE' BECAUSE oF THE REGULAToRy coNsrRArNTs THE sERVrcE
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LACKED PRTCE STABTLTTY. HE STATED, ,,THE REGuLAToRY ENVIRoNMENT
CANNOT PROVIDE THE SAI{E PRICE CERTAINTY AS CAN LONG TERM BUSINESS
CONTRACTS. STATE PUCs MIGHT TNITIATE A PRICE TNCREASE EVEN
THOUGH COMPANIES DO NOT WANT ONE. " (AT PAGE 3} BECAUSE OF THTS
PERCETVED PROBLEM, MR. PITscH RECOI'IMENDED THAT THE STATES AILoW
CENTREX RATES TO BE ''CUT TN THE AMOUNT NECESSARY TO OFFSET THE
LINE CHARGES '' - WHATEVER THE AMOUNT. HE ALSO RECO}IMENDED THAT
CENTREX COSTS BE TAKEN FROM THE RATE BASE TO GTVE THE COI'I.PANIES
THE FLEXIBILITY AND PROTIT INCENTTVE TO MAKE CENTREX ATTRACTTVE
TO CONSUMERS FOR WHOM IT rS COST-EFFECTTVE. (tHr IOWA PI,AU).

THERE rs MERrr, rN My oprNroN, To soME oF MR. prrscH,s
COMMENTS - AS EVTDENCED BY THE ACTTONS TAKEN BY OUR COMMISSION.
H.'EVER' DEREG'LATT.N oF THE sERVrcE wAs RE'TE*ED By ouR coMMrs-
sroN rN THE .ENTRE' DocKET- TNTERESTTNGL', rr wAs NoT EMBRA.ED
BY THE COMPANY AND MORE TMPORTANTLY WAS REJECTED BY THE
COMMISSTON BECAUSE WE THOUGHT IT IMPRUDENT TO RELINQUTSH
REGULATORY AUTHORITY OVER A SERVTCE WHICH MAKES SUCH SUBSTANTIAT
USE OF COMMON CENTRAL OFFICE FACILITIES AND OUTSTDE PLANT.

I WHOLEHEARTEDLY AGREE THAT CENTREX IS ALTVE AND DOING
WELL - TT IS MY OPTNION THAT WITH APPROPRTATE REGULATORY OVER-
srGHT rr cAN 

'TAY 
THAT wAy. H''EVER, rr cAN oNLy woRK rF

THE CO}IPANIES DEMONSTRATE AN INNOVATIVE APPROACH TO ENHANCTNG THE
SERVTCE AND EMBRACE THE CORPORATE MENTALITY OF A COMPETTTIVE
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AND DRTVEN BY
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IS ONE WHTCH IS SENSTTIVE TO

QUATITY OF SERVICE CONCERNS.

BOTH CUSTOMERS' NEEDS
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