ORDER NO. 00-132

ENTERED MAR 2 2000
Thisis an eectronic copy. Attachments may not appesr.
BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON
Ul 93 (29)

In the Matter of the Supplementa Applicationof )
GTE Northwest Incorporated for Approva of ) ORDER
Amendment No. 2 to the Generd Purchase )
Agreement with AG Communications Sysems )
Corporétion, an Affiliated Interest, for Hardware )

)

and Software Improvements.

DISPOSITION: SUPPLEMENTAL APPLICATION APPROVED WITH
CONDITIONS

On December 16, 1999, the Commisson received a supplementd gpplication from
GTE Northwest Incorporated (Company), filed pursuant to ORS 759.375 and ORS 759.390,
requesting gpproval of an agreement for software improvements with AG Communications Systems
Corporation (AGCYS), an dffiliated interest.

Based on areview of the gpplication and the Commission’s records, the Commission
finds that the gpplication satisfies gpplicable statutes and adminidrative rules. At its Public Meeting on
February 22, 2000, the Commission adopted Staff’ s recommendation to approve the application with
conditions. Staff’s recommendation is attached as Appendix A and isincorporated by reference.

OPINION
Jurisdiction

ORS 759.005 defines a "tdecommunications utility" as anyone providing
telecommunications service to the public in Oregon. The Company is a telecommunications utility
subject to the Commission's jurisdiction.

Affiliation

An dffiliated interest relationship between GTE Northwest Incorporated and
AG Communications Systems Corporation exists under ORS 759.010.

Applicable Law

ORS 759.390 requires telecommunications utilities to seek approva of contracts with
affiliated interests within 90 days of execution of the contract. The intent of the Statute is to protect
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ratepayers from the abuses which may arise from less than arm's length transactions. Portland General
Electric Company, UF 3739, Order No. 81-737 a 6. Failureto file within the 90-day time limit may
preclude the utility from recovering costs incurred under the contract. See
ORS 759.390.

ORS 759.390(3) requires the Commission to approve the contract if the Commission
finds that the contract isfair and reasonable and not contrary to the public interest. However, the
Commission need not determine the reasonableness of al the financid aspects of the contract for
ratemaking purposes. The Commission may reserve that issue for a subsequent proceeding.

Ratepayers should not be harmed by approva of this gpplication.

CONCLUSIONS

1. The Company isateecommunications utility subject to the jurisdiction of the
Commission.

2. An dfiliated interest relationship exists between GTE Northwest Incorporated and AG
Communications Systems Corporation

3. The agreement isfair, reasonable, and not contrary to the public interest.
4. The application should be granted.
ORDER
IT IS ORDERED that the supplementa application of GTE Northwest Incorporated for
authority to engage in certain affiliated interest transactions with AG Communications Systems

Corporationis granted, subject to the conditions stated in Appendix A.

Made, entered, and effective

BY THE COMMISSION:

Vikie Bailey-Goggins
Commission Secretary

A party may request rehearing or reconsideration of this order pursuant to ORS 756.561. A request
for rehearing or reconsderation must be filed with the Commission within 60 days of the date of service
of thisorder. The request must comply with the requirements of OAR 860-014-0095. A copy of any
such request must aso be served on each party to the proceeding as provided by OAR 860-013-0070.
A party may appeal this order pursuant to ORS 756.580.
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ITEM NO CA4
PUBLICUTILITY COMMISSION OF OREGON
STAFF REPORT
PUBLIC MEETING DATE: FEBRUARY 22, 2000

REGULAR AGENDA___ CONSENT AGENDA_X_EFFECTIVE DATE

DATE: January 27, 2000
TO: Bill Warren through Marc Hellman and Mike Myers
FROM: Marion Anderson

SUBJECT: Ul 93 (29) - GTE Northwest, Incorporated (GTE-NW) Supplemental Application for Approval of
Amendment No. 2 to the General Purchase Agreement with AG Communications Systems
Corporation (AGCS)

SUMMARY RECOMMENDATION:

Staff recommends approval with conditions.

DISCUSSION:

This supplemental application wasfiled on December 16, 1999, and has an effective date of September 24, 1999. 1998
GTE-NW intrastate Oregon payments to AGCS totaled $3,670,978.

The affiliated interest rel ationships are established under ORS 759.010 in that GTE Corporation has 100% equity
positionsin GTE-NW and GTE Communications Systems Corporation. The GTE Corporation equity positionin
AGCSis19.99%. Under ajoint venture agreement with AT& T, the latter position has declined by sale from aninitial
51% and will be liquidated on the first business day following December 31, 2003.

PERTINENT ISSUES:

| have investigated the following issues to determineif this supplemental agreement isfair and reasonable, and not
contrary to the public interest.

1. Scope of Services

This amendment modifies the existing agreement’s Property Repositioning
section by adding specifications on the terms for software license rights transfer to a third party
purchaser of hardware and/or software from GTE-NW.

2. Transfer Pricing Methods
4. Records Availability, Audit Procedures and Reporting Requirements
These areas are unchanged from the previous comments and approval.

3. Public Interest Compliance
Appendix A
Page 1 of 2
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The language modifications do not impair the contract’ s fairness and reasonabl eness.

Appendix A
Page 2 of 2
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January 27, 2000
Page 2

CONCLUSIONS:
Based on an investigation and review of this application, my conclusions are as follows:

1. GTE Northwest, Incorporated, is aregulated telecommunications company subject to the jurisdiction of the
Public Utility Commission of Oregon.

2. Anaffiliated interest relationship exists between GTE Northwest, Incorporated, and
AG Communications Systems Corporation.

3. Theapplication appearsto be fair and reasonable and not contrary to the public interest.

DETAILED RECOMMENDATION:

Based on the preceding discussion and conclusions, | recommend that the supplemental application presenting the
amendment to the existing agreement between GTE Northwest, Incorporated, and AG Communications Systems
Corporation be approved with the following conditions:

1. GTE Northwest, Incorporated, shall provide Staff accessto all books of account, aswell as all documents, data
and records of GTE Northwest, Incorporated, and AG Communications Systems Corporation that pertain to
transactions between them.

2. The Commission reserves the right to review for reasonableness all financial aspects of this arrangement in any
rate proceeding or earnings review under an alternative form of regulation.

3.  GTE Northwest, Incorporated, shall notify the Commission in advance of any substantive changesto the
agreement, including any material changesin any cost. Any changesto the agreement termsthat alter the intent
and extent of activities under the agreement from those approved herein shall be submitted for approval in an
application for supplemental order (or other appropriate format) in this docket.

4, Condition 4 of Order No. 98-042 (carried over to all orders from Order No.
93-238 in this docket) remains in effect.
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