ALJ/PAB/dk SOUBHAGY LA SA0-3Q-000 A L E30-D0-00.

Mailed

Decision 90-12-116 Decenmber 27, 199%0 'DEMBM
VAR SRR I N
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Inﬂthe Matter of the Application of ) Joagdes

Pacific Bell, {(U-1001-C),

)
corporation,. for approval of changes ) ... Application 90-06-0611: 10

to capital depreéeciation rates, (Flléd June 29, 1990)
> ) g T

7!_1515; I

)
In the nmatter of .the application of . anbreo s logd 2v08)
GTE California Incorporated, ) Application 90 06 -062
(U-1002-C),. a corporation, for.... ... Y - (Filed June 29, 1990) -
approval of 1991 depreciation rates. )

Gregory L. Castle and Daniel J.

Mc carthy, for Pacific Bell; Robert N.

Herrera and Kenneth K. Okel, Attorneys
. at Law, for GTE California PR

Incorporated‘ applicants.

Carrington PhllllD. Attorney at Law, for
California Cable Television » }
Association; Thomas J. long and Joel
R. Slnger, Attorneys at Law, for
Toward Utility Rate Normalization; .
protestants.

Randolph W. Deutsch, Attorney at Law,
AT&T Communications, interested
party.

Rufus G. Thayer, Attorney at Law, for
Division of Ratepayer Advocates.
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[ on. June:. 29,,1990,uPaclf10 ‘Bell: (Pacific) and:GTE <« wpeaib
california,; Inc.: (GTEC): filed. separate applications to ddjust their
respectiye capital depreciation accounts effective -January 1111991
The: applications were':filed pursuant- to Decision (D.)‘89—10903rit¢“”
the Phase II- decision in’ the telécommunications regulatory»iiicy
framework proceedingsf}which'requiresfannual'applicatiOhSdef?TQ R
approval of!represcription! or.téchnical’ update of depreciation ii:
accounts,to: be effective on'January.-1.of the following year.fiic(aAt:
pP.+183:and: Ordering Paragraph 6; pii 39XYy)r (.- 0 kid-rooneon s

:In its  depreciation  accrual. accélits, Pacific initially ©
proposed a net reduction in depreciation accrual of i ~ iy K>
$36.906-million. . This is comprised of a décrease of $52.930
million for:its technical update of all accounts, a decrease of $39:
million for:fully: depreciated step-by-step and crossbar. equipnent -
(including‘an:allowanceé for. the cost of removal), and: an inétéase“f“

of $55.024-million due to the represcrlptlon of sSeven equlpnent
categories;‘: . o : : o

In-its: depre01at10n accrual: accounts, . GTEC 1n1t1a11Y
proposegd’a-nét reduction'to:depreciation accruals:is -.i- @ I
$7.287 million: Thi&:is comprised of a decrease of $10.391 'millién:
for its technical update  (including adjustments for inside wire . @ X
amortization), and.an increase of $3.104:million due to v o
represcription of its underground: metallic cable accounti '

Applicants requested ex pArte:approval of the’
applications. Applicants requést no change in rates as a réesult of
these adjustnents because such rate changes are prohibited under
the Phase II decision unless extraordinary. (D.89-10-031,
pp. 182 and 183.)

On August 2, 1990, Division of Ratepayer Advocates (DRA)
filed its reports: evaluating the- appllcatlonsa DRA agrees with-
applicants' proposéd technlcal updates, Pac1f1c 'S 1 reV151ons based
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upon the 1991 retirement of step-by-stépiand crossbhar equipment and
GTEC's amortization of inside wire equipment. However, DRA
disagrees withithe proposed represoription fo¥ the: requested
switching .and interoffice copper cable accountsrof:bothiapplicants, »
Based upon-a .review of -applicants’: supporting data,’ the:recent = i >3
retirement patterns and:its judgement on the future replacement: of i+«
interoffice coppe:gcable¥-and:represcribedfswitchihg'equipment}?i s
DRA predicts.projection lives for. these disputed: categories of i inct
equipment‘which:are'slightly:lonqerZthanwthosefréquestedxby* Prwigae
applicants. ..-Based .upon its longer projection-lives,' DRA{ recomnends .
a net depreciation accrual reduction of $58.852.hillion for Pacific i
and -$12.94 nillion for GTEC.: DRA agreed to’ applicants’’ requests
for ex parte approval of the applications.-: ..:. : . <. ‘3. . RN S
' The California Cable Television Association (CCTA) and . >3
Towaxd .Utility Rate Nornalization (TURN) protested ex parte
approval of these applications and requested a-hearing. ' : CCTA .: -
alleged that the basis for the proposed adjustments:in both . : =
applications;is/inadequate.h*CCTAﬁsubsequéntly filed nunerous .
pleadings. On August 22, 1990, CCTA filed replies to DRA’s"
reconmendations. - On September 19, 1990, CCTA filed notions to
compel applicants to produce certain documents to which'Pacific and :
GTEC responded on October 1 and 5, 1990.: TURN also protestéd '
ex parte approval of the applications and asserted that’the: -
offsetting of the reduced depreciation expense by new :
represcription expenses is an inappropriate 7"whittling away” of - -
incone which would be shared by the ratepayer under :theé’ new
telecornunications regqulatory framework.

1 We refer collectively to Pacific’s:aerial:éable- (intéroffice- '
metallic),_undergrounq cable (in;érgﬁfige\mepallip)g_huriéd cable.
(interoffice metallic) accounts, and GTEC’s netallic undérgrovnd - -
cable accounts.
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volnaPrehearing: Conferencet was held: on> Septémber: 2151119903172
Consolidation-of:the: twoirapplications the! position>of! the!partiss s>
CCTA’s:motions: and’ tentative hearing:dates; if!nééded) werd o Yifii
discussedi | . GTEC: indicated:! its willingness to~étiph1até\to‘DRAréﬂﬁﬂ'?
recommendations for:projection:lives for metallic’ hndérground s o
cable, the only item DRA disputed in its application. AT&T -77 .
Communications,: Inc. appeared-and:indicatéd an intent'té:! nonitor
the.proceeding.:- .- odacicost 00 oyl r0T F 12T oamesisayg SFiion

On:october:15,:1990; ' the assigned ‘Adninistrative Law’
JUGge“(ALJ)~1ssued an Ora1~ru11ng on: the féqﬂests for héarlﬁg,\:-it;*

production of documents, ‘and set hearlng»dates. ‘CCTA’S réquest oy’
further discovery was:granted:’' Thé oral .ruling was 'subSequéntly -
confirmed in:writing. -The two applications were. ééﬁéélidéted“thé““r
the:motions were denied, the requests for'a hearing weré grantéd,:

and the orally agreed hearing schedule wag set.: e R

t.i.. ' On Novenmber 6 and 7, 1990, evidéntiary héarings were held

in San Francisco.. Thé applicants, "DRA; ‘and CCTA présénted = =
witnesses:and TURN participated in éross-exanination. At the
evidentiary hearing, Pacific stipulatéd to DRA’E récéerméndations

for longer projection-lives of représcribed’ SWltChlng and
interofficé copper cable. équipment.>': oL s

‘Concurrent ‘briefs weré:filed on Novembér 16, 1990, '

- The Proposed Decision of ALJ Bennett was 'filed on @ '
November 27, 1990. Connents were duly filed. We address TURN’S > -
comments below. - o T LT e
Pacific's-Applicatiéh‘

- Pacific sumnarizes its application ‘as oné prompted and
encouraged by thé Commission’s new regulatory diréction in
telecomnunications. Pacific cites D.89-10- 031, p. 91, the new -
regulatory framework décision; to show the Commission‘’s
encouragement of technological advance as an important méethod of =
reducing costs and prices in the long run and a méthod which -
produces new and better services which contribute to the well being
of consumers and the economy as a whole. Pacific quotes the

portion of the decision which states that Pacific’s replacement of
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electrormechanicaliand;electroni¢ switchessandrassociatéd:analog
carrier interoffice,facilities jis:an'important:andinecessary: stép o2
fully consisteéent with;the Commission’s:c¢ommitmént!to maintain ana:::”
improve telecommunications service in-Californiaiso’ that allio:-toib
ratepayers can;:participate:fully in-the:Inforpation-Age; ! (Ibid. vuai
p. 210. ) CAVS L saFtaoobfaas oD onl Loaoene il AsD 0d Dyl oo ldien

;With:the new regulatory framework degision: as backgroéund, 2
Paciflc professes support for the Connission’s goals and:¢ommitmenti’
to achieving . these goals by incorporating:into-its network:
appropriate ;advances-in:technology: : However;:Pacific asserts ‘that’ =t
as new technologies are:introduced:into:the network; older
technologiés - -are-replaced; sometimes before:the.older technolégies™
have reached .the end of ;their previously. prescribed service:lives. (::
According to Pacific, -this reductién:in-the life. cyclé'of~61dér‘:”“>‘
technologies by theée placement of new technologies requires that. the
service lives of the older technologies be shortened.

‘i -+ In addition, -Pacific.alleges that .the technological and
competitive forces operating. in-the 1990's are dramatic and = -
significant in the area of capital récoveryi Pacific¢c contends that
the advance of technology, coupled with thé:competitive pressures -
to operate more efficiently, results-in‘a shortening of the ‘1lives
of all investments. Pacific contends that:-it:is planning for the - :°
transition of -its network-from an analog/coppér to a fiber/digital
infrastructure to -respond. to technology advances and competitive
forces. - S , . ’ >
In analyzing the capital recovery requirements for step-
by-step and crossbar switching equipment which will be:fully “::: - -
depreciated -in 1991, Pacific proposes to reduce the currently
ordered depreciation schedule for -this éequipnent by $12 nmillion and
$27 nillion, respectively. S .

Pacific proposés a technical updaté of depreciation rates -
for all other categories of plant.. The technical update captures
changes in asset consunmption; . remaining lives, and shifts in the
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depreciation-.yéserve- Qccurring since: the: previous‘repreébriptlbn?6f’)
depreciation rates. The’technicaliupdate:process: first! calénlates o
updated:remajning-lives.for:the catefories: of:plant>befng’ pdated.
This is matheratically’accémplished by Pacific byiusingither 0o
categories! survivor:curves-and>projection-1ives presciibed: in:its
nost recent:depreciation study’ and the ageidistributioniéof dssets =un
as of the:study date; which is 'January’ 1;71990i:Thé updatéd i 1t
remaining life; current dépreciationireserve percentage andfuture -
net salvage: from-.the 1990 depréciation:study:areiused in the:~ o1t
authorized:straight-line, remaining-life:depreciation rate: férmula ¢
to determine:the.téchnically:updated-’depreciation rateées iréfquested;.
‘Pacific analysés its plantraccounts and céncludes that ™ it
seven:categories of plant are-outméded and in'need-o6f - . P iLo
représcription. Pacifi¢’s proposes total ihéreasésdiin déprecistion
expense of.$55,024 million caused by its requestéd répréscription: -
The seven categoriés.of plant which-are répreséribed aré:: analog: -
electronic switching, operator systenms crossbar,; digital circiit™
(other),; analog circuit (other), aerial cable  (interoffice: -
metallic), underground cable :(interoffice métallic), and buried- - -
cable (interoffice metallic). 1In its application, Pacific
describes and provides its justification for- représcribing each of
these categories of plant. Pacific’s: justification includeées
investment statistics, retirénent history, future éxpectations of
technological changes, a study procédure, and a summary statemént "
for each category of représcribed plant. Pacific provides in itsg:' !
application the statistical data generated by thé application: of
authorized straight-line remaining life depreciation méthodologies -
used to calculate ‘its proposed remaining:lives. Pacific¢ useés the. -~
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cupantJY4§uthorized’depreoiati0n>formula?iandxparameters1ihfﬁiﬂﬁf@ﬂb
calculating: its. proposed,dépreciation:acérualidl .223n1 GoIdsEvoEsDH
taant In: theéicatégory.of: analog:electronic:switchingj-pPacifigriou
includes centrali offjice.switching equipnent which’usés stéred 7 isl
progranm; controlled: {SPC)s techhology:.to switch:calls through anoo>tos
analog-.network.controlled:-by a spécialized:conmputer.ipPagifie o1 ‘uo
indicates it has re¢cently:accelerated .the replacemént of:i'dmall? 1o =~
analog;electronic switches:: -Pacifitciplans; to replace all émallair ¢
analog and:1EASS switches by:the end:of:19957asithé next genérdtion '
of switching:is introduced or. as epnhancements-té théréxistings i s
digital.switches-make;replacementFecohqmicélzv?Paoificfhas placed™ !
no neéw analog switching systems-in sérvicé singé: 1984 :ipPadific
contends that analog switching equipment:cost'mére?§nitially'éﬂditb”"
maintain. . In addition, Pacific finds it is difficult to éxpand 6r:
update  this equipnent with new hardware or software: "In 1989,
Pacific,retired 11l-analog SPC switchés: Thus, based on curreént
projections, Pacific expects:to have.all:such switches retired- by
2006. 1In order - to achieve conpléte capital recévery by that date, '
Pacific proposes a:-reduction in‘the current 16 year prO]ectlon 11fe
to 12 8 years‘ FEEIS NN ’ R . P L L ey
‘In_the category of 1nteroff1ce netallic: cable (aerial;,
underground.—and‘burled), ‘Pacific includes transmission facilities
between central offices.: -Pacific contends optical ‘fiber has.:-
replaced copper as the growth mediun-for these cable facilities, : .
Pacific contends since 1984, the addition of fiber cable has
exceeded additions using copper cable for Both trunk and toll
facilities;: Pacific asserts the retirements of copper cablé have
been greater than copper cable additions. Because fiber is

2 Technical 100% -~ (Depreciation - (Future Net
Update Reserve %) Savage %)
Dep. Rate Updated Remaining Life
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cheapeér,: has: greater capacity,/ security), and reliability ana-fs:iony:
used! in new. -technologies, Pacific prédicts: that:all interoffice tiaui
copper cable will:be Yeplaced with:fiber by’ the yeaX 2000i:} Inconius
order to:fully recovériits:investment in copper cable by:this: year)::
Pacific proposes: projection ‘lives of 8.9 years> for aerial® cable, o
10.6 years' for:underground cable, and 13.2 yea¥s for buried cable.>n!

.2 i pacifi€ includes: in the category of ‘equipnent’,’ analog (o
circuit-othey¥, analog transmission, ‘and signaling:equipnent used to
provide interoffice message and spécial: serVice circuitsi» Thisi:zo:
consists of voice frequency and signaling efjuipment;:analog :: = ioipa
carrier, trahsmission test and support equipment. - Pacific contends
that analodg circuit equipment compared to digital  éguipment: isii i ¢
slower,:  has lower capacities, requires nore on~site labor to . . 1: 7
raintain, and is often either no longer manufactured or is . >
difficult to obtain.' Therefore, Pacific considers’ this equipment : .
unecononical and indicates that it also has a decreasing demand: for -
this type of. equiprent. These factors will result in Pacific = v
retiring this equipment by the year 2006. Pacific’s proposed -
projection life for this equ1pment is 8.4 years to conpletely
recover its investment.’ : : ‘

- In the category, digital circuit equipment*other, Pacific ¢
includes an assortment of digital technologies:used for the - K
transniission of information over commiunications channels. Channel
banks convert analog voice signals to digital signals. In
Pacific’s opinion, such conversion équipment is no longer needed :
when electro-mechanical switches and analog SPC switches are
replaced by digital switches and as special service circuits . -
nigrate to end-to-end switched digital service. Pacific asserts
that T carrier line and multiplexing equipment is generally located
in manholes along the cablé route, making it expensive.to -install :.:
and maintain. Pacific contends that teéday, current gerieration
fiber is replacing vintage fiber equipmeént. Pacific expects the -
flexibility and speed of the newest developrment in fiber,
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Synchronous: Optical- Network. (SONET): systens will economically, tsynasin
justify. increasing deploymént: of. synchronous, equipnent for growth-«ou
purposes’ from-1991 to 2000:i At'that time, Pacific’ expects i .
rétirements:will. significantly increase as SONET: réplaces the .
current generation of: digital: circuit eguipment. . Therefore,: :~iii~:
Pacific plans- t6 be 100%. SONET conpatible by 2007: and: proposes-a .\, .
projection:-life of  10.2 years for digital circuit-other equipnent.

-1 & .:+ Paclfio -includes- in -the category,: operator. systens-~ ;:i::<i:;
crossbhar,. equipnent used to provide directory:. assistance which will..
undergo network. modernization starting in-1991. : At that- time
Pacific. will retire or:replace the crosshar autoratic call :
distributors and directory assistance system conputers.: Pacific :. ¢:
indicates: that the manufacturer has already discontinued making - ..
this system. Pacific has scheduled this entire noderpization : . -::
project for completion by 1993. To attain complete capital -
recovery by this date, Pacific proposes projection lives of -

7.6 years for operator crossbhar systems and 5.5 years for operator -
systemns network support systens. B : ‘

- While Pacific recomnends new prO)ectlon lives for the :
above seven categories of plant, it retains the other currently -
prescribed depreciation parameters. The intrastate dépreciation
rates currently in effect for Pacific were ordered by the :
Comnission in Resolution No. 13030 on November 23, .1988. - In 1991, .
Pacific indicates it will participate in represcription of -
depreciation rates with the Federal Communication Commission (FCC)
when an in-depth depréciation study will be prepared for the
reraining categories of plant. Pacific intends to use that study
as the basis for its 199) capital depreciation application filing
with this Conmission.

GTEC’s Application - o o : :

GTEC requests approval of a new compos1te deprec1at10n
rate of 7.94% which is a reduction from the rate of 8.05% adopted - -
in 1990. The proposed new rate results in approximately a
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$7.287 million’ decrease :in' ahnual' depréciation éxpénse based’ ot »e:l
1989 end-of-year plant balancées. > This net Yeductioh!'is a> resiult of >
a $10.391 million reduction to tustoner premises inside wire i ovii
amortization' and a $3.104 nillion increase' in eXpenses duée to
représcription’ of GTEG’s underground metallid: cablée atcount.

- GTEC- also refuests pernission: to amortize its!embédded -
investment iin' certain’ equipnent dnd furniture;, including wminor:’i =~
tools costing from $200 to $500,:in ‘accordanceiwith thd’ decision : i
issued in FCC Docket No. 87+-135;‘ adopted: October 24,1989, iGTEC i7"
does not propose to separate this amortization amndunt. for e
depreciationi rate determination bétause there exists only a
negligible difference 'in thé depreciation’ expense that would be’: -
booked using the FCC 8-year anortization Versus using the’
Connission-approved remaining lives, =~ . Tt R

In its application, GTEC explained how it developed its.
1991 depreciation rates. - The application is baséd upon a 1990
study which involved a review 6f all capital:plant accounts, . The''
study consists of primarily an update’ of rates and remaining lives
to reflect acéounting activity during the 1989 caléndar year. Thé
main focus of' the study was on the remaining livés of plant
investments:which are nost SUSCeptible;‘ih GTEC'S 6pihion; tb'
technologlcal changes in theé network. :

- GTEC divides physical plant accounts into the catégories
of general support central office equlpnent and outsidée plant for
analysis. BN SN

GTEC performed a technical update of general support’

accounts which includes notor vehicles, special purpose vehicles,
garage work equipment, other work equipment, buildings, furniture,
officé support  equipment, general purpose’ conputérs, public
telephone equipment,i and other términating eguipmeéent.

'~ GTEC divided central office eguipnent into’ various
categories for review. In GTEC’s opinion, the éxisting service:’
lives of its radio and both analog and digital switching eguipment
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has not, changed.: s However,: GTEC adjusts. the lives of . other sub-:5..>
categories of central office equipment based .upon the repaining. -acr
lives of sinmilar equipnent, . industry-wide forecasts of Yremaining::i> .
lives, and .the service.life history of existing equipment,.: .~ . -
. GTEC. perforned. a. technical update-and limited ~: - i o, ...
represcription of its: telephone plant: in 1989 under our. pre-
existing advice :letter procedure. i (Resolution No. T-13050,: issued ::
February. 24,.1989.): :-The..following year.we authorized GTEC's
represcriptionxof_a11<straightrlinezrgmaining~lives’of;its*
telephone plant....(Resolution No. T-14042, issued. A
January 24, -1990.) : Therefore, -in this proceedlng, for. the rajority::
of outside plant accounts,: GTEC does not believe that.one - i~
additional year of activity has significantly changed the plant.
lives, with the exception of fiber optic cable substitution for
copper. -

, GTEC contends. that technology forecasting studies,
industry projections, manufacturing reports, econonic. forecasts,.

local. network engineering, and planning studies lead it to conclude
that all of.the copper in its network wjll-be replaced by fiber
optics by the year 2020. According to GTEC,: these independent
studies indicate that the average remaining life for:all copper:
cable is approximately 14 to 15 years. _GTEC asserts that these.
projéections are-supported by the experience in its network of:
(1) the installation of fiber facilities for interoffice trunking,
which is now well beyond the half way mark: (2) increased
installations of remote switching units served by fiber, replacing
feeder. cable; and, (3) tests of fiber to the home in cCalifornia and -
throughout the world. _
GTEC belleves with the advent of 1ncreased competltlon in
the telecommunlcatlons narketplace and rapid technologlcal ‘
advancenents in fiber facilities which have resulted in steadlly
declining costs for such facilities, a major replacement.program
can be expected in the near future. Based on this information,
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GTEC assigned similar remaining life'projections to all of its
copper cable. &ccoun{s igve full recoyery:of,its; inyestment, in
copper fa0111tles prior to rétirenent. GTEC recommends that the
current prOJected ilfe of é3 &éars for int§rofflce metall}c 5
underground cabletbe reV1sed to 20 yearsz:n SRS SUERE u-r;n-
“On cross- examinatlon, GTEC’s wltness, Cari R. Lanterm
explained that its application was prépared under authorized::
Commission depreciation guideélines whlch descrlbe the methodglogles
to be used:for historical data and life ana1y51s of planti:
DRA’s Position . _ - fxaru,'{ﬂq
DRA f11ed a report for each’ appllcatlon presenting its'
reconmendations. - In sunnary, after analysis of each’ appllcatlon,

including the supporting data, DRA'reéconmnends a higher nét:

e v v
e} :" [ PR

Al

A

reduction of depreciation accérual - than that proposed by ‘applicants, -

$58.852 million for Pacific and $12.94 nillion for GTEC.
DRA’s witness, Ramesh Joshi, confirms that applicants’ -

proposed technical updates are based upon authorized depréciation (-

paraneters and methodology. -Joshi verifies ‘that unless . -
depreciation accruals for:Pacific’s step-by=steép. and crossbar '~
equipment -aré ‘adjusted,. the total ‘investnent in this
electronechanical. équiprent :would bé recoveréd béforé the

retirenent of the equipmenti Jo6shi- supports GTEC's tréatmént‘éfifeﬂ'

inside wire anortization. However,.Joshi recommends ad)ustments in

applicants’ proposed repreéscription.

.Joshi, an éxpert in dépreciation for 7 yéars; explaineda -
the depreciation parameters - involved in any depreciatién- R
proceeding. According to Joshi, depreciation parameters are
average remaining life, future net salvagé, and dépreciation
reserve.- Depreciation ratés are baséd on these paranetérs. ' DRA-
and applicants differ ovér :the average remaining 1livés of
Pacific’s represcribed plant accounts as followst
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3. Digital Circuit - Other:»v =i ¢ 10,50 10120 10 2070 Ui

4. Analpg Clrcuit - Other .. . = 10.50 .. 8,40 w~!259°
Outside Plant - oioo Fooor o ees mobir sl aan o b

5.0 Aerial’ Cable Intérofficé VO T An IR IR e
Metallic:: - : .o y2 819071 12,00 i
6. Underground Cable - ;
Interoffice Metallic 20 10.60 ié 60
ey Burled Cable .- Intérofflce.~ T PRI S
Metalllc e - T 13 20 ‘ 14 oo

DRA reconmmends that GTEC'’S . propbsed projection life:of -
20 years: for underground metallic cable be exténded to.21i5 years.:

Thus, - the basis of DRA'’s higher reduction in depreciation’

accruals-.is'its recommendations. for longer projection livés than
those proposed:. : -« Co X : : R ’

Joshi explains that:represcription of depreciation rates-
is performed to reflect any change in the total projection 1life,-
future net salvage%and/brrretirement’patterﬂ'due:tO'technological‘
changes and growth of -telephone plant, In his analysisiof-
applicants’ proposed represcription; Joshi - indicates that the
Commission’s-reliance on technological advance réducing costs and:
prices in the long run and its encouragement of - implenenting such -
advances in order to produce new and bettér services may only be
achieved if all:future réplacenént décisions are supported by
proper econonic analysis.

- Joshi ‘believes and reflects in its recommendations that -

the advance of technology as well as competitive pressures to.
operate more -efficiently. are shortening the lives of analog - .
switching equipment and interoffice copper cable. ‘However, in . °
Joshi’s judgment, the impact is modest and not substantial as
Pacific and GTEC contend.

;-‘..

Fiy £
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i 9onsiInyJoshifs; opinion,tithe .replacement! ofs coppér> by’ optical
fiber 4§ becoming: ¢cononicalrdue to the advahcement: 6f:techhology i3
The Teduced:cost: ofi electronics: at: the transmitting: and! receiving !5
endsi allows:an: increasediflow of: traffio!on the' fiber optic: cablesits
Thus;~as:the>cost: of> the electronics: is:spread: ovér larger: volumes (i
of traffic;{ replacementi of' copper. by: fiber in' theée interoffice: it
environmentiis rapidly beconminhg: economicali~’ Anong> the: three' o nusis
categories of: interoffice  cable: catégories; Joshi~beliéves i 157 vt
undérground: cable :is:used'in ukbaniareas:tand: is being rapidly:f:~uio7
replaced!by> fibericablei i Joshi: reflects in' his:recomnendations his
opinion:of:the rate;at which the -replacement of copper.will océur.: -

¢ir> Intaddition, Joshi’'compares' and: reélies. on'Pacificts: - =i
actual retiréments of copper cable and retireménti projections’ for it
the past>3fyearsito-derive:new-projectéd'livGS‘fof=ité?ihtéroffice
copper cable’ accounts.: "Joshi: indicates that its analysis:of. -
Pacific’'s représcrlptlon is based upon the operatlng enV1ronment
within-Californiai B T SEENE LT e s T
:Joshi usés the sane basic philosophy déscribed above to-
review and analyzé GTEC’s proposed’ represcription.  In réeconmending: -
@ longer.iprojection life for:metallic cable than GTEC proposes;
Joshi includes GTEC'’s retlrenent prOJectlons to derive' itsg:
recomnendation. - oo ’

s Y ey Ry

At the ev1déntiary‘hearing=in'respOhse”to*QuestiOhs by
the assigned ALJ, Joshi testifieéd: that:applicants’ showing in this: =
proceeding is no different that thoseé in the past and:that
recomnendations ' in dépreciation proceedings aré baséd upon an
expert’s. judgenent:- . ' o : .
‘During the evidehtiary. hearlng, Pacific stlpulated to -
DRA’s recommendéd prOJectlon lives, - : ' ‘
CCTA’s ‘Position' PR

-buring the eb1dent1ary hearing, CCTA preseéntéd: two
witﬁésses,.Kelly-w; Curenton’ and’ Yvette Smiléy Smith: -
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[noi 3o Curenton;- at utility, consultant .with .9, years: experience in
the utility. regulatory.field, analyzed:Pacific’s application to aodi?
determineé.if: the.requested: depreciation changes are:substantiated i
and: properly: assignable: to: the ratepayer: ! Curénton- used:as:a’ guide:-
in his:évaluation the:standard for:depreciation charges>containeég:iit
in the Uniform: System:of:Accounts; issued by the:FCC: for: Class! Azandio
Class B telephone:companies. - This publication requires:that::ioijvas
depreciation:chargeés’ bé: copputed by. applying. the composite annual-> s
percentage-rate considered: applicable: to the originali ¢ost-of each:::
class of-depreciable: plant: owned: or- used: which: are: baseéd: onithe =3
estimateéd serviceé values and service lives déveloped by.a: study:ofiqo
the company’s’ history, e%perience,: and:-such engineering and other
information: available regarding prospéctive future conditions: 7au: .-

-+ 7> Curenton testified that he was unable to obtain:the:=-.: -i:
necessary: “economnic studies” to determine if the basis of:future::: -
conditions was properly included in Pacific’s depreciation:studyi: ..
Curenton explained that these studies are needed when obsoléscencé '
is a.factor alleged to cause accelerated retirément. In-Curenton’s
opinion; these studies will indicate whether the retirément is ;- i
based on managénent’s deésiré to engage in new services or other ..
reasons. Should: the notivation for accelerated retirement ‘be: - .
nanagement policy, Curenton asserts that the ratepayer. should not-:- -
pay the accelerated costs. - Curenton contends that setting:
depreciation lives is a balance bétween past service life . :-.i-
indications, mortality dispersions, and future conditions: : B

Curenton criticizes Pacific’s use of the life cycle: -
analysis technique .in its represcription because this:method,-in:- .-
Curenton’s .opinion; relies-little, . if at all, on past mortality
experience of equipment. Since Pacific uses this method in - - . -
concluding that represcription is needed, Curenton believés that: - : )
future expectations are' a doninant, and possibly the only force,
driving the replacement programs of Pacific: Curenton asserts that: -
a review of the econonic studies justifying retirement anad
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replacenént ofiequipment:is-pandatoryi cOthérwisej Curénténtis =i aen
believes the Comnission is relying solely on Pac1fic951judgemént‘of"
futuré:lives i~ oo Ui Sonoar Gl vy i et ool ons

souid a2 Incaddition; Curéntoniviews:represcription astaistép vwiib
necéssary:for>the{ultimateé:installation o6f broadbandifiber:into:théis
localwcommunicationinetwork between the company'interoffic¢é and .i~viv

<

customer premisési - it oo ne DR o int S o ial Y
; Curénton:believés under such circumstances;ca . regulated ¢
monopoly:¢could-decide to'retiré any - of fits plant at:-any-timeé téivn~oz
replace it with new technology without economic:justification:i- v ~a
Thus, withoéut: justification;: the ratépayer:would-financé rétirement
even. if. ithe replacément plant is: designed to ¢ultivate future . ::u:o
revenue sources which may not be apparent at this timeé. R

Curénton points out that eéxisting: fiber:cable in-:. L
Pacific’s nétwork is miniscule compared to existing copper ‘cablé.::. :
In addition, Curenton estimateées’ that of the 203,761 miles of fiber -
presently:énployed in Pacific’s network, 25,862 miles are eguipped
with electronics. Therefore, over 85% of the fiber-installediin
Pacific’s 1989 return was not capablé of cadrrying intelligence.

- curénton reécommends that the Commission deny Pacifin’s
requested represcriptién until guidelines are éstablished ST
clarifying thé appropriate nethod 6f obtaining data and quantifying-
the anounts Of depreéeciation éxpensé allocable td non-télephone:
operations.:. Curénton proposés that thesé guidelines-be used for
the three-way FCC réprescription which will oéccur in 19910

Curenton testified that GTEC’s written testimony
indicated that retirements were driven in part by certain "revenue v+
opportunitiés” for businéss and reésidential services dué to the
replaceénent of copper by fiber éptics. cCureéenton asserts that
GTEC’s narrativé also méntioned a site-by-sité economic seléction: .
prbéééS“for?feedér:éablé‘ Curenton conténds: that GTEC admits that:
the increased depréciation accruals’ in underground cablé accounts:
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can bé attributed; in:party:to the- plan to-enter: into»the cable~s (o
television marketiitined oo vion gaiyiay tf neioso 00 ot cavaitfad

Assuming that this entry 1nto non- telephone markets({israltu?
driver of :GTEC's reéfuested .réprescription;:Curéentont:recommends that
GTEG!s-represcription-be.denied-until: guidance by:theiCommission:is»i
given for theérproper:treatment:of depreciation:expense:caused:by(q:c/
éentry into non-telephone related services. After such-:standards.;cun
aré set, (Curenton récommends revision of :GTEC!{s-dépreciation
accounts to:seéeparate non-telephone and-telephone: depre01at10n
accruals on‘ia going:forward basisi: el o iy dree

IR ~Smith; a’certified. pub11c accountant with 17- years

MRS A

experlence-and an expeért witness in numerous;utlllty~proceed1ngs,%a.u
testified that Pacific has . not supplied the necessary data to ... .
support its repreéscription and that the potential:réduction in
sharable earnings of the proposed represcription is significanti-:
Smith .réeconmends that both applicants’ requests for:.represcription . -
be deniéd as being unsubstantiated,; adverse: to the public interest ...

and inviting cross-subsidization. - T Lo
Smith contends that although. appllcants mentlon the‘prlce
cap mechanism, theéy do not recognize the operation of the second
nmechanisn, sharablé earnings: Snith asserts that:the earnings - . .
mechanism . was included to balance the risks, insuré:that ratepayers:.
receive a portion of the beénefits from:incéntive regulation; N
preserve strong efficiency incentives, and protect:both ratepayer - .
and shareholder from risks that the indexing mechanism nay -
significantly under- or over-estimate reasonablé cost levels.
TURN’s Position - ‘ L ‘ o : .

-+ TURN believes applicants must include justification for -
its accelerated retirement of plant by identifying the services
causing thé acceleration: TURN indicates that although- such
studies are included in'a prudency review (which is the- appl1cants'
characterization of CCTA’s request- for economic studies), when

reviewed in a depreciation proceeding, the inquiry would be the
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reason for .the' retirement, not.the prudeéency of.théiinvestment.anifio
TURN believes that the absence of retirement studiés to justify s
accelerated depreciation will invite.the use of.imonopoly:.rates to
subsidize:! below-the~1ine service and diminish the potenatial: . i
earnings to be shareéd with ratepayers: : - >, = oo oaic sy Iuimmxmxg

‘In-its Comments on the. Proposed Decision, TURN:clarifies:
that- it’s' position in this proceeding is not to recommend.broad1uga\
econonic studies,: therefore, its position is distinguishable. from: .~
that: of- CCTA. - However, where TURN’s argument. in~support-of:it3q
position is the same as that of CCTA, both.are. approprlately
discussed together below. : S
Discussion . k

rq 7

" Both procedural and substantive issues are raised in this-
first depreciation proceeding under the new regulatory frameworkKa::-
In the interest of clarity, we discuss these issues. separately:. -

" A. ' Procedural .Issues :

' We support the assigned ALJ'’s rullng to- llberally

construe Rule 8.4 of the Conmission’s Rules of Practice and-
Procedure, our protest rule; in order to allow CCTA and TURN an -
opportunity to be heard bécause this is the first depreciation
proceeding under our new regulatory framework, and given the :
pending status of our follow-up monitoring and régulatory forum: : .-
proceedings, discussed below. However, now having this first
experience behind us, we nmust reiterate that our intent for annual -
depreciation proceedings is to follow standard application:
procedures in our Rules of Practice and Procedure. - -

In D.89-10-031, we ordered Pacific and GTEC to f11e
applications for technical update and represcription by June 30 of
each year: - We indicated that accounting changes would be effective
by January 1 of the following year. : In order to meet this o
schedule, we must adhere to.the genéral requirements of Rule.8:4. -
Rule 8.4 réquirés that specific facts bé alleged in a protest.

Where a protest does not comply with Rule 8.4, we are under no:
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obligation to hold:a héaring and mayi grant the appllcatlbn by fnoneos
e¥X parte . order, “(Rule . 8,2.):~¢i 1 1 1> soaevds add dad) sovallcd ipton
of v Intfuture dépreciation proceedings;in order»tO‘ascertainw
the spécific. facts réquired by 'Rule 8.4, it is imperative that fisiu:
potential protestants proceed with-informali and {formal discovery,it:>
if "any, upon-the filing of the application. - This discovery
requirenméent ‘increases the-application review period. under: the new i«
regulatory framework since depreciation accruali-adjustments: under. >
the previdus regulation were .accorplished under our. ddvice letter :.i:
procedurés requiring:a protest to bé filed within 20 days after the
filing of an advice letter. N N SRR A M

The applications in this proceeding were filed onoizou :nid
June 29¢ CCTA’s protest in Pacific and GTEC’s applications were
filed on July 17 and 30, respectively; DRA’s responses vere filed : - :
on August 2. DRA’s responses pronptéd protests by TURN filed on'’
August 6 and responses by CCTA filed on August -22. and:24. 5 On
August 7 and 10, GTEC replied to thé protests and on Septénber 19,
CCTA filed notions to compel applicants to produce docunments.  On: ..
October 1 and.5; Pacific and GTEC responded to CCTA'’s motions. -

In the future, applications for depreciation accrual '
adjustments shall continue to provide supporting data in the :
application: - Should ‘informal or formal discovery bé required; we .. :
expect an applicant to continue to fully cooperate in order .to : - - :
expedite this process:. Conducting discovery in a:timely nanner -
will avoid what has occurred in this proceeding, a flurry of - v
pleadings, sone of which were filed after the 30-day protest perlod ‘
had run.: :

‘. Téchnically; there aré no provisions in our rules that - ;-
requiré ‘us to coénsider pleadings filed after the protest period has
ended. Therefore, we are under no obligation té consider, for -
example, replies to protests or discovery motions, in our -
deliberation on a protest and request for hearing. We did so this.
year bécause of the exténuvating circunstances discussed above and-
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the lack '6f speécific procedures syrrounding the depreciationcp:ss aiv
application. However, i future depréciation. proceedings; in-order-
to proceed judiciously, :pleadings filed beyondithé 30-day:protest
périod shall not be accepted: unléss acconpanied by a‘motion to- -
accept thé pleading. This motion:would '¢ontain, at ‘a mininums aouv
description 6f théeineed for theé pleading, the:reasons why theé .-
pleading could not beée filed within the '30=day protéét»period and*fn:
the impact:of granting:the notion 6n our desireito réender a: SR
deci51on by the end of the yeary i irt o7 im0t oo il st g
~ - ¥In-its Conménts-on the Proposed Decdision; TURN approves:
of all'the above préposed procédires except the reguirement-of a :.:
notion té accompany pleadings filéd beydénd .the protest period:: If -
the térm "pléeadings” includes discovery motions, (TURN believes this:
requirémént is an additional burden to a protestant and may -
encourage applicants to intentidnally delay responses to .data
reqﬁéSts in order to activate this édditional requirementa:=TURN

clear and that addltlona1~language statlng that it is less 1ncllned
to grant nmotions to compel discovery whére discovery is not timely:
would sérve. the Same purpose as the requlrement of an additional .
notion. o o v

In résponsé to this comment, this réquirement is not .
solely baséd upon our concérns for timely discovery.: Our concern -
for timély discévery is addreéssed by our statements above:.’ :Our ;
concern in requiring 4 motion to accompany pleéadings tendered for -
filing after the 30-day protest period is excessive pleadings. We
recite above the various types of pleadings filed in this
proceeding beyond the 30-day protest period, including discovery
motions. We intend that all such pleadings in future proceedings
be subject to this requirement. We do not agree that this
requirement creates an incentive for applicants to delay discovery,
especially given our express request for timely discovery above.




A.90-06-061, A,90-06-062 ALI/PAB/AK.*\..1:

The requirément;-asiPacgificipoints:out-iniits reply to TURN’s.. ¢ ..}

comhentsj appliés to-any:pleading.-from:any paityp S N N IS E & U
;i lonoIncitécclosing brief, iGTEC: réquests that future Prosiong e
proceedings’éxclude :thé type of:eévidence:and argument that.CCTA and .
TURN: present’in this. procezsding, namely; ev1denceaand.argumentdﬁi.wg
addressing the appropriate standard of review.in depreéciation : .. -1
natters.: -We decline to.makeé:such aifinding,becausé_the5~¢u coeliee 2l
depreciation methodology uhder. which we:derive:.our:findings and:
conclusions within the new regulatory framework cannot be treated. .:.
differently than any other nethodology regardless of the type of
regulation: Criticisn of any.underlying methodology. is .obviously
relévant and:subjeéct to challenge’ in depreciation proceedings.,.
Howéver; -it’ is our policy not to annually: review methodology -once . ::
it is authorized unleéss persuasive facts are presented to do so,:. - -
DRA  suggests that such challenges belong -in our. Open . - - ..
Forum.Investigation (I.) 90-02-047: To naké such a finding would
be inappropriate préjudging of .future protests. Protests in - . -
depreciation proceédings nust beé decided on a case-by-case basis.
This year we clarify thé methodology to be used in future
depréciation proceedings, below: Next year our monitoring program
and follow-up phases of regulatory flexibility should be in place:
Therefore, we can only observe now that we are implementing steps
which will add to our working knowledge of the new regulation each
year. This knowledge will undoubtedly guide our deliberations. on- ..
disputed issues in future dépreciation proceedings:
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- Byvi Substantive :Issues ‘nsditinpia n wodsz (7 asthpde dgoua
Turning :to ‘substantive issues,ithe: récord.inithis' - i15:oac-

proceeding indicates no: disputeé over applicants’: requested = i} fugn
reductions in: depreciation acoruals: for: technical updates, ..:.2:-vis
Pacifiofs rétirement of step-by-steépiand crossbar equipment and.: v
GTEC’s adjustment for inside wire amortization.io DRA-indicatés. that-;
it has carefully reviewed theése reévisions and:gives:justifiable. i in;
reasons, for. recommending its approval.:.;The: formula:and parameters :.
surrounding the technical updates- are the. same; as those.-authorized ;-
in 1988.:: Pacific’s accrual for step-by-step and crossbar equipnent.:
will over-recover the investmént. unless -it: is:;adjusted.::  GTEC’s .-
proposéd treatnment of inside wire -amortization meets the Conmmission :
and FCC requirements. - Therefore,: we find these revisions to ;.
Pacific and GTEC depreciation accruals reasonable and will- adopt. -
then. : i S , oLl wly

" The dispute in this proceeding is over applicants’ .
proposed repreéscription: We specifically orderéd applicants to .. -
annually propose technical update or represcription.. Thus, the -
applications are not inappropriate because they. include o
represcription. ' Applicants base théir recomnmendations. regardlng-iw\
represcription on authorized Commission depreciation methodology
and analysis. ' DRA has carefully reviewed the applications and
recommends adjustments to applicants’ proposed projection lives. -
Applicants’ stipulated to DRA’s recommended revisions during the .- .
proceeding. : ~ : e R A

Protestants argué that economic cost studies to retire .

and/or replace plant in the future or speécific retirement studies
are needed now to prevent alleged harmful cross-subsidies and
diminishing the ratepayer’s potential sharable earnings. CCTA
recognizes that the Comnmission does not know whether applicants
have generated a raté of return to require that earnings be shared.
Yet .protestants argue that the lack of these studies may allow the
mwhittling away” of potential sharable earnings. CCTA believes
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such studies will show a significant :reliance ‘oh:futare noh-
nonopoly teléphone  investmént which is' currently motivating
applicants to' request' accelerated’ depreclation.schedulesii ruitan-ora
Protestants believé thisipresent’ motivation by future investments:i v
may be a' substantial- factor:in: thése applicationsy: éven though- they !
provide no analysis§! of. applicants’: supporting data. / Because': = >7{i2
retirement or’ economio’studies:to justify: the projected retirement +:
of copper cable'and replacemént With fiber were not performed,>TURN::
and CCTA a¥gue that applicants’ showing iis' inadequate -and the o o
represcription’ requests: should be denied. ! CCTA reguests that the i
represcription request be reviewed :in':the' triennial FCC ¢ v 0,
represcription’ proceeding hekxt: year. - However,” DRA testified that:::
no additional economic studies are required for triennial FCC
represcription. : . ) : T o RN
We find CCTA’s arguments fraught with speculation about " .i:

existing and: future state and federal regulatory policy, technical
potentials, the possibility of an overall econonic study,. and the : :.
reliability. of an economic study performed so far ahead of actual
deploynent. Applicants point out: that they are presently . .:: -~
prohibited from providing certain services, such as cable -
television. 'GTEC asserts that its netvork of fiber is toco - - Do
extensive to perform one .economic study to presently justify future-
retirement and replacement decisions and that any. exact retirement - -
dates given may change. Applicants enmphasize that copper cable is '
only replaced at the end of its useful life and the purpose of this
proceeding is to establish that useful life in order to recover the
existing investment. - GTEC describes a capital investment decision - :
as one focusing on the new investment, not the éexisting investment:. .
it is replacing, if any. , : ‘ . SRR

- TURN’s requirenént of identifying specific existing .. .
services which will be modified or replaced by future services may
be impossible to meet. Applicants’ justification for accelerating .

- 23 -
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depreciation:is-a change rin.téchnology.which will prompt services o=
that may be unidentifiable nmowevis . ~ir:-tizon nf 3t osabr gfee daswal
- Moreover, ‘in-.order-.to agreé with proteéstarnts, we must

believé that the;flexible regulatory framework recently. established {
will not operaté ‘as:anticipated. ..We do notibelieve . this:to be.the .
case. Pacdific and GTEC defénd their respective showings based upon
the operation.of safeguards we placéd within the new regulatory: . i
framework, naming specifically the price caps, prohibition of rate -
changes :pursuant to depreciatioit adjustments, monitoring,;and
future cost-justification réquirements for new services.:-We agreeq,
that the regulatory. framework:includes protection:against exactly-:
the motivation which protestants fear. . .. ... .~ v oo s la e

; 'In this first depreciation:proceeding for Pacific and
GTEC since wée adopted the new regulatory;framework:1n;D.89.10,031,«/
it is:appropriate to clarify the intent of these annual .reviews as:
well as the applicable standard for review within thée context:of : .-
the new regulatlon. S PO e R HRE

- The basic policy decisions we made in D.89-10-031.

regarding utility. investnent and expenses are very c¢lear: All:
ronopoly rates and rate ceilings for Category II services will be. . -
adjusted each year by thé price cap index,; nodified as necessary by .
appropriate exogenous or ”2” factors. The price cap index will not -
include changes in utility invéstnents or.expénses; in fact,
Pacific and GTEC are precluded fron applying to incréase rates - -
based upon the cost of ‘investments or expenses, except for those
specifically allowed as ”2” factors. - Wé -also have in place a .-~ ..
version of the FCC Part 64(a) allocation methodology to separate . -
above-the-1ine: costs, révenues, and investments -from below-the-line:
cost, revenues, and investments. Ratepayers are;~£herefqre,n>
shielded from the effects of inprudent or éxcessive investment or
expenditures as well as cross-subsidy,:and the:Commission will not
conduct prudency or reasénabléness reviews: By these provisions,:
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the utilities arégiven a"strongincentive toiminimize ‘cost and i i
invest only where it is cost-effectivei: o o[ Fdpabivr ~d vy degis
‘. In addition to these protectivé provisions'and:the
bénefidihl“incentiveS'they‘createffcomprehen§1Ve monitoring & ovoi o

provisions will' observe directly wheéther cross-subsidy or other
undesifablé'activities‘éfé*occUrring}'éndfthe'commissioh'Will’
investigateiif mOhltorlng ‘résults indicateithat substantial -
problems may ‘e¥ist RS T TS O FE ST BN BRI AR SR O S

:We:recognize that the: sharing mechanism:does give a-
possib1e~1ncent1ve.for-the utilities to increase expenses ! - -
periddically-in order to reduce sharing; but such actions would
also reduce investor earnings. .- In the context:of the entire i < :
régulatory framework, adverse incentives potentially created by
sharing earnings do not outwéeigh the benefits to:ratépayers offeréd -
by the program as a whole. Ratepayeéers are only directly at risk
under our framework if utility earnings fall below a lower.level,
currently an 8.25% rate of return, for two consecutive years. - In
such a casé, the utility may request an incréase in rates, which
CCTA witness,  Snith, points out: - However, we would hesitate.to
apbrove such a request if evidénce showéd that imprudent investment -
or inproper cross-subsidies wére a substantial cause of the low :
earnings. o S : : - :
In this ‘context and supporting moderiiization of the-:
network in the interest of rdtepayers and shareholders, wé. singled
out depreciation expense as an item that we wished to review and -
approve-annually. oOur stated objective was to avoid excessive -
depreciation expenseé that might reduce sharable earnings. However,
in discussing the ”"whittling away” of sharable earnings, we
specifically referred to reéquests for ratemaking adjustments. : _
(D.89-10-031, pi 355, Finding of Fact 53:) - We do not agreé that a:
crédit on a ratepayer’s bill genérated by earnings shared which :
reduces the total charge is a “ratemaking adjustment”, as TURN
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arguesn{ Thusrsapplicants:make3no;réquestiforgrate'changes in:thisir
proceedingeovitidagon DI rot aniig aded Jou 2sobh painiia Soon-wolad
hivor-HWe did notinténd: to-apply the new regulatory framework in:
to all experises: excépt.depréociation/ then conductthé-equivalent’ of:
an annual:rate-case ‘for depreciation:-iInsteady\wé intend the:s~rvneiin
annual depreciation reviéw:as an‘oppbébrtunity: to verify the a‘.tiicad
consisténay-.of:thé . utilitiées’ depreciation ratés: when.viewed »zracoiy
against reliable:industry standards; as we have initheé:pasti 0ur: i
particular .concerniis .tied toithé:importancé:of dépreciationrin_thex
overall expensesiof the utility, as well as.the controversies over
the:allegedneed:td rapidlyiaccelerate:depreciation schedulés: to i+
conpensate for ‘allégedly inadequate-prévious: depreciation rates:ivar-
utility decision to accelerate depreciation rates:is one we:should::
review for its réasonableness, even though it would have no-direct .c
impact on rates. ' Wherée we find the proéposed acceleration of i ~riovs
depreciation rates excessive and outside reliable standards,.it :~.:>
nust be denied: -Howevér, the evidénce -in this proceéding does not " .
support such:a conclusion, .- ol a0 s s s loTro o oes n an e in e
Applicants présentéd eviderice in this- proceeding which- is
routinely reli¢d upon:to répréscribé projection livési. DRA
confirred this fact: CCTA and TURN.did not challénge the ::- . @i’
supporting docunentation that was presented- by applicantsi > They. @/
argue that additional éevidence should be’ requireéd. H TS N LAY
It is possible that acceleratéd dépreciation rates coéuld:.:’
nake sone investnent decisions economic that would-not:-have been:i-:::
econonic 6therwise. :In such a. case, Pacific and/or GTEC might i:- -
invest -in fiber that could position them better-to compete with: .- .
cable firms if they are authorizeéd by ‘law to enter this business. ..
As described above; ratepayérs would ‘be at minimal risX under such
circumstances. - Competitors such as cable firms, o6n the other hand,
would reasonably be concerned about compeétition from-the local . :.:-
exchange companies (LEC) which may be baséd upon:greater - ::..:-
efficiencies. : However, as long as monopoly+side ratesicannot be’
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increased to:cover competitive+sidée-oross=subsidiés;-andtas long:ass
below-cost pricing does not take place for LEC competitiveviaifeaso iy
services, béoth of.which our safeguards:shbéuld: preventjiwe:should
not be conceérned:aboutithe speculative'effects of depreciation rate 3
changes on future investment "decisions: - CCTA’s’iinterést: in tnnn a
Pacific’s and GTEG’s capital:budgeting and.investment-reviewn in:i,
processes$ is ‘misplaced in a. proceeding designéd -only té verify:that o
utility depreciation expense rates:bear. some reasonableri i+ faniaes
relatidnship~to theirémaining useful ilivesiof ;théir plant. = un’ troo

i3V - We reiterate. that Pdcific and GTEC must:ifile: an-1xo ooy
appllcatlon to deploy: fiber 6ptics béyond-.the feeder that is, in:a’
rmanner that:could.create thé-infrastructuré technlcallynneededatqzoq
offer cable television service. - We.included this provision:in::
D.89-10-031 at thé urging of CCTA, which répresented that this. i~
Protection would néet its-legitimate concerns regarding an REA
opportunity'té.review~iﬁvestméﬂt decisions that.might.directly - 7. :°
affect théir industry.  This 'requirément applies whethér or: not the
other legal restrictions now barring telephoné -utilities from :: .::: -
providing cable- television servicé are lifted. : R

In addition, our open forum 1.90-02-047, exists to: -
address anticompetitive conduct and ‘6ther competitivé concerns. .-
This proceeding allows parties other than ‘Pacific._and GTEC: to
petition the Commission.to investigate a nunber of issues, &
including; violation by Pacific or GTEC of Cormmission-policies,
such.as our policy'doal of avoidance of. cross-subsidy and ‘anti-
conpetitive behavior. . This proceeding also specifically. allows -
parties to bring unresolved auditing or cost allocation problems to-
our attention by an appropriate.petition so we can addréss thése = -
issues prior to-and apart from thé annual . sharable earnings ireview; -
We are also inithe process of establishing an ongoing -

nmonitoring progranm for ovérsight of the new regulatory framework. - -
This monitoring progran will include reports on-a variety of - .- - .
topics, including. several neasures under the goals of encouragément .
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of téchnological:advance;. full -utilization of the 1écaliéxchangé:: a7
network;> and avoidance of: créss-subsidies‘and anti-competitive:~viyya
behavior. The openiforum procedure specifically allows:partiés to
file a petition,  as a result of review of data ‘or reports gathered
in the monitoring process, to review the adherence to the:« i '« .ilgis
conmission’s monitoring goals established: in D:89-10-031."

‘. Accordingly ;. wé conclude that Pacific and GTEC have:i: o
adequately denoristrated . .that their proposed - -1991:depreciation=i:ivoig
rates, as amended by the stipulations to DRA’s recommendations,-are:-
reasonable;:'; We :accept: DRA’s recommended .adjustnénts to ‘the
applications because theéy reflect an approach to depréciation ;-
accéleration which places more ‘reliance on our: hlstorlcal
experience. Cal :

Findings. of Fact :- . : - Loy

1. In séparate applications, Pac¢ific, and GTEC request !
accounting adjustménts effective January 1, 1991 to respectivé i.i::
depreciation accrual accounts for the ‘technical update 'of all plant:
accounts and represcription of specific accounts. ’. - il

-2. 'Pacific proposes a net reduction in its depre01at10n

accrual of $36.906 million comprised of: a decrease of $39 million:
for fully depreciated step-by-step and ‘crossbar equipment; a . & -
decrease of $52.930 million for the technical update of all plant;
and, an increase of $55.024 million due to the represcription of i« -
seven categories of plant. L R

3. 'GTEC proposes a net reduction in'its depreciation accrual
of $7.287 rillion comprised of: a decrease of $10.391 million for:
its technical update of plant; and, an increase of $3.104 million:
for represcription of its underground metallic:cableée account.:

4. DRA recommends that . the projéction lives used in theé
requested represcription be adjusted to calculate a net réduction. : -
in depreciation accrual for 1991 of $58.852 million for Pacific and
$12.94 million for GTEC. 1In its analysis of projection lives, DRA
relies on historical analysis of plant accounts and authorized
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commission:methodology in deriving .the hVérageareﬁaiﬁinqxlifewad 1o
represcribéd equiprent. i DRA’S ‘r¥econnendations -are ireasonableici:ton
~J 05¢: Applicants-stipulate .to:DRA’s recomméndations.i: .roiversdi
»¢: 641 CCTA . and TURN oppose -the proposed represcription in both i1
appllcatlonva D oaciraranns ot v SL o nTanyg palwaiiac s, o

itd
7. CCTA:and -TURN contend that there. 1sxinsuff101ent evidence »
upon which:to grant:the "application:because  applicants.do not
provide. additional ‘studies to Justify. the1r*pr03ected retirenent r -%
and:replacemént dates. .. s osoaiicigf oo ol boaloroen o ooy iacs
8. -CCTA and . TURN:do not othervwise. challenge the: appllcatlonss
or supporting:datai: - iioocgun o vty oand onreos ©o .>~,-;-'-:§cx_"§:‘~
9. The:evidence and argument - supporting CCTA’sS :request to -
deny the applications involves speculation about the eXIStlng'wﬂ"
regulatory framework and future state and federal regulation; :theé.i:
possibility.that economic studies can be performed and the
reliability of such studies. - TURN'’s request to identify specific
services to justify accelerated depreciation may be inpossible. - .
10. Applicants and DRA use authorized Commission depreciation
methodology to support the respect1Ve represcrlptlon requests and
reconnendations. - - .. . T S T R
11. - The granting of applicants"requested adjustnentSatd=“
depreciation accrual,: as anended by DRA, will not change °.
applicants’ rates: . - o '
Conclusions of Law

"1: . Applicants’ requested adjustments to depreciation
accrual, as amended by DRA, should be approved for accounting .
purposes 'in:1991. . . L L S

2. The granting of appllcants' requested ad]ustments to
depreciation accrua1,~a5~amended by DRA,,wlll ‘not change
applicants’ rates.

3. This decision should be effectlve 1mmed1ate1y.
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ORDER

IT IS ORDERED that:

1. Pacific Bell is authorized to adopt the depreciation
accounting changes proposed in its application, as amended by
bivision of Ratépayer Advocates (DRA), for the calendar year 1991
as contained in Appendix A.

2. GTE California, Inc. is authorized to adopt the
depreciation accounting changes proposed in its application, as
amended by DRA, for thé calendar yeéar 1991 as contained in
Appéndix B.

This ordér is effective today.
Dated Decenber 27, 1990, at San Francisco, California.

G. MITCHELL WILK
President
FREDERICK R. DUDA
STANLEY W. HULETT

JOHN B. OHANIAN
PATRICIA M. ECKERT
Comnissioners

I CERTIFY THAY THIS DECISION
WAS APPROVED BY THE ABOVE
COMIAISSIONERS YODAY

_ (4i£§ﬁ/
22 i 2T ——

, Exécutlive bireclor




APPENDIX A
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1991 AGGRUALS AT AUTHORIZED RATES
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GTE CALIFORNIA
1991 ACCRUALS AT AUTHORIZED RATES
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