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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY AND RESOLUTION F-626
COMPLIANCGE DIVISION November 22, 1989
Finance Branch

CHANGES IN PART 32, UNIFORM SYSTEM OF ACCOUNTS FOR
TELECOMMUNICATIONS COMPANIES REVISING THE EXPENSE
LIMIT FOR CERTAIN ITEMS OF PLANT COSTING $500 OR
LESS, GTE CALIFORNIA, INC. AND PACIFIC BELL

(Advice Létter Numbérs 5192 and 15544 respectively).
SUMMARY

By Decision 87-12-063 the calitornia public Utilities Commission

Ccomnission) adopted, for téléphoné companies subject to its A
Jurisdiction, thé Fedéral communications Commission’s (FEC) Part 32,
Uniform System of Accounts for Téléphoné Companiés (FCC Part 32 USOA).
Paragraph 11 of thé deécision states that *Thé Comnmission’s advice
letter procédure shall bé uséd to address subseéquent Part 32 '
changeées.”

On July 22, 1988 theé FCC reléased a Report and Order in Common Carrier
Docket No. 87-135, FCC 88-220. This order amendéd FCC Part 32 USOA
effective January 1, 1989, to raise the expense limit to $500 for -
itenms curréntly subjeéct to a $200 expense limit. The revised expénse
linit applies to itéms of equipmént classifiable to accounts 2112,
Motor Vehiclés, 2113. Aircraft, 2114. Special Purpose Vehicles, 2115
garage Work équipment, 2116. Othér Work equipmént, 2122. Furniture,
2123, office Equipment, and 2124: General Purposé Computeérs costing
$500 or léss and having a life léss than 6né year. On February 27,
1989 the FCC releaséd a lettér to the Résponsible Accounting officers
(RAO Letter 6) which added test equipment and tools in thé Central
Office (COE) Assets Accounts to the list of itéems for which the
revised eéxpense limit would apply.

Both GTE California Incorporated (GTEC) and Pacific Bell (PacBell)
filed Advice Lettér Numbérs 5192 and 15544 respectively requesting.
that thé Commission adopt the FCC Part 32 USOA expense limit changé
efféctive January 1, 1989. GTEC is not requésting revenué réquirement
réljief although it states that the impact would bé a revenue
réquiremént inoréasé of $455,000 for 198%. PacBell is also not .
requésting rate reéliéf. It proposés to offsét its 1989 through 1995
revenué réquirement impacts against thé depréciation of the embeddéd
plant accounts that aré affectéd by the $200/500 expensé limit change.
The revenue requirement efféct of the expénse limit change as shown in
PacBell’s advice letter is a $15 million initial increase in 1989 and
declines each yéar to a $5 million decrease in 1995. The net impact
is a $21 million revenué requirement increase.
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We find that theé adoption of the FCC Part 32 USOA expensé limit change
as addreéssed in the FCC 88-220 and RAO Letter 6 is reasonablé. We
adopt this accounting changé for intrastate purposes foéor all téléphone
corporations subject to the Comnission’s jurisdiction. We deny
PacBell’s request to offset its revenue requirement inorease against
its de?reciation expense and note that an¥ rate reélief sought by the
utilities should beée through the rate application process.

BACKGROUND

in Februar¥ of 1987, the Comnission issuéd an order instituting
investigation (I(87-02-023) to determine whethér the FCC!s Part 32
USOA should be adoptéed for the régulated telephone companies. Part 32
was the FCC’s responseé to thé existing Usoa gParts 31 and 33) which
thé FCC believed was archalc and incapablé of providing for changes in
a complex téchnological and economic environmént. In Déceémber of
1987, thé Commission issuéd Décision 87-12-063 which adopted the FCC’s
Part 32 USOA for teleéephone companies sSubjeéct to thé Commission’s
jurisdiction. In general the Commission adopted the FCC's Part 32
USOA beéecausé of its desiré to simplify and coordinate the accounting
aﬁd_reporting réquireménts imposed on thosé téléphone companies - °
opéerating under thé jurisdiction of both this Commission and thé Fce.
Decision 87-12-063 directed that subséquént changes to the FCC Part 32
USOA should not bé réutinély adoptéd but instead should bé addressed

through theé Commission’s adviceée letter proceédure.

GTEC filea Advice Léttér_hc. 5192 on February 8, 1989 and Pacséilg»

filed its Advice Létter No6. 15544 on April 28, 1989. Theé cCommission’s
pivision of Ratepayér Advocatés (DRA) filed comménts to GTEC’s advice
letter on Fébruary 28, 1989, stating that it would not oppose theé
utility’s petition to allow authorization of this accounting change
for intrastaté purposes. Howevér, it opposed any attempt by GTEC to
recover the estimated 1989 reveénue réquirément impacts without first
providing a showing that would ideéentify the bénéfits (cost savings) to
the ratepayers résulting from thé expénse limit changé. DRA connénteéd
that these benéfits should bé incorporated into any revénue o
réequirémént impact estimatées. DRA did not' £filé comments to PacBéll’s
advice letter. No othér comments were receivéd.

DISCUSSION

The FCC last reévised the éxpense limit in 1981 from $50 to $200 which
thé Commission subséquéntly adopted. According to the FCC, raising
the expensé 1limit to $5006 will relievé thé carriérs of the R
adninistrative burden of maintaining records on a large volume of
relatively low cost items as well as achievé efficiénciés by éxpeénsing
thesé items 1n the period they are purchaséd rather than capitalizing
then, carrying them in the rate base, and allowing a rate of return on
the investmént. The Comnission in its comments té the FCC on Docket
No. 87-135 stated it did not oppose the proposal to raise the the
expense limit to $500.

In order to eliminate administrative costs, achieve potential cost
savings and be consistent with the FCC Part 32 USOA, the Commission
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adopts for accounting purposés only the expense limit incorease to §500
for the accounts and ftems addressed in FCC 68-220 and RAO Lettér 6.
Both Pacbeéll and GTEC reéquestéd impleméntation for intrastate purposes
effective January 1, 1989. Howéver, because adoption of a FCC Part 32
USOA changé effects all teéléphoneé companies subjeéct to this
comnission’s jurisdiction, companies will be allowed to impleémént the
accounting change efféctive either Januvary 1, 1989 or Januvary 1, 1990.
Any révénuée requirement increasé sought by thé telephone con anlés
should be through an application and should include potentfal cost or
productivity savings which might result from implémenting this
accounting change.

PacBéll’s advice létter proposés to amortize the revenué requirément
effécts of thé accounting changé against thé embedded depreéciation
éxpénseé of the accounts affeécted by the $260/500 expensé limit change.
We do not believe that it is apprépriaté to apprové thé proposed
amortization in this filing for the following reéasons.

1. The commission in approving thé proposed amortization would
be inplicitly approving sevéral years of revenue requirémént
increaseés which would noérmally be déalt with in a General
Rate Caseé proceeding or through anothér separate application.
The offset to the depreciation eéxpénse moré appropriately
belongs in a technical updateé procéss whére such an R
adjustment may be reviéwed in a more detailed ana
comprehénsivé manner.

offsétting the revénue requirément increases against
depreciation expenses is not consistent with Generally
Accepted Accounting Principles: Depreciation éxpense aliows
récovéry of the cost ovér the expéctéd lifé of the plant and
spreads thosé costs to thé ratepayérs receéeiving thé benefits
over the sérvice 1ifé. The proposed amortization actually
results in deférring thé recovery of thé dépréciation expense
on the embedded plant in those accounts affécted by the
expense limit change. '

FINDIKGS OF FACT

1. The commission by Deécision 87-12-063 adoptéd the FCC Part 32 .
Uniform Systém of Accounts for téléphone companies subjéct to its.

" jurisdiction.

2. FCC Docket No. 87-135, Réport and Order FCC 88-220 aménded FCC -

-Part 32, effectivé January 1, 1989, to raise the éxpense limit to $500

for certain specific items.

3. GTEC filed Advicé Letter Numbér 5192 oh February 8, 1989
requesting adoption of the $200 to 500 éexpense limit increase.

4. PacBell filed Advice Letter Number 15544 on April 28, 1989 also
réequesting conformance with the FCC Part 32 USOA as amended by FCC 88-

'. 220 and RAO Letter 6.
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5. DRA filed comments to Advice Letter N6j 5192 6n'r§§ruary 28, 1989
which did not opgose,thé expéense 1imit increasé hut did request a
showing of cost benéfits resulting from the accounting change.

6. It is desirablé to coordinate the accounting and reporting
requiréements imposed on thosé teléephone companies operating under the
jurisdiction of both this Connission and the FCC.

7. The FccAbelieVes’that raising thejéxpehse limlt to 3500 will’
alleviate the administrative burden of maintaining records on largée
volumés of rélatively low cost items and provide éfficlencles or rate
base rate of return treatment: - = R
8. Thée Cémmission in its comments 6n FCC Docket No. 87-135 did not

opposé raising the expensée limit to $500.

9. _Any amendménts té thé FCC Part 32 adopted by this Commission will
apply to all téléphone companies subject to the Comnission’s
jurisdiction. . . _ . _ _ ,
10. Approving pacééii's,feveﬂué’réquirément amortization request would
ive implicit approval to the company’s éstimated revenue requirément
increase. _ ' ) o T
11. Thé téchnical update.procéss is the appropriate place to address
dépréciation issues o - - S -

12. Offsetting réevénue requirément increaseés against dépreciation

éxpénseés is not consistent with Generally Accépted Accounting
Principles. - ' : .
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. IT IS ORDERED THAT

1. Thé amendménts ordered in FCC 88-220 and RAO‘_Lé_tt'e‘r 6 are
adopted for'accounting Eurposes for teleéphone companies
subgect to thé jurisdiction of this commission. B

2, PacBell’s réquest to amortize the révenue requiremént effect
gf }héa accounting changé against dépreciation expense is
énliéd. : : :

The effective date of the accounting change for intrastate
purposés is January 1, 1989¢{ however, teléphoné companies
gavg the option to implement it né later than January 1,
990, . _ : S
4. This resolution is effective today.
I certify that this Résolution was adopted by thé Public utilities
commission at its regular meeting on November 22, 1989 The following

commissionérs approved it: . S : Y

G. MITCHELL WiLK
oo o Préskdent. -
FREDERICK R. DUDA™ .
" STANLEY W. HULETT
JOHN B.. OHANIAN -
PATRICIA M. ECKERT
Commissionefs
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