PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

EVALUATION & COMPLIANCE DIVIS!ON RESOLUTION NO. T-12007
Telecommunications Branch March 256, 1987

RESOLUTION

PACIFIC BELL: ORDER REQUIRING ATTRITION YEAR 1987 REVENUE
REQUIREMENT REDUGTION OF $191,041,000.

SUMMARY

In compliance RitH(;T;;:I;t;gngacific Bell (Pacific) filed Advice
Letter No. 15215 on January 21, 1987 and Supplemental Advice Letter
No.15215A on February 24, 1987, requesting 1987 attrition year
revenue requirement reduction of $75,748,000. To implement this,
Pacific proposed an adjustment to its current billing surcharge to
be applicable to amounts shown on bills rendered on and after the-
effective date of the tariff.

Ordering Paragraph No. 1 of D.86-12-099 required Pacific to file a
1987 attrition year advice letter addressing both operational and
financial attrition. Operational attrition requests were to be
developed using formulas and inputs listed in Appendices A, B and C
of the Decision. The financial attrition filing was to include
Pacific's year-end 1986 capital structure and embedded debt costs.
Ordering Paragraph No. 4 of D.86-12-099 provided that Pacific's
intrastate rates and charges be collected subject to refund after
January 1, 1987 to account for any adjustments associated with the
1987 attrition review.

Based on our review, Pacific’s 1987 attrition revenue requirement is
a reduction of $191,041,000, as shown in Appendix A of this
resclution. The issues which result in the $115,293,000 difference are:

Financial Attrition <$64,387,000>
Depreciation Technical Update < 35,892,000>
Excess management salary increase < 3,560,000>
Attrition effect on interest < 12,715,000>
Other 1,261,000

TOTAL <$115,293,000>

These categories and their dollsr amounts are offered as summaries.
Each interacts to some extent with the other.




PROTESTS

Public Staff Division (PSD) filed & proteat to Pacific’s Advice Latter
No. 15215 on February 6, 1987. PSD objected to the finsncial
attrition, citing that the use of year-end 1986 capital structure
resulted in (1) the equity component of 56.02Xx exceeded the cap of
5%5%x ast in D. 86-01-9026 by 3102 basis polnts and by 432 basias points
over the 51.5 X component authorizsd in that Decision and (2) it
doses not include the imputed 882,000,000 of 6Xx preferrad stock which
the Commission indicated it would continue to impute (D.86-01-026,
niseo,p.16). Both of the conditions adversely affact the ratepayers.
PSD racommends the original capital structure determined reasonable
in D. 86-01-026, which includes the 66X preferred stock adjustment and
formed the basis for the currently authorized 135X return on common
equity, be utilized in deteraining financial attrition.

Pacific responded to PSD’s protest on February 17, 1987. Pacific
states its advice letter filing is in coapliance with D.86-12-039 and
PSD’s protest should be denied. Pacific further states, "The PSD
apparently claiss that Pacific should have purposely chosen pot to
comply with the express Order of Decision No. 86-12-039....The PSD’s
argurent {ignorea Pacific’s statutory obligation to comply with
GConmiasion’s Orders (see, Public Utilities Code Section 702)," .
Pacific also notes the "Commission’a expressed desire to review year-
and data ‘bescauae fsuch data) is available and easily verifisble’
(0-86'12‘099, mimeo P 7). .

On February 17, 1987 PSD filed a aupplenent to ita February 6, 1987,
proteat objecting to thé depreciation technical update., P3D states the
increase in intrastate depreciation expense of £53,442,000 is based
on Pacific’s mismatched use of composite accrual rates. The mismatch
arises by Pacific’a use of the technically updated composite rate of
6.51% (authorized by Remolution No.T-11098, dated January 28,1387)
derived from 1987 projected plant and the adopted test year 1986
composite accrual rate of 6.12X derived from 1986 adopted plant.

PSD recommended the 1986 compositeée depreciation rate be recomputed to
reflect 19857846 adopted paranetera and rates applied to the 1987
plant aix. The racomputed composite 1986 rate would be 6.43%

Pacific reaponded to PSD’s supplemantal protest on February 27, 1987,
stating, “Pacific has corractly calculated the 13987 growth in the
composite depreciation rate from 6.12 to 6.51 percent by analyzing
the following three factorst (1) changes in plant =mix, (2) second
year ELG and (3) rate changes on individual accounta." Pscific
further stated, “If the PSD’s contention is valid that Pacific’s 1986
adopted accrual rate should be transformed to 6.43 percent, then,
sinply put, Pacific has been under-recovering a legitizate revenue
raguirement throughout 1986."
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Turn Utility Rate Normalization (TURN) filed its proteast to
Pacific’s Advice Letter No. 15215 on February 4, 1987 and a
supplersnt on February 27, 1987. Turn concuras with P3SD’s protests
and raises additionsl objections to (1) Paclific using a 1983
satimate of 1987 Telephone Plant Index and (2) inclusion of
"discretionary and exhorbitant teic) increases in certain labor
expenses...'" It also requests & review in more detail of Pacific’s
refinancing of earlier high-cost debt issues.

On March 9, 1987, Pacific responded to TURN’s protests., Pacific
referred to its responses to PSD’s protests regarding depraciation
technical update and financial attrition. It also referred to an
article in the Wall Street Journal of January 19, 1987, in support
of its management salary increase. Concerning the Telephone PLant
Index, Pacific stated it used the most recent data available at the
time of the filing. With ragard to refinancing debt, Pacific
atatad, "TURN does not detail its concerns...TURN’s protesat is
without merit.”

PSD’a protest of February 6, 1987 and supplement of February 17,
1987, and Pacific’s responses are attached as Appendices B snd C.
Appendices D and E contain TURN’s protests of February 4, 1986 and
February 27, 1987 and Pacific’s March 9, 13987 response. -

Our review of financial attrition and technical update iacorporate
the concerns covered in PSD’s protesta, Matters raised by TURN are
dealt with in our handling of the labor growth factor and financial
attrition and need no further action.

DISCUSSION
OPERATIONAL ATTRITION

Appendices A, B,and C of D.86-12-099 provide the formulas, definitions
and selacted adopted 13986 results for calculating operational
attrition., Our review found two formulas and two factors used by
Pacific were not conasistent with the above Decision. The Attrition
Year 1987 Telephone Plant in Service (TPIS) formula should include an
intrastate separation factor. The adjustment made to Federal Incone
Tax ¢(FIT) and California Corporate Franchise Tax (CCFT) should

include the FIT/CCFT effacts on change in taxable incore.

1. Nonlabor escalation factor

In Deciaions £6-12-099 and 85-03-042 the Commiassion dealt extensively
with asthods to develop an appropriate nonlabor escalation factor.
Since no superior method has been demonstrated, in D.86-12-099 we
retained the methodology developed by PSD in D.85-03-042. The factor
is developed on a deatailed analysis of the composition of Pacific’s
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nonlabor expenses, using appropriate indices for unfinished goods
for measuring the expected change in price for major components of
nonlabor expenses. Using the methodology adopted in D.85-03-042
results in a nonlabor escalation factor of 3.04X, 6 basis points
lower than Pacific's 3.10X.

Pacific’s nonlabor escalation factor of 3.10X was developed using new
relative weightings of purchasing categories other than those adopted
in D.85-03-042. We caution Pacific that in future attrition filings
it should comply with the adopted methodology. If Pacific would like
the Conmission to consider a new nonlabor escalation factor using new
relative weightings and categories, Pacific should introduce them in
its next general rate case.

Application of the 3.04X nonlabor escalation factor yields an ‘
intrastate materials, rents and services expense of $1,258,009,000,
which is $732,000 lower than Pacifie’s filing of $1,258,741,000,

2. Growth in composite salaries and wages

Inflation factors received extensive discussion in Decisions

86-01-026 and 86-12-099. Several pages were devoted to determine

wage and salary growth rates and nonlabor inflation factors. Growth
rates in composite salaries and wages is not a simple or straight
forward factor as the lengthy discussion indicates. Page 2 of -
Appendix B in Decision 86-12-099 states, "Growth in composite

salaries and wages is based on labor contracts, and shall be adjusted-
to reflect test year actual wage agreements, if different

than adopted test year forecasts.”

Pacific calculated its 5.00X factor for growth in composite salaries
and wages by weighting the relative growth of: (1) salaries and
wages, (2) team incentive plan, {(3) benefit plans, and {4) payrolil
taxes. Pacific claims that since the labor and labor overheads
expense include these four items, it is only consistent that the
grorth rate includes these same items. Pacific further states that
in its 1985 attrition filing, the factor included total compensation
which includes benefits and social security taxes.

The team incentive plan and benefit plans are items not specially
provided for in our attrition review. The team incentive plan provides
compensation to employees based upon Pacific's previous year’s (1986)
financial snd service goals.

The discussion on Page 2 of Appendix B of D.86-12-099 specifically
lists wages/salaries, relief and pensions, and Social Security taxes
as "labor and labor overheads™, while it mentions "Growth in
composite salaries and wages is based on labor contracts, and shall
be adjusted to reflect teat year actual wage agreements, if
different than adopted test year forecasts.”™ Although the attrition
formula set forth on Page 2 of Appendix B of D.86-12-039 does not
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specifically mention team incentive plan or benefits plan we will
include these items since they are part of the labor ¢ontract.
However the inclusion of team incentive plan and benefits plan in
attrition should be reviewed in a future appropriate proceeding in
which the attrition mechanism will be re-examined.

Social Security tax increases are recognized to be statutory changes
beyond Pacific’s control, and therefore we will accept the inclusion
of Social Security in the growth rate in this filing.

¥ith regard to the payroll portion of the growth factor, our
estimate is 2.39X compared to Pacific’s estimate of 2.53X.
Consistent with Appendix B, Page 2 of D.86-12-0399, “Growth in
composite salaries and wages is based on labor contracts...", the
payroll portion of the growth rate is based on union wage agreement
increases for non-management personnel. The same increase is applied
to management for attrition purposes and to maintain the
salary/vwage alignment.

The revised composite salaries and wages growth rate, which includes
team incentive plan, benefit plan, and Social Security is 4.86X.
Application of this factor yields an intrastate labor and labor
overhead expense of $2,427,165,000 which is $3,241,000 lower than
Pacific's estimate of $2,430,406,000.

FINANCIAL ATTRITION

In D.86-12-099 Pacific was ordered to file its financial attrition
using its actual year-end 1986 capital structure and embedded cost of
debt for our consideration in determining Pacific’s attrition
adjustment. In response to that order, Pacific filed its financial
attrition based on a capital structure consisting of 56.02X common
equity and 43.71X debt and 0.27X preferred stock. In D.86-01-026
we expressed our concern regarding Pacific's level of common equity.
We stated (mimeo, page 14), "We do not want to see the component
rise above 55X. We are placing Pacific on nolice that if it rises
above 55%, we will not hesitate to impute a different capital
structure which is more in line with the interests of ratepayers
than those of Pacific and/or Telesis." It was because of our
concern over Pacific's common equity ratio that we ordered the
company to file its actual year-end 1986 capital structure and
embedded cost of debt,

Pacific’s financial attrition filing, based on a capital structure
consisting of 56.02% common equity is 102 basis points higher than
the 55% maxirum level which we indicated would not be acceptable,
and 452 basis points higher than 51.6%X which we authorized in
D.86-01-026. In addition, Pacific also failed to take into
consideration $82,000,000 of 6X preferred stock the Commission
imputed in D.86-01-026.
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In D.86-01-026, we authorized a 18X return on common equity which was
based on a 51.5X common equity ratio and a long-tera debt ratio of

M . 45.10X at an embedded cost of 10,03X. In the deteraination of a
reasonable rate of return, we look at an equity ratio as a major
element in our evaluation of finanoial risk. Generally speaking, the
lover the equity ratio, the higher the risk; and the higher the ratio,
the lower the risk. The 452 basis point increase in Pacific's equity
ratio over that which was adopted when we authorized the 156X return on
common equity plus the decrease in embedded cost of debt from the
10.03X adopted in D.86-01-026 to 9.25%X at year-end 1986, significantly
lowers Pacific’s financial risk. If we were to consider a return on
equity for Pacific utilizing its actual year-end 1986 equity ratio of

56.02%X or the 55X which we indicated in D.86-12-098 plus the reduction

in embedded cost of debt, we would likely re-evaluate the

reasonableness of the 15§% return on equity that was originally
authorized in D.86-01-026.

In D.86-12-099 vwe determined that the 16X return on common equity was
to be maintained in this filing., Whereas, as discussed earlier, we
asked for the 1986 year-end capital structure so that we could monitor
the capital structure in light of our previously expressed concerns.
¥e do not modify our January 1986 Decision (D.86-01-026) where we
found the 51.5% common equity component to be reasonable and adopted
it. Therefore it would be unreasonable to use a common equity ratio
above the 51.5% which we found reasonable in that Decision. We shall,
therefore, compute Pacific’s financial attrition by using the capital
structure adopted in D.86-01-026 including the imputation of the 6%
preferred stock adjusted for year-end 1986 actual embedded debt cost
. rate as filed by Pacific. The resulting overall rate of return will

deécrgase by 36 basis points from the 12.52% adopted in D.86-01-026 to

'Lg.lﬁxj\and the corresponding times-interest coverage will increase

rom 2.77X to 2.91X. Applying the reduction in rate of return to

intrastate rate base will result in a $74,772,000 reduction in gross
revenue requirements. However, because Pacific's composite rate in
the embedded cost of debt has decreased, there will be a lesser amount
of interest expense available as a tax deduction. This will result in
an increase in revenue requirements of $37,459,000 over that using the
composite debt rate adopted in D.86-12-099. The resulting overall net
reduction in revenue requirements due to the change in rate of return
and embedded cost of debt is negative $37,313,000.

We note that Pacific'’s proposed financial attrition is a $10,385,000
reduction in revenue requirement due to the decrease in overall rate
of return. However, the change in income tax expense due to the
decrease in Pacific’s debt ratio and embedded cost of debt increases

- revenue requirements by $51,379.000. Therefore, the overall change in
revenue requirements under Pacific’s financial attrition proposal is
an increase of $40,944,000.

OTHER ADJUSTMENTS

Decision 86-12-099% indicated other adjustments are appropriate for
attrition filing. Revenues should be adjusted to reflect timing of
. rate awards and technical update of book depreciation rates.




1. Advice lattera for naw serviceas.

Paclific has included 85,900,000 incremental revenue regquirement
affect due to Advice Letters for new services effective from

January 1986 through June 1986, We note that this 83,300,000 ia
currently under consideration in Phase II of A.85-01-034, and
therafore, will be excluded from this attrition filing., The amount
that we will include is the revenue requirement effact of 83,900,000
for Advice Letters for the period from July through December 1986,
which is not currently considered in Phase II of A.85-01-034,

2. Technical Update for Depreciation Expense

On January 28, 1987 wa issued Resolution T-11098. This resolution
provided technical update of straight-line renaining life
depreciation rates for all telephone plant, except Circuit and
Electronic categories of Central Office equiprent, which use equal
life groups, based on 1987 average plant. Table A of that
resolution shows the 1987 estimated average plant; the 1987
depreciation expense at 1986 depreciation ratea; the 1987
depreciation expenss at 1987 depreciation rates; and the difference
in depreciation expense batween 1986 and 1987 depreciation rates.
Resolution T-11098 is the basis of our technical update and is
attached as Appendix F.

Pacific proposed an intrastate depreciation expense incresse of
653,443,000 for technical update, Pacific used, for ita 1987
attrition calculation a compoaite depreciation rate of 6.51X based
on 1987 plant mix and a 1986 composite depreciation rate of 6.12%
based on the adopted 1986 plant mix rather than the 1987 plant mix
as shown in Resolution T-11098.

However, technical update reflects the changs in depreciation
expense due to the change in depreciation rates applied to the same
year plant mix. Our 1986 composite depraciation rate, consistent
with Resolution T-11098, based on 1987 plant mix is 6.43X as
compared with Pacific’s 1586 composite depreciation rate of 6.12X%.

Using the revised 1986 coapoaite depreciation rate of 6.43x yields
an intrastate depreciation expense of 810,963,000, or #42,480,000
lower than Pacific’s eatimate of #$53,433,000. The ravised revanue
requirement, taking into effect depreciation reserve, deferred taxes
and income taxes {a 99,391,000, which is $35,892,000 leas than
Pacific’s eatinate of #45,283,000.

BILLING SURCRARGE/SURCREDIT

Pacific proposes to adjust its current intrastate intralLATA billing
surcharge and acceas service billing surcradit to flow through the
1987 attrition revenue requirement reduction applicable to billa
rendered on and after the effective date of the tariff on a Bill-
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and-Keep basis. Pacifio proposes a one-time one-month IntralLATA
billing surcharge of 0.74X (reduced by 3.39 from the existing 4.13%X)
and an access billing surcredit of -5.91%X {reduced by 3.39 from
exlsting -2.52X) to reflect the reduction in attrition revenue
requirenent accrued from January 11,1987 through the first month
after the effective date of the tariff. Thereafter a monthly
intraLATA billing surcharge of 3.00X and an access surcredit of
-3.65X (both reduced by 113 basis points from 4.13X and -2.52%
respectively) would be applied. ¥e agree with Pacific’s
surcharge/surcredit concept, but recognize that the
surcharge/surcredit needs to be revised due to attrition revenue
requirements adopted herein and the timing of the effective date of
this resolution. The Bill-and-Keep surcharge/surcredit is
consistent with b.85-03-042.

APPLICATIONS FOR REHEARING

Pacific filed an application for rehearing of D.86-12-099 on January
21, 1987. TURN filed its application to rehear the Decision on
January 26, 1987. Pacific alleges (1) the adopted attrition
methodology is imbalanced and retrogressive} (2) the decision
contemplates an involuntary reduction to rates absent evidence that
its current rates are unjust and unreasonable; and (3} the decision
contemplates retroactive ratemaking. TURN requests, among other
things, the Commission review the reasonableness of Pacific’'s
authorized 15.0X return on equity in 1987. We have not yet acted
upon these applications for rehearing of D.86-12-099.

FINDINGS OF FACT

1. It is appropriate to include the intrastate separation factor
to the formula for attrition year average TPIS.

2. It is appropriate to include the FIT/CCFT effects on change in
taxable income due to attrition year revenues and expenses.

3. Pacific’s method of calculating the nonlabor escalation

factor is not in compliance with D.85-01-042. Pacific is required
to calculate the nonlabor escalation factor based on adopted
methodology set forth in D.85-01-042.

4. The growth rate in sgalaries and wages should be limited to
consideration of salaries and wages, consistent with Appendix B,
page 2 of D.86-12-099, which states in part, "Growth of conmposite
salaries and wages is based on labor contracts....” The Iinclusion
of Social Security taxes in the growth factor is reasonable in this
filing. '
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S. The team incentive plan and benefits plan, while not specifically
mentioned in the attrition formula for Labor and Labor Overhead aset
forth on Page 2 of Appendix B of D.86-12-093, should be included in
thias filing because they are part of the labor contract.

6. The incluaion of team incentive plan and benefits plan in
attrition should be reviewed in a future proceeding in which the
attrition mechanism will be re-examined.

7. For attrition filings, the nanagoment salary aslignment ahould
reflect the same proportionate increase as union agreements for non-
ranagement, consiatent with Appendix B, page 2, of D,86-12-099,
which states, "Growth in composite salaries and wages is based on
labor contracta...".

8. Pacific used year-end 1986 capital structure to calculste
financial attrition as required by D.86-12-099,

9. ‘The equity ratio of 56.02x, as filed by Pacific exceeds the
55% cap set in D.86-01-026 by 102 basia points and by 452 basis
pointa over the 51.5X, authorized in D.86-01-026.

10. The use of recorded year-end 1986 capital structure aliminates
the previously ordered imputed $82,000,000 of 6x preferred stock,
adopted by D.86-01-026. N

11. The 1987 attrition year rate of return on rate base of 12.16% is
reasonable and is adopted herein., Using the 1987 attrition year rate
of return yields a 1987 financial attrition revenue requirement
reduction of $74,772,000., The cspital structure adopted in D.86-01-026
where we found the 51.5X common equity coaponent to be reasonable, is
adopted herein.

12. The %$5,900,000 revenue reguirement effect of advice letters
for new services from January 1986 through June 1986 is currently
being conasidered in Phase II of A.85-01-034 and sahould not be
included in this attrition filing.

13. The 53,900,000 revenue reguiremnent effect of advice letters
for new services for the pesriod from July 1986 to Deceaber 1986

should be reflected in thia attrition filing, saince this amount

is not being considered in Phase II of A.85-01-034.

14. Technical update of depreclation reflects the change in
deprecliation expense due to the change in depreciation rates applied
to the same composaition of plant categories as set forth in
Resolution T-11098.

15. Pacific’s calculation of the depreciation technical update
adjustment should be raevised according to PS5D’e recommendation.
This resulte in a leaser revenue requirement increase of $39,931,000
than Pacific’s 845,283,000,
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16, Pacific’s request to apply the billing surcharge/surcredit on bills
rendered on and after the effective date of the filed tariffs is
reasonable. The Bill-and-Keep provision is consistent with

D.85-03-042, Pacific’s concept of adjusting ita current billing
surcharge/surcredit is reasongble.

17. The 1987 attrition revenue requirement set forth in Appendix A
of this resolution is reasonable and therefore adopted.

18. The Conmissaion has not yet acted on Pacific’s or TURN’s
application for rehearing of D.86-12-099,

19. Our treatment of financial attrition, technical update, and
labor growth incorporateées the concerns of PSD’s protest and
TURN’S protest. No further action is needed. -

20, Our ordered rate reduction will affect all of Pacific’s
cusatorers, including AT&T Communications. AT&T-C’s revenue
requirenrent will decrease because its access charges paid to
Pacific will now be less.

2. In Decision No. 85-06-113, dated June 12, 1985, we ordered
that ordering paragraph 3 of Decision No. 85-03-056 is modified to
read in full as follows! .

“3. Any reduction in AT&T-C’s expense stesmning fron
reductions in local exchange utilitiées’ access charges
shall be concurrently passed on to AT&T-C’s custormers
through & corresponding incremental reduction in the
billing surcharge., The tariff filings by AT&T-C to comply
with this ordex shall be filed so that they are effective
within 14 days after local exchange utililties have nade
the advice letter filings required to reduce their

local access charges.,"”

IT IS ORDERED THAT!

{i) Within five days of the effective date of this
resolution Pacific shall file a 1987 attrition year
supplemental advice letter with revised tariff sheets
incorporating the changes adopted in this resolution,
The billing surcharge/surcredit shall be on a Bill-and-
Keep basis and shall reflect interest accrued at the
current three month commercial paper rate fronm
January 1, 1987 to ths effective date of the
tariff.

The billing asurcharge/surcredit shall become effective
Hay 1, 1987,
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AT&T Communications 1s ordered to file an advice lettsr
within 30 days to flow through its share of Pacific’s
rate reduction to its customers pursuant to D.85-06-113.
AT&T Communicatons may include in the advice letter
filing any reservations it may have as to the disposition
of its share of today’s ordered rate raduction.

This Resolution is effective today.
I certify that this Resolution wasa adopted by the Public

Utilities Commission at its regular meeting on March 25, 1987. The
following Commissioners approved it!

.

iy oy~

Executive Director

I will file a concurring opinion.

G. Mitchell Wilk, Commissioner

STANLEY W. HULETT
President
Commissioner John B. Ohanian, DONALD VIAL
present but not participating. FREDERICK R. DUDA
: G. MITCHELL WILK
Commissioners
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] Appendix B
STATE OF CAIEOINA GLORGE DEUVIMEPAN, Ce o

PUBLIC UTILITIES COMMISSION =

':os VAN NESS AVENVE r\s
YA FLANGCO, ¢a fO? At

February 6, 1987

1 ]

The Honorable Victor Weisser

Executive Director

california Public Utilities Comnission
505 Van Ness Ave.

San Francisco, CA 94102
Dear Mr. Weisser:!

Re: Protest of the public Staf{f Division to pacific Bell
Advice Letter No. 15215

pursuant to General Order 96A (it1 H), the Commission's Public
staff Division hereby protests pacific Bell (PacBell) idvice
Letter No. 15215 filed on January 21, 1987. As explained more
fully belov, vhile the Advice Letter filing appears to be
technically in compliance with Decision No. 86-12-03%9, the
results appear to run counter to the Commission's stated intent
to set rates that are jus: and reasonable consistent with
improved economic conditions.

BACAGROUND

By Decision No. 86-01-026 issued Janvary 10, 1986, in PacBell
Application 85-01-034, the Commission approved 3 15% return on
common equity for Test Year 1986 and the succeeding tvo years {D.
86-01-026 mimeo page 22, Finding of Fact 3 page 293). This vas
based upon an adopted capital structure with a common equity
component of 52.10% and a cap of 55% (mimeo page 14, Finding of
Fact 2 page 205). The Commission continued to impute $82 million
of 6% voting preferred stock to the adopted capital structure
which had the effect of lowering the common equity component fron
52,103 to 51.50% (mimeo page 15, Findings of Fact 1 and 2 page
205). The Commission also stated its intention to issve 3
separate decision on the policy issue surrounding attrition
methodology and the inputs resulting from the 1986 adopted
results of operations following the filing of a joint exhibit as




a necessary predicate to the final determination of ettrition
methodology (D. 86-01-026 page 5). .

pn December 22, 1986, the Commission issued Decision 86-12-099
resoiving certain outstanding questions regarding the attrition
methodology adopted for PacBell and General Telephone Company of
California (General). PacBell was ordered to make an Advice
Letter filing so this Commission could reviev operational and
financial attrition for 1387, Rates were ordered to be collected
subject to refund after January 1, 1987 to account for any
adjustments associated with the 1987 attrition year reviev,

The Commission also rejected the request of Toward Utility Rate
Normalization (TURN) to review the adopted 15% return on commnon
equity (D. 86-12-099, page 6). The Commission hovever, indicated
it would review PacBell's capital structure in line with the 55%
cap on common eguity in order to avoid driving up the overall
cost of service. The Commission also indicated its intention to
review PacBell's debt costs in light of the expectation that a
prudent utility wvould refinance older, high-cost debt during the
current more favorable economic envirorment and lower interest
rates. (D. 86-12-099, p. 6.) The Commission indicated that-
because of developments in the financial markets since the latter
part of 1985 when evidence was taken on which PacBell's 1986 rate
of return was adopted, financial attrition would be revieved in
order to assure that rates in attrition year 1987 are set at
levels which are just and reasonabie. (D, 86-12-099, p. 38
Finding of Fact 4.) The Commission further indicated that in
times of the declining inflation experienced over the last year,
it would be necessary to require the utility to file an attrition
application in order to make appropriate adjustments to reflect
current economic conditions and ensure that rates are just and
reasonable. (D. 86-12-03%3, p. 39, Finding of Fact 6.} PacBell
vas directed to file its attrition advice letter using year-end
1986 capital structure and embedded debt costs because the data
is)available and easily verifiable. (Decision 86-12-09%, page

7-

on Januvary 21, 1987, PacBell filed Advice Letter No. 15215 in

compliance with Ordering paragraph 1 of Decision No. 86-12-099,

The utility also filed a Petition for Rehearing of that Decision
on the same day.




ADVICE LETTER NO. 15215 SHOULD BE REJECTED .

A preliminary reviev by the staff reveals that vhile technically
phe Advice Letter may conform to D.86-12-099 the results vould
not conform to the expressed intention of the Commission for the
following reasonst .

1. The year end 1986 equity component of the capitail
structure is 56.02% representing an increase of 452
basis points from the 51.5% component authorized by the
Commission in Decision §6-01-026. It also exceeds by
1.02 basis points the 55% cap set by the Comnission in
Decision No. 86-01-026.

2. The Advice Letter filing does not include the
imputed $82 million of preferred stock the Commission
indicated it would continue to impute to the company.
(D. 86-01-026, page 16.)

3. The significantly increased equity component of the
capital structure serves to increase ratepayer costs in
the face of a substantial decline in inflation and thus
does not allow the ratepayer to benefit from improved
economic conditions.

4. PacBell's workpapers supporting its advice letter
indicated that the increase in equity ratio using year-
end 1986 capital structure in conjunction vwith the
decrease in recorded embedded debt and preferred costs
results in a decrease in financial attrition of $10.385

million. Staff's reviev indicates that the actual
impact of PacBell's financial attrition filing is an
increase in revenue regquirements in 1987 when the income
tax effects of the higher equity ratio are considered,
Thus, PacBell's compliance with D, 86-12-093% results in
an increased revenue reguirement when the Commission
stated its concern about driving up the overall cost of

capital.

The staff respectfully submits that Advice Letter No. 15215
should be rejected because it ijs inconsistent with the capital
structure and the ratemaking philosophy upon which the 15% return
on equity was adopted in Decision 86-01-026. The 153 equity
return was predicated on the capital structure comprised of 51.5%
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common equity and included an adjustment for $82 milxion of 6%
preferred stock.

pacBell's 1987 financial attrition should reflect the reduced

embedded debt and preferred stock costs as ordered in D. 86-12- .
093. The capital structure to be utilized howvever, should be the

original capital structure determined reasonable in D, 86-01-026

vhich includes the 6% preferred stock adjustment and formed the

basis for the currently authorized 15% return on common equity.

{
RUF G. THAYER
Statf Counsel

Respectfully Submitted,
7! 2 //4/45?) .
Z%(»c. e f S f /30’%@1_

cc: Al) Respondent Telephone Utilities - 1. 85-03-078
All Parties - A, 85-01-034
W. M. McCraney
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203 VAN NE§S Nt
TSN FRANGSCO. CA R

February 17, 1987

The Honorable Victor Wweisser
Executive Director
California Public Utilities
. Commission

505 Van Ness Avenue N
San Francisco, CA 94102

Dear Mr. Weisser:

Re: Protest of the Public Staff Division
to Pacific Bell Advice Letter No. 15215

Further to the Public Staff bivision (staff) letter of protest
dated February 6, 1987, the staff has discovered another
deficiency in the Pacific Bell {pacBell) Advice Letter as
explained belov.

Further review by the Staff has uncovered an error in the
. \ derivation of the depreciation expense revenue requirement impact

predicted on the techaical update of depreciation rates. It
appears that PacBell has developéd a net depreciation revenue
requirement impact of $53,443,000 based on mismatched use of
composite accrual rates. The mismatch arises by PacBell's use of
the technically updated composit rate of 6.51% (Res. #T-11098)
derived from 1987 projected plant and the adopted test year 1986
composite accrual rate of 6.12% derived from 1986 plant. The
1986-87 accrual difference was represented by PacBell as the net

depreciation effect of $53,443,000.

To understand the Staff perspective it is necessary to reaffirm
that the basic Commission adopted depreciation parameters are the
remaining life and salvage for a particular category of plant.
From this is developed the depreciation rate for that category of
plant vhich remains fixed until revised by the Commission.
Composite depreciation rates on the other hand reflect the mix in
the various plant cateéegories at any point in time ard obviocusly
varies continuously. To properly compute the composite rate, for
attrition purposes, it is necessary to recomputeée the 1986

composite depreciation rate, reflecting the 1985/86 Commission
adopted parameters and rates, but applied to the 1987 plant mix.




The Hon. Weisser
February 11, 1987
page 2

Correctly recomputed the composite 1986 rate would be 6.43%.
pacBell instead chose to utilize the 1986 test year adopted
composite depreciation rate of 6.12%. The Commission adopted
technically updated depreciation composite rate of 6,51} was
developed on the proper 1987 plant mix basis. The staft
estimates the depreciation effect utilizing the proper
methodology would be $10,963,000, reducing the attrition revenue
requirements by an additional $42,480,000.

The foregoing explanation is further grounds for rejecting
PicBell Advice Letter No. 15215.

Ve;y truly yours, -

(':! . / ',.~“,;L .
it 4 ™y PP
Jiedr o ST

Rufué G. Thayer B
statf Counsel -

RGT:12

cct All Respondent Telephone Utilities - 1.85-03-078
All Parties - A.85-01-034
J. M. McCraney
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Appendices B & C Responses

February 17, 1987

Victor Welsser

Exacutive Director

California Public Utilities Comnission
50% Van Nass Ave.

San Pranclsco, CA 94102

Re: Response of Pacific Bell (U 1001 C) to Protest of
the Public Staff Division to Pacific Bell advica

lettexr No, 1321%

Dear\Hr. Welsgear:

Pacific Bell ("Pacific™) hereby responds, pursuant to General Order
96A (III H), to the Public staff pivision’s ("PsD's") Protest to
Pacific's Advice Latter No., 15215, As shown relow, Pacific has
‘fulfilled its atatutory obligation to comply with Ordering
Paragraph No. 1 of Decision No. 86-12-099.

mumummuum_mmmm

The only valld basis for a PSD protest to the substance of a
utility's compliance Advice Letter Filing is that it does not
comply with the Commission's Ordering Paragraph directives.
Houever, the PSD admits in several places in its Protest that
Pacific's Advice Letter filing in fact ¢omplics with Ordering
Paragraph No. 1 of Decision No. 86-12-099, On page 1 of its
protest, the PSD states: “the Advice Letter filing appears to be
technically in compliance with Decision No. 86-12-093."
Additionally, on page ) of its protest the PSD states:
"tachnically the Advice Letter may conform to D.86-12-099."

The PSD is correct; Pacific's Advice Létter complies with Decision
No. 86-12-099. As a result, the Commission should deny the PsD's
Protest on ths ground that it fails to state a valid objection to
Pacific's compliance filing. ~




Apperdices B & C Responses

The PSD's Protest makes the inappropriate argument that Pacific's
Advice Letter filing should be rejected because it complies with
the Commission's directive. The PSD apparently claims that Pacific
should have purposely chosen not to comply with the express Order
of Declsion No. 86-12-099. For example, the PSDO claims that
Pacific should have utilized the original capital structure.
determined in Decision No. 86-01-026 (PSD Protest, p. 4),.

even though the PSD admits that Pacific was ordered to utilize its
"year-end 1986 capital structure® (Id, at 2 (emphasis added)).

The PSD's argument ignores Pacific's statutory obligation to comply
with Comnlss?gﬁ Orders (see, Public Utilities Code Section 702).
The PSD's argument also ignores the Commission's expressed desire
to review year-end data "because (such data) is available and
easily verifiable™ (Decision No. 86-12-099, mimeo p. 7).

The Commission's decision to use year-end 1986 data was a
purposeful result of its efforts to ensure that the attrition
procedure is "straightforward and heavily dependent on recorded
verifiable data" (Id.). .

" The #SD's Protest also should be denied because it contains
fallacious assumptions. Foremost among these is the PSD's
speculative and unsupported claim that the Commission "expressly"”
intended and required Pacific's financial attrition to result in a
negativeé revenue requirement adjustment (PSD Protest, p. 3).

The PSD fails to cite to any language in Decision No. 36-12-099
which "expressly" states such a Commission directive. Indeed,

- Decision No. 86-12-099 makes no such finding or assupption..

An equally compelling reason to deny the PSD's Protest is that it
contains factual mistakés. Paramount among these is the PSD's
misstatement that Pacific's "15% equity return was predjcated on
the capital structure comprised of 51.5% common equity™ (Id. at 3-4
(emphasis added)). In actuality, Pacific's authorized return on
equity is not predicated on a capital structure: rather, it is

by many factors, including current and future econonic
conditions and investor perceptions of Pacific's unique business
and financial risks (see, Cecision No. 86-01-026, pp. 16-22).

The PSD is improperly attempting to rewrite Decisfon No. 86-12-099;
accordingly, its Protest should be denied. Such a result is -

especially appropriate in light of the fact that the PSD admits
that Pacific's Advice Letter complies with that Cecision.

giszecttully Submitted,
DANIEL J. MCCARTHY
Attorney for~Pacific

. : cc: All Parties, Application 85-01-034
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rebruary 27, 1987

victor Weisser
Executive Director -
california Publio Utilities Commission

" 508 van Ness Ave.

san rrancisco, CA %4102

Ret Response of Pacific Bell (U 1001 C) to Pebruary 17, 1987
Protest of the Publio stattﬂolvi;;gg to
Pacific Bell Advice Letter No,

Dear Mr. Weisser:

pacific Bell ("Pacific®) hereby responds, pursuant to General Orde.
96A (III H), to the Public staff Division's (“PSD's"™) February 17,
1987 Protest to Pacific's Advice Latter No. 15218, Pacitic
previously filed a response to the PSD's earlier protest.

I _ 23 Pas X |

The PSD correctly notes that Pacific's appropriate 1987 attrition
year composite depreciation rate is 6.51 percent. Hovever, the PS
incorrsctly contends that the adopted 1986 composite depreciation
rate (6.12 psrcent) should be recomputed to 6.43 percent, thersby
driving a 1987 incremental difference of only .08 percent.

The Commizsion previocusly adopted a 1986 plant balance of $19.7 -
billion (including land and motor vehicles) (D. 86-03-049, mimeo p
196). The Commission also adopted Pacific's test year depreciatio
expense as $1.3 billlon (Id.). When anortizations for step,
crossbar and inside wirs (and land and motor vehicles, in the case
of plant) are excluded, the values yleld a composite rate of 6.12
percent, as corrsctly noted in the PSD's protest. If the PSD's
contention is valid that Pacifio's 1988 adopted accrual rate shoul.
sonehov bs transforued to §.43 percent, then, siaply put, Paclfic
Bell has been under-recovering a legitimate ravenue regquirenment
throughcout 1988,




Apperdices B & C Responses

The PSD's logic infers that the qrowth of the composite rate is
sinply a function of anticipated changes in plant aix, including
that for which the Commission authorized equal 1ite group (“ELG")
treatzent, and that such events are outside of the bounds of a
technical update. In such a case, however, they must be included
as elements of operational attrition. It is untenable for the
PSD to clain that Pacific's adopted composite depreciation rate
has increased from 6.12 to 6.43 percent without allowing Pacific

the attendant recovery.

Paciftic has correctly calculated the 1987 growth in the composite
depreciation rate from 6.12 to 6.51 percent by analyzing the
tolloving three factors: (1) changes in plant mix, (2) second
year ELG and (3) rate changes on individual accounts. Each of
these conponents are discussed below.

! The Commission has consistently recognized a
nsed to adjust rates betwvesn general rate cases to account for
the impact of changes in plant nix on the overall COnYOsito (or
welighted average) rates. As stated on page 48 of Decleion No.
84-06-111: "The technical update is an essential paxrt of the
rexaining life précess in that it provides for automatic
adjustment of depreciation rates o . .

: and relative growth or decline in
depraciation reserve” (emphasis added). Thus, this element of
Pacitic's calculation is clearly appropriate. :

Seacond Year EIG: The Comaission previously ordered ELG
methodology for the Circuit-Other and COE-Electronio accounts
because it "can rassult in a =ore precise matching of depreciation
accruals and consumption of assets” (D, 85-08-047, nimeo p. 88).
The initial year (1968¢) had a relatively small impact on the 1986
test year composite rate, because it included only a halt year of
1986 additions. 1In 1987, all of the 1986 additions plus half of
1987 additions are depreciated using ELG rates. Second yeéar ELG
is the difference between the ELG rates and the vintage groéup
rates that otherwise would have beean applicable if not for
Decision No. 85-08-047. In 1987, sacond Year ELG results {n
$21.2 nillion of separated accruals that would not be recovered
if the PSD's suggested composite rate change from 6.51 to 6.43
percent is adopted. Second year EIG vas ordered as a legitimate
expense and thus nust Le recognized for purposes of computing
revenue.

. ounts: As affirmed in Resolution
No. T-11098 (adopted January 28, 1987), Pacific Bell technically
updated its depreciation rates. These ratss have been booked
since January 1, 1987. The PSD does not dispute thess valid and

pProper changes.
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A further point should ba rade; the PSD has incorrectiy

the revenue requirement impact of its erroneous
proposal. The PSD has considered only the effects of the
depreciation exgonso ditfexences from Pacific's proposal.
The PSD has talled to include the impacts of the various other

elements of the 1987 attrition year results of operations.

For example, the PSD has not considered the depreciation reserve,
deferred tax reserve or income tax impacts of its proposed
change. As a result, the PSD's quantitatively and coénceptually
flawed proposal should not be adopted.

This response has shown the PSD's second protest to Pacific's
Advice Letter No. 15215 to be meritless, Pacitic has properly
developed the impacts of technical update as reflected in Advice
Letter No. 15215. The PSD's treatmant of this natter is wrong.
Whether the change in attrition year depreciation expense is
characterized as a technical updata or as operational atetrition,
the Comnission undoubtedly intends the attrition process to
capture the elerments which the PSD has raecognized in recomputing
the 1986 composite depreciation rate to 6.43 percent.

However, the Commission did pot intend for the sanme process to
rafuse to recognize those same elements for revenus conveyancess,
as the PSD erronecusly and unfairly contends.

Sincerely,

Dahiel J. arthy
Attorney for Pacitic

cc: All Parties, Application 85-01-034.
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- TURN
fowssrd Uty Raty NOom lizetion
. €91 Mission SUredt
Son Franciesd, CA 04108
(41% S431478
140 & Broedrey
Los Anpéler, CAON{4
(213} 022887%

SN Sedn
Exaculive Dunastor Pebruary 4, 1987

Victor Weiscer, Executive Director

California Pblic Utilities Coonission

505 Van Nes3y Averrie

san francison, CA 94102

Re: Pacific Sell: IMvice letter No. 15215 (1987 Attrition)

Dear Mr, Welesar:

This lettar constitutes [URl's fomal protest to Pacific Bell Advice
Lettar No. 15215, vhich presents Pacific's Attrition proposal in
corgliance with D.£€-12-039 in A.85-01-04. TUR 1s of oourse delighted
with tre existance of tre filing, mt\.\as mresclved questions rezarding
-its content. ’ . .

Af-er reviewing the workpapers suppercing AL, 15215, TURN firds
cectain elamants of support o be insufficiently detailed or dourented,
Accordingly, TUR! resented a detailsd data request to the utility on
January 27, 1987, asking for infomation to be wyplied by Febrary 6, 1987,

By this protest, TUR! asks that mo final action be taken on A.L, 15215
until after TURN Fas received adequate data. TURY will inform this
record prorptly when the data has beéen reviewed, either to withdrav this
protest or to regyest action by this CaTtission to resclve any disputed
points,

Cogies of this protest are being sened on all parties to A.£5-01-034,

including Pacific Bell.
sincerely, \

staff Counsel

cc: A.L.J. Carew
Service list, A.Z3-21-0N4
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TURN

Toward Ltiitty &ste Mormaliz stion
893 Mission Simet
_San Froaclacs, G 94108

{415) 3431579

849 & Broxduwy

Los Angadss CA X004

(213) 8228874

Sypvis M. S

1 {
Exacyle Directoe Feb 27, 1987

victor Weiscer, Exesutive Director
california public Utilities Carission
05 Van Ness Avenva

san Francisoo, CA 94102

Ra: PacSell A.L. No. 15215 (1587 Attritiony
Dear Mr, Weisser:

TURL hersby updates and affins its protest to Pacific Bell's Advice
Lotter No. 15215, which presents Pacific's 1387 Attrition proposal in oo~
pliance with Camission D.86-12-099 (in A.85-01-034, et al}. 1 hitially
wrote you ¢n February 4, 1987 to praseat TURY's protest o AL, 152155 at

that time TURN's protest was rore procediral than substantive, asking that

o formal action be taken on the Advice Letter until TURY had the opportunity

o aoquire and review docurentaucn uerlying Pacific's submission.

Since February 4, TURI has requestad and received from Pacific e
Soogzentaricn underlying the Advice Letter. TURN has 3also received froo
the Camission's public Staff Division ("2507: a protest levter (dated
February 6) and supplerental protest {dawed February 17, as well as pacific's
response thereto.

In view of this information TURN now affims its protest of A.L. 1521¢,
and asks that the Cawission eitlher set Rearing on the ~atter, or direcc
Facific o confer with P50 ard TURN to atte pt to reach a stipulation as
appropriate 1987 attrition adjustrents.

First, TURY concurs with PSD's identifications of problers with Pacific's
filing, expressed in PSD’s &O letters of protest. However, while PSD
politely professes these croblers with the stategment that "technically the
Advice Letter may conform to D.8€-12-099,° TURN takes a stronger view. t
utility appears to hawve asopted strained {eg,, the corvon equity corporent) or
deliberately noncorplying leg., We erasure of the $82 million imputed stock
elerent) interpretations of orders in A.85-01-034 so as to minimize the
potential attrition adjust-ent. in this regard, TUR! finds Pacafic's

SCARD OF OIRECTIINS 2 1-3-2 L o218y Pps-len? Sencd E~piorees Joca Juath S ConsgTer Acton
Mdied Bamontsss. T3t 3 Ge3e Parttars An2a Gy Eyg Jaasumes Cocoeaive of Senne'ey
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sanctironious reply to PSO's protest to be particularly cbjectionable,

Additiceatly, TVRY has additional ooncems regarding the Mdvice lettec.
for exarpls, Paclfic uses an estimte of 1387 inflation in the "TPI" index
that was formlatad in 1985: an updated estimate is now becoring available,
which should be sibstititad (see D.86-C4-021, in A.83-07-02, wdatlng
General's TPI calculation), Secord, TURN also has questions regarding what
appear to be discretionary ad exhorbitant increases {n certain labor .
espenses for panagerent erployees, which should be explored further before
pacific's proposed adj ceded to be appropriate. Third, Pacific's
refinancing of earlier high-onst &bt 1ssues, vhich does not at first glance
xpear to be unreasorable, should be reviewed fn more detail,

Icoordingly, TURN asks that this Cormission not order the $75.75 millioa
adjustrent at this time (see Item C-3, Camission agerda of March 6, 1987) but
instasd either direct further ex parte nagotiations arong the three parties,
or order hearings.

Sincerely,
Lon F. Elott

Jon F. Elliott
Staff

oc: Corrissioners
Appearances, A.85-01-034
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Appendices D & E Response

victor Welasaar

Ixsoutive Direstor ..
Calitornia Publio Utilities Coxmisnion

508 Van Xess Ave.

San rranoisco, CA 94102

Re1 Rasponse of Pacifis Bell (U 1001 ¢) to Towvard Utility
xate Normalisation's rcerAf? 37, 1987 Aftirsation of
Ita Protast tO Pacifio Bell's Advica Ietter Xo, 185213

Deay Xr. Yelasari

Paoifio Ball (*Pacific®) haraby responds, pursuant to Censral Ordar
86A (IXII EB), to Toward Utility Rate Normalliszation's ("TURN's®) -
"updataed® pirotast to Pacifio Bell's (“Paoifla's®™) Advics Letter Xo.
18218. As shown balow, TURN'e affirmance of its earlier procedural
protest is unvarranted, and should be disaiesed.

TURN states that it *ooncurs® vith the two PSD protests already
£iled. Pacifio's xesponses to those tvo earlier P8D protests
eually apply to TURN's cOnourrencs,

TURK has o¢hcerns regarding Paoific's uss of the only avaiiable, and
»oFt curvent Telephoite Plant Indsx (“TPI*) data., Howsver, Pacifio
had nd other choice at the time it was ordered to file ths advice
lettax but to rely on ths most recant and available 79I data.

TURK's conoerns 4 ba dismissed. )

TURX has questions about the manageasnt sxployea wags escalation
fagtor. olains Pacifio's projestsd 1§87 xanagement salary
inoressa of 3.7% on=349%

Yappeari{s) to be disoretio and exhérbitant [sigo)®, In its data
rtliﬁﬁ:l TURN, Pacifie included two artiocles from leading

bus 8 navspapars stat that an indepandent research firm

scontcrtnoo Board) had estinsted that, nationvids, {nsreasss
or managsaent esployess vould inorsass by ¢nly §,35% 1987, down
froa ¢.0§ .in 1986, 5.5% figure repressnted “the smallest xaises

in 13 yeara® ¢ January 19, 1937, p. 13).
TURN's laballing &s exorbitant Faoific's significanfily lover than
average 1987 management wags increass is olearly not acourate.

cwmgan
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TURN also ralsass tha isave of Faoifio's refinano of its dadt,
Howaver, TURN does not detail its concerns, Indesd, ita respoise
that Pacifiol's refinanoing "does not at firet glance appear to ha
unxsasonable™ is all but an admisaion that Paocifio's xetinanoing -
ottggtu vers prudant. This basis of TURN's protest ie without
xarit,

Pacitio rexalns willing to neet with the PED and TORN to facllitate
an understanding of the basis for Pacifio's attrition filing,

8incerely,

ST

Dl Jl
Attomay for Aaoitio

cct  All parties, Pnoltgo Bell Applloation 85-01~034
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Appendix F

PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA c-3

Copy for: RESOLUTION NO. T-11098

orig. and Copy .
to Executive Director EVALUATION AND COMPLIANCE

CIVISION
RESOLUTI1ON DATE: JANUARY 28, 1981

Director
Numerical File
Alphabetical File
Accounting Officer

SUBJECT: Pacific Bell. order Authorizing Technical Update
in the 1987 Deprecistion Rates for all Telephone Plant.
Resolution No. T-11098.

wHEREAS: PACIFIC BELL, by l:tter dated October 16, 1986,
requests authority under Section 193 of the Public Utilities Code
to make a technical update of depreciation rates of estimated

1987 telephone plant.

pacific Bell filed a similar reguest on July 3, 1986, with the
Federal Comaunications Commission and has obtained FCC staff

approval. .

Fublic Staff Division has reviewed Pacific's proposed depreciation
rates and recommends approval of proposed rates as shown in Table A.

The propos:d technical update of straight-line remaining life
depreciation rates for all telephone plant, and Circuit and
Electronic categories of Central Office Equipaent, which uses
equal life group, results in an annual increase in depreciation
accrual of approximately $14 million based on 1987 average plant
of $21,048,157,000. Table A sets forth the proposed depreciation

accruals.

The proposed depreciation rates reflect changes in the composition
of the utility plent and relative growth or decline in depreciation

reserves.

The revenue requirement impact of the proposed depreciation rates
shown in Table A will be included in Pacific's 1987 attrition

filing.
Pacific Bell's depreciation rates were last represcribed by
pD.85-08-047. The 1985 represcription included depreciation rate

review of changes in service life, future net salvage and retirement
pattern due to technological changes and growth of telephone

plant.
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CENTRAL OFC EQPT
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sCROSSEAR X

CIKCUIT-OTHER (VG)
(ELG)
DDS CIRCULT
RADIO
ELECTRONIC  {VG)
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TELETYFEWRITER
_TELEFHONE & M1SC.
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FBX-OTHER
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&628465
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483996
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52526
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-0 ) COMPANY: FACIFIC BELL
CPUC TECHNICAL USDATE 1934 STATE &+ CALIFOFNIA

STATEMENT B

CHANGE IN ANNUAL DEFRECIATICN ACCRUALS
RESULTING FROM CHANGES IN DEFRECIATION RATES
) (00} .

ANNUAL DEFRECIATION ACCRUALS FOR INVESTHMENT AND SALVAGE RECOVERY

- —————

HANGE
RATES | RATES ! IN ANNUAL
OR SUECLASS IN EFFECTIEFFECTIVEIDEPRECIATION
OF FLANT EXFENSE
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* UNDERGROUND CARLE
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TOLL - 120284

EJRIED CAELE . .
EXCHANGE 1222496
TOLL 103630

!
1
H
t
H
:
i

SUBMARINE CABLE -118673

£ YCHANGE 24214
TOLL 1902

U.G. CONDUIT 1707137

FURN. & OFC. EOPT. | -
FURNITURE 252050 11792
COMPUTER % AMA 1000043 173007

12578
167007

OTHER CGHM ECFT. 329701 X4949 39918

!
!

:

:

1

1

‘

t

]
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_ ]
AERIAL WIRE )
;

t

!

!

!

'

t

:

t

!

VEH % OTH, Wxk. EQPT.! 3446387 244629 23935

TOTAL 21048157 1559430 1573592

-

«AMORTI12ATION : ]

x2ESTIMATED ACTUAL 1537 AVERAGE FLANT _
 ACCOUNT &1 REFLECTED NMiONIGHT DIRECTORY TRANSFER

@NOT FRESENTLY EODVING ACCRUALS3 RESERVE GREATER THAN "1 CO%-FRSY

JOTAL CCHFOSITE RATE: 7.41 - 7.48
COMFOSITE RATE, &03 CNLY! 7.41 7.A%
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In accordance with the procedures for depreciation reviews adopted
by -the Commission on September 13, 1977, Public Staff Division gave
notice of the proposed depreciation retes to all interested parties
by letter dated December 3, 1986. By January 2, 1987, the end of
the 30-day response period, staff had received no protests.

The Commission finds that the depreciation rates, gset forth
in this Resolution are appropriate. This finding is not a finding
of reasonableness for ratenaking purposes. Therefore, good cause
appearing,

1T 1S ORDERED that authority 1is granted to mske the
depreciation revisions reflected in Table A of this Resolution,
effective for calendar year 1981 and subsequent years until the.
rvrility files a new depreciation study with the Conmission.

The effective date of this Resolution is today.

1 hereby certify that the foregoing Resolution was duly
introduced, passed and adopted at a regular meeting of the Pudlic
Utilities Commission of the State of California, held on January 28,
1987, the followving Commissioners voting favorably thereon:i

Executive Director




Resolution T-12007
G. MITCHELL WILK, Comnissioner, Concurring Opinion:

I will support the majority decision today, however, I
will do so somewhat reluctantly.

Oon the one hand, ratepayers deserve the benefits of
lowered inflation and debt costs, yet I am concerned that the
attrition process as applied to the telecommunications industry
may need careful reexanmination in light of the transitional
pressures confronting this industry.

I am unconvincéd that somé of the formulas contained in
our 1985 *Cookbook”™ decision are dynamic enough to properly
reflect the changes occurring in telecommunications, and

equally, there is a néed for regulators to establish consistent,
dependable, and longer range operating parameters upon which the
utilities, ratepayers, and investors can rely with certainty.

We need to take another lodk at the “recipes” in our
#cookbook”, and the sooner the better. I ask the staff to
expeditiously set up a workshop to revisit attrition in the
telecommunications industry, and to advise us on options and
additional proceedings to consider and implement any needed
changes.

/s/ G. Mitchell Wilk
G. MITCHELL WILX, Commissioner

March 25, 1987
San Francisco, California




