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PUBLIC UTILITIES COMHISSION OF THE STATE OF CALIFORNIA 

EVALUATION & COHPLIANCB DIVISION 
Telecommunications Branch ' 

RESOLUTION NO. T-12007 
March 25, 1987 

PACIFIC BELL: ORDER REQUIRING ATTRITION YEAR 1987 REVENUE 
REQUIREMENT REDUCTION OF $191,041.000. 

Sm-l:1ARY 

In compliance with~Vacific Bell (Paoific) filed Advice 
Letter No. 15215 on "'--January -21', 1981 and Supplemental Advice Letter 
No.15215A on February 24. 1981, requesting 1981 attrition year 
revenue requirement reduction of $15,748,000. To implement this, 
Pacific proposed an adjustment t~ 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 o~ 0.86-12-099 required Pacific to file a 
1981 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. Band 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 I, 1987 to account for any adjustments associated with the 
1981 attrition review. 

Based on our review, Pacific's 1981 attrition revenue requirement is 
a reduction of $191 , 041.000, as shown in Appendix A of this 
resolution. The issues which result in the $115.293.000 difference are: 

Financial Attrition 
Depreciation Technical Update 
Hxcess management salary increase 
Attrition effect on interest 
Other 

TOTAL 

<$64,381,000> 
< 35,892.000> 
( 3.660,001» 
< 12,715,000> 

1,261.000 

($115.293.000> 

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

Public Staff Division (PSO) filed e prot. at to Pacifio'. AdvIce Le~ter 
Mo. 1~215. on February 6, 1967. PSO obJected to the financial 
attrition, cltln9 that the use 01 year-end 19&6 capital structure 
re.ulted in (1) the equity co.ponent 01 56.02~ exceeded the cap 01 
~~% eat In D. 86-01-026 by 102 basi. pointa and by 4~2 baai. pointe 
over the 51.5 % co~ponent authorized in that Oecieion and (2) it 
does not include the i.puted 062,066,000 01 6% prelerred .tock which 
the Co •• ieeion indicated it would continue ~o i.pute (0.86-01-026, 
.i •• o,p.16). Both of the condition. adveraely aflec~ the ratepayer •• 
PSD raco •• ends the original capital atructure deter.ined rea80nable 
in D. 66-01-026, which includes the 6% prelerred .tock adJust.ant and 
loraed the basi. lor the currently authorized 15% return 6n co •• on 
equi~y, be utlll%ed in deter.lnlng financial attrition. 

Pacilic reaponded to PSO~a protest on February 17,19&7. Pacilic 
.tate. it. advice letter lillng 1. In coapliance with D.&6-12-099 and 
PSD~. protest shOUld be denied. Pacilic further atatea, "'The PSD 
apparently clal •• that Pacillc should have purposely choeen ~ to 
co. ply with the express Order 01 Oaclaion No. e6-12-099 •••• The PSO'. 
argu.ent ignore. Pacific· •• tatutory obligation to coaply with 
Co •• is.ion~s Orders (H.@., Public Utilities Coda Section 702) ." 
Paciiic also notea tha "Coa.ission~a expressed desIre to review year
end data 'because 'such datal is available and easily verifiable' 
(0.86-12-099, .i.eo p. 7).11 

On February 17. 1987 PSD filed a supple.ant to ita February 6, 19A1, 
proteat obJecting to the depreciation technical update. PSD atates the 
Increase in Intraatate depreciatIon expense 01 853,442,000 Ie baaed 
on P~cific·e aia.atchsd uee of co.poeita accrual rates. The aisaatch 
arises by Pacific~8 u.e of the technically updatad co.poslte rate 01 
6.~1% (authori%ed by Reaolution Ho.T-11098, dated January 28,1987) 
derived Iro. 1987 prOJected plant and the adopted teet year 1986 
co.posite accrual rate 01 6.12% derived froa 1986 adopted plant. 
PSD raco •• ended the 1986 coapo.ite depreciation rate bereco.puted to 
reflect 1985/86 adopted para.eter. and ratee applied to the 1987 
plant .Ix. The reco.puted co.poeite 1986 rate would be 6.43~ 

Pacific re.pondad to PSO'. suppla.ental protest on February 27, 1967, 
.tatIng, "Pacific has correctly calculated the 1987 growth lri the 
co.posite deprecIation rate fro. 6.12 to 6.~1 percent by analyzing 
the following three factors: (1) changes in plant .Ix, (2) eecond 
year ELG and (3) rate change. on Individual accounta." Pacific 
lurther atated, nIl the PSD'. contention is valid that Pacific'. 1986 
adopted eccrual rate should be traneloraed to 6.43 percent, then, 
.i.ply put, Pacific has been under-recovering « Iegiti.at. revenue 
require.ant throughout 1986." 



• 

• 

• 

• 

, , 

- 3 - c-~ 

Turn Utl1l~y Rate Mo~aallzation (TURN) £iled ita p~6taet to 
Pacllic·. Advice Letter Mo. 15215 on February 4, 1~a7 and a 
.uppleaant on Feb~uary 27, 1~&7. Turn concura with PSD'e proteeta 
and ral ••• additional oblectlon. to (1) Pacilic uelng a 198~ 
e.tiaat. of 19&7 T.lephone Plant Index and (2) inclu810n of 
Mdl.cretlonary and exho~bltant talc) Increasea In certain labor 
.xp.nae ...... It 61.0 requeat. a review in aore detail of Pacific'a 
refinancing of earlier high-coat debt Issuea. 

On Karch 9, 1987, Pacific responded to TURN'e protests. Pacific 
referred to ita reaponaes to PSO's protests regarding depreciation 
technical update and £inanclal attrition. It also referred to an 
article In the Wall Street Journal of January 19, 1987, in aupport 
of ita .anageaant salary increaee. Concerning the Telephone PLant 
Index, Pacific atated it used the aost recent data available at the 
tiae of the filing. With reqard to refinancing debt, Pacific 
statad, "TURN does not detail its concerns ••• TURN's protest is 
without .erit." 

PSD'. protest of February 6, 1987 and supple.ant of February 17, 
1987, and Pacific's responses are attached as Appendices Band C. 
Appendice. 0 and E contain TURN's protests of February 4, 198& and 
February 27,1987 and Pacific's Karch 9, 1987 response. 

Our review of financial attrition and technical update incorporate 
the concern. covered in PSD's protests. Katters raised by TURN are 
dealt with In our handling of the labor growth factor and financial 
attrition and need no further action. 

OISCUSSION 

OPERATIONAL ATTRITION 

Appendices A, B,and C of D.a6-12-099 provide the for~ulas, de£inltlons 
and eelected adopted 1986 result. £or calculeting operational 
attrition. Our review found two tor.ulas and two lactors uaed by 
Paci£ic w.r. not consl.tent with the above Decision. The Attrition 
Year 19&7 Telephone Plant in Service (TPIS> for.ula should include an 
Intra.tate .eparatlon factor. The adJustaent .ade to Federal Incoae 
Tax (FIT) and California Corporate Franchise Tax (CCFT) should 
includa the FIT/CCFT e£fect. on change in taxable Incoae. 

1. Xonlabor escalation factor 

In D.ci.ions 86-12-099 and 85-03-042 the Coa.ieeion d.alt extensively 
with •• thod. to develop an appropriate nonlabor escalation factor. 
Since no .up.ri6r •• thod haa been de.onatrated, in D.86-12-099 we 
retained the aathodology dev.loped by PSD in D.85-03-042. The £actor 
i. developed on a d.tailed analy.i. of the co.position of Pacific's 
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nonlabor expenses. using appropria~e indices for unfinishe4 goods 
for measuring the expected change in price for major components of 
nonlabor expenses. Using the methodology adopted 1n D.85-03-042 
results in a nonlabor escalation factor of 3.04X, 6 basis points 
lower than Pacific's 3.10~. 

Paoific's non labor 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 Paoific would like 
the Commission 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 faotor Yields an 
intrastate materials. rents and services expense of $1,258,009,000. 
wh~oh is $132.000 lower than Pacific's filing of $1,258,141,000. 

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 faclors. 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 5.00~ 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) payroll 
taxes. Pacific claims that since the labor and labor overheads 
expense include these four items, it is only consistent that the 
growth rate includes these same items. Pacific further states that 
in its 1985 attrition filing. the factor included total compensation 
which includes benefi ts and social se'curi ty 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 p~evious year·s (1986) 
financial and seryice goals. 

The discussion on Page 2 of Appendix B of D.86-12-099 specifically 
lists wsges/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 test 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.86-12-099 does not 
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specitically mention team incentive plan or benefits plan we will 
include these items since they are part ot the labor contract. 
However the inolusion of team incentive plsn and benefits plan in 
attrition should be reviewed in a future appropriate proceeding in 
which the attrition meohanism will be co-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. 

With regard to the payroll portion of the growth factor, our 
estimate is 2.39X compared to Pacific's estimate of 2.53~. 
Consistent with Appendi~ B, Page 2 of D.86-12-099, "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/wage alignment. 

The revised composite salaries and wages growth rate, which includes 
team incentive plan, benefit plan, and Sooial Security is 4.86%. 
Application of this fa9tor 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 aclual 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 43.11% debt and 0.21% preferred stook. 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 55%. We are placing Pacific on rtolice 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 56.02X common equity is 102 basis points higher than 
the 55% maximum level which we indicated would not be acceptable, 
and 452 basis points higher than 51.5% which we authorized in 
D.86-01-026. In addition, Pacitic also failed to take into 
consideration $82,000,000 of 6% preferred stock the Commission 
imputed in D.86-01-026. 
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In D.86-01-026. we Authorized a 15X return on c6~mon equity which was 
based on a 61.6X cOmmon equity ratio and a long-term debt ratio of 
46.10X at an embedded cost of 10.03X. In the determination of a 
reasonable rate of return. we look at an equity ratio as a major 
clement in Our evaluation of finanoial risk. Generally speaking, the 
lo~er the equity ratio, the higher the risk; and the higher the ratio, 
the louer the risk. The 462 basis point increase in Paoifio's equity 
ratio over that which was adopted when we authorized the 16X return On 
common equity plus the decrease in embedded cost of debt from the 
10.03X adopted in D.86-01-026 to 9.26% at year-end 198,6. si gni ficantl)' 
lowera Pacifio's financial risk. If we were to consider a return on 
equity for Paoific utilizing its aotual y~ar-erid 1986 equity tatio of 
56.02% or the 65% whioh we indicated In D.86-12-099 plus the reduction 
in embedded cost of debt, we would likely re-evaluate the 
reasonableness of the 16X return on equity that was originally 
authorized in 0.86-01-026. 

In 0.86-12-099 we determined that the 15% return on common equity was 
to be maintained in this filing. Whereas, as discussed earlier, we. 
asked for the 1986 year-end oapital structure so that we could monitor 
the capital structure in light of our previously expressed concerns. 
We do not modify our January 1986 Decision (D.86-01-026) where we 
found the 51.5X common equity component to be reasonable and adopted 
it. Therefore it uoul~ be unreasonable to use a common equity ratio 
above the 51.5% which we found reasonable in that Depision. We shall, 
therefore, compute Pacifio's financial attritiOn by using the capital 
structure adopted in D.86-01-026 inoluding the imputation of th~ 6X 
preferred stock adjusted for year-end 1986 actual embedded debt cost 
rate as filed by Pacific. The resulting overall r~te of return uill 

~
-ecr~se by 36 basis points from the 12.52~ adopted in D.86-01-026 to 

, 12.16X) and the corresponding times-interest coverage uill increase 
~om 2.11X to 2.91X. Applying the reduction in rate of return to 
intrastate rate base uill result in a $14,112,000 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 $51,319.000. 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 refleot timing of 
rate awards and technical update of book depreciation rates. 
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1. Advice letter. for new servic.a. 

Pacific has included $5,900,000 incre~ental revenue requiraaen~ 
effect due to Advice Letters for new services effective £ro. 

C-5 

January 1986 through June 19&6. W. not. that this $5,?OO,600 i8 
cur~en~ly under conslde~Q~ion in Phase 11 of A.65-01-034, and 
therefore, will be excluded froa thia attrition fl1iog. The aaount 
that we will inclUde ia the revenue requireaent eflect of $3,900,000 
for Advice Lettera for the period froa July through Deceaber 1986. 
which i& no~ currently conaidered in Phaae"II of A.65-01-034. 

2. Technical Update for Depreciation Expense 

On January 28, 1987 we issued Resolution T-l1098. Thie resolution 
provided technical update of atraight-llne i •• aining l11e 
depreciation rates for all telephone plant, except Circuit and 
Electronic categoriee of Central Office equip.ent, which use equal 
lIfe groups, baaed on 1987 ave~age plant. Table A of that 
resolution ahows the 1987 eatlaated average plantJ the 1987 
depreciation expenae at 1986 dep~eciatlon rateaJ the 1987 
depreciation expense at 1987 depreciation ~ateaJ and the difference 
in depreCiation expense between 1986 and 1987 depreciation rate8. 
Resolution T-11098 is the basia 01 our technical update and ia 
attached 08 Appendix F. 

Pacific proposed an intrastate depreciation expense increaae of 
$53,443,000 £or technical update. Paci£ic used, £or ita 1987 
attrition calculation 8 co.posite depreCiation rate o£ 6.51~ based 
on 1987 plant .ix and a 1986 co.poaite depreciation rate of 6.12% 
baaed on the adopted 1986 plant .ix rather than the 1987 plant aix 
as shown in Reaolution T-11098. 

However, technical update reflects the change In depreciation 
expense due to the change in depreciation rates applied to the aaae 
year plant aix. Our 198& co.poaite depreciation rate, consistent 
with Resolution T-l1098, based on 1987 plant .ix 18 6.43% as 
co.pared with Paci£ic'a 1986 co.poeite depreciation rate of 6.12%. 

Uaing the revised 1986 co.poaite depreciation rat. of 6.43~ yielda 
an intrastate depreciation expense of $10,963,000, or .42,480,000 
lower than Paci£ic'a eati.ate of 853,433,000. The revised revenue 
require.ent, taking into effect depreciation reaerve, deferred taxes 
and Inco.e taxes 1& .9,391,000, which i& $35,892,000 leas than 
Pacific'. eati.ate of .45,283,000. 

8ILLING SURCHARGE/SURCREDIT 

Pacific proposes to adJust ita current intrastate intraLATA billing 
surcharge and acceaa service billing aurcredlt to flow through the 
1987 attrition revenue require.ent reduction applicable to billa 
rendered on and after the el£ective date of the tarif£ on a 8111-
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and-Keep basis. Paoifio proposes a One-time one-month IntraLATA 
billing surcharge of O.74~ (reduced by 3.39 froD the existing 4.13~) 
and an access billing suroredit of -5.91~ (reduced by 3.39 from 
existing -2.52~) to reflect the reduction in attrition revenue 
requirement accrued from January 1.1987 through the first month 
after the effective date of the tariff. Thereafter a monthly 
intraLATA billing surcharge of 3.00~ and an access surcredit of 
-3.65% (both reduced by 113 basis points from 4.13% and -2.52~ 
respectively) would be applied. We 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 D.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. Paoific 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 15.0~ 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 non labor escalation factor based on adopted 
methodology set forth in D.85-01-042. 

4. The growth rate in salaries and wages should be limited to 
consideration of salaries and wages, consistent with Appendix B, 
page 2 of D.86-12-099, which state~ in part. "Growth of composite 
salaries and wages is based on labor contracts •••• " The inclusion 
of Social Security taxes in the growth factor is reasonable in this 
filing • 
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5. The teaa incentive plan and bene£lts plan. while not specifically 
aenlloned In the attrition £o~.ula £or Labor and Labor Overhead eet 
£orth on Page 2 of Appendix B o£ D.8~-12-099~ should be Included in 
this £i11ng because they are part of the labor contract. 

6. The Inc1uelon of teaa Incentive plan and benefits plan in 
attrition should be revleved In a luture proc~edin9 In which the 
attrition .echanls~ will be re-exaained. 

7. For attrition filings, th& _anagB.ant ealery align.ent ahould 
re/lect the saae proportionate Increase as union agree.ants £or non
.anageaent~ consistent with Appendix S, page 2, of D,86-12-099. 
\ihlch states, "Gro\o/th in co.poelte salaries and wages is based on 
labor contracte ...... 

8. Paci/ic used year-end 1986 capital atructure to calculate 
£inancial attrition as required by D.86-12-099. 

9. The equity ratIo of 56.02%, as filed by Pacific exceeds the 
55% cap set in D.86-01-026 by 102 basis points and by 452 baSis 
pOints over the 51.5%. authorized in D.86-01-026. 

10. The use of recorded year-end 1986 capital structure eli.inales 
the previously ordered i.puted $82,000,000 of 6% preferred slock, 
adopted by D.86-01-026. 

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 require.ent 
reduc~ion of $74,772,000. The capital 6~ructure adop~ed in 0.86-01-026 
where we found the 51.5% co.~on equity coaponent to be reasonable. is 
adop~ed hereIn. 

12. The $5,900.000 revenue require~ent e£fect ot advice letters 
for new services froD January 198& through June 1986 is currently 
being considered in Phase II of A.85-01-034 and should not be 
included in this attrl~ion filing. 

13. The $3,900,000 revenue requirft.en~ ef£ect of advice letters 
for new services £or the period £roa July 1986 to Dece.ber 1986 
should be reflected in this attrition filing, since this a.ount 
is not being considered in Phase II of A.85-01-034. 

14. Technical update of depreciation reflects the-change In 
depreciation expense due to the change In deprecietion rates applied 
to the saae co.position of plant categories as ae~ forth in 
Resolution T-11098. 

15. Paciflc·s calculation of the depreciation technicel update 
adJust.ent should be revised according to PSD's reco •• endation. 
This results In a lesser revenue require.ent increase of $9,931,000 
than Pacific's 845,283,000. 
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16; Pacific's requeat to apply the billing 8urcharge/eurcredit on bIlla 
rendered on and after the effective date of the tlled tartfla ts 
reasonable. The BIll-and-Keep proviaion is conaistent with 
D.85-03-042. Pacilic's concept ol adJusting ita current billing 
eurcharge/surcredil is reasonoble. 

17. The 1987 attrition revenue require_ant sel forth in Appendix A 
of thia resolution ia reasonable and therefore adopted. 

18. The Co~_ission has not yet acted on Pacific'S or TURN's 
application for rehearing of 0.86-12-099. 

19. Our treataanl of financial attrition, technical update, and 
labor growth incorporates the concerns of PSD's protest and 
TURN'S protest. No further action ie needed. 

20. Our ordered rate reduction will effect all of Pacific'S 
custoJlers, including AT&T Co.aunicatlone. AT&T-C's revenue 
requireRent will decrease becauee its access charges paid to 
Pacific will now be less. 

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

"3. Any reduction in AT&T-C's expense atellJling Lro" 
reductions in local exchange utilities' access charges 
shall be concurrently passed on to AT&T-C'g custoJlers 
through a corresponding Increaental reduction in the 
billing surcharge. The tariff filings by AT&T-C to coaply 
with this order shall be filed 80 that they are effective 
wIthin 14 days after local exchange utiliities have ~ad~ 
the advice letter filings required to reduce their 
local access charges." 

IT IS ORDERED THAT: 

(1) Within five days of the effective date of this 
resolution Pacific ahall file a 1987 &ttritlon year 
8uppleaental advice letter with revised tariff sheets 
incorporating the changes adopted in this resolution. 
The billing surcharge/surcredit shall be on a Bill-and
Keep baais and shall reflect interest accrued at the 
current three aonth co •• ercial paper rate froa 
January 1, 1987 to the effective date of the 
tariff. 

(2) The billing 8urcharge/surcredit shall beco.e effective 
Kay 1, 1987. 
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(3) AT~T Coa.unicationa Is ordered to £ile an ~dvlce letter 
within 30 days to flow through its share of Pacific'S 
rate reduction to its CU8to~er8 pursuant to D.85-06-113. 
AT~T Co •• unicaton& .ay Include In the ~dvice letter 
filing any reservations it .ay have a& to the disposition 
of its ahare of today's ordered rate reduction. 

(4) This Resolution is effective today. 

I certify that this Resolution was adopted by the PubliC 
utilities CO.Mission at its regular .eeting on Harch 25. 1987. The 
following CO •• issioners approved it: 

I will file a concurring opinion. 

G. MItchell Wilk, Commissioner 

Commissioner John B. Ohanian, 
present but not partiCipating. 

Executive Director 

STAN~EY W. HULETT 
President 

DONALD VIAL 
FREDERICK R. OUDA 
G. MITCHELL WILK 

Commissioner-s 
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PUBLIC UTILITIES COhWISSION 
~) VAN NUS .. 'lNIA 
t..N H""lC~CO. {A "102 

February 6. 1981 • 

• The Honorable Victor weisser 
Executive Director 
california Public Utilities Con~ission 
505 Van Ness ~ve. 
San Francisco. CA 94102 

Dear Hr. Weisser: 

Re: Protest of the public Staff Division to Pacific Bel! 
Advice Letter No. 15215 

pursuant to General Order 96A (111 H). the Commission"s Public 
Staff Division hereby protests pacific 8ell (pacBell) \dvice 
Letter No. 15215 filed on January 21. 1987. As explained more 
fully belo~. vhile the Advice Lette~ filing appears to be 
technically in compliance Yith Decision NQ. 86-12-099. the 
results appear to run counter to the Co~~ission"s stated inte~t 
to set rates that ate jus~ and reasonable consistent vith 
improved economic conditions. 

BACKGROUND 

@." 
A. 

" : 

By Decision No. 86-01-926 issued January 10, 1986, in pacBell 
Application 85-01-034, the Co~~ission approved a 15\ return on 
co~~on equity for Test Y~ar 1986 and the succeeding tvo years (D. 
86-01-026 mimeo page 22, Finding of Fact 3 p3ge 205). This vas 
based upon an adopted capital structure with a co~~on equity 
co~ponent of 52.10\ and a cap of 55\ (mimeo page 14, Finding of 
Fact 2 page 205). The commission continued to impute $8i million 
of 6\ voting preferred stock to the adopted capital structure 
which had the effect of lo'Jering the corrur.on equity component fron 
52.10\ to 51.50\ (mimeo page 15, Findings of Fact 1 and 2 page 
205). The commission also stated its intention to issue a 
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 
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a necessary predicate to the final determination of ~ttrition 
rnethodology (D. 86-01-026 page S). 

po December ~~, 1986, the Commission issued Decision 86-12-099 
resolving certain outstanding questions regarding the attrition 
~ethodo1ogy adopted for PacBel1 and General Telephone Company of 
California (General). PacBel1 was ordered to make an Advice 
Letter filing so this Commission could review operational and 
financial attrition for 1987. Rates were ordered to be collected 
subject to refund after January 1. 1981 to account for any 
adjustments associated with the 1981 attrition year review. 

The Commission "also rejected the request of Toward Utility Rate 
Normalization (TU~~) to review the adopted 15% return on co~~on 
equity (D. 86-12-099, page 6). The Commission however, indicated 
it would review pacBell's capital structure in line with the 55\ 
cap on COF.~on equity 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 would refinance older, high-cost debt dur in9 the 
current more favorable economic environment and lo~er 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 vas taken on which PacBell's 1986 rate 
of return was adopted, financial attrition vould be reviewed in 
order to assure that rates in attrition year 1981 are set at 
levels which are just an~ reasonab~e. (D. 86-12-099, p. 39 
Finding of Fact 4.) The Co~~ission further indicated that in 
times of the declining i~flation 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 r~tes are just and 
reasonable. (D. 86-12-099, 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 86-12-099. page 
7.) 

On January 21, 1987, PacBel1 filed Advice Letter No. 15215 in 
compliance vith Ordering paragraph 1 of Decision No. 86-12-099. 
The utility also filed a Petition for Rehearing of that Decision 
on the same day. 

2 
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~DVICE ~ETTER NO. 15215 SHOULD BE REJECTED 

~ preliminary reviev by the staff reveals that vhile technicaily 
~he Advice Letter may conform to 0.86-12-099 the results ~ould 
not conform to the expressed intention of the Commission for the 
folloving reasons: 

1. The year end 1986 equity component of the capital 
structure is 56.02% representing an increase of 45~ 
basis points from the 51.5\ component authorized by the 
Commission in Decision 86-01-026. It also exceeds by 
1.02 basis points the 55% cap set by the Commission 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. 
(0. 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 a1lov_ the ratepayer to benefit fr~m improved 
economic conditions. 

4. PacBe11's workpapers supporting its advice letter 
indicated that the increase in equity ratio using year
end 1986 capital structur~ in conjunction with the 
decrease in recorded embedded debt and preferred costs 
results in a decrease in financial attrition of $10.385 
million. Staff's review indicates that the actual 
impact of pacBell's financial attrition filing is an 
increase in revenue requirements in 1987 when the inco~e 
tax effects of the higher equity ratlo are considered. 
Thus, PacBell's compliance with D. 86-12-099 results in 
an increased revenue requirement 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 is inconsistent with the capital 
structure and the ratemaking philosophy upon vhich the 15\ return 
on equity was adopted in Decision 86-01-026. The 15\ equity 
return vas predicated on the capital structure comprised of 51.5\ 
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common equity and included an adjustment for $82 million of 6\ 
preferred stock. 

PacBell's 1981 financial attrition should reflect the reduced 
embedded debt and preferred stock costs as ordered in D. 86-12-
099. The capital structure to be utilized hovever, should be the 
original capital structure determined reasonable in D. a6-0l-026 
vhich includes the 6\ preferred stock adjustment and formed the 
basis for the currently authorized 15\ return on common equity. 

Respectfully Suh~ittedr 

~'1i~4f-~~ ~~/L 
RUF G. THAYER /' 
Sta f Counsel 

cc: All Respondent Telephone Utilities - I. 85-03-078 
All Parties - A. 85-01-034 
W. M. McCr~ney 

4 
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PUBliC UTIUllE~ COMMISSION 
~s V ... H "'t\S "~l"".C 

: 5tH ,. ...... <,~(). CA '4101 

february 11, 1987 

The Honorable Victor Weisser 
Executive Director 
California Public Utilities 

COlnrni ss ion 
505 Van Ness Avenue , 
San francisco, CA 94102 

Dear Hr. Weisser: 

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

further to the Public Staff Division (Staff) letter of protest 
dated february 6. 1981, the Staff has discovered another 
deficiency in the pacific Bell (pacBell) Advice Letter as 
explained belovo 

Further reviev by the Staff has uncovered an error in the 
derivation of the depreciation expense revenue requirement impact 
predicted on the technical update of depreciation rates. It -
appears that pacBell has developed a net depreciation revenue 
requirement impact of $53,443,000 based 6n mismatched use of 
composite accrual rates. The mismatch arises by pacBe11's use of 
the technically updated composit rate of 6.51\ (Res. IT-II098) 
derived from 1987.projected plant and the adopted test year 1986 
composite accrual rate of 6.12\ derived from 1986 plant. The 
1986-81 accrual difference vas represented by PacBe11 as the net 
depreciation effect of $53,443,000. 

To understand the Staff perspec~ive 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 Co~mission. 
composite depreciation rates on the other hand reflect the mix in 
the various plant categories at any point in time and obviously 
varies continuously. To properly compute the composite tate, for 
attrition purposes, it is necessary to recompute the 1986 
composite depreciation rate, reflecting the 1985/86 Commission 
adopted parameters and rates, but applied to the 1987 plant mix • 

. ) 
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Apperdlx C 

correctly recomputed the composite 1986 rate vou1d be 6.43\. 
PacBell instead chose to utilize the 1986 test ¥ear adopted 
composite depreciation rate of 6.12\. The CommIssion adopted 
technically updated depreciation composite rate of 6.51\ vas 
developed on the proper 1981 plant ~ix basis. The Staff 
estimates the depreciation effect utiiizing the proper 
~ethodology vould be $10.963,000, reducing the attrition revenue 
requirements by an additional $42,480,000. 

The foregoing explanation is further qrounds for rejecting 
P3cBell Advice Letter No. 15215. 

V~70 truly yours, . ;/.. 
C;;l~,/ (,.-.~ ~ ~\.~' •• 
/ I • // -.. /'-/ / I"i . " 
,[, ! ~: _: .-./ .' /J v:. t- ~: (/ L-
Rufus G. Thayer/ 
Stalf Counsel / 

RGT:lz 

cc: All Respondent Telephone Utilities - 1.85-03-018 
All parties - A.85-01-034 
J. M. McCraney 
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Appendices B & C ResPonses 

February 11., 1987 

Victor Weisser 
Executive Director 
Calitornia Public Utilities co~lssion 
505 Van Ness Ave. 
San Francisco, CA 94102 

Re: 

... 

Response ot Pacific Bell (U 1001 C) to Proteat of 
the PUblic staff Division to Pacific Bell Advice Letter NO. 15215 ____________________________ ___ 

Oear Mr. Weisser: 

Pacific Bell ("pacific") hereby responds, pursuant to General Order 
96A (III H), to the Public staff Division's ("PSD's-) Protest to 
Pacific'. Advice Letter No. 15215. ~ shown t.low, Pacific has 
-fulfilled its statutory obliqation to comply'with Orderinq 
Paragraph No. 1 of Decision No. 86-12-09~. 

The PSO's Protest Should be Denied sinc. Advice Lettgr No. 15215 
Admittedly Complies with Decision NQ, 86-12-029. 

The- only valid basis for a PSD protest to the substance of a 
utility's compliance Advice Letter Filinq is that it does not 
comply with the Commission's Ordering Paragraph directives. 
a:ou.ver, the PSI> ~d:mits in several places in lts Protest that 
P~cltic·. Advice Letter tilin9 in f~ct ¢6mp11~~ with Ordering 
P~ra9raph No. 1 of Decision No. 86-12-099. On paqe 1 of its 
pro~.st, the PSO states: "the Advice Letter filin9 appears to be 
technically in compliance with Decision No. 86-12-09~." 
Additionally, on page 3 of its protest the PSO stat~s: 
"technically the Advice Letter may conform to 0.86-12-099." 
The PSD is correct; Pacificts Advice Letter complies with Decision 
No. 86'~12-099. As a result, the Commission should ~ the PSO' s 
Protest on th~ ground that it fa~ls to st~te a valid objection to 
Pacific's comp1iance tiling. 
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The PSO's Protest makes the inappropriate ar9u~ent that Pacific's 
Adviee Letter filing should be rejected because it complies with 
the Comm15.1on'~·dlrective. The PSO apparently claims that Pacific 
should have purposely chosen 0Qt to comply wi~h the express Order 
ot Decision No. 86-12-099. For example, the PSD claims that 
Pacific should have utilized the original capital structure. 
dete~ined i~ Decision No. 86-01-026 (PSD Protest, p. 4),. 
even though the PSD admits that Pacific was ordere4 to utilize its 
"year-end 1986 capital structure" (~ at 2 (e~phasis added». 
The PSO's argument ignores pacific's statutory obligation to comply 
with co~ission Orders (~~, Public Utilities Code Section 702). 
The PSO'. 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 reC6rded 
verifiable data" (~). 

The ~SD's Protest also should be denied because it contains 
tallacious assumptions. Foremost aMong these 1s the PSO's 
speculative and unsupported claim that the cotllmlssion "axpres;5ly" 
intended and required Pacific's financial attrition to result in a 
negative revenue requirement adjustment (PSO Protest, p. 3). 
The Psp fails to cite to any language in Decision No. $6-12-099 
Which "eXpre5~lyn states such a Commission directive. Indeed, 

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

An equally compelling reason to deny the PSO's Protest is that it 
contains factual mistakes. Paramount among these is the PSO's 
misstatement that Pacilic's "15\ equity return was predicated on 
the capital structure comprised of 51.5\ common equity" (~ at 3-4 
(emphasis added». In actuality, Pacific's authorized return on 
equity is not predicated on a capital structure: rather, it is 
influenced by ~ factors, including current and future economic 
conditions and investor perceptions of Pacific's unique business 
and financial risks (~, Cecision No. 86-01-026, pp. 16-22). 

The PSO is improperly attempting to rewrite Decision No. 86-12-099: 
accordinqly, its Protest should be denied. Such a result is . 
especially appropriate in light of the lact'that the PSO admits 
that Pacitic'. Advice Letter complies with that eecision. 

~pect~uI1Y submitted, 

D~~Y 
Attorney fO~~iC 
CC: All parties, Application 85-01-0l4 

- 2 -"'-. 
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Appendlces B & C Responses 

lebr~.ry 2', 19&~ 

victor H.l •• lr 
Ex.cutlv. D1r.ctor 
California Publio Utlliti •• Co.-i •• ion 
505 Van N ••• Ave. 
San l[anol.co, CA 94102 .-

R.I RI.pon •• ot Pacific 8.11 (U 1001 C) to February 17, 1987 
PrOt •• t ot the PUblio Staft Divi.ion to 
PAoifio Btl1 Adyice Litt.r No. 15215 

Oear Mr. W.i.l.r, 

PAcific 8.11 ("PAcifio·) hlreby r.lpond., purluant to Gen.ral Ordl. 
96A (lIt 8), to the Pub1io Statt Divi.ion·. ("PSDI.-) F.brua~ 17, 
1987 Prot •• t to Paoific'. Advic. lAtt.r No. 15215. Paot-tio 
pr.viou.ly fil~ • 'I'ponl. to th. PSO'. larli.r prot •• t. 

Th' PSD', supple.tntal Prot •• t T9 PAcific'1 1;17 Attrition 
Adjustment Adyic. Litt.r I. Unju.tifl.d And ShOUld 8. D.ni,d~ 

Th. PSD correctly not •• that paoific" appropriate 1981 attrition 
year compolit. depreciation rat. i. 6.51 percant. Hov.v.r, the PS 
incorr.ctly cont.nd. that the adopted 1986 compo.ite d.pr.ciation 
rat. (~.12 percent) .hould be recomputed to 6.43 p.rc.nt, thereby 
driVing a 1987 Incr .. ental difference of only .08 percent. 

The Coaaic.ion previoully adopted a 198~ plant balance of $19.1 -
billion (inoludln9 land and aotor vehlcl •• ) (D~ 85-03-049, mim.o p 
196). The Co.ai •• ion .110 &dopt~ Paoifio-. te.t y.ar d.praclatlo 
axpanaa a. $1.3 billion (~). When amortizationl for .tep, 
crolabar and Inside vir. (and land and aotor vehicle., in the ca •• 
of plant) are excluded, the v4lue. yi.ld a cO~lit. rat. of 6.12 
percent, a. correctly nott4 in the »SO'. prot •• t. If the PSO·. 
contention i. valid that Paolfio·. 19'~ adopted accrual rate .houl~ 
.om~ov ba tran.fora~ to 6.43 p.rcent, then, limply put, Paclfic 
8.11 hal bien under-racovering a legitimate ravenue requir.ment 
~OU9hout 198'. 
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The PSD'a logio inters that. the 9rowth of th, compOsite rate is 
simply a function of antioipated chang •• In plant aix, including 
that tor which the couission authorized equal lite group (II£LGII) 
treatment, and that such events are outside ot the bounds of a 
technical update. In such a cas., however, they mu.t be included 
as elements of operational attrition. It is untenable tor the 
PSD to claim that Pacific's adopted composite depreciation rate 
hal incrlasld from ~.l2 to 6.43 percent without allowing Pacific 
the attendant recovery. 

Pacifio haa correctly calculatld the 1987 growth in the composite 
depreciation rate fro. 6.12 to 6.51 percent by analyzing the 
following thr.e factors. (1) change. in plant mix, (2) second 
year Ito and (3) rate chan91. on individual accounts. Each of 
th •• e component. are discu ••• d b.lov. 

Plant MiX ~hanq •• a The Co~i •• ion haa con.iatently recognized a 
n.ed to adjuat rate. betw.en 91neral rate ca... to account for 
the impact of change. in plant mix on the overall comr.a1tl (or 
w.iqhted averag.) rates. A. stated On page 48 of Dec .ion No. 
84-06-1111 "The technical update i. an •••• ntial part of the 
remaining lit. process In that it provide. for automatio 
adjustment ot d'preciation rate. to accOunt tor chang.. in th, 
~9;RooitioD of utility plant and relative 9rowth or decline In 
depreciation r •• erve" (.~pha.i. addld). Thu., this element of 
Pacific·. calculation is clearly appropriat •• 

S.cOnd V.ar ELOI The Commi •• ion previously ordered ELG 
methodology for the Circuit-oth.r and COE-E1ectronio account. 
blcau •• it "can r •• ult in a aore preoi.e matchinq of d.preclation 
accrual. and consumption of as.et. N (D. 85-08-047, .i.eO p. 88). 
The initial year (1986) had a relatively emall impact on the 1986 
test year composite rate, b.cause it included only a halt year ot 
1986 additions. In 1987, allot the 1986 additions plus halt of 
1987 additions are d'preciatld uslnq Eta rates. Second year Eta 
is the ditterence betw •• n the ELQ rate. and the vintage qroup 
rates that otherwise would have be.n applicable if not tor 
Decision No. 85-08-047. In 1987, second year ELG results in 
$21.2 mIllIon ot .'parated accrual. that would not be recovered 
if the PSO'. auqge.ted co~po.it. rate chang. from 6.51 to 6.43 
plrcent 1. adopted. Sicond year Eta vas ordered as a leqltimate 
eXpenl. and thus must b. rlcoqnized tor purposes of computinq 
revenue. 

Rate Change, on Indiyidual Accountla A. affirmed In Resolution 
No. T-lI098 (adopted January 28, 1987), Pacitic aell technically 
updated its depreciation rate.. Thes. rates have blln booked 
.ince January 1, 1987. Th. PSD dOls not dispute th ••• valid and 
proper change •• 

- 2 -
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A further pOint should be made, the PSO has incorrectly 
quantlflt~ the revenue requirement iapaot ot its erroneous 
propOsal. Th. PSO has considered only the eft.cts ot the 
depr.ciation eXpense differenc •• troa Pacitio'. proposal. 
The PSO haa tailed to inchlde the i.pacta ot the various other 
el.ments ot the 1987 attrition year result. ot operations. 
For example, the PSO has not considered the depreciation reserve, 
deterred tax reserve or inco •• ta~ impacts ot its proposed 
change. AI a relult, the PSD'. quantitatively and conceptually 
flav.d proposal should not be adopted. 

This response haft shown the PSDls s.cond protest to Paoifio's 
Advice L*tter NO. 15215 to be .eritles.. Paoitic hal properly 
developed the iDpacts ot technical update as reflected in Advice 
Letter No. 15215. The PSDls treatment ot this matter i. vronq. 
Whether the ohange in attrition year depr.oiation eXpense i9 
characterized al a technical update or a. operational attrition, 
the Coamislion undoubt.dly int.nd. the attrition proc... to 
capture the elements which the PSD hal recOqnized In recomputing 
the 1986 composite depreciation rate to 6.43 percent. 
However, the Commission did n2t intend tor the lame process to 
ratu.e to recognize tho.e lam •• le.ent. tor revenue conveyanc •• , 
al the PSD erron.ously and unfairly contend •• 

Sincerely, 

cct All Parti •• , Application 85-01-034. 

- 3 -
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b~rM Otrt-..-tot N>lUUY 4, 1981 

VictOr \of e.is...~ t I E'xecolt i ve D1.re<..-tor 
califorrl& ?o.D!ic Utilities ~lc:tl 
50S \"M Ne..s3 ....... '2.'TJe 
San ~9.:0t CA 94102 

Appeootx D 

~: Prilie Sellt Mvi~ Letter No. 1S2U (1981 Attrltiool 

This tettJ!r o:nst.i~te.s wa~'s fo~ Wtest to Pacific ~-1l MviO! 
LettM- No. 15215, fJh1ch presents P~fic:' 5 87 AttrltlOO p~ in . 
OT~UA-O! vith D.eE-12-~9 in A.QS-?1-034. 'lvM Is of OO'~e &!li#~ 
with tte e.xiS""...en.:e of tl-.e filin}, rot has 1.r..re501~ ~--ion.s re-~ 
·its COCi~. ., . '. 

Af~r reviE"Ji.t19 the -....:>~rs s~·rtLrq kL. 15215,' ~ tirds 
~ ctain ~t9 of s~rt to be insclficientty de~A i led or &;.r.!u-ent:.ed. 
N:x:ordL--qlYt -;t:,,~t .. :-e-sented a ooWl.ed data ~ to the utilit:J <Xl 
January 21, 1987, ~'d,rq for L,roIT'ation to be ~lied b'J FoCbr.:.a.ty 6, 1987. 

Frt this protest, 1VR: as.<.5 tr.at no fi!'..u act.i.cn be taKM on A.L. 15215 
UltU ~ 1\,~ t..!S rea;!i\~ .re:r.:ate data. n.'Rl will .in..~r:n tJUs 
reoo:d ?rcx:-yJy ~ t.he data hM bee:\ revie'oolEd, eltl"l!r to vit..~&l this 
protest or to req ~ t action. ~ thi s Ccr.r.ti 55 ion to re.sch-e any di sput.ed 
fQints. 

Cq::ies of t.'Us protest are bei."'1 served en all pa.rties to A.Ss-ol-034, 
irclu:lin:J Pacific Bell. 

cc: A. to. J. CaI'eJ 
Se::vice list, >.. :~-~!.-O~4 

• .;tL:qs 
&OA~oor OI1l.(C"CIll$ A (~l': ~ UU C·U:.", Sf~.Cf E'!".) ",H' 1,J.'\e/\ :"~.!,, at! :~h-" .. 'roe .... 

'" >t,.., E~tT'.()"~'~ C.'~··' .:; ... ".A.;,.., • .I. <.G,·U Es~ CO~I",",I'S C~~.·,·· .• :1 !"."ff 
A c"','d G' •• ,·:, JI"'h G'u'-! ... ·,·. S.II t'l ,.,t·l(~ '-,~ Cc",l'lt,l Clat'~<1 "'I"". Jeu:.~ ;) ';..tIT a.,II.'f'J . 

. ~ · ••• ".0 .•• , AU~" ~'1 Of UICI'I./\I r. E.t ,,,, S~ ..... ;o'!I' 5:t<1' A~r ..... !1. "Ial VI""'''. C.r/tor"", n·-;.!.! f' C:,,/\tIIO
J 0<" .. "'" ~ '"' 

t 
f"AA •• '~~O!,I.!' a ,".~,I ~"",I;,~"" 01,11'1 lit*"- (¢/'Ilr.~I'¢"" I" II' .el'!.(t-~ .. 
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S~~. M $!.;" 
E,te"I,"'" OlrKfOI 

_ .. -~ ........ -

VictOr Weis-c.e r. £x,eo:;\lti \'e Oi.rect:or 
california i>'..bllc Utili tie 9 O:t:e.! ssion 
SOS Vall ~ ;"\'e .. "'l.\le 
San FranciSOO, CA 94102 

FebtuMY 27, 1.981 

Ret p~~ll A.L. ~. 15115 (1981 Attrition) 

Ooe&r Mr. weiSser: 

Apperrlix E 

~ harmy U?""~tes anl affirr.:s its eI'Ote.st to pacific Bell" .~OB 
~tte..r lb. 15215, \-Mch presents Pacifie's 1987 Attrition ~ in 0:0-
plia.~ vith Ccr:"r.\ission O.U-U-()99 (in A.8~-014. et ill. 1 Wtially 
'Wrote }'OU 00 Febr-..2.lY 4, 1981 to prese:..it n.~'s protest to A.L. LS215} c\t 
that t.ilre 'i'\.;R"s protest '....-as rrore ?~ than s\bstanU'~, ~iN:J t1'at 
ro fo rNl action re taken on t..'-e MTire Let t.er 'mti 1 ~ hM t.~ CHOrtu'li ty 
to aat.nre a..~ revie..l d..x.v-entation u..~lyi('):j pacific's stbnission. 

Sirce i'-:br'.l.MY 4, 'i\;~~ has re::i\;es+..e'3 an-.1 ~J. \-ed fr.:r. pacific t.~ 
.h.-u:elltaticn \.ltrl~lyirg tJ-e MviO'! "Letter. 1\.W h~ ll9) received f~ 
tt.e c.amissioo's ?ublic StAff Division ("C>5fl', a protest let"'...er (date:i 
FOOruary 6) arrl suW1E{"'ental ?rot.est {~~d FebI'\lMY i1}, as .... -ell as Pacific' 5 

resp::::.r.se thereto. 

In view of tt..is il'-fo~tiOl'\ ~W ro.l affirns its protest of A.L. 1521~J 
a."'tl asks t.~at. tt-..e Co;:r:.i.ssioo eit.. ... .e.r set t'..~i!'9 on t.~ ::-ctter J or di~c~ 
Facific tQ cnnfer \oIith pSO a:-,::i 1\IW to atte.~t. to reach a stip;lation as to 
appI'O?riate 1987 attrition adjust;-e."\tE. 

First. ~ OOOC'\lI'S with PSO's i~ntifications of p.rcbler'6 \o{ith pacific's 
fi 1 itq t e.xpres sed in PSD' s twO le t te rs of pro te.s t. !io,..;eve r, whi le PSI> 
politely professes these Frooter6 .... it.'l the stat.a:e."\t ~~at ·'t.e<::hnica11y t.."'.e 
Advire Letter ~ OJOform to O.8t-12-<J99,· 'iVFN Wes a st...~r View. 'tte 
uti li ty awears to ha\ 'e a.b? te:i s t.rai oed {eq., the o:::rron a:r.li ty a::q:or.ent 1 or 
deliberately NX\~lj'lnq (eg., t.te er~ure of the $82 r.'illion UrputN stoe< 
eler:ent) ir.t.erpretatior.s of or-:!ecs in A.SS-Ol...())4 so as to miI'..i.-nlZE! t.l-e 
pltential attrition ad;t.:.£t.-ent. in t.."".is regll"d, I~"R~ fin:!s PaClfic's 

BCI.POOF OlP:EClO"S ;:) : •• '! l t:n ~'n-:t"! S.".-Cf !.-D'o,tU J~--C", J .. j!:,\ 9t'i. CC"JJ-... ,I.lct 0" 
"" ~~rtd E~~s:·. : J ,: ... , ~'J' pJr ,·,~s "';':1 G l~U £10: c"...,,,·.,,'. CO-::-I',:" <>' !,~.,'tl. 

J,\"" G'H" ::"!' S," /-,"e sc, u~et C~/'>C". C'I"'~' -'-", J:lH" P lice). Ah Pt", 
i,. :,.,." OI"II.A n~ U>OJ! 01 ""(11,11,,. t.t ,1'1 S~''''. p"" S!,'''_ ....... , ·''-t,lI_ ~ It Va" \1\, C, "'o"~,. a~ •. ", •• CoO","'C,' or C =t' :. _to : I 

!VAN .111ICJ\-t'CI.I : .. e,,"'pt c~s..~· .. o<~a:'l'll!o¢I\. (OJ't" O,;\,~,.t l" :ll :~~!Ib:'-
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Appe1'dtx E· 

sahctltronlous rerl V to I>S 0' 8 pro tes t to ~ parUC\llar 1 y cO je<:: tlOMhle, 

Mdi t1ct'...L.~' ..,..~ has ~l t10nAl conoe InS ~a.rdi rq the Mvloe letur. 
rot ~lel p flo use:s an e:st..lNb! of "87 inflAtion in the et?l

111 
1r.:hx 

tMt VbS fora~at.ed in 1985, an ~ted est.1l'Mt.e is ~be<nrJ.rq a.vall~le, 
",hidl ~d b3 Stbsut1liM (see o.86-¢4--021J In A.&l-07~2, ~tlrq 
~n&&1's TPl c.UC'.ll.atioo). ~, ~ also has questions re<JardiNJ -..hat 
~ to be di sere t.l~ arYl e>t.otbl tMt tt.c.re..\se$ i n ~ta1n lciX>r • 
e>:pe1'.SoeS for r.M~t ~1O'J"eel, wtud\ should be ~l.ored furt.'-.er before 
p&d.llc's p~sed adjusbrOOts an oonc:e&d to be arProprlat;e. Third, pacifiels 
ref~l.rq of earlier hiCJh-OOSt abt iss>;es, v.ddl ~ rot a.t lint 9tance 
~ar to be ~.cble, sh:;cld be Avi~ in rore detail. 

hx;Ord.lrqly, 'iVRt asKs that L~h Car.1ssion O)t order tI'.G $15.15 million 
adjustr.ent at this ~ (see ItEm. C-l, Cu:nd.ssloo age..-& of ~ 6, 1981) but 
insteM eith& direct furt}-..er ex ~ neg':Jtlat.i.cns &--c:c19 thl t.~ parties, 
or o~r heario;s. 

0= : O:r.t:'ii ss iorers 
~f.pea.ra.~~, .\.8S-(ll-034 

s inoe.rely , 

~ r. Cltdt 
Jon F. Elliott 
Staff ~ 



I' .... .--p"nl~ 
s.~tt&·~tl~l 
lI~UU·'Q 

Xam t, 1987 

~ Hr. rti ••• rl .. 

PAClFlCElIIU • . 
AP~~.e......, 

Appendices D & E Response 
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Appendices D & E Response 

TVRH allo rail'. th. "".u. of 1&01110'1 rttlnano!nO Of it. d&bt. 
JrOV&Vtl", '1'tJ1\N do.l not 4ttll1 it. OOne.me. In4Md, Ita r.'p¢!aa 
that Paolfl0 1 , "tl~oln~ "doel not at tlr-.t OllnU Iw-ar to bQ 
unr.alon&bl.· 1. all but An ~ •• 1on ~t ,&01e10·. ~.t1nanOlnq . 
• ttorte V~ prudt.nt. '%'bil baall of 'l'tJ'M'a protut 1. without 
.trit. 

l»aolt10 l"haW wl111nq to ... t with the P$O an4" 'roU to faoilltate 
an und.nUr.4in9 of th. baet. tor 'aolflo'a atuition t111l\i. 

COl All p&rti •• , ,&01tl0 Bell Appl!.oat1on ae-Ol.-03' 

.. 2 .. 
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Appenilx F 

prOllC l'TILITIES CO}I~n SSIO~ OF THE STATE Of CALlfOR~nA c-s 

RESOLUTION NO. T-I1098 
Cop~- for: 

Orig. and Cop~' 
____ to Execut i 'oe Oi rec tOI-

RES 0 L UTI 0. N 
____ Director 

EVALrATIOS ASO CO}lPt..lASCE 
&l\"ISIOS 

DATE: JA~~AR' 28. 1987 

____ Sumerical File 
____ -Alphabetical File 
_--~Accounting Officer 

SUBJECT: Paci(ic Bell. Order Authorizing Technical Update 
in the 198. Depreciation Rates for all Telephone Plant. 
Resolution No. T-I1098. 

~H[Ri\S: PACIfIC BELL. by l!tter dated October 16, 1986, 
r~quests authority under Section 795 of the Public Utilities Code 
to make a technical update of depreCiation rales of esti~ated 
198i telephone plant. 

Pacific Bell filed a similar request on July 3, 1986, with the 
Federal Coaaunications Commission and has obtained fCC staff 

approval • 

Public Staff Division has reViewed Pacific's proposed depreciation 
rates and recommends approval of proposed rates as sho~n in Table A. 

The propos~d technical update of straight-line remaining life 
depreciation rates for all telephone plant, and Circuit and 
Electronic cate,ories of Central Office Equipment, which uses 
equal life group. results in an annual increase in depreciation 
accrual of approximately $14 million based 6n 19S1 average plant 
of $21.048,15,.000. Table A sets forth the proposed depreciation 

accruals. 

The proposed depreciation rates reflect changes in the composition 
of the utility plant and relative erowth or decline in depreciation 

reser\'es. 

The revenue requirement impact of the proposed depreciation rates 
sho~n in Table A will be included in Pacific's 1981 attrition 

filine. 

Pacific Bell's depreciation rates were last represcribed by 
D.85-08-041. The 1985 represcription included depreciation rate 
review of chanees in service life. future net salva,e and ~etirement 
pattern due to technolo~ical chanaes and arowlh of telephone 

plant • 
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FAC1F1C t:ELL 
CAL !fOf..;Nt A 

S.ATEMENT ~ 

CHAN~E 1 N ANNUAL DEf-F\EC! AT ! 0'" ACCRUALS 
RESULTING FROt" CHANGES IN CEFfi:ECIATION RATES 

(Q(II'») 

/IoNrf .. A~ !)~F-Fi:ECIATIOU ~CCf\UALS FOR IN"JESTMENT AND SflLVAGE RECOVEfW 

.. 
---------------------------------------------------------------------------• •• J I CH4NGE 

• • IN (t.Ntl'J~L 
CLASS 1997 RATES I RATES • 

: ACCOUUT OF< SU&"CLASS • AVERAGE : IN EFFECT I EFFECT IVE I OEf"f~ECl/lo! Ie-, 
• 

: NU~1BER OF PLANT , INVESTMENT 198b I 1987 I EXF-EN~£ 

I -----------------------------,-----------\---______ ' ___ ------
I ----------

I 
I I • J-I*D I K-I*H I LsK-J 

• 

I 
I 1 1 I 

• I I 1 I 

• • :?1:! BUILDINGS 
, 1739763 33037 I 36514 I .. ~r.77 

• 
.. • 

1 
, I I 

-:-?t CENTRAL OFC EOPT , I I I -_. 
.STEP &Y STEP 1 15S70S 3301)0 , 33000 I 0 

_CROSSBAR • 6b:?8b5 1 t 75(JOO I 1750(1) l ¢ 

• 
C I RCU"I T -OTHER (VG) I 2455782 1 235755 l 235755 & 0 

(ELG) t 4630996 I 94292 I 86151 I IS59 

DDS CI~lT 
, 126741 I 12040 I 12421 ) 3al 

RADIO 
, 8666<) t -~9S0 J 6240 Zby 

ELECTRONIC (VG) I 2819257 t 1691~5 
, 166~36 

, -=8:'1 

CELG) t 640926 52526 I 51967 -!o19 

J I I 

231 STATION APPARATUS I 
I 

TELETVF-EWRITER I 1275 147 437 I 2':)(' 

TELEPHONE ~ HISC. I 64!i6 o t () , .: 
I : 

232 STATION CONNECTIONS 
, I 

*INSIOE WIRE 1565494 148422 • 148422 r l) 
I 

• I • 
1 

2~4 LARGE P£IIX 
F-BX-OTHER 180358 2S~11 ~a416 I 

PEtX-DDS 9752 q26 1 1024 
I I 

• • • 
-

• 235 PUBLIC TEL ECPT. 1.t1S81)2 14731 I 13987 I 
I 

• 
I I 

I 

• 241 POLE LINES 410887 22189 I 21777 -Lit 

• I 
.. 
I 

2~2.1 :\ES;-I~L CABLE 
I I 

EXCHANGE 2114691 t I0362() 105735 I 

TOLL- 155()2 I 2186 231() I 
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CPUC TECmaCAL U~OATE- ,9a6 STATE I 

F'AC1FJC f,ELl. 
CAL I fOF:N I A 

STATEMENT 9 

CHAUGE IN ANNUAL DEF'(';ECIATICN ACCRUALS 
RESULTING FROM CHANGES IN DEPRECIATION RATES 

(000) 

ANNUfiL DEf'fiECIATtON ACCRUALS F()f( INVESTI1f..NT AND SALVASE RECOVEf<Y 

. 
~ ____________________ --____ -_----_-;;-----.---------.---------I---CHANGE---

CLASS 1997 t RATES RATES I IN ANNUAL : 
OR SUBCLASS AVERAGE liN EFFECTIEFFECTJVEIDEPRECIATIO~~: 

OF F'LANT tNVESTC1ENT 1 19Sb I 1997 I EXPENSE 
_________________ ------------ -----~-~-I--j;t.5--:--K;i;H--:---L;K:J----: 

I I : 

: ACCOUNT 
~ NUt\E«ER 

I 1 I 
242.2 

• 
·1 

. ) 

·UNDERGROUND CABLE 
EXCHANGE 
TOLL 

22qb~5· 
120284 

89~64 I. 89564 I 6 I 
4571 4691 t I~ 

I 
t 

I 

• ) 

242.3 

242.4 

243 

244 

261 

1 262 
I 
I 2~4 

(o'jRJEO CAErLE 
EXCHANGE 
TOLL 

;UBMARINE CABLE 

AERIAL WIRE 
EYCHANGE 
TOLL 

U.G. CONDUIT 
-

FURU. & OFe. EQPT. 
FLIRNI TURE 
COMPUTER ~ ANt. 

-J 
I 

-• • 

OTt'fER COHM ECF-T. I 
I 

VEH & OTH. W~. EOPT. I 

TOTAL 

.AMORTIZATION 

1~:?2,Yib 
1()~630 

_11673 

17Q7137 

2621)50 
1000043 

329901 

346887 

21048157 

54994 
4971 t 

I 
792 

1453 
645 

I 
I 
I 

31~57 t 
t 
I 

11792 I 
173007 I 

I 
36949 I 

I 
24629 I 

I 
54994 1 

4974 : 
• • 

. 794 ) . 
I 
I 

1429 I 
719 

I 
31557 t 

1 
I 

12578 
1670(17 

39918 

2~93S 

1~59430- 1573592 

4«ESTIMATEO ACTUA~ 1937 AVERAGE ~LANT 
ACCOUNT ~bl f,.EFLEC-TEO MiDNIGHT DIRECTORY TRANSFER 

@NOT r"f\E:ENTLY [;OOl:lNG IoCCRUAl S, RESERVE GREA~~R THAN -'¢O'h-Ft$h 

TOTAL COMF-(lSlTF. F:ATEa 
cm1pos l1E RhTE \ 6(·a CNL Y: 

7.41 
7.41 

<-
103 

12 

-Z4 
74 

o 

786-
-bOO~ 

-b?4 

141b~ 
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Appco:llx F 

(-5 

In accordance with the procedures Cor depteoiation reYie~8 adopted 
br-the Com~ission On September 13. 1911, Public Staff Division .ave 
notice of lhe proposed depreci$tion rales to all interested parties 
br lelter dated December 3. 1986. 8r J$nuary 2. 1981. the end of 
the 30-day response period, stalf had received no protests. 

The Com~ission finds that the depreoiation rates. set forth 
in this Resolution are appropriate. This findin' i8 not a findin' 
of reasonableness for ra teluking purpose8. Therefore. ,ood cause 

appearini. 
IT IS ORDERED that authority is .ranted to ~ake the 

depreciation revisions reflected in Table A of thi9 Resolution, 
effective for calendar reaT 1981 and subsequent years until the. 
~lility files a new depreciation study with the Cocmission. 

The effective date of this Resolution is today. 

1 hereby certify that the fore,oin' Resolution was duly 
introduced, passed and adopted at a re,ular eeetin, of the Public 
~tilities Commi8sion of the State of California. held On January 28, 
1981, the following Commissioners volin, favorably theteon: 

Executive DirectOr 
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Resolution T-l2007 

G. MITCHELL WILK, Commissioner, Concurring Opinion: 

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

On 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 reexamination in light of the transitional 
pressures confronting this industry. 

I an unconvinced that some 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 need 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 look at the Mrecipesw 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. 

/5/ G. Mitchell Wilk 
G. MITCHELL WILK, Commissioner 

March 25, 1987 
San Francisco, California 


