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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY & COMPLIANCE DIVISION RESOLUTION NO. T-13050
Telecommunications Branch Fébruary 24, 1989

RESOLUTION

GTE CALIFORNIA. ORDER AUTHORIZING TECHHICAL
UPDATE AND LIMITED REPRESCRIPTION OF STRAIGHT
LINE REMAINING LIFE DEPRECIATION RATES FOR = .
TELEPHONE PLANT, REQUESTED BY LETTER FILED JUNE
9, 1988, THE DEPRECIATION RATES ARE EFFECTIVE
JANUARY 1, 1989.

SUMMARY

This resolution adopts, for accounting purposé the Div151on of
Ratepayer Advocatés'’ (DRA) recommendation for 1§89 téchnical = -~
updaté and limited represcription of straight-1iné remaining -life

" depreciation ratés for all -teléephone plant for GTE California ;_
(GTEC) . The adopted depreciation rates reflect a limited’ :

. rYepréscription 1nvolv1ng a fivé year, amoxtization of nght to Use
(RTU) fees[l] and retirement of opérator sthching ‘équipment -

The technically updatéd and represcrlbed ‘déepreciation rates when
applied to the 1988 projected averagé plant of $6,540,333, 060
reduce depreciation accrual by $2.3 million. Table A provxdeS“_
the deétails of GTEC's currént depreciatlon ‘rates and the adopted
rates. The adopted technically updated and réprescribed
depreciation rates are effective January 1, 1989, 1In addltlon,
the protéest of API Alarm Systems (API) is denied.

BACKGROUND

"GTEC'S deprec1at10n rates were represcribed and approved 1n the EE
1988 rate case, D.87-12- 070‘ “The represcrlptlon of depréciation
rates incorporatés changes in service life, futureé:net salvage
and retirement patterns duée to téchnological changes and plant
growth, The requésted technical updaté reflects changes in ' . -
composition of thé ut111ty plant and relative growth or decllne
in the depreciation réserve. - ,

In anticipation of the Commission’s authorization of thls
technical updaté and limited represcrlptlon of depfecxatlon
rates, GTE ¥eéequested the impact on revenué reéquirement (using ‘the
depreciation rates recommended by DRA) as part of its 1989

1 RTU fees are paid for permlsSLOn to use proprletary
information or processes such as computer software programs.,




attrition filing in Advice Lettér No. 5168. In Resolution

No. T-13036, Or erin? paragraph No. 2, we directed GTEC to make
an advice letter fil n? to roflect the revenue réquirement impact
of technical update thirty days aftér the approval of technically
updated depreciation rateés. ~ ‘

On June 9, 1988, GTEC filed a letter requésting technical updaté
of its 1989 depreéciation rates. In addition, represcription was
requested for the following:‘(lg rétiremént of operator switching
équipmeént 3A¢c0uht_2220.00), (2) amortization of previously - -
capitalized Right To Use (RTU) fées over a thrée year period.
(Accouats 2211.00 and 2212.00), and i3) recognition of the impact
of rapid technological change resulting in installation of fiber
optics in the Undérground Cablé acéount (Account 2422,10). (2]
DRA reviewed GTEGC's propésed téchnical updateée and limited. . -~
représcription of dépreciation rates and its récommendation
results in a reduced depreciation accrual of $2:3 millién and a
reduced revenue requirément effést of $2.0 million. Table A
shows the details of GTEC’s request and DRA's récomméndation.
Account 2220.00 includes such equipmént as directory assistance -
equipmént, manual switchboards,; and operator position equipmént.
Upon review of technological changés and operator equipmént . .
retireménts in thé teléphone industry, DRA reécommends. approval of
a represcribed depréeciation rate for operator équipment. (Account
2220): GTEC will réplace its Traffic Service Position Systém .. =
(TSPS)[3) Equipment in 1989. The amortization Schedule for this -
equipnment, which had béén dué to compléte in 1990 will be .

adjusted to be complete in 1989, yielding a composite rémaiﬁiﬁ@gi
life for the account of 1.43 years. : _ -

The Federal Communication Commission's réwrite of thé Uniform = -
System of Accounts requirés that RTU fees be treated as an.
éxpénse. GTEC had préviously capitalized theé feés. In thé change
in treatment of RTU fees,; DRA récomménds a five yeéar amortization
rather than GTEC'S proposed three year amortization. This :
impacts Accounts 2211 and 2212, - ’

wWhile DRA recognizes that changes in technology and increasing - . -
use of fiber optics may lead té6 reduction in reémaining lifé of
metallic underground cable, it has not had the opportunity to -
review this account in detail and récomménds that thé issue of &
remaining life be reviewed in thé néxt represcription year, not -

[

2 The requested depreciation ratés would have resulted in
increased annual depreciation accrual of approximately - .
$20.2 million based on the 1988 projected average plant of

3 Traffic Service Position System provides for the pfbéeééiﬁg'-

and recording of sSpecial toll calls, public teléphone toll calls,
and other typés of calls requiring operator assiStéﬁce.' :




during this technical update year. Therofors DRA recommends
rejection of the requested change in Underground Cable life
{Account 2422.1). ’

In accordancé with this Commission’s ErOcedures for depreciation
review (adopted Septgmbeéer 13, 1977), ilnterestéd parties werd .
invited to filée statements opposing or supporting the changé in
- dépreciation rates. Only oné protest, filed by API, was received.

PROTEST

API, in a letter dated August 11, 1989, protests *...GTEC'’S
purportéd justification for the rathér dramatic iwncrease in - -
dépreciation rates shown for the opérator systems accoéunt -
(Account No. 2220.00)..." It takés éxception t6 GTEC's mention -
- of GTEC's *forced exit" from the intéréxchange businéss as part
of its discussion on contracts as a factor atfecting service life
of operator equipmént(4)t : _ T

*API submits for DRA’S consideration that this *‘forced
exit’ of GTEC from the interxéxchangé business is an °
éntirely inappropriate basis upon which té predicate .
increasing depreciation rates for Ac¢count 2220.00-Operator
Systems. In this regard, it should bé noted that GTEC'’s
exit from the interéxchangé business was hardly forced:
In United States v. GTE Corporation, 603 F.: supp. 730
(D.D.C. 1%84), GTEC agreéd in a Consent Decree, through -
its parent GTE Corporation,; to exit thé interexchange’
teléecommunications market in return for its acquisition of
thé Southern Pacific Company (now known as U.S. Sprint).

API requésts that some réduction 6f GTEC’s proposed depreciation
rate bé madée because °"GTEC apparently rélies upon the Consént
Decrée to justify the depreciation rate for operator services.
In its review and évaluation of the protest DRA staff reéequestéd a
résponse from GTEC. By letter dated Octobér 5, 1988, GTEC offeéers

4 GTEC;S'&éﬁréciqtion study iﬁclﬁ&és the fdllowing 6ﬁupégéf§f,‘

of its discussion of Opérator Systénmst
"IX Contracts

The forced exit of the Télcos from thé interexchange
businéss has particular implications for éperator - .
services. The contract for interexchange serviceés with -
AT&T-C has assured the reécovery of the IX TSPS invéstment.
Howeéver, it is reasonable to assume that AT&T will .
withdraw from thé Operator Services contracts concurrent

with their withdrawal from the switching and facilities

contracts.*® ) C




clarification of the proteésted matérial. It asserts that API is-:
incorrect in its interpretation that GTEC based service lives for
Opérator Serxvicés Account on its forced exit from the o
interexchange markéeét by the Consent Deéecrée.

*The paragraph régarding Intexexchange (IX) Contracts was
insertéd Into an éarlier depreéciation study to show that:
a service 1ifé éxceeding thé life of the contract could
result in stranded invéstmént. The statément regarding
the éxit of GTEC from theé intérexchange market was =
reitérated only as additional background toé aid in - .
understanding the history of the accéunt and somé of thé
ugder{ying assumptions which impact thé sérvice lives of
the plant. ) C o B

*The major factor which impacts the 1ifé of this acéount '
is thé économi¢s of changing to-a new téchnology. In -
GTEC's 1988 test year rate case, the DRA was sStrongly -
supportivée of the company’s plans-to change out the .
éxisting technology in 1989 in ordér to achiéve the - .
significant work éfficiéncies that thé néw technology
will make possible., -(EXi 85, Ch. 9, €171-75, pp.-9=16, .
9-17.) The économic study, which was réviewéd by DRA in
conjunction with the 1989 Depréciatisén Study, clearly
deménstratéd that it would bée beneficial to. réplace thé:
TSPS in 1989. This was a continuation of the Opérator . -
Services review which was started in GTEC’s 1988 rate .
case. _ . : R

"GTEC’s exit from the interéxchangé market has no béaring

on thé account’s remaining life."

bIsCusSIon

It appears that GTEC includéd discussion from préevious S
depréciation réviews in the material subnmitted for thé current:
technical updateé and ‘limited réprescription. -This material: is
not pertinent to the issués in répreéscription and might wéll have
been excluded from GTEC’S filing., While GTEC:includéd thrée: =
topics in its réquest for reépreéscription of the (Operator Systém
account (IX Contracts, téchnology, and competition), -it is thé
- technology. concerns that léad GTEC, DRA and theé Commission to: -
support a change in uséful-lifé for this catégory of plant. In.
‘viéew of thé prévious consideration-and study opérator systéms | -
receivéd in GTEC’s 1988 rateé casé it is appropriaté to clésé out
TSPS in 1989: .The depreciation rate we will adopt accomplishés
this. Therefore we will deny API’s protest and request té revise
thé depreciation rates. ' '




PINDINGS

1.

2.

GTEC filed a letter on June 9, 1968 réquesting technical
ugdate and limited represcrigtion of .straight-line remaining
fe depreciation rates for its telephone plant.

GTEC reéquests represcrlption of deéepreciation rates for
accounts having operator systems equipment, RTU fees and
buried cable. _

DRA accépts the retirement of operator equipment.

DRA recommends a five year amortization, rather than the
requesteéd three year amortization, for RTU fees.

DRA recomménds deferring consideration of regrescription of
buriéd cablé account depreéciation rates until a study can be
undertaken.

On July 14, 1989 DRA Girculated notice of GTEC's filing and
DRA’S evaluation.to interested parties.

API protéestéd the inclusion of GTEC's exit. from the
interéxchange markét as justification for’ retirement of

~ operator systems equlpment.

The changé in operator system depreciatxon rates ls based on
GTEC's plans to replace TSPS in 1989, and DRA’s réview of new

- technology and retiremeéents of operator equlpment in the

industry.
API s protest should be denxed.

DRA's recomméndation for technically updated deprecxation
ratés and limited Yeprescribed rates for GTEC shown in- Table
A is reasonablé, and should bé- adopted for accountlng R
purposes. Howéver, this is not a finding of reasonableness

_ for ratemaking purposes.

IT IS ORDERED that!

1.

The technlcally updated and represcrlbed stralght line R

depreciation rates for téléphoné plant for GTEC, as shown in
Tablé A are adopted for: accounting purposés.. . The l ,
depreciation ratés are éffective for 1989 and subsequent

- years until GTEC filés a new depreCLatlon study with the

- Commission.




2. within 30 days of the effectivé-date of this resolution,
GTEC shall file an advice lettér with supporting workYapeirs:_
to reflect thé révenue requiremeént impact of technical update
and limited represcription of 1989 depreciation rates on' 1989
attrition year plant, using methodology adopted for attrition
filings. 1In its, advice letter, GTEC shall Tropose a bil) and

keep Surcharge/surcredit subject to Commission approval. -

© 3¢ API's protest is denied. ' _ _ o
4. The effective date of this Resolution is today. - -
"I ¢extify that this Resolution was adopted by thé Public

"_l'lti'ii'tie's'_ Commission at its régular meéting on February 24; 1989.
The following Commissioners approved itt N S

G. MITCHELL WILK .

. président .. d :
STANLEY W. HULETT? B N da ade . s IS
JOHN B. OHANIAN i , : OGRS AN

Commissioners. _ - BxXecutive Direét

LIRS

béing necessarlly absadt, did not -~ - R et

participats. o AR A £ R




TABLE A

1989 TECUNICAL. UPDATE OF DEPREGTATION RATES

GTE CALIFORNIA

COMPARISON OF DEPREGIATION RATES
" {Thousands of Déllars)
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