
, d~-,· 

PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNiA 

COMMISSION ADVISORY , COMPLIANCE DIVISION 
Telecommunications Branch 

RESOLUTION NO. T-13050 
February 24; 1989 

SUMMARY 

! 

B~§OLUTIOH 

GTE CALIFORNIA. ORDER AUTHORIZiNG TECHNICAL 
UPDATE AND LIMITED REPRESCRIPTION OF STRAIGHT 
LINE REMAINING LIFE DEPRECIATION RATES FOR " 
TELEPHONE PLANT, REQUESTED BY tE~ER FILED JUNE 
9, 1988. THE DEPRECIATION RATES ARE EFFECTIVE 
JANUARY 1, 1989. 

This,:r::esolutiOI'l a~opts, ,for a~coun~ing.~~rpos~s! ~he,Dlv+s~61} o~ 
Ratepayer Advocat~s' (ORA) recommendat1.on,for 1~S9 t~chJ:ll.cal,,". ~ 
update an~ limited represcription of st~ai9ht-lin~remainin~~11fe 
depreciation rates for allteleph6ne-plant,for GTE california 
(GTEC). The, adopted depreciation rates re(iect a iin:aiteci' ,"_.c" ,"' 

represcr.iption involvil'uj a fiv~year ,amortization'of Right to: Use 
(RTU) fees ( 1) ,and retirement' of 'o~rator sWit,?hing ,-equipmeilt; (-' ' 
The technical~y up<;!ated ~nd, repres?~~bed ,'deI>~~ciat~9n' 1;~te$t 'w~en 
applied, to the !988 projected average plant of, $6,54Q,333,OOO,:" 
reduce depreci:ati6~ accrual by $2.3, million. Table,:A' pr6v~des ~, 
the details of GTEC's current depreciation ' rates and the adopted 
rates. The adopted technical~y updated and r~prescribed, " " ' 
depreciation rates are effective Jariuary 1, 1989, In additi.on, 
the protest of API Alarm Systems (API) is denied. 

BACKGROUND 

, GTEC t 5 depreciation rates were represcribed and approved,' in";the • 
1988 rate case, D. 87-12-Q7(). The repre~qri.p~ion 6fdepremiaiion' 
rates incorporates chiu\ges in service life, future. net salvage' 
and retirement patterns due to ~echnologic~l'chtu\ges ari~p~ant 
qrowth. ,The requeste~ technical update reflects ch~nqes ,in':" " 
composi.tiOno~ t~e utility plant and relative growth or decline 
in the depreciation reserve. '"' ' 

in anti.cipation of the Conimisslon's "authc?riza~lofl of, ,"-1)1,s::, 
technical update and limited represcription of d~preciat~o~ , 
rates, GTE1:equested the impact on revenue requir~ment, (using the 
depreciation rates recommended by ORA) as part of its 1989 

1 RTU fees are paid for permission to use proprietary 
information or processes such as computer software programs. 
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attrition filing in Advice Letter No. 5168. In Resolution, ' 
No. T-13036, Ordering paragraph No.,i , we direoted GTECto make 
an advice letter filin<r to ref~ect the revenue r~quireinettt impact 
of technical update thIrty days after the approval of teohnically 
updated depreoiation rates. ' ' 

On June 9 t 1985,'GTEC filed a letter requesting technical update 
of its 1989 depreciation rates. In ad~ition, represcrlpti6n,~as, 
reques~ed for the following a (1) r~tirementof operat6rswitching 
equipment (Account 2220.00), (2), amortization ~f prev16u~ly' ' ... " 
capitalized. Right To Use (RTU) fees over a. three year periOd." . ' .. 
(Accounts 2211.00 and 2212.0~)t and 13) ~~co9nition of the'~pa~t 
of rapid technological change result n9 J.n ~nstallation 6f'f~bG,r 
optics in the underground ,Cable ac¢ount (Account 2422,10),,£2) 
DRA reviewed GTE~ts prop6sed technical update and limJ.\ed, -, .. . 
represcriptionof depreciation rates and ·its rec6mmendat16J) . .' 
X:E:'sults in a. r~duced. ~ep~eci~tio* accrual.of.. $~ i 3. milliOn. ,and it 
reduced revenue requ1rement effect of $2.0 m~liion •. Table,A 
shows the details Of GTEC's request and DRA's rec6mmendation. ' 

Account 2i20. 00· includes such equipment as' directory asslstatlbe,' 
equitmiEmt, manual switchbOards; and operat()rpositi6nequlpm~'nt. 
upon raview' of technological changes .and o~r~t()r equipment .. ' '= ' •. 
retirements in the telephone industry, PRA racommends,apptoval-6£ 
a represcribed depreciation rate, for Operator .eqUiprnEmt (Account 
~220) i GTEC will replace' its Traffic ,Service .' position' System. - " 
(TSPS)[3) Equipment in 1989. The amortization-~chedule.fot thi~ 
equipment, which had beel), due t.6 comp~ete iil 1990 will l>e ' , ' , . 
adjusted to be complete~n'1989, yielding a compOsite remaining 
life for the account of 1.43 years. 

The Federal communication Commission's rewrite of the Uriif6rni 
system of A~counts requ~res that ,RTufeesbe.t~eated as an , 
expense. GTEC .had previouSly capitalizedt~~ fees, in th~ chiu)ge 
in treatment of RTU fees; DRA recommends a five year amortization 
rather than GTEC's p~6p6se~three year amortization. This 
impacts Accounts 2211 and 2212. 

While .DRJ:l recognizes that changes in technology and .i.nc~e~sitig' 
use of fiber optics may lead to reduction in remaining li~.e. ,of 
met;:allic ~ndergroundcabl~,·it has.not h~d theopport~J)it¥,to. 
review this account in detail and recommends that the issue of-' 
remaining life be reviewed in the next represcription year, not'. 

l,_ 

2 The requested depreciation rates w~uld have resulted in 
increased annual depreciation accrual of approximately·. ' 
$20.2miliion,ba.sedon the 1988 projected average plant o£ 
$6,540i33~,()OO. . . ' . .. ' .,' . 

3 Traffic service Position Sy~tem provides for the processing· 
and recording of special toll c~lls, public telephone toll calls, 
and other types of calls requiring operator assistance. 



during this technical update year. Therofore ORA recommends 
rejection of the requested change in Under9round Cable life 
(Account ~4~~.1). . 

In a<?,c()rdancewi~h t~is COllUDission's p~6cedures for depreoi{ltioJ\ 
review (adopted ~eptpmber 13, 1911), interested parties were . 
invited to file sta~~ments oppo~in9 or.supporting the change in 
d~preciation rates. only one protest, filed by API, was received. 

PROTEST 

API, in a lettqr dated August 11, 1989,-pr6tests " ••• GTEC's 
purported jU$tifica~loJ\ for the. rather dramatic!l\crettse in 
depreciation rates shown for the operator systems Account " 
(Account No. 2~20.00) ••• ~ It takes exception to GTECi S mention­

- of .GTEC'~ -f<?rcred exit- from the inte~ex<?~ange business a$patt" 
of its d~scuss~on on contracts as a factor affecting service lIfe 
of operator equiprnent(4)i 

-API submits for DRA's consideration ,that this ;fotc~d 
exit' ot. GTEC from. the interexchange business is an- • 
entirely l)lappropriate basis upon'.'1hicht6 predicate,. 
increasing. depreciation rates for-Account ~220.00-:9perator 
Systems. in this ,regard, it should be notedthatt'GT$C's 
exit frOm ~he interexchange business ~as hardly f6~cedi 
I~ uni.te<1~tate~ v. ,GTE Corpor~t~on/6{)3 F, su'pp.7~O . , 
(D.D.C. 1984), GT~C agr~edin a Consent Decree, through 
its parent.GTE.CoXpOrati6n, to exit the interexchange . 
teleconununicatio~s market in returl'l for its acquisition 6f 
the Southern Pacific Company (now known as u.s. sprintl~ 

API requests that some,reductioil 6f GTEC's prOpOsed deprecIation 
rate be made because -GTEC apparently relies upon the Consent . 
Decree to justify the depreciation rate for operator services. 

In its review and evaluation of the protest QRAstaff,reque~ted a 
response from GTEC. By letter dated October 5, 1988, GTEC offers 

.& . GTEClsdepreci~tion study iilchides the following on -p'ag~'2 
of its discussion of Operator Systemsi 

-ix Contracts 

The forced exit of the T~lcos from the i~t~~exch~nge 
business has particular ~rnplicatioi1s' for operator:, .­
servl~es. The contract for interexchang~ servi~es with 
AT&T-C has a~sured the recovery of the IX TSPS ~nvestment. 
However, ~t is reasonable to assume that AT&T will 
withdraw from the Operator Services contracts 'concurrent 
with their withdrawal from the switching and faciiitie~:-
contracts.- ' 
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clarification of the protested material. It asserts that API Is­
incorrect in its interpretation that GTEC based service lives lor 
Operator services Account on it8forced exit ftom the 
interexchang6 market by the Consent Decree. 

.'--: 

-The par.:agra.ph ~e9arding. Interexphange (IX) contrac'ts 7:'W48 
inserted into an earlier depreciation study to show that' 
a service life exceeding the life of the coritract could 
result, in str~nded ltWestment ~ The s~aten\ent regard1t.cj 
the exit, of GTEC from the interexchange market was' , 
reiterated, only as additional, background' to aid 10, ' , 
understanding the history of the acc6unt and some Of the 
~nderiyingasswnpti()ns which impact the service liyes'of 
the plant. ' , ' , ,',',' 

-The major factor which impacts the life' of this, ,account' 
is th~ eCQnomics of changing to ~ a new, ~echnolo9Y" c,- in ~, ' 
GTEC's 'i9S8 tes~ year rate cas.e, ,the ,DRA wasstr6ngly' .; 
suppo~tive of the company~s p1.ans·~<>chan9~,out "the'. ", ' , 
existing technology .in 1989 in order to acl1iev$~p~'. , 
significant wo~~ efficienci~s that the new.~~cMc)~o9Y, 
will mAke, possible •. (EX. 85 1 Ch .. , 9, "71.-75,,'pp •. ~.;.J.th, 
9-17.) The economic'study; 'which was reviewed by ORA' in 
conjunction 'with the 1989Dep~eciation Study, ,c;:learly ~.' 
d~~6nstrate<;l' that. it '16uld b~' be,neficial.to repl~c~ .th~ , 
TSPS in 1989. Th1s was a continuation ,of the Operator, 
services review which was started hi GTEC's 1'988 rate, 
case. 

-GTECis e,t!t froni the interex~hange market has no bearing 
on the account's remaining life.-

DISCUSSION 

It appears that GTEC -ti1clud~d discu~siori fromprevlous , 
depreciation reviews in theniaterial submitted for ~he cu'r~eilt' 
techntca~ update and).imitedreprescription./ ThIs l;lateJ:'ial; ~s 
not pertinent' ~6 th~ issue~'il'lrepresci:'ip~i6ilandm.tght .w~).l'lla\7e 

,beeQ excluded from GTEG·s fi~lng. While G~EC inciu9,ed t~~e\ ' 
topics in its reqUest for', ieprescript~6n 6f the ¢Wrator ,f?Yfi~~lD.., 
acCo\lI'lt. (IX Contracts. te¢hnol~gy.: an<:lcompeti~iqn) i ,·It,.is,th~ , 

, technology., ~6ncerrts that lead GTEO, J>RA' and.th~. c(>mDjl,$~iQJ\ tOo:,', 
suppOrt a change in useful·) .. ,l(e for this category ~ofpli\it~' •. 'In 
view of thepreVioUsconsldetat!onand ,st.lidy operator sy~£en\s~ 
received in GTEC's -1988 rate case it is appr6p~,iate' t6' close out. 
TSPS in 1989'. ,The depreciatioIl' rate we will adopt accomplishes: 
this. Therefore we will deny API's protest ill'ld' reqUest :t6 revise 
the deprec iatlon rates. " 
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FINDINGS 

1. GTEC filed a letter on June 9" 19Se requesting te¢hrHcal 
update and limited represcrlpti6n,6t,st~ai9ht-line remaining 
lIfe depreciation rates for its telephone plant. 

i. GTEC requests re~rescrlption of depreciation rat~sfor 
accounts having operator systems equipment, RTU fees and 
buried cable. 

3. DRA accepts thQ retirement of operAtor equipment. 

4. DRA recommends a five year amortiza,-ion,.tath~r than the 
requested three year amortization, for RTU fees. 

5. DRA ~econuneJ)ds d~~etring,c6ns.tderAtion,of represcrlpti6n6f~ 
buried cable account depreciation rates until a study ca~ be 
undertaken. - " . " 

6. on July 14, 1989 DRAdlrculated notice of GTEC's fiiitig-and 
DRA's evaluation:to interested parties. • , 

7. API protested the inclusion o~ GTEC' s exi.t, 'from' the 
interexchange market as justification for'retirement of 
operator systems equipmen~. .-" 

8. The change in operator sy~~~m depreciAtion, rates 'is 'c ba~~4" on 
GTEC's plans to replace TSPS in 1989, and ORA'S revie~ 6filew 
technology and retirements of operator equipment in the' 
industry. 

9. API's protest should be denied. 

10. DRA' s recommEn'ldatlon for technically Upda!-ed depre¢liltion, ,; 
rates and limited represcribed rates ~or GTEC sho~ln Table 
A isreasonable,andshou~d bead6pted for aCcOuilti.ng 
purposes. However, this is not' it finding of reasonablEmess 
for ratemaking purposes. 

IT IS ORDERED that a 

1. The technically upd~t~d an~,represcribe4 ~trai9lit-ilne ' 
depreciation rates f6rteleph6n~ plant for GTEC, as shown-in' 
Table A a~e ,adopted for ~qc6uilting purpo$,es.:~ The'" .> 

depreciation rates, are effectiv9'for 1?89 aridsubse~ent 
years until GTEC files a new depreciation study with the 
Commission. 
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2. Within 30darS 'of the ~ftectl.v.Et' dati;' of this i::es~lut~6n, , 
GTEC shall f 19 an advice ,lett$r with s.upp6rting workp'a~r~t , 
to reflect the r~'Venu.e requirement, bnp~ct, 6f tec~ni¢a1.' upda~e 
an~ limited repX'e~cripti6n of 19'$9 a~~~eqiati6i\'rate$,6n'1969 
attriti6n'year plant! using lUethodo~ogy ad9pted for- atti:'ftior\ 
filIngs. I~ it~ adv ce letter, GTEC shaii propose ~ bil~ and 
keep surcharge/surcredit subject to CommissiOn approval. ' 

3. API's protest is denied. 
.' '.,-

4. The effective date of this Resolution is today. 

, "I certify that thlsRes~iution "'lis adopted by--, th~ publ~C!' 
" Utilities Commission at its regular meeting on February 24,' 1989. 

The following commissioners approved itt, 

G. KITCHELL wi LX . 
Pres ident .: 

STANLEY w. lroi.ETr$ 
JOHN' B. " OHANIAN 

commissioners 
~ .' . . . -

Comni$S~ Fredenck' R"-Quda" 
being necessaril}' 'absent. d!d ,not I 
p.rticipate. ' 
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TABtE A 
1989 TECIlNICAI. lIl'OATE OF OEPRECIATIOH RATES 

GTE CALIFORNIA 

COMPARISON Of OEPRECIATION RATES 
(Thou~ands of 0611ats) 
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