COMMONWEALTH OF KENTUCKY ﬂ

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

DEPRECIATION RATES AND THE
AMORTIZATION OF THE DEPRECIATION
RESERVE DEFICIENCY OF SOUTH
CENTRAL BELL TELEPHONE COMPANY

CASE NO. 9923
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On December 11, 1986, South Central Bell Telephone Company
("SCB") filed with the Commission its 1987 Depreciation Rate Study
("Study") for 1its Kentucky operations. The Study addressed pro-
posed changes in service life and salvage value for each of SCB's
plant accounts, as well as applicable depreciation curve shapes.
Additionally, SCB proposed a 60-month special amortization of
depreciation reserve deficiency which SCB claimed to exist, based
upon the proposed parameters. SCB proposed a composite rate of
8.3 percent, and an increase in annual accrual for depreciation of
$19,753,000. Additionally, the special amortization would amount
to an additional $34,269,000 per year for each of the five years,
for a total annual increase of $54,022,000. SCB subsequently
filed information indicating that without the special amortiza-
tion, the proposed composite rate would be 9.5 percent, with a
1987 change in annual accruals of $37,988,000.

In addition to its filing with this Commission, SCB also
filed its Study with the Federal Communications Commission

("FCC"), which has jurisdiction over SCB's interstate facilities,



as well as with each of the other four states served by SCB. This
is a process which is traditionally followed by telephone utili-
ties operating under the joint jurisdiction of this Commission and
the FCC. Following review by the Commission staff, and separately
by the FCC staff, a “three-way" meeting is conducted at which time
the three parties attempt to reach agreement concerning mutually
acceptable depreciation parameters.

On February 27, 1987, the Commission staff completed its
review and analysis of the Study, and forwarded to SCB and the FCC
its proposal for depreciation parameters for each plant account.
The staff's proposal would result in a composite depreciation rate
of 6.7 percent and an annual change in accrual for depreciation of
negative $3,796,000 in 1987, without any special amortization.

The three-way meeting took place in Atlanta, Georgia, on
March 8-11, 1987. At that time, agreement was reached with SCB
and the FCC staff concerning the gervice 1life, salvage, and
appropriate curve shape for each of SCB's plant accounts. The
proposed amortization was briefly discussed at the meeting, but
the Commission staff took no position on this issue.

On April 27, 1987, SCB formally filed for Commission approval
of the agreed parameters, as well as the special amortization, to
be effective July 1, 1987. A letter was sent to all parties of

record in SCB's last rate case, ‘Case No. 9160,1 inviting comment

Petition of South Central Bell Telephone Company to Change and

Increase Certain Rates Charges for Intrastate Telephone
Service.

-2-




and/or participation. Those parties responding, and receiving
intervenor status, are the Attorney General of the Commonwealth of

Kentucky, by and through the Utility and Rate Intervention Divi-

sion; MCI Telecommunications Corporation; AT&T Communications of

the South Central States, Inc; and the Secretary of the Army on

behalf of the Department of Defense.
DISCUSSION

At the three-way meeting, the Commission staff agreed to
parameters which would produce a composite depreciation rate of

7.5 percent, and an annual increase in accrual for depreciation of

$8,684,000, without an amortization, on a combined inter~ and

intra-state basis. If the special amortization were approved, the

composite rate would be 7.2 percent, with an annual accrual change
of $3,712,000 plus an amortization of $15,047,000 per year for

five years, for a total annual increase of $18,759,000, on a com-

bined basis. The Kentucky intrastate operations would be respon-—

sible for 76.80 percent of the total.

Although no request has been made in this case for any

changes in customer rates because of the changes in depreciation

parameters, it is obvious that approval of SCB's request, with or

without amortization, will have an impact upon the overall finan-

cial condition of the utility. It is also obvious that approval

of the parameters with an amortization will have the greater

financial impact.

Concurrent with this Order, the Commission is establishing

Case No. 10105 to initiate a formal investigation of SCB's finan-

cial condition and overall revenue requirements. As part of that
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investigation, the revenue impact of the proposed depreciation

changes, including the impact of the proposed amortization, will
be reviewed. The Commission has determined that the proposal for

the special amortization should be incorporated into that investi-

gation.

However, the Commission has also determined that the depreci-

ation parameters agreed upon at the three-way meeting should be

approved. Although three parties have requested intervention in

this case, no party has presented any comments relative to the

proposed depreciation parameters concerning 1life, salvage, and
appropriate curve shape for each of SCB's plant accounts.

SCB asked for an effective booking date of July 1, 1987, for
the revised depreciation rates. The Commission will approve this
booking date in the instant matter. However, because the rates
are applicable to SCB's investment as of December 31, 1986, the

Commission reserves the right in the investigation in Case No.

to order an earlier effective date, which would be between January

1, 1987, and June 1, 1987.

FINDINGS AND ORDER

The Commission, having considered this matter, and being
advised, is of the opinion and finds that:
1. The proposed depreciation parameters, attached as Appen-

dix A to this Order, are fair, just, and reasonable and should be
approved, effective July 1, 1987;

2. Subject to the investigation in Case No. 10105, the
effective booking date should be subject to change to a date
between January 1, 1987, and June 1, 1987; and
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3. SCB's request for a special amortization of its alleged
depreciation reserve deficiency should be incorporated into Case
No. 10105, and considered in that investigation.

Accordingly, each of the above findings is HEREBY ORDERED.

Done at Frankfort, Kentucky, this 16th day of December, 1987.

PUBLIC SERVICE COMMISSION

Cotad D. Jomarif.

Chairman

Vice Chairman

ATTEST:

Executive Director




APPENDIX A

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE
COMMISSION IN CASE NO., 9923, DATED 12/16/87

SOUTH CENTRAL BELIL TELEPHONE COMPANY

| DEPRECIATION RATES AND PARAMETERS
! EFFECTIVE ON AND AFTER JULY 1, 1987




COMPANY : SOUTH CINTRAL SELL TEL. ©O.
STATE : SDNTUVCXY

1907
CURVE SNAPT PARNETIR OUTPUT REPONT

rIRSY P.L. AVG. ruruss CURVE SIARE PARACTTERS
-7 on »T T
CATEQORY YEAR AYFR  SALV. SALV. c a4 ] COIPENTS

312 3.0 3.0

WILDIMS ~ ERADQUARTERS 1988 3V.0 3.0 3.0 AL SRV ¢ 3.0

BUILDINGE - MAJOK BQUIFPMENT 1984 37.0 3.0 3.0 IRLL CURVE ¢ D.0

BUILDINGS - OTWRER 1984 .0 3.0 3.0 SRXL Cumye ¢ 2.5
221 TSP BY STR® 3.0 4.0

LARJE STEP-SY-FIRP C.0.8. 0 1987.9 1.0 =4.0 9.90000008-01 §.87734252-02 ~1.63793522-03

WALL STER-SY-STEP C.0.8. O 1900.3 <3.0 4.0 7.310000002-01 -1.34141328-02 -4.68143302-93
221 IOSSAAR C.0.8. e 1908.2 4.0 3.0 9.70000008-01 -1.)299482K-01 -7.7837479C-02
221 CICUIT C.0.K.~40N D08 199  12.0 .0 4.0 0.60008008-01 ~3.11205898-01 ~3.006081315-02
221 CIWCUIT €.0.K.-DOS 1983 0.0 24.0 10.0 8.60000008-01 ~3.11205992-01 -3.00681318-02
221 MADIO C.0.E. 1983 16.8 4.0 ~9.0 1.01000000400 ~1.22080760401 1.210142%48-81
2121 CLECTRONIC C.0.%8.~ NEALOG 1983  16.¢0 9.0 6.0 1.291133184838 ~2.88871848-47 -2.408348708-03
231 TLECTRONIC C.0.L.~ DIGITAL 1943 10.0 3.0 3.0 1.29113318400 ~3.03372348-03 -21.43338702-8)
131 STA. APP.-TELETYPDMRITER o 9.0 9.6 1.23460335+00 -9.83338338-43 2.271981938-41 2L etily prescribed.
231 STA. APP.-TEL. § MISC. o 9.0 4.0 1.1680761K+00 -9.77010388~02 1.3393518-04 * ° -
334 LARGE PEX-IKF RIECTRONIC [ 0.0 ~4.0 1.01954060+00 ~4.88721908+00 35.8390032%-02 ° ° d
234 LARE PEX-O0S ] 2.0 2.0 1.03684048400 ~9.318468152400 3.26903718-01 * - -
233 FUBLIC TEL. ENUIPMRNY 1987 T.¢ 320 20.0 ML CuRve ¢ 2.9
241 KAZ LINES 1902 308 ~54.8 =61.0 1.0100000F+00 -1.87861248+80 3.341448472-02
143 AZRIAL CA~EXC-METMNLIC 1902 13.8  «2.0 <10.0 1.080004008400 ~3.93209440-02 1.136419018-9)
262 AIRIAL CHA-EXON-FINER 1904  30.0 <=13.0 <13.0 1.00008000480 -3.95185¢42-02 1.13619%03E-03
242 AIRIAL CA-TOLLMETALLIC 1982  1%.0  24.0 33.0 1.04D0000E+00 -2.33830928-01 $.30368308-0)
241 AERIAL CA~TOLLI~PIBER 1904 30,0 ~1).0 ~13.0 1.04000000+00 ~2.33090928-02 9.350%65308-0)
241 U. Q. CA-EXCH--MITALLIC 19802 28,0 ~20.0 =20.0 1.04000008+00 ~6.8947702K-02 1.4334¢913-03
242 U.Q. CA-EXCH-PIBER 1904 30.0  -7.0 <~7.0 1.0€00000%e00 ~4.09¢77028-02 1.43%44912-0)
242 U.G. OTOLL-METALLIC 1982 13.0 =~3.0 ~-2.0 9.60000008-01 —4.02200068-91 -1.73081382-02
242 U.G. CA-TOLL-FIBER 1984 30.90 =7.0 -7.0 9.6000000E-01 ~4.0225006K-01 -1.73081308-92
242 BURIED CA=EXON-IETALLIC 1982 24.9 -14.0 <-15.0 1.05000008+00 ~1.963%1212-01 9.2672)02c-03
242 BAILD CO-EXON-FIBER 1584 30.0 6.0 -€.0 1.03000002+00 -1.961%1212-01 9.2072307E~0)
143 FARIED CATOLI~ETALLIC 1902 15.6 «3.0  ~1.0 5.0000000E-01 —~8.92942627-02 ~9.91690148-03
242 BRIED CA-TOLI~PIBER 1988 30.0  -3.0 ~3.9 $.00000008-81 ~5.92942618-02 ~5.92690142-03
241 SUBUARINE CABLE 1902 23.0 9.0 0.0 1.03000008400 ~3.21979358-01 5.)283949%~03
243 AIRIAL WIRE 19284 19.0 =42.0 ~67.0 1.01000008+00 ~9.98091985+00 $.07693208-02
244 UNDERINOUD COMDUTY 1902 63.0 ~=3.0 5.0 1.0900000C+00 -1.2352)008-02 -9.33441708-04
261 FUBNITUBR 198¢ 14.9 9.0 10.0 3.30000008-0) -1.42193938-01 -).16734)18-32
361 COYUITEIRS 1964 7.0 3.0 5.0 1.1700000T«80 ~1.373733018-02 1.706€33912-0)
262 OTHER COMN. BOUIPMENY 1907 ¢.9 48.0 319.0 KL CURVE ¢ 2.0
184 MOTOR VENICLES 19.0  19.e

NTOR VEMICLES~-LIGNT b8 11} £.3 19.0 19.0  1.74000008430 ~1.3187700E~02 2.40934918-02

FOTOR VEXIZIES-OTHER 1984 [ %] 19.0 19.0 2.61000002400 -1.16074438-04 1.10112298-0)
264 TOOLS NWD WORK EQUIPMENT 1904 17.0 7.0 3.0 1.0300000K«09 ~1.48172968400 2.70273915-02
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211 -tar-87 TEREZ-MAY METTING RESULTS
1 B0 ART Using Interstate Yiling Parmmsters

2

233
241
242.1

242.2

242.3

242.4
243
244
281

WILDINGS

CENTRAL OFFICE EGPT
STEP BY STEP
CROSSBAR
CIRCUIT~-NON DOS
CIRCUIT-DDS
RADIO
ELECTRONIC-ANALOG
ELECTRONIC-DIGITAL

STATION APPARATUS
TELETYPE
TELE. & MISC.

LARGE FBX

OTEER OOM EQPY

VIN & OTH WORK PQPT
OTHER WORK EQPT

TOTAL/COMPOSIYE

COMPANY : SOUTH CENTRAL BILL TEL. CO.

STATE

STATRMONY A (YG/HG - RL, FO AMKRT)

SUMMARY OF CEANGES IN DEPRECIATION RATES
AXFUAL PERCENTAGE RATES OF DEPRECIATION

....... D L T e el L L b T T T L T T e g

DEPRECIAYION RATES
IN EFFECY 12-31-88

e

[TYY- ¥ Y-
S rmmOO0

3.3
17.2

10.7 @

Ll
NN>»>

>ru
R
(X7 RV RV ]

[ -» ("] F oy ¥ N J
W e N wuee

7.9
4.3
9.0

13.4 ¢

13.8
1.4

(12-31-88 COMPOSITE

FUTURK
INVEST. SALV, AVERAGE BOOK NEY
RALE RATE REMAINING RESERVE SALVAGR
X 4 LIFE 3 4
» [ ] } 4 r

4.3 0.0 28.0 18.1 3.0
0.0 -1.3 1.9 58.8 -4.0
0.0 -1.3 1.7 50.4 -3.0
18.9 1.0 7.1 30.3 4.0
13.2 -0.1 4.2 14,8 10.0
9.6 0.3 9.9 .0 9.0
8.1 -0.3 10.3 13.3 6.0
8.1 -0.3 12.7 7.1 3.0
- 0.0 172.4 c.0

- 128 69.0 4.0

~ 3.0 61.2 -4.0

- - 5.3 38.4 2.0
0.0 0.0 3.5 31.0 20.0
8.3 2.3 18.9 3.8 -61.0
7.3 0.2 14.7 3. -10.0
7.5 8.2 19.7 10.2 ~13.0
7.8 ~1.8 7.4 3.1 23.0
7.9 -3.8 20.0 5.8 ~13.0
6.5 -0.1 18.8 20.1 -20.0
8.5 0.1 9.1 10.4 -7.0
8.7 -0.7 9.6 A7 -3.0
8.7 -0.7 14.8 6.3 -7.0
5.8 0.2 15.9 20.3 ~15.0
5.8 0.2 21.0 1.7 ~8.0
8.9 0.0 11.7 27.0 -1.0
6.9 0.0 15.9 3.2 -3.0
7.9 0.0 18.3 36.2 0.0
21.7 3.0 12.5 az.9 -67.0
3.3 0.1 52.0 1.3 -3.0
8.8 ~0.3 0.7 0.8 10.0
17.5 0.0 a4 40.6 3.0
0.0 0.0 5.3 1. 30.0
13.3 -1.3 3.4 38.1 9.0
13.9 ~1.0 1.7 21.0 3.0

8.8) 26.3

¢ PRESCRIBED APRIL 1, 1084
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11-Mer-87 THREE-WAY MEETING RESULTS

COMPANY : SOUTH CENTRAL BEZLL TEL. CO.
1 N0 AMORYT Using Interstata Filing Paramsters STATE KERTUCKY

STATDMENT B (VO/EI0 - RL, MO AMORT)

CBANGE IN ANNUAL DEPRYCIATION ACCRUALS
RESULTIBG FROM CHANGES IN DEPRECIATION RATES

(3000)
ANWUAL DEPRECIATION ACCRUALS
INVESTMENT 1-1-8) RATES RATES
: CLASS ~ -memememeccceccccoceneon- IN EFPECT EFFICTIVE CHANGE IN
© acooUNT OR_SUBCLASS NON-FIG  EO 12-31-86 1887 ANNUAL
FUMBER OF PLANT VINTAGES VIRTAGES TOTAL ALL VINT. ALL VINT. ACCRUALS
x e S=6+1 x L=J26 M-L-X
212 BUILDINGS 105216 10205 115821 2084 3232 268
221 CENTRAL OPFICE EQPT
STEP BY STEP 40130 0 40130 3832 9331 5699
CROSSEAR 43684 0 43884 8290 13498 7208
CIRCUIT-WOR DOS 118058 97854 218913 23788 20173 -3610
CIRCUIT-DOS 48 1585 2133 as? as2 125
RADIO 12267 773 21040 1834 1662 .
ELECTRONIC-ANALOG 128743 46803 173348 10113 13189 3074
ELECTRONIC-DIGITAL s 43123 AJ4T74 3mn 3087 ~204
2 STATION APPARATUS
TELETYPR 133 o 133 20 [-) ~20
TELE. & MISC. 3692 0 3sez 385 140 -253
234 LARGY PRX
oTHER 3337 0 3837 1072 s08 -388
pos 2 ° 32 5 3 -21
235 PUBLIC YELEPHONE 13007 0 13007 1392 1080 -2
131 roLes 39663 27118 68782 5204 “n -820
242.1  AZRIAL CAMLE
EXCH METALLIC 177010 82646 260336 16327 13809 -2318
ZXCH FIBER (4 1770 1770 138 02 ~4h
TOLL METALLIC 3463 798 4281 175 204 119
TOLL FIBER 0 7810 7910 58 27 -n
202.2 WO CABLE
EXCH METALLIC 79054 9101 90133 3910 5202 1202
EXCH FIKER 0 3039 3039 198 158 -20
TOLL METALLIC 1802 279 2081 2 212 130
TOUL FIBIR 0 2305 2305 138 157 19
242.3  DURIED CABLE
EXCH METALLIC 163893 39756 223453 11934 13184 1250
EXCH PIRER 0 273 an 19 13 -3
TOLL METALLIC 7017 A06 7823 330 ass 138
TOLL PIBER ° 2825 2825 3 165 -18
242.4 SUBMARINE CABLX 120 13 3 3 3 0
243 AZRIAL WIRX 7622 2182 8904 1482 022 -641
244 UNDERGROURD OCOBDUIT 69583 30829 80214 1390 1364 -26
281 FURN & OPC EQPT
FURKITURE e311 1479 7790 803 583 -44
COPUTER 5085 s448 11543 1897 143 -428
ARTVORK 1 0 1 ° ° °
262 OTHER COMi¢ EQPT 13808 o 15888 2130 1178 =934
264 VEE & OTH WORK EQPY
MOTOR VEHICLES 14543 €060 21503 2824 2709 85
OTEER WOEK EQPT 10172 2737 12009 are 528 -30
TOTAL/COMPOSITE 10703562 447040 1517602 103401 114085 684
PAGE 3 of 4

SEPTEMBER 18, 1887




11-Mar-87 THREE-WAY MEETING RESULTS

231

234

233

241

242.1

242.2

242.)

242.4

244

261

262

264

1 Inter/Intrastate Flling

BUILDINCS

CENTRAL OFFICK IQPY
STEP AY STEP
CROS SBAR
CIRCUIT-NON DODS
CIRCUIT-DODS
RADIO
ELECTRONIC-ANALOG
ELECTROMIC-DICITAL

STATION AFPARATUS
TELETYPR
TELE. & MISC.

LARCE PRX
OTERR
oS

PUBLIC TELEFPNONE
POLES

ALRIAL CABLE
IXCH METALLIC
EXCH FIBER
TOLL METALLIC
TOLL FIBER

UNDERGROUND CABLE
EXCH METALLIC
EXCH FIBER
TOLL METALLIC
TOLL FIBER

BURIED CABLE
EXCH METALLIC
IXCH FIDER
TOLL MEYALLIC
TOLL PIBRER

SUBMARINE CABLE

AERIAL WIRE

UNDERCROUND CONDUIT

FURN ¢ OFC EQPT
FURNITURE
CONPUTER
ARTWORK

OTEER COMM KQPY

VES ¢ OTH WORK EQPT
HOTOR VGNICLES
OTEER WOBRK EQPT

TOTAL / COMPOSITE

COMPANY . SOUTH CENTRAL BELL TEL. CO.

STATE : KENTUCKY

STATDENT C -

SUMMARY OF RESERVES

3Y

DEPRECIATION RATE CATECORY

1-1-87
$)

113421408

40129803
43684221
216913103
2132847
21040143
173546491
43473509

1341323
3691370

3536616
341698

13006961

46782012

260555822
1763745
4260790
7910001

98155104
3058630
2080893
2305255

223453078
273412
742235893
2523378

133303
9904484
80214253
7790138
11343368
1133

15897536

21503297
12909339

1317602316
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BOOK DEPRECIATION RESIRVE

AMCUNT PERCENT
B CeB/A
20941921 8.1
23579398 ss.8
21997647 50.4
§5827909 30.3
316436 14.8
6524002 n.o
26884089 15.5
3084206 7.1
231964 172.4
1343469 .0
2164977 61.2
124201 36.4
6634318 1.9
23247969 34.8
83592682 32.1
180763 10.2
10282012 26.2
£59880 5.8
19742632 20.1
316932 10.4
97072 4.7
149997 8.3
45807408 20.9
21176 7.7
2002127 27.0
24428 3.2
40280 30.2
6227842 2.8
13209820 14.93
1608419 20.¢
4689299 40.6
) 0.0
5045902 1.7
8202236 18.1
2028116 1.9
3199332744 28.)

BOOR RESERVE

April 24,

1987




