MEMORANDUM

August 22, 1996

TC : DIVISION OF RECORDS & REPORTING Cydﬂ)
FROM DIANA W. CALDWELL, ASSOCIATE GENERAL COUNSEL
RE - DOCKET NO. 960715-TL, PROPOSED AMENDMENT OF RULE 25-

4.0174, UNIFORM SYSTEM & CLASSIFICATION OF ACCOUNTS-
DEPRECIATION AND RULE 25-4.0175, DEPRECIATION AND REPEAL
OF RULE 25-4.0176, RECOVERY SCHEDULES

Attached is an original and three copies of the certification
of Rules 25-4.0174, 25-4.0175 and 25-4.0176. The Department of
State must receive the original a.d two copies of the certification
no later than 5:00 p.m., August 22, 1996, The Certification
includes:

(1) An original and two certified copies of Rules 25-4.0174,
25-4.0175 and 25-4.0176, F.A.<.;

i2) A summary of the rules;
(3) A summary of the hearing on the rules; and

{4] A written statement of the facts and circumstances
justifying the rules,.
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DOCKET NO. 960715-TL
CERTIFICATION OF
PUBLIC SERVICE COMMISSION ADMINISTRATIVE RULES
FILED WITH THE
DEPARTMENT OF STATE

I do hereby certify:

Ix/ (1) The time limitations prescribed by paragraph
120.54(11) (a), F.S., have been complied with; and

Ix/ (2) There is no administrative determination under
section 120.54(4), F.S., pending on any rule covered by this
certification; and

Ix/ {3} All rules covered by this certification are filed
within the prescribed time limitations of paragraph 120.54 (13} (b},
F.S. They are filed not less than 28 days after the notice
required by subsection 120.54(1), F.S., and;

[x/ (a) And are filed not more than 90 days after the
notice; or

/_/ (b) Are filed not more than 90 days after the notice not
including days an administrative determination was pending; or

/_/ (ec) Are filed within 21 days after the adjournment of
the final public hearing on the rule; or

/_/ (d) Are filed within 21 days after the date of recelpt
of all material authorized to be submitted at the hearing; or

L/ {e) Are filed within 21 days after the date the

transcript was received by this agency.




Attached are the original and two copies of each rule cvered

by this certification. The rules are hereby adopted by the

undersigned agency by and upon their filing with the Department of

State.

Rule No.
25-4.0174
25-4.0175

25-4.0176

Specific Law Being
Rulemaking Implemented,

: I B
350.127(2) 3i50.115, 364.17, F.S.
350.127(2}) 350.115, 364.03, F.5.
350.127(2) 350.115, 364 .03, F.S.

uUnder the provision of paragraph 120.54(13)(a), F.S., the

rules take effect 20 days from the date filed with the Department

of State or a later date as set out below:

(S E A L}

Effective:

{fmonth) (day) {year)
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26-4.,0174 Uniform System and Classification of Accounts
Depreciation.

(1) Depreciation rates are to be desigred in accordance with
the Uniform System and Classification of Accounts (USOA) and this
rule. The primary accounts listed below are identical to those
prescribed in the USOA. New accounts and subaccounts, as listed
below, are established under these accounts. They are intended tc
group together items which are relatively homogeneous in their
expected life and salvage character_stics, and are for the purpose
of establishing uniformity among the companies in depreciation
studies.

{2) A company may further develop depreciation subaccounts
within a listed account as appropriate for its plant. No company
shall, however, establish a new subaccount that would represent
less than tepn percent 8% of the original primary account.

{3) Notwithstanding Subsectjion eubscetden (21, a new
subaccount must be established for the introducticon of a new
technology, or for the treatment of an obsolescent component of a
current viable tecnnology.

(4) Depreciation reserve, plant activity data, salvage cost,
and costs of removal, respectively, shall be maintained for each
depreciation category for which a depreciation rate is to be
developed. This shall be done on the books of the company.

{5) The following accounts and subaccounts, where applicable

shall be used in the design of depreciation rates.
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{fa} Support agsets #Assess, Account 2110, The following
accounts shall be used:

1. Motor wvehicles ¥Yehieles, Account 2112. The following
subaccounts shall be used,

a. Passenger cars and light trucks. This account ghall

b——Light—tracko—Fhig—oubaccount—ehal i —tnelude—truers—of
e o et e Tt

be. Heavy trucks and special purpose vehicles. This
subaccount shall include trucks of greater than one ton capacity.

gd. Tractors and trailers.

2——F6Epeeial—PurpeseVYehitetres—hecount—2i4r

23. Garage work equipment Werk—Egquipment, Account 2115. This
account shall include tools and equipment used to maintain
vehicles. JFet—ehall—be—used—feor—depreciation—studico—onty i the

g i . . o 013 6-—Od Werrt

34. Other work eguipment Werk—Eguipment, Account 2116. This
account shall include power operated equipment, general purpose
tools, and other such work equipment items.

45. Buildings, Account 2121. Buildinge-are—te-beassignedte

, . hthed i al-dif ;

: vy i .

et ewer
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5&, Furniture, Account 2122.

£%. Office egquipment Bewipment, Account 2123, The following

subaccounts shall be used:

a. Office gupport equipment ~Guppert—Equipment. This
subaccount shall include office devices such as typewriters, cash
registers, check writers, calculating, reproducing, addressing,
billing, blueprinting, and other cffice machines.

b. Company communications _ equipment Communications
Bguipment. This subaccount shall include CPE and PBX equipment
installed for cfficial company use.

78. General purpeose computerg Purpese—Eemputers, Account
2124, .

(b) cCentral gffice switching offiee—-—Hwitehing, Account 2211.
The following accounts shall be used:

L Analog electronic switching BleetrenieSwitehina, Account
2211. This account shall be established for analeg switching
equipment and peripheral gear. It shall include equipment serving

analcg switchers that is used solely for rec.rding calling
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telephone numbers in connection with customer dialed charged
traffic dial tandem switchboards and special service switchboards
used in conjunction with private line servi:e. It shall not
include switchboards, and integral equipment thereof, which perform
an operator assistance function.

2. Digital electronic switching &lieetrenie—Switeling,

Account 2212, This account includes investments in digital

switches.
remote—and-digital-—owitehes—respeetive yr - This switching account
shall include equipment serving digital electronic switchers that
is used solely for the recording of calling telephone numbers in
connection with customer dialed charged traffic dial tandem
switchboards and special service switchboards used in conjunction
with private line service. It shall not include switchboards, and
integral equipment thereof, which perform an operator assistance
function. Major components such as hardware, processors, and +ihe
cards that are expected to live substantially different from the
remaining switch investment ghould be considered as subcomponents
in developing shall—either pbe plaesd—in—additional —individuat

develep the rate for the &hat account er—subaceount.

3 Electromechanical gwitching &witehing, Account 2215.
This switching account includes investments in step-by-step step-by
etep or crossbar switchers. It does not include digital compatible

equipment that is expected to live beyond the calculated life of
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electromechanical switching. Such investment shall be 1in a
separate subaccount or included as a subcomponent used to develop
the rate for the account or subaccount. This account also does not
include switchboards which perform an operator assistance function
and equipment which is an integral part thereof. It shall include,
however, equipment serving electromechanical switchers that 18 used
solely for the recording of calling telephone numbers in connzcticn
with customer dialed charged traffic dial tandem switchboards and
special service switchboards used in onjuriction with private line

gervice.

(c) Operator gystems Syeteme, Account 2220. This account
shall include such charges as directory assistance, call intercept,

and other operator assisted call completion activities. Fhyes

following—aubacecountes—sahall—be—used:

22— Ppigital-er—digital--ecompatibler

(d) Central office - transmission offiee——Franemicsien,
Account 2230. The following accounts shall be used:

1= Radic gystems &ystems, Account 2231. Tl —frd e vt
subaccoutto—shall—Pbe—used-

a——Micrswave—Radio—and

r—HMobile Radie

2= Circuit eguipment Beuwipment, Account 2232. This
investment shall be subcategorized in accord with the planning of

the company, to be separated between the following:

CODING: Words underlined are additions; words in
struck—threugh type are deletions from existing law.

-5 -




10

11

Lz

13

14

15

16

17

18

19

a. Analog Fhat—pertion—planned—fer retirement;

b. Digital That—pertien—eonsidered—yviable—within —the
euiaeing—petwerk; and

c. That portion associated with optic technology.

(e) Information organization or termipation ©Organteeciens
Termipatien, Account 2310. The following accounts shall be used:

14. Public telephone equipment Felephene—Equipment. This

account shall include coinless, coin-operated (including public and

semi-public), credit card, and pay telephones.

25. Other regulated station egquipment Regulated—Station
Bepipment This account shall include private line ether
miseellanceus equipment, telecommunication devices for the deaf, E-
911 eguipment, and network carrier eguipment physically located on
the customer’'s premises asseciated with—reguiated—serviec—not

(f) Cable and wire facilities Wire—Faetiittes, Account 2410,

The following accounts shall be used:
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L. Poles, Account 2411.

2. Aerial cable &abkle, Account 2421. The following
subaccounts shall be used:

a. Metallic. This investment shall be further
subcategorized in accord with company planning; and

b. Fiber.

3 Underground cable €able, Account 2422, The following
subaccounts shall be used:

a. Metallic. This investment  shall be  further
subcategorized in accord with company planning; and

b. Fiber.

4. Buried cable &abkle, Account 2423. The following

subaccounts shall be used:

a. Metallic. This subaccount shall be further
followa

‘*i !ial.Et‘}LEd EB!E!

i Filled .

g e ] i . . hall i rei .
j ; ;

b. Fiber.

5. Submarine gable ¢€abie, Account 2424. The following
subaccount shall be used:

a, Metallic. This investment shall be further

subcategorized in accord with company planning.
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b. Eiber.

6, Intrabuilding petwork cable Nekwerhk Cable, Account 2426 .
The following subaccounts shall be used:

a. Metallic. This investment shall be further
subcategorized in accord with company planning; and

b. Fiber

7. Aerial wire Wire, Account 2431.

B. Conduit gystems Eyetems, Account 2441.

(6) Depreciation rates used after July 1, 1996, January i,
3588 shall be based on the account classifications in the USOA and
this rule. In implementing these rates the following procedures
shall be followed:

(a) Reserve activity data, plant activity data, salvage
costs, and costs of removal are to be recorded to the new accounts
for activity subsequent to July 1, 1936 dJanuary—i—i588.

(b) The separation of investments and reserves under prior
accounts into balances relating te new accounts and subaccounts
under this rule may reguire estimation. Where wvintaged
distriburions are maintained, separation into accounts and
subaccounts may require synthesization.

(c) If an existing account, in the opinion of the Commission,
is essentially compatible with an account listed in this rule, that
account shall be deemed to be in compliance with this rule.
Specific Authority 350.127(2) FS.

Law Implemented 350,115, 364.17 FS.
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History--New 4-25-88, Amended

25-4.0175 Depreciation.

(1) For the purposes of Part II &his—pare, the following

definitions shall apply Lo small local exchange companies remaining

(a) Category or Category of Depreciable Plant - A grouping of
plant for which a depreciation rate is prescribed. At a minimum 1t

should include each plant account prescribed in Rule 25-4.017,

F.A.C.

(b) Average Service Life - The period of time that the given
rvpe of equipment, on average, can be expected to prudently and
e mi

(c) b} Embedded Vintage - A vintage of plant in service as

of the date of study or implementation of proposed rates.
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{d) Morrality Data - Historical data by study category
showing plant balances, additions, adjustments and retirements,
used in analyses for 1life indications c¢: for calculations of
realized life. Preferably, this is aged data in accord with the
following:

1. The number of plant items or equivalent units (usually
expressed in dollars) added each calendar year.

2. The number of plant items retired (usually expressed in
dollars) each year and the distribution by years of placing of such
retirements.

E The net increase or decrease resulting from purchases,
sales, or adjustments, and the distribution by years of placing of
such amounts.

4. The number that remains in service (usually expressed in
dollars) at the end of each year and the distribution by years of
placing of such amounts.

(e} Remaining Life Method - The method of calculating a

depreciation rate based on the unrecovered plant balance, less
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average future net salvage and the average remaining life. The
formula for calculating a Remaining Life Rate (RLR) is:
RLR Remaining = 100% - Reserve ¥ - Average Future Net Salvage ¥
IraefeeHertes Average Remaining Life 1in Years

{f) Reserve Data - Historical data by study category showing
reserve balances, debits and credits such as beooked depreciation
expense, salvage and cost of rsmoval, and adjustments to the
reserve utilized in monitoring reserve activity and position.

(g) Reserve Deficiency - An inadequdcy in the reserve of a
category as evidenced by a comparison of that reserve indicated as
necessary under current projections of life and salvage with that
reserve historically accrued. The latter figure may be available
from the company's records or may reguire retrospective
calculation,

(h}] Reserve Surplus - An excess in the reserve of a category
as evidenced by a comparison of that reserve indicated as necessary
under current projections of life and salvage with that reserve
historically accrued. The latter figure may be available from the
company’'s records or may require retrospective calculation.

(i} Salvage Data - Historical data by study category showing
bookings of retirements, gross salvage and cost of removal used in
analysis of trends in gross salvage and cost of removal, or for
calculations of realized salvage.

{j) Theoretical Reserve or Prospective Theoretical Reserve -

A calculated reserve based on components of the proposed rate,
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using the formula:

Theoretical Reserve = Boock Investment - Fucure Accruals
Future Net Salwvage

(k) Vintage - The year of placement of a group of plant items
or investment under study.

(1) wWhole Life Methoed - The method of calculating a
depreciation rate based on the Whole Life (Average Service Life)
and the Average Net Salvage. Both life and salvage components are
the estimated or calculated composite nf realized experience and
expected activity. The formula is:
whole Life Rate = 100% - Average Net Salvage %

Average Service Life in Years

{2) (a) Ranges for basic life and sgalvage values,

established by the Commission, may be used by small LECs regardiess

1ife and palvage values for small LECs are as follows: Ne—utiiiEy

Small Local Exchange Companies
AVERAGE SERVICE LIFE NET SALVAGE
ACCOUNT (Years) {Percent)
GENERAL SUPPORT ASSETS
E.QLQI vgh;g f es
Pasgenger cars & light trucks g - 8 10 - 20
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Underground cable
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(3) (a) Each company weidity “shall maintain depreciation

rates and accumulated depreciation reserves in accounts or
subaccounts as prescribed by Rule 25-4.0174, F.A.C., and ag sget
forth in Paragraph (2)(a; of this rule., Companies Beilieies may
maintain further sub-categorization.

(b} Upon establishing a new account or subaccount

classification, each company weitriey shall request Commission
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approval of a depreciation rate for the new plant category.

(c) A _company‘'s current average gervice life jig that which
has been approved by the Commigsion and in effect as of che
effective date of this rule. To determine jf a_compapny’'s current
average service life ig within ap established range, current

(4) < . o v gseryice

rhe original, five hard copies, and a diskette of the information

required by Subsection (8) of this rule.
15]) 44+ A company proposing bagic life or salvage values

rates—is—being—requested—or—net; shall submit to the Division of
Records and Reporting cemmiseien—Clerkie—Gffiee the original and
five hard copies, and a diskette fifteeneeopies of the information
required by Subsection (10) peragraphe—iéidal—threvgh——+&-4H of
this rule and-at—least—three—copies—of—the—information—roquired-by
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paragraph—t6e++i+.

rates, Hpen—commisgionapprovai—by-erder—establiahir gan-ecfticetive
date, the company weility may reflect on its books and records the
preliminary implementation of the proposed rates ag of the proposed
effective date.r These rates are subject to Commission approval
adiustment—when—Etnal—deprecintionrates—are—approved,

(7) Any party protesting a Commission approved depreciation
life or salvage value, shall carrv t“e burden of proof in
demonstrating that each protested value is ungupported by the

18146+ A depreciation filing eswdy shall include:

{a) A comparison of current and proposed depreciation rates
and components for each category of depreciable plant. Current
rates shall be identified as to the effective date and proposed
rates as to the proposed effective date.

{b) A comparison of annual depreciation expense, as of the
proposed effective date, resulting from current rates with the
expense produced by the proposed rates for each category ot
depreciable plant, The plant balances may involve estimates.
Submitted data including plant and reserve balances or company

planning involving estimates shall be brought to the effective date

of the proposed rates.
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(] +e) Each recovery and amortizaticn schedule currently in
effect should be included with any new filing showing total amount
amortized, effective date, length of schedule, annual amount

amortized, and reason for the schedule.

componenta—for —cach—eategory —of—depreeiable —plant—to—whieh
. e ] Lied

Ad)+&5 A general narrative describing the service

environment of the applicant company and the factors, e.g., growth,
technology, and physical conditions necessitating a reviwsion in

rates.

val w1

ared i) i .

Subsection (10} to justify its move into the randge,

{10) For each account that the Company proposed life or

(a) 4 An explanation and justification for each study
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category of depreciable plant defining the specific factors that
justify the 1life or and salvage components and rates L.ing
proposed. Each explanation and justification shall include
substantiating factors utilized by the company in the design of the
depreciation rates for the specific category, e.g., company
planning, growth, technology, physical conditions, and trends. The
explanation and justification shall diseuwss—any-prepesed—transfers
of—roegerve—petweon—eabegeries—or —aceounts—intended o eorrect
defieient—er surplus—reser e—balanees—it—should-alese state any
statistical or mathematical methods of analysis or calculation used
in the design of the category rate.

(b} 4+ The mortality and salvage data used by the company
in the depreciation rate design must agree with activity booked by
the utility. Unusual transactions not included in life or salvage
studies, e.g., sales or extraordinary retirementsy must bDe
specifically enumerated and explained.

{4 The filing shall contain all calculations, analysis

and numerical basic data used in the design of the depreciation

rate for each categury of depreciable’ plant. Numerieal—datu—ohall
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To the degree possible, data involving retirements should be aged.

{11i++(al Companies Y&iiities shall provide calculations
of depreciation rates using either beth the whole life method or
ard the remaining life method. The use of gne of tlese methods is
required for all depreciable categories. Compafhres—may —Submit
additional-srudico—or-metheds for consi derationpy—the Commiosion:

(b) . . e o s Ehia
remaini ] m mov W ' m with
90 days of the effective date of this yule, Failure to file an
election shall result in the company' __uge of remaining life
methods) S0l | A ' I o fiasiEds]
will } . 3

112) When a company elects whole life methodology, no
S c imba) i11 1} {d 0 j Kt EaT

- i ; T

(13) When a company elects remaining life methodulogy, the

i o iz he ¢ M g . i
! sy i life ] j . : . . s 1
selection, shall notify the Directoxr of the Division of Auditing
and Financial Analysis, by letter, three months prior to the

[ ‘s

(b) The possibility of corrective reserve transfers shall be
investigated by the Commission prior to changing depreciation

rates.
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T hall ) | ) l ] in 3 L
avera remaini i ali be
those ugsed by the Commission the last time it prescribed rates,

(14) (a) b+ A company wtiliey proposing an effective date
of the beginning of its fiscal year shall submit its petition for

o - iari depreeiatieonseotudy no later than the
mid-point of that fiscal year.

Abl4+et A company weiiiey proposing an effective date
coinciding with the expected date of additional revenues initiated
through a rate case proceeding shall submit its petition for a
change in depreciation rates depreeiatien—otudy no later than the
filing date of its Minimum Filing Requirements.

{15)48+ Included as part of the annual report filed pursuant
to Rule 25-4,135 254838, F.A.C., each company shall provide
Schedule B-3 B—Sa, Analysis of Plant.In Service, and Schedule B-4
8=k, Analysis of Accumulated Depreciation. Schedule B-3 B—5a
shall include booked plant activity (plant balance at the beginning
of the year, additions, adjustments, transfers, reclassifications,
retirements, and plant balance at year end). Schedule B-4 85b
shall include reserve activity (reserve balance at the beginning of

the year, retirements, accruals, salvage, cost of removal,
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year end) for each category of investment for which a depreciation
rate, amortization schedule, or capital recovery schedule has been

approved. 2 i =aeh-—ategory—that

retpaestod
) (a) Pri I i c . .
A Ve e
W L& A

. llati = 11at; ; l I |
a Wi 3 v
retirem

ib) m i ecove

L o (s

: jiatikad

(c)] Associated plant and regerve activity, balances, and the
annual capital recovery schedule expengse must be maintained as
. i 1

Specific Authority 350.127(2) FS.
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Law Implemented 350.115, 364.03 FS5.
History--New 9-8-81, Amended 4-28-83, 1-6-85, Formerly 25-4.17

Amended 4-27-B8, 12-12-9%91 g

25-4.0176 Recovery Schedules to Promote an Economical and Efficient

Talecommunications Network. The Commisgion-encouragqesanofiioron
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Specific Authority 350.127(2) FS.
Law Implemented 350.115, 364.03 FS.

History--New 9-8-81, Formerly 25-4.176, Repealed
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Rules 25-4.0174, 25-4.0175% &
25-4.0176, F.A.C.
Docket No. $60715-TL
SUMMARY OF RULE
Uniform system and classification of accounts ai they pertain
to depreciation are listed and defined. The rulee are amended to
establish ranges of basic factors for lives and salvage values to
be used in developing depreciation rates for small local exchange
companies; reduce the number of copies required by the Commission
Clerk's office; reduce the volume of information required to change
depreciation rates; allow flexibility in selecting a depreciation
methodology; and incorporate from Rule 25-4.0176, which 1s being
repealed, regarding requests for capital recovery schedules.
SUMMARY OF HEARINGS ON THE RULE
No hearing was requested and no hearing was held,
FACTS AND CIRCUMSTANCES JUSTIFYING THE RULE
Section 364.052(2) (a), Florida Statutes, was revised by the
Legislature to require the Commission to establish by rule, ranges
of basic factors for lives and salvage values to be used 1in

developing depreciation rates for .rate base, rate of return

regulated companies.
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