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REBUTTAL TESTIMONY OF PATRICIA S .  LEE 

Q .  

A .  My name i s  P a t r i c i a  S .  Lee. My business address i s  2540 Shumard Oak 

Please s t a t e  your name and address. 

Boulevard, Tal lahassee. F lo r i da .  32399-0850. 

Q .  

A .  I am employed by t h e  F lo r i da  Pub l ic  Service Commission as a Senior 

Analyst - PSC i n  the  D i v i s i o n  o f  Economic Regulat ion. 

Q.  

business experience. 

A .  I graduated from Appalachian Sta te  Un ive rs i t y  i n  Boone, North Carol ina 

i n  December 1970, rece iv ing  a Bachelor 's degr'ee i n  mathematics. I was 

employed as a high school mathematics teacher from 1971-1974, when I began 

working i n  the  area o f  s t a t i s t i c a l  ana lys is  f o r  the Sta te  o f  F l o r i d a .  I 

j o ined t h e  Pub l ic  Service Commission s t a f f  i n  1978. While my p o s i t i o n  has 

changed over t h e  years, my areas o f  primary focus are  deprec ia t ion  and c a p i t a l  

recovery. I have a lso  reviewed and analyzed cos t  studies f o r  t h e  purpose o f  

determining unbundled network e l  ement p r i c e s  and uni  versa1 se rv i  ce cost 

l e v e l s .  I n  t h i s  regard, I have been responsible f o r  deprec ia t ion  issues and 

other issues such as determining t h e  appropr iate cost  mode7 i npu ts  for copper 

and f i b e r  mater ia l  and i n s t a l l a t i o n  cos ts ,  loading f a c t o r s .  and i n t e r o f f i c e  

t ranspor t .  I n  1999, I gained t h e  professional  s ta tus  o f  C e r t i f i e d  

Depreciat ion Professional (CDP) by t h e  Society o f  Depreciat ion Professionals 

By whom are you employed and i n  what capaci ty? 

Please provide a b r i e f  desc r ip t i on  o f  your educational background and 

(SDP) .  

Q .  What i s  t h e  SDP? 

A .  SDP i s  an international organ iza t ion  whose goa s i nc lude t h e  promotion 
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o f  professional  development w i t h i n  t h e  deprec ia t ion  f i e l d ,  t h e  c o l l e c t i o n  and 

exchange o f  in fo rmat ion  about depreciat ion engineering and ana lys i s ,  and t h e  

p rov i s ion  o f  programs and pub l i ca t i ons  concerning deprec ia t ion .  The CDP 

d i s t i n c t i o n  requires a w r i t t e n  examination where t h e  deprec ia t ion  professional  

i s  t es ted  on h i s  or her knowledge o f  deprec ia t ion  theory  and app l i ca t i on .  

Q.  

A .  I d i r e c t  the  ana lys is  o f  deprec ia t ion  ra tes  and t h e  c a p i t a l  recovery 

pos i t i ons  o f  F lo r i da  regulated u t i l i t i e s  and the  va lua t i on  o f  assets i n  a 

compet i t ive market. I n  t h i s  capac i ty ,  I i n v e s t i g a t e ,  analyze, and evaluate 

va lua t ion  and deprec ia t ion  methods and concepts. The determinat ion o f  

appropri a t e  depreci a t i  on 1 i ves and sal  vage Val ues requi  res an understanding 

o f  t h e  plans, needs, and pressures fac ing  an i n d i v i d u a l  company. It a lso  

requires a knowledge o f  t h e  various types o f  p l a n t  under study o r  review and 

the  var ious fac to rs  impacting t h e  deprec ia t ion  parameters, such as competit ion 

and technological  advancements. 

What are your du t ies  as a Senior Analyst - PSC? 

I a l s o  confer w i t h  company o f f i c i a l s ,  other s t a t e  and federal  agency 

personnel, and consu l t ing  f i rms  on c a p i t a l  recovery matters i n  both t h e  

regulated and deregul ated envi ronments . Add i t iona l  l y  , on beha l f  o f  t he  

Commission, I have been a f a c u l t y  member o f  t h e  National Associat ion o f  

Regulatory U t i  1 i t y  Commissioners (NARUC) Annual Regulatory Studi  es Program and 

a lso  f o r  t h e  Society o f  Depreciat ion Professionals.  I am a l s o  c u r r e n t l y  a 

member o f  t h e  NARUC S t a f f  Subcommittee on Depreciat ion and Technology. I n  

t h i s  regard, I co-authored t h e  NARUC 1996 Pub7ic Uti7ity Depreciation 

Practices manual and t h r e e  NARUC papers t h a t  addressed the  impact o f  

deprec ia t ion  on i n f r a s t r u c t u r e  development, economic deprec ia t ion ,  and 
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stranded investment. Two o f  these papers were publ ished i n  t h e  1996-1997 and 

1998 SDP Journals.  

Q .  

A .  Yes, I have. I have p r o f f e r e d  test imony i n  telecommunications, 

e l e c t r i c ,  and gas cases regarding deprec ia t i on - re la ted  issues .  

Q .  What i s  t he  purpose o f  your testimony? 

A .  The purpose o f  my testimony i s  t o  respond t o  t h e  test imony o f  Verizon 

FL witness Sovereign regarding the  deprec ia t ion  l i v e s  and salvage value inputs  

t o  be used i n  the  Tota l  Element Long-Run Incremental Cost (TELRTC) study 

presented i n  t h i s  proceed-ing t o  develop r e c u r r i n g  costs f o r  c o l l o c a t i o n .  I 

address t h e  adequacy o f  t h e  support witness Sovereign o f f e r s  i n  h i s  testimony 

and provide a l te rna t i ves  f o r  t he  Commission t o  consider.  

Q .  Do you have any e x h i b i t s  accompanying your test imony? 

A .  Yes. Attached t o  my testimony are Exh ib i t s  PSL-1 through PSL-5. 

Q .  Please comment on t h e  need f o r  t he  Commission t o  address t h e  l i f e  and 

salvage values for Verizon’s depreciable accounts as  shown on witness 

Sovereign’s Exh ib i t  AES-1. 

A .  According t o  E x h i b i t  BKE-1 o f  Verizon witness E l l i s ’  test imony, page 

231, on ly  data f o r  Bu i l d ings ,  D i g i t a l  Switching, C i r c u i t  Equipment, 

Underground Cab1 e - Metal 1 i c ,  Underground Cable - F iber  , and Conduit Systems 

are used t o  ca l cu la te  t h e  annual cos t  f a c t o r s  (ACFs) found i n  Verizon’s 

c o l l o c a t i o n  cost study. A t  t h i s  t ime, I am awai t ing  discovery responses t o  

conf i rm t h a t  these are t h e  on ly  accounts invo lved.  I be l ieve  t h a t  t h e  

Commission need only address t h e  deprec ia t ion  inputs  f o r  t he  accounts germane 

t o  the  cost  study a t  hand. For t h i s  reason, my testimony w i l l  address t h e  

Have you prev ious ly  t e s t i f i e d  before t h e  Commission? 
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accounts f o r  which I am assured a t  t h i s  p o i n t  a f f e c t  c o l l o c a t i o n  r e c u r r i n g  

r a t e s .  

Q .  What support does witness Sovereign o f f e r  f o r  h i s  recommended 

deprec ia t ion  l i f e  inpu ts?  

A .  

t h e  fo l l ow ing :  

1. 

accounting purposes. 

2. They are i n  l i n e  w i t h  t h e  l i v e s  reported by other 

competitors i n  t h e i r  annual repor ts  t o  stockholders.  

3. 

companies, 

4. 

Futures, Inc. ( T F I ) .  

Has witness Sovereign provided any data,  analyses, o r  study t o  support 

Witness Sovereign supports h i s  recommended deprec ia t ion  l i f e  inputs  by 

They are t h e  same l i v e s  t h a t  Verizon FL uses for f i n a n c i a l  

They are i n  l i n e  w i t h  t h e  l i v e s  used by cable t e l e v i s i o n  

They are  i n  l i n e  w i t h  t h e  l i v e s  recommended by Technology 

Q .  

h i s  recommended l i f e  and salvage inputs?  

A .  No, he has no t .  The on ly  support witness Sovereign has provided i s  t h a t  

o u t l i n e d  above. I n  t h i s  respect,  I be l i eve  Verizon F L ’ s  l i f e  and salvage 

value inputs  are no t  adequately supported. 

I. ECONOMIC LIVES VS.  FINANCIAL REPORTING LIVES 

Q. Witness Sovereign 

use o f  economic l i v e s  (a  

t h a t  economic l i v e s  and 

t e s t i f i e s  t h a t  Verizon FL continues t o  advocate the  

so known as f i n a n c i a l  repo r t i ng  l i v e s ) .  Do you agree 

f i n a n c i a l  r e p o r t i n g  l i v e s  are one and the  same? 
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A .  I be l ieve  t h a t  “economic l i v e s ” ,  “ f i n a n c i a l  r e p o r t i n g  l i v e s ” ,  and 

“useful  l i v e s ”  are terms t h a t  are o f t e n  times used synonymously. However, t h e  

under ly ing assumptions used i n  the  development o f  these l i v e s  can o f t e n  be 

d i f f e r e n t  . 

Q.  

General ly Accepted Accounting P r inc ip les  (GAAP)? 

A .  I am no t  an accountant, although as a lay person and as a deprec ia t ion  

exper t ,  I would say t h a t  t h e  answer i s  yes. My reading o f  GAAP p r i n c i p l e s  i s  

t h a t  GAAP provides very general gu ide l ines  and on ly  requ i res  t h a t  t h e  cos t  be 

spread i n  a consistent and r a t i o n a l  manner over t h e  expected usefu l  l i f e  of 

t h e  proper ty .  The term “useful  l i f e ”  i s  one which can mean a number of 

d i f f e r e n t  t h ings  and be used i n  d i f f e r e n t  ways. 

Q .  Please de f ine  use fu l  l i f e .  

A.  Useful l i f e  i s  a broad te rm t h a t  genera l l y  represents t h e  pe r iod  o f  t ime 

a group o f  assets w i l l  be use fu l ,  thereby p rov id ing  serv ice .  The term i s  

o f t e n  used synonymously w i t h  terms such as serv ice  l i f e ,  p r o j e c t i o n  l i f e ,  

rea l i zed  l i f e ,  t a x  l i f e ,  remaining l i f e ,  o r  economic l i f e .  

Q .  Is usefu l  l i f e  d i f f e r e n t  from physical  l i f e ?  

A .  Physical l i f e  represents t h e  e n t i r e  pe r iod  t h a t  t h e  given group 

o f  assets w i l l  p h y s i c a l l y  be i n  serv ice .  Physical l i f e  i s  usua l l y  longer than 

useful  l i f e .  For example, manual cord boards, i f  you can f i n d  any these days, 

are s t i l l  capable o f  p rov id ing  se rv i ce .  Therefore. t he  physical  l i f e  

continues. . echnology and economics caused t h i s  equipment t o  be r e t i r e d ,  not 

t he  physical  c h a r a c t e r i s t i c s .  

Q .  

Are Veri zon FL ’ s recommended depreci a t i  on 1 i f e  inputs  consi s t e n t  w i t h  

Yes. 

Please comment on witness Sovereign’s support t h a t  h i s  recommended l i f e  
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i npu ts  are the same as t h e  depreciat ion l i ves  Verizon uses f o r  f i n a n c i a l  

repo r t i ng  . 

A .  I don ’ t  t h i n k  t h a t  t he  f a c t  t h a t  witness Sovereign’s recommended 

deprec ia t ion  l i f e  i npu ts  are t h e  same as those t h a t  Verizon FL uses f o r  

f i n a n c i a l  repo r t i ng  purposes lends support t o  t h e  appropriateness o f  t h e i r  use 

i n  determining c o l l o c a t i o n  ra tes .  Re fe r r i ng  t o  t h e  FCC’s Tenth Report and 

Order on Universal Service,  paragraph 429 s ta tes :  

. . .  t he  depreciat ion values used i n  t h e  LECs’ f i n a n c i a l  r e p o r t i n g  

are intended t o  p r o t e c t  inves tors  by p r e f e r r i n g  a conservat ive 

understatement o f  ne t  assets, p a r t i a l l y  achieving t h i s  goal by 

e r r i n g  on the  s ide  o f  over -deprec ia t ion .  These preferences are 

not compatible w i t h  t h e  accurate es t imat ion  o f  t h e  cost o f  

p rov id ing  services t h a t  are supported by t h e  federal  h igh-cost 

mechanism. We, the re fo re ,  dec l i ne  t o  adopt the  proposed l i f e  

values used by LECs f o r  f i n a n c i a l  r e p o r t i n g  F 

While universal  serv ice  i s  d i f f e r e n t  from unbund 

c o l l o c a t i o n ,  t h e  reasoning f o r  not us ing  deprec ia t  

t h e  same. used f o r  f i n a n c i a l  repo r t i ng  purposes i s  

Moreover, as noted i n  Depreciation 

on the  amount o f  deprec ia t ion  charged aga 

t h i s  reason, many methods o f  a r r i v i n g  

1 rrposes. 

ed network elements and 

on i npu t  values t h a t  are 

Systems, a company’s income depends 

n s t  t h e  revenues i n  any per iod .  For 

a t  depreciat ion expense have been 

developed over t h e  years, each w i t h  a d i f f e r e n t  p o i n t  o f  view. “Stockholders, 

bondholders, consumers, regu la to rs ,  and taxpayers each have a somewhat 
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d i f f e r e n t  idea of what t h e  income ought t o  be. Each group makes t h a t  judgment 

based on i t s  r e l a t i o n s h i p  t o  the  e n t i t y . ” 2  

Q .  

i n  p r i c i n g  co l l oca t i on?  

A .  Yes. T i t l e  47, P a r t  51, o f  t h e  Code o f  Federal Regulat ions, addresses 

in te rconnect ion .  S p e c i f i c a l l y .  Sect ion 51.505 addresses t h e  forward- looking 

economic cos t  o f  elements i nc lud ing  c o l l o c a t i o n .  

Does t h e  FCC have any r u l e s  regarding t h e  deprec ia t ion  inputs  t o  be used 

Sect ion 51.505(b) def ines TELRIC as “ the  forward- looking cos t  over t h e  

long run o f  t he  t o t a l  quan t i t y  o f  t he  f a c i l i t i e s  and func t ions  t h a t  are 

d i r e c t l y  a t t r i b u t a b l e  t o ,  o r  reasonably i d e n t i f i a b l e  as incremental t o .  such 

element. ca lcu la ted  t a k i n g  as a given t h e  incumbent LEC’s p r o v i s i o n  o f  other 

elements.” The FCC f u r t h e r  s ta tes  t h a t  t h e  TELRIC cost should be measured 

based on t h e  use o f  t h e  most e f f i c i e n t  telecommunications technology c u r r e n t l y  

ava i l ab le  and the  lowest cos t  network con f igu ra t i on ,  g iven t h e  incumbent’s 

e x i s t i n g  w i r e  centers.  A d d i t i o n a l l y ,  t h e  TELRIC cost should include a 

forward- looking cos t  o f  c a p i t a l  and deprec ia t ion  ra tes .  S p e c i f i c a l l y ,  Section 

51.505( b )  (3) requi res t h a t  TEtRlC compl i ant deprec ia t ion  ra tes  should be 

economic depreciation r a t e s .  

Q .  What are economic deprec ia t ion  rates? 

A .  There i s  r e a l l y  no such t h i n g  as economic deprec ia t ion  ra tes .  FCC Order 

FCC 96-325 explains t h a t  deprec ia t ion  ra tes  should r e f l e c t  changes i n  economic 

value. “Proper ly ca lcu la ted  economic deprec ia t ion  i s  a p e r i o d i c  reduct ion i n  

the  book value o f  an asset t h a t  makes t h e  book value equal t o  i t s  economic o r  

market V a l  ue. ’’’ Th is  concept i s known as economic depreci a t i o n ,  no t  economic 

deprec ia t ion  ra tes .  Basad on FCC Order FCC 96-325, 3 be l i eve  t h e  FCC intended 
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t o  requ i re  t h a t  TELRIC-compliant depreciat ion ra tes  be developed under the  

economi c depreci a t  i on concept. 

Q .  

A .  I n  t he  

1960s. f o r  example, economic depreciat ion was de f ined as “ .  . t he  cost o f  

depreciable assets consumed dur ing a year,  expressed i n  terms o f  purchasing 

power o f  t h e  o r i g i n a l  investment. Economic deprec ia t ion  can be ca lcu la ted  by 

a d j u s t i n g  e i t h e r  the  actual  -cost  deprec ia t ion  base o r  t h e  actual  -cost  

deprec ia t ion  accrual so as t o  produce a n  annual deprec ia t ion  accrual 

r e f l e c t i n g  changes i n  t h e  value o f  money brought about by p r i c e - l e v e l  

changes. ”‘ During the  1980s, t he  term economic deprec ia t ion  was attached t o  

t h e  theory  t h a t  measures deprec ia t ion  by the  p e r i o d i c  change i n  present value 

o f  an asset dur ing a given year. ’  The 1996 NARUC deprec ia t ion  manual def ines 

economic depreciat ion as “ the  change i n  economic value o f  an asset  from one 

t ime pe r iod  t o  the  nex t?  

Please exp la in  the  economic deprec ia t ion  concept. 

Economic deprec ia t ion  i s  a term t h a t  has evolved over t ime.  

Economic depreciat ion i s  t he  method by which t h e  deprec ia t ion  accruals 

or expenses are patterned and i s  d r i ven  by t h e  income generated by an asset 

o r  group o f  assets. General ly,  w i t h  a fo recas t  o f  inc reas ing  revenues, the  

economic depreciat ion model w i l l  r e s u l t  i n  an accelerated form o f  depreciat ion 

accruals;  a forecast o f  decreasing revenues r e s u l t s  i n  a decelerated form o f  

deprec ia t ion   accrual^.^ Economic deprec ia t ion  i s  c l o s e l y  re la ted  t o  the  

appraisal  method? 

Q .  How does t r a d i t i o n a l  regu la to ry  deprec ia t ion  compare w i t h  economic 

depreciat ion? 

A .  I n  s implest  terms, t r a d i t i o n a l  regu la to ry  deprec ia t ion  i s  an accounting 
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i ssue based on the  concept o f  a l l o c a t i o n .  

t h e  concept o f  va lua t ion .  

Economic deprec ia t ion  i s  based on 

T r a d i t i o n a l l y ,  deprec ia t ion  accounting i s  t h e  systematic a l l o c a t i o n  of 

t h e  cos t  o f  an asset o r  group o f  assets over t h e  associated use fu l  or serv ice  

l i f e ,  on a s t r a i g h t - l i n e  bas is .  This i s  achieved by charging a p o r t i o n  o f  t he  

consumption o f  the assets t o  each accounting per iod ,  an accounting p r i n c i p l e  

known as t h e  matching p r i n c i p l e .  The goal i s  t o  p rov ide  a reasonable and 

cons is ten t  matching o f  expenses t o  the  r e l a t e d  pe r iod  o f  serv ice  being 

rendered. In  the case o f  deprec ia t ion ,  t h i s  means t h a t  deprec ia t ion  expense 

should be spread as evenly as poss ib le  over t h e  years t h e  associated assets 

are p rov id ing  service (estimated useful  l i f e  or serv ice  l i f e ) .  The s t r a i g h t -  

l i n e  method o f  depreciat ion provides a uni form a l l o c a t i o n  o f  expense t o  each 

accounting per iod dur ing  t h e  serv ice  l i f e  o f  t h e  assets. 

I n  comparison, economic deprec ia t ion  i s  a va lua t i on  issue.  Economic 

deprec ia t ion  i s  d r iven  by t h e  income generated by an asset o r  group o f  assets. 

It i s  the re fo re  a measure o f  change i n  t h e  value o f  a group o f  assets from one 

year t o  t h e  next.  In  theory ,  economic deprec ia t ion  d i f f e r s  f rom t r a d i t i o n a l  

regu la to ry  depreciat ion i n  t h a t  economic deprec ia t ion  accruals w i l l  not  be on 

a s t r a i g h t - l i n e  b a s i s .  This i s  because f u t u r e  income used i n  t h e  economic 

deprec ia t ion  model v a r i e s  from year - to -year .  I n  an economic depreciat ion 

model, items such a s  f u t u r e  i n t e r e s t  r a t e s ,  demand, and f u t u r e  revenues are 

forecasted t o  determi ne t h e  deprec ia t ion  accruals o r  expenses, 

Q .  Where would economic deprec ia t ion  be modeled i n  Verizon FL’s  cost  study? 

A .  I f  Verizon FL i s  us ing  economic deprec ia t ion  i n  i t s  c o l l o c a t i o n  cost 

study, i t  would be r e f l e c t e d  i n  t h e  c a l c u l a t i o n  o f  t h e  annual deprec ia t ion  
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accrua 

deprec 

re1 a te  

l i f e .  

s i n  the  annual cos t  fac to rs  (ACFs) .  A d d i t i o n a l l y ,  any accelerated 

a t i o n  mechanism would be modeled i n  t h e  ACF ca l cu la t i ons .  These both 

t o  t h e  c a l c u l a t i o n  o f  depreciat ion accruals,  not  t he  determinat ion o f  

Q .  

A .  The l i f e  o f  an asset re fe rs  t o  the  pe r iod  o f  t ime dur ing  which t h e  

depreciable p l a n t  i s  p rov id ing  serv ice  and thus p rov id ing  revenues t o  t h e  

company. As w i t h  t h e  term useful  l i f e ,  serv ice  l i f e  i s  o f t e n  used 

synonymously w i t h  terms such as  average l i f e ,  average remaining l i f e ,  economic 

l i f e .  l i f e  c h a r a c t e r i s t i c s ,  l i f e  i n d i c a t i o n ,  l o c a t i o n  l i f e ,  probable l i f e ,  

r e a l i z e d  l i f e ,  average serv ice  l i f e .  and unrea l i zed  l i f e . ’ ”  A l l  such terms 

r e l a t e  t o  a measurement o f  t he  pe r iod  o f  t ime t h e  assets are expected t o  

p rov i  de serv ice .  

Q .  

A.  Service l i v e s  are determined by consider ing past as we l l  as f u t u r e  

forces o f  r e t i  rement . These fo rces ,  as Verizon witness Sovereign enumerates, 

inc lude wear and t e a r ,  a c t i o n  o f  t h e  elements, inadequacy, economic and 

techno1 ogi ca l  obsolescence, changes i n demand, and management decisions . 

Economic l i v e s  also consider forces o f  re t i rement  as they r e l a t e  t o  f u t u r e  

revenues generated by a p a r t i c u l a r  group o f  assets.  Service l i v e s ,  using 

e i t h e r  t r a d i t i o n a l  o r  economic viewpoints, should the re fo re  be expected t o  be 

Please exp la in  t h e  term “serv ice  l i f e . ”  

How are service l i v e s  and economic l i v e s  determined? 

s i m i l a r  when consider ing t h e  same f u t u r e  forces o f  

The per iod  o f  t ime t h e  depreciable assets are  

l i f e .  The pe r iod  o f  t ime t h e  assets are producing 

l i f e .  I f  t h e  assets are i n  serv ice ,  i t  then f o l  

% e t i  rement . 

i n  serv ice  i s  t h e  serv ice  

revenues i s  the  economic 

ows t h a t  the  assets are 
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producing revenues. 

past;  however, t h i s  i s  not  a l i f e  i ssue.  

serv ice  l i fe/economic l i f e  ra ther  than t h e  t ime value o f  money. 

Q .  I f  service l i f e  and economic l i f e  are synonymous, what i s  t he  

controversy and debate w i t h  witness Sovereign ’ s recommended economi c 1 i ves? 

A .  I n  t h i s  proceeding, witness Sovereign’s test imony purpor ts  t o  support 

t he  depreciat ion l i v e s  and f u t u r e  net salvages used i n  Ver izon’s c o l l o c a t i o n  

cost s tud ies ,  However. t h e  support witness Sovereign o f f e r s  i s  simply t h e  

fact  t h a t  h i s  recommended l i v e s  are t h e  same l i v e s  Verizon uses f o r  f i n a n c i a l  

repo r t i ng  purposes and i n t r a s t a t e  repo r t i ng  purposes. Furthermore, witness 

Sovereign asserts t h a t  Verizon FL ’s  recommended l i v e s  are reasonable i n  

comparison t o  the f i n a n c i a l  repo r t i ng  l i v e s  o f  compet i t ive telecommunications 

prov iders .  Witness Sovereign would have t h e  Commission be l i eve  t h a t  t h e  

l i v e s  and salvage values Verizon uses f o r  f i n a n c i a l  r e p o r t i n g  purposes 

o r ig ina ted  without some type o f  ana lys is  w i t h i n  Verizon. I f i n d  t h i s  very 

hard t o  be l i eve  given t h a t  Bel lSouth performs data analyses when determining 

i t s  f i nanc ia l  r e p o r t i n g  deprec ia t ion  l i ves . ’ ’  Without company-specific data 

o r  analyses support ing witness Sovereign’s a l l e g a t i o n s  o f  shor te r  l i v e s ,  I 

have d i f f i c u l t y  i n  a t t e s t i n g  t o  t h e  reasonableness o f  h i s  recommendations. 

Perhaps t h e  revenues are no t  t h e  same amount as i n  the  

Depreciat ion charges are based on 

I n  t h e  telecommunications i n d u s t r y ,  as has been the  case f o r  t he  past 

20 years, such fac to rs  as technological  change, competit ion, and governmental 

act ions are primary considerat ions i n  es t imat ing  l i v e s .  I n  eva lua t ing  these 

fac to rs ,  I be l ieve  i t  i s  important t o  draw on i n p u t  from company planners, 

consul tants.  and even manufacturers. t o  t h e  ex ten t  such i s  provided. For 

obsolete o r  threatened technologies,  p lann ing  should be ava i l ab le  w i t h i n  the  
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company. Telecommunications companies should be q u i t e  a l e r t  t o  t h e i r  

i n d i v i d u a l  needs and i n  tune w i t h  plans f o r  treatment o f  obsolete or 

threatened technologies and react ions t o  t h e  compet i t ive market. 

I I .  BENCHMARKING 

Q.  Please comment on witness Sovereign’s benchmarking w i t h  other 

competitors as a guide i n  determi n i  ng t h e  reasonableness of Veri zon’s 1 i f e  

inputs  . 

A .  1 be l i eve  i t  i s  important t o  a v a i l  y o u r s e l f  

of as much in fo rmat ion  as poss ib le  i n  determining deprec ia t ion  l i v e s .  

Benchmarking i s  another too l  t he  deprec ia t ion  professional  should use. This 

being sa id ,  I a lso  be l ieve  t h a t  w i t h  benchmarking we must be very ca re fu l  t o  

ensure t h a t  t h e  comparison i s  apples-to-apples.  In  my op in ion ,  i t  i s  

important t o  understand t h e  under ly ing  assumptions o f  those l i v e s  used i n  a 

benchmarking comparison, whether t h e  basis o f  t h e  l i v e s  i s  technological  

obsolescence, wear and t e a r ,  t a x  considerat ions , o r  some other basi s , Without 

such an understanding. any comparison i s  meaningless. A d d i t i o n a l l y ,  I be l ieve  

t h a t  competitors are l i k e l y  t o  be l ess  c a p i t a l  i n tens i ve  than an incumbent 

telecommunications company. With fewer switches and cables, replacement o f  

equipment can be achieved much f a s t e r  and eas ie r .  

Let  me respond t h i s  way. 

Witness Sovereign compares h i  s recommended 1 ives  t o  those reported by 

AT&T and WorldCom. As t h e  witness notes,  AT&T’s 2001 annual repo r t  l i s t s  

useful  l i f e  ranges o f  3 t o  15 years f o r  communications and network equipment. 

One o f  my concerns wi th,drawing t h e  conclusion t h a t  t h i s  i s  comparable t o  
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Verizon’s recommended l i v e s  i s  t h a t  I am unsure what AT&T considers i n  i t s  

grouping o f  communications and network equipment. The second concern I have 

i s  no t  having an understanding o f  t he  basis f o r  AT&T’s l i f e  ranges. These 

ranges could represent serv ice  l i v e s ,  remaining l i v e s .  or even t a x  l i v e s ,  

While any would represent “useful  l i f e ”  under GAAP, they might not be 

comparabl e t o  Veri zon FL ’ s recommended 1 i ves . 

For WorldCom and t h e  M C I  Group, I have s i m i l a r  concerns. The useful  

l i f e  ranges f o r  transmission equipment reported by t h e  M C I  Group are 4 t o  10 

years; f o r  the  WorldCom group t h e  l i f e  ranges are 4 t o  40 years f o r  t h e  same 

group. The quest ion t h a t  immediately surfaces i s  why 1s t h e r e  so much 

d i f f e rence  i n  the  high end o f  t h e  l i f e  ranges. C e r t a i n l y ,  a conclusion could 

be made t h a t  d i f f e r e n t  equipment i s  included i n  t ransmission equipment 

reported by t h e  WorldCom group. 

Q .  

A .  A t  t h i s  t ime, the re  i s  outstanding discovery t h a t  w i l l  hopefu l l y  shed 

some l i g h t  on t he  l i v e s  o f  Verizon’s compet i tors.  I w i l l  have t o  w a i t  for 

t h a t  in fo rmat ion  t o  be received before I can analyze i t .  Again, I be l i eve  

t h a t  benchmarking could be a useful  t o o l  i n  determining l i f e  i npu ts ,  but  not 

t he  on ly  t o o l  t h a t  should be used. I a lso  be l i eve  t h a t  i t  i s  imperat ive t o  

understand the  under ly ing assumptions i n  t h e  benchmarked companies’ reported 

l i v e s  t o  ensure t h a t  the comparison i s  apples-to-apples; t h a t  i s ,  l i v e s  are 

measured i n  t h e  same manner, determined by t h e  same methodology, and 

correspond t o  t he  p l a n t  h e l d  by Verizon FL. 

4. 
t he  cable t e l e v i s i o n  oper,ators. 

Have you conducted a benchmarking analysis? 

Please comment on witness Sovereign’s comparison t o  t h e  l i v e s  used by 
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A .  Witness Sovereign’s comments begin w i t h  t h e  FCC’s Second Report and 

Order, F i r s t  Order on Reconsideration and Fur ther  Not ice  o f  Proposed 

Rulemaking, Order FCC 95-502, where t h e  FCC es tab l i shed deprec ia t ion  schedules 

for  cable t e l e v i s i o n  operators.  I have read t h e  order and i n t e r p r e t  i t  a 

l i t t l e  d i f f e r e n t l y  than witness Sovereign. The FCC ranges were simply t h e  

r e s u l t  of a s t a f f  survey o f  cable t e l e v i s i o n  cos t  o f  se rv i ce  f i l i n g s .  The FCC 

s ta f f  d i d  no t  perform any d e t a i l e d  study o r  a n a l y t i c a l  review o f  t h e  l i v e s  

repor ted  by the cable t e l e v i s i o n  operators i n  t h e i r  annual repor ts  t o  

stockholders.  

4. Does t h e  f a c t  t h a t  Verizon FL ’s  recommended l i v e s  are i n  l i n e  w i t h  those 

recommended by Technology Futures, I n c .  (TFI)  p rov ide  v a l i d i t y  t o  witness 

Sovereign ’ s recommended depreci a t i  on 1 i f e  i nputs? 

A .  While I be l i eve  the  TFI repor ts  provide another too l  

t o  use i n  developing deprec ia t ion  l i v e s ,  I have reservat ions w i t h  t h e i r  

r e s u l t s .  

Again, 5: do no t  be l i eve  such l i v e s  are re levant  f o r  TELRIC. 

Not necessar i ly .  

Techno 

Member 

Canada 

he TFI i ndus t r y  s tud ies  are commissioned by t h e  Telecommunications 

ogy Forecasting Group (TTFG), an i ndus t r y  consortium founded i n  1984. 

companies o f  TTFG inc lude Verizon, S p r i n t ,  SBC Communications, B e l l  

Bel 1South Telecommunications, and Qwest. 

The TFI studies r e l y  l a r g e l y  on “ s u b s t i t u t i o n  ana lys is ”  which attempts 

t o  fo recas t  t he  pa t te rn  by which new technology w i  11 replace o l d  technology. 

An inherent f l a w  i n  t h e  s u b s t i t u t i o n  model i s  t h a t  i t  assumes t h a t  new 

technol ogy w i  11 compl e t e l y  rep1 ace, no t  supp7 ement , t h e  o l  d technol ogy . For 

example. i t  i s  my understanding t h a t  Asynchronous Transfer Mode (ATM) 

switching w i l l  be deployed as a supplemental technology t o  e x i s t i n g  d i g i t a l  
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switches , not as a rep1 acement technology. ALEC test imonies presented i n  

other s t a t e  proceedings p r o f f e r  t h a t  not a l l  cos t - reduc ing  technolog es 

operate t o  the  detr iment o f  e x i s t i n g  technologies;  some cost-reduc ng 

technologies are complementary t o  e x i s t i n g  technologies and increase cash 

f lows over t ime. Fur ther ,  “demand-enhancing technological  progress” should 

be considered. It i s  my understanding t h a t  such can cause t h e  demand curve 

t o  s h i f t  upwards, perhaps as a r e s u l t  o f  improvements i n  q u a l i t y  or i n  t h e  

form o f  new products brought about by t h e  technological  change. The r e s u l t  

o f  demand-enhancing technological  progress i s  no t  t o  reduce t h e  value o f  

e x i s t i n g  networks, b u t  t o  increase t h e i  r value. l2 

Q .  What other concerns do you have w i t h  r e l y i n g  on TFI’s recommended l i v e s ?  

A .  Witness Sovereign notes t h a t  T F I  s p e c i f i c a l l y  addresses l i v e s  t o  be used 

f o r  ou ts ide  p lan t  cable, c e n t r a l  o f f i c e  switching, and c i r c u i t  equipment. I n  

a 1997 presentat ion by Fat ina  K .  F rank l i n  o f  t h e  FCC a t  the  Annual Meeting o f  

t h e  Society o f  Depreciat ion Professionals,  i t  was demonstrated t h a t  TFI ’s  1989 

p red ic t i ons  f o r  c i r c u i t  equipment sore ly  overstated actual  re t i rements .  Chart 

3 o f  E x h i b i t  PSL-1  shows TFI  p red ic t i ons  t h a t  on ly  21 percent o f  t he  c i r c u i t  

investment would be s u r v i v i n g  a t  t he  end o f  1996, wh i l e  companies 1996 and 

1997 depreciat ion studies showed actual  surv ivors  o f  60 percent a t  t he  end o f  

1996. TFI p red ic ted  near ly  th ree  times t h e  ret i rements as a c t u a l l y  occurred. 

E x h i b i t  PSL-2 provides an ana lys is  o f  TFI’s f i b e r  i n  the  feeder 

p ro jec t i ons .  The data shown on page 1 o f  t h e  e x h i b i t  shows t h e  percent o f  

f i b e r  i n  t h e  feeder t o  working l i n e s  pred ic ted  by TFI  i n  1988. 1994, 1997, and 

200Z.13 If we look a t  the ,pro jec t ions  o f  s u b s t i t u t i o n  by 2001, a 78.54 percent 
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s u b s t i t u t i o n  was pred ic ted  i n  1988, dropping t o  45.90 percent i n  1994, and 

34.60 percent i n  1997. The actual copper feeder s u b s t i t u t i o n  i n  2001 was 32.7 

percent.  A s i m i l a r  ana lys is  o f  TFI ’s  f i b e r  i n  t h e  d i s t r i b u t i o n  p o r t i o n  o f  t h e  

network i s  found i n  E x h i b i t  PSL-3. As shown on page 1 o f  t h e  exhib’ i t ,  t h e  

1994 TF I  study pred ic ted  a s u b s t i t u t i o n  o f  42.4 percent by 2003, t h e  1997 

study pred ic ted  a s u b s t i t u t i o n  o f  16 .8  percent,  and t h e  2002 study pred ic ted  

a s u b s t i t u t i o n  o f  0 .5  percent.14 Page 2 o f  E x h i b i t  PSL-3 provides a graphic 

d i sp lay  o f  t h e  data. Both Exh ib i t s  PSL-2 and PSL-3 c l e a r l y  i n d i c a t e  t h e  

change t h a t  can take place over t ime w i t h  s u b s t i t u t i o n  analyses. Compared 

w i t h  actual  s u b s t i t u t i o n  o f  copper f a c i l i t i e s ,  t h e  1988-1997 TFI forecasts 

have proven t o  be over l y  o p t i m i s t i c  and slower displacement has a c t u a l l y  

occurred. This i s  important as these analyses are t h e  basis f o r  TFI ’s  

recommended economic l i v e s .  The decreases i n  s u b s t i t u t i o n  ra tes  r e f l e c t  

lengthened l i f e  estimates as actuals have become ava i l ab le .  

It should a lso  be mentioned t h a t  t he  TFI s tud ies  note t h a t  t h e i r  l i f e  

estimates are  for the  i n d u s t r y ;  some companies may have higher or lower l i v e s .  

The r e s u l t s  are average remaining l i v e s .  The p r o j e c t i o n  l i f e  ( t h a t  i s ,  t he  

l i f e  for new add i t ions)  i s  computed from the  remaining l i f e  and depends on the  

p a r t i c u l a r  age d i s t r i b u t i o n  o f  p l a n t  f o r  a g iven  company. 

I I I. ADDITIONAL CONCERNS 

Q .  Nhat o ther  concerns do you have w i t h  

A .  I have reservat ions w i t h  witness 

economic 1 i f e  f o r  undergr,ound metal 1 i c  cab 

Ver i  zon ’ s recommended 1 i ves? 

Sovereign’s recommended 15-year 

e .  I am assuming t h i s  shor t  l i f e  
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i s  predicated largely on a presumption of a rapid displacement o f  metallic 

cable in the feeder and distribution portions o f  the network. In this regard, 

the U . S .  Supreme Court dismissed Verizon’s arguments regarding the rapid 

obsol escence 

prescribed 1 

of loop facilities and the inappropriateness o f  the FCC’s 

fe and  salvage ranges. Specifically, the Supreme Court found: 

As to depreciation rates, it is well to start by asking how 

serious a threat there may be o f  galloping obsolescence requiring 

commensurately rising depreciation rates. The answer does not 

support the incumbents. The local-loop p l a n t  makes up at least 

48 percent o f  the elements incumbents will have to provide . . . 

and while the technology o f  certain other elements like switches 

has evolved very rapidly in recent years, loop technology 

generally has gone no further than copper twisted-pair wire and 

fiber optic cable in the past couple of decades. . . . We have 

been informed of no specter o f  imminently obsolescent loops 

requiring a radical revision o f  currently reasonable depreciation. 

This is significant because the FCC found as a general matter that 

federally prescribed rates o f  depreciation and counterparts in 

many States are fairly up to date with the current state o f  

telecommunications technologies as to different elements . I 5  

Additionally, the technological view o f  twisted pair copper cable plant 

does not suggest that utilization o f  this technology is lessening. Factually, 

the quantity o f  services provided over copper is expanding. Further, in 

situations where fiber cables are placed in the feeder portion of t h e  network 
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p a r a l l e l  t o  e x i s t i n g  copper cables, t h e  placement o f  d i g i t a l  loop c a r r i e r  

systems al lows f o r  t h e  func t iona l  replacement o f  t h e  copper feeder and t h e i r  

reuse as d i s t r i b u t i o n  w i thout  any physical  re t i rement .  This permits continued 

u t i l i z a t i o n  o f  t he  copper cables. 

I do not have Verizon FL-spec i f i c  data a t  t h i s  t ime.  However, assuming 

t h a t  Verizon FL i s  experiencing a s i m i l a r  p a t t e r n  o f  ret i rements as BellSouth, 

ret i rements o f  copper p l a n t  have genera l l y  no t  been much d i f f e r e n t  i n  recent 

years than they were before the  advent o f  f i b e r  technology and competit ion.16 

I f  one were t o  r e l y  t o t a l l y  on h i s t o r y ,  i t  would then f o l l o w  t h a t  t h e  l i f e  

expectancy f o r  copper cable today would be i n  t h e  40+ year range. However, 

l i v e s  are much shor te r  t o  recognize t h a t  f i b e r  technology o r  even w i re less  

technology w i l l  impact t h e  l i f e  o f  copper f a c i l i t i e s .  The p o i n t  o f  content ion 

i s  how much impact there  w i l l  be. 

I V .  SALVAGE VALUES 

Q.  Please comment on witness Sovereign’s recommended salvage values. 

A .  Witness Sovereign’s recommended salvage values f o r  Bu i ld ings  and Conduit 

Systems are t h e  same as those the  Commission adopted f o r  Verizon FL i n  Order 

No. PSC-02-1574-FOF-TP. issued November 15, 2002, i n  Docket No. 990649B-TP. 

Minor d i f fe rences  e x i s t  i n  C i r c u i t  Equipment, and m e t a l l i c  and f i b e r  

Underground Cab1 e .  

Witness Sovereign’s test imony i s  vo id  o f  any support o r  j u s t i f i c a t i o n  

f o r  h i s  salvage value recommendations. For t h i s  reason, I am unable t o  

comment on t h e  reasonableness o f  t h e  recommendations. However, I have 
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requested data through d i  scovery t h a t  hopeful l y  w i  11 he1 p i n  assessing the  

appropr iate salvage V a l  ues. 

I V .  RECOMMENDATION 

Q .  What a l t e rna t i ves  do you recommend regarding deprec ia t ion  l i f e  and 

salvage value inputs  t o  use for t h e  purpose o f  t h i s  proceeding i n  developing 

recu r r i ng  c o l l o c a t i o n  ra tes  f o r  Verizon FL? 

A .  I be l i eve  there  are several a l t e r n a t i v e s  t o  witness Sovereign’s 

recommended l i f e  and salvage value inputs  t h a t  t h e  Commission may consider.  

A comparison o f  the  a l t e r n a t i v e s  are shown on E x h i b i t  PSL-4. 

The first a l t e r n a t i v e  i s  t h a t  t he  Commission could adopt t h e  same 

deprec ia t ion  l i f e  and salvage value inputs  j t  adopted f o r  Verizon by Order No. 

PSC-02-1574-FOF-TP. This dec is ion  was made r e l a t i v e l y  recen t l y ,  and I see no 

reason why t h e  l i f e  and salvage value inputs  used i n  developing unbundled 

network element [UNE) ra tes  should be any d i f f e r e n t  than those t o  be used i n  

devel opi ng co l  1 oca t i  on r e c u r r i n g  r a t e s .  Certai  n l y  , w-i tness Sovereign has not 

presented any new in fo rmat ion  o r  evidence t o  warrant a d i f f e r e n t  decis ion.  

Q .  Please respond t o  witness Sovereign’s a l l e g a t i o n  t h a t  t h e  Commission’s 

dec is ion  i n  the  recent UNE order d i d  no t  appropr ia te ly  r e f l e c t  Verizon’s 

forward- 1 ooki ng 1 i ves  and should not be adopted i n  t h i s  proceeding . 

A .  That case i s  c u r r e n t l y  on appeal, b u t  I be l i eve  t h e  Commission’s UNE 

decis ion i s  a v a l i d  determinat ion o f  t h e  forward- looking deprec ia t ion  l i f e  and 

salvage value inputs  t o  use i n  Verizon FL’s  cost  study. 

Q .  What i s  your second a l t e r n a t i v e ?  
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A .  A second alternative is that the Commission could rely on the FCC’s 

established ranges of depreciation lives. 

asserts that the FCC’s ranges are not forward-looking. 

In this regard, witness Sovereign 

However, in the 1998 

review of depreciation requirements for ILECs, the FCC concluded t h a t :  

These ranges can be relied upon by federal and state regulatory 

commissions for determining the appropriate depreciation factors 

for use in establishing high cost support and interconnection and 

UNE prices. l7 

The FCC also affirmed that its life and salvage ranges are forward-looking. 

Specifically, the FCC stated that: 

In adopting a forward-looking mechanism for high-cost support, we 

found that depreciation expense calculations based on the 

Commission’s prescribed projection lives and salvage factors 

represent the best forward-looking estimates of depreciation 1 ives 
and net salvage percentages. 18 

I have attached as Exhibit PSL-5, the FCC prescribed ranges o f  lives and 

salvage values. There are no FCC ranges for the account Buildings. As noted 

in the Third Report and Order, FCC 95-181, t h e  ILECs have been permitted great 

flexibility in subcategorizing the Buildings account to meet an individual 

company’s circumstances .19 Because of the significant differences among the 

categorization methods, the FCC concluded it could not establish nationwide 
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ranges without a great deal o f  work. Recognizing t h a t  t h e  p lann ing  o f  t h e  

companies d i d  not i n d i c a t e  s i g n i f i c a n t  add i t ions  or ret i rements i n  t h e  near 

fu tu re ,  t h e  FCC concluded t h a t  t he  under ly ing f a c t o r s  f o r  b u i l d i n g s  were not 

l i k e l y  t o  change, and an extensive analysis o f  t h e  bu i l d ings  account was not  

necessary. 

Q .  Are there  any other a l t e r n a t i v e s  t h e  Commission should consider? 

A .  Not a t  t h i s  t ime,  as responses t o  discovery a re  pending. However, upon 

review o f  t h e  record evidence presented a t  t h e  scheduled hear ing,  add i t i ona l  

a l t e r n a t i v e s  may be able t o  be formulated f o r  t he  Commission t o  consider.  

V I CONCLUSION 

Q .  Please summarize your test imony. 

A .  The Commission need on ly  address t h e  deprec ia t ion  i npu ts  f o r  accounts 

f o r  which data are used i n  determining Verizon FL ’s  r e c u r r i n g  c o l l o c a t i o n  

r a t e s .  These accounts are Bui 7di ngs , D i g i t a l  Switching , C i  r c u i  t Equipment , 

Underground Cable - M e t a l l i c  and F ibe r ,  and Conduit Systems. I disagree w i t h  

witness Sovereign’s recommended 1 i f e  and salvage V a l  ue i npu ts  f o r  these 

accounts. He has provided no company-specific data o r  analyses support ing t h e  

a l l ega t ions  o f  shorter l i v e s .  Furthermore, witness Sovereign has provided no 

support whatsoever f o r  h i s  recommended salvage values. As an a l t e r n a t i v e  t o  

witness Sovereign’s recommendations. I be l i eve  the  Commission could adopt t h e  

economic 1 i ves and sal  vage V a l  ues recen t l y  ordered i n  determi n i  ng UNE 

r e c u r r i n g  ra tes  f o r  Verizon FL based on t h e  f a c t  t h a t  no new i n fo rmat ion  o r  

evidence has been presented t o  warrant a d i f f e r e n t  conclusion. Another 
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alternative f o r  the Commission t o  consider i s  t o  adopt  economic lives and 

salvage values i n  line w i t h  t h e  FCC-approved l i f e  and  salvage ranges. 

Q .  Does t h i s  conclude your testimony? 

A.  Yes i t  does 
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E x h i b i t  PSL-1  
Page 1 o f  5 

SOCIETY OF DEPRECIATION PROFESSIONALS 
Annual Meeting 

FORECASTING 

F a t i n a  K .  Franklin 
FEDERAL COMMUNICATIONS COMMISSION 

SEPTEMBER 22. 1997 
1 
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E x h i b i t  PSL-1 
Page 2 o f  5 

Location Equipped 
Name TYPe Lines 

Springfield 1A 50,000 

Paris 2 s  10,000 

Lexington RSS I, 000 

Total or Composite 61,000 

Chart 1 

Year Book Est. Date Of 
Placed Investment Retirement 

1979 1 5 , 0 0 0 , 0 0 0  1999 

1980 2 , 5 0 0 , 0 0 0  1 9 8 8  

1984 5 0 0 , 0 0 0  1997 

1979.3 18,000,000 1998. a 

1. 

Jackson 

Large 

I 2 0 , 0 0 0 , 0 0 0  SESS 5 6 , 0 0 0  1985 

LIFE SPAN OR FORECAST METHOD 

Gainesville DMS-100 I 9,000 

individual 

1987 5 , 0 0 0 , 0 0 0  

identifiable Units 

Lexington 

2. Forecast Of An Individual Retirement Date Or Overall Life 
Span 

RSS 200 1990 3 0 0 , 0 0 0  

3. Life Span - Yrs. From Avg. Date Of Placing To Avg. Date Of 
Ret i r emen t  

Total or Composite 

4. Future  Additions Are Integral Part of Initial Installation 

6 5 , 2 0 0  1 9 8 5 . 5  2 5 , 3 0 0 , 0 0 0  

ANALOG ELECTRONIC SWITCHING 
(INDIVIDUAL RETIREMENT DATE) 

DIGITAL ELECTRONIC SWITCHING 
(OVERALL LIFE SPAN) 

I Location 
Name 

Equipped I Lines 
Year 

Placed I Investment Book 
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Exh ib i t  PSL-1 
Page 3 o f  5 

1994 Study 
Year Forecast 

Chart 2 

1997 Study Beg of Year 
Actuals/Forecast Investment 

PRODUCT L I F E  CYCLE 

1994 

1995 

COMPANY A 

214.9 2 2 9 . 8  (A) 

140.5 153.5 (A) 

BURRED METALLIC CABLE 

1996 

Total 

1997 

86.5 62.1 (A) 

441 - 9 445.4 (A) 

43.4 33.2 ( F )  221.3 

1998 

1999 

41.0 132.8 ( F )  188.1 

44.6 55.3 ( F ) F  55.3 

Year 

1994 

1995 

1996 

Total 

I Total I 129.0 I 221.3 (F) I 464.7 

1991 Study 1994 Study 1997 Study 
Forecast Forecast Actuals 

7,418 5 , 8 8 7  3 , 532 

10,318 7,532 3 , 818 

12 , 697 9,037 3,490 

30,433 22 , 456 10 , 840  
r 

Average Remaining Life (As of 1/1/97) = 464.7/221.3 - 0.5 = 1.6 Years 

COMPANY B 

AERIAL METALLIC CABLE 



Exh ib i t  P S L - 1  
Page 4 o f  5 

C h a r t  3 

Substitution Analysis 1 

OBSOLESCENCE OF CIRCUIT EQUIPMENT - ALL CATEGORIES 
SURVIVORS REMAINING FROM 1987 INVESTMENT 

ARL (As of 1-1-89) = 5.3 Years 

* Technological Substitution in Circuit Equipment 
For Local Telecommunications 
Copyright 1989, Technology Futures, Inc. 

Includes NET, SNET, US West, GTE-South & GTE-SW 
1- 

Includes Southwestern Bell, Cincinnati Bell & US West 
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Exh ib i t  PSL-1 
Page 5 o f  5 

Technology Futures Inc. * 

End of Percentage 
Year Surviving 

1994 100 

1995 89 

1996 76 

Chart 4 

Percent Surviving From 
FCC Carriers Reviewed In 

1996# 1997@ 

9 7 . 6  

9 3 . 7  

Substitution Analysis 2 

1994 

1995 

1996 

100.0 

82.1 97.6 

5 8 . 9  93.7 

ARL (As of 1-1-96) = 3 . 7  Years 

Analog SPC Survivors 

Technology Futures Inc. * Percent Surviving From 
FCC Carriers Reviewed In 

ARL (As of 1-1-96) = 3 . 7  Years 

* Technological Substitution in Circuit Equipment 
For Local Telecommunications 
Copyright 1989, Technology Futures ,  Inc. 

# Includes NET, SNET, US West, GTE-South & GTE-SW 

@ Includes Southwestern B e l l ,  Cincinnati Bell & US West 
I 
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Exh ib i t  PSL-2 
Page 1 o f  2 

. . - 

2014 99.10 98.20 

99 50 99.20  @ Source: ’:!&- 1995=TFI 1997 Study 
1996-2002=ARMIS 43-07 Reports (ALL LECs, Row 390/Row 370) 
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E x h i b i t  PSL-3 
Paqe 1 o f  3 

Year 

1982 

T F I  Studies 
1994 1997 2002 

0 . 0  0 . 0  
~p~ ~ 

1983 

1984 

0 . 0  0.0 
0 . 0  0.0 

1989 I 0 . 0  I 0 . 0  1 

1985 

1986 

1987 

1988 

0 . 0  0.0 
0 . 0  0.0 

0 0  0 . 0  

0 . 0  0 . 0  

~~~ 

1990 

1991 

1995 I 0 .8  I 0.2 1 

~~~ 

0.0 0.0 
0 . 0  0 . 0  

1993 

1994 

2002 I 33.1 I 10.6  1 

0 . 2  0 . 0  

0 . 4  0 . 0  

1996 

1997 

1998 

2008 I 82.2 

~~ 

1 5  0 . 3  

2 . 8  0 .8  

5 . 2  1 . 4  

I 68.9 1 1 3 . 9  

2003 

2004 

2005 

2006 

2007 

._ 

42.4  16 .8  0 .5  

51 .0  25.3 1 . 0  

59 .0  35.9 2 . 0  

67.1 47.6 3 . 9  

75 .0  58.9 7 .5  

2009 88 2 77.5 24.4 

-32- 

2011 95.4 90 .8  56 4 

2012 

2013 

9 7 . 3  r 94.4 72 1 

98.4 96.6 8 3 . 8  



E x h i b i t  PSL-3 
Page 2 o f  3 

Year 

2017 

2018 

20 19 

2020 

I Dis t r ibu t ion  Techno1 ogies - Fiber as Percent o f  Household Lines I 
T F I  Studies 

1994 1997 2002 

9 9 . 9  98.8 

1 0 0 . 0  99.4  

1 0 0 . 0  99.7 

100 0 99 8 

Note : 2002 p r o j e c t i  ons depict  T F I  ’ s m i  ddl  e scenar io .- 

I 
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E x h i b i t  PSL-4 
Page 1 o f  1 

Account 

COMPARISON OF LIFE INPUTS 

Veri zon* FCC Ranges# Witness Lee@ 

( Y r s .  ) (Y rs .  ) (Y rs .  ) 

Account 

Bui 1 d ings I 33.0 I N / A  I 45 .0  

Ver i  zon* FCC Ranges# Witness Lee@ 

( % I  ( % I  ( % I  

C i  r c u i  t 1 9 . 0  I 11-13 I 8 . 0  

Bui 1 d i  ngs 

Swi tch ing I 12.0 1 12- 18 I 13.0 

0 N / A  0 

Underground Ca - M e t a l l i c  I 15.0 I 25-30 I 23.0 

C i  r c u i  t 

S w i  t c h i  ng 

Underground Ca - F i b e r  I 20.0  I 25-30 1 20.0 

2 0-5 0 

0 0-5 0 

Conduit Systems I 50.0 I 50-60 I 55.0 
Witness Sovereign E x h i b i t  AES- 1. 

# Second Report and Order. FCC 94-174, S i m p l i f i c a t i o n  o f  Deprec iat ion P r e s c r i p t i o n  Process, 
released June 28, 1994, Appendix B ;  T h i r d  Report and Order.  FCC 95-181. S i m p l i f i c a t i o n  o f  
Deprec iat ion P r e s c r i p t i o n  Process. released Mary 4 ,  1995. Appendix B ;  Report and Order, FCC 99- 
397, 1998 Biennia l  Regulatory Review-Review o f  Deprec iat ion Requirements f o r  Incumbent Local 
Exchange Car r i e rs  , Append1 x B .  
(3 Order No. PSC- 02- 1574-FOF-TP, 1 ssued November 15, 2002, i n Docket No. 990649B-TP . 

Underground Cab1 e -  Metal 1 i c 

Underground Cable - F ibe r  

II COMPARISON OF SALVAGE VALUES 

(10) (30) - (5 )  (8 )  

(5) (20 1 - (5 )  (8)  

Conduit Systems I (10) I (101-0  (10)  

* Witness Sovereign E x h i b i t  AES-1. 
# Second Re2ort and Order,  FCC 94- 174, S i  mpl i fi c a t i o n  o f  Depreci a t 1  on Prescr i  p t i  on Process, 
released June 28. 1994. Appendix B ;  T h j r d  Report and Order,  FCC 95-181, s i m p l i f i c a t i o n  of 
Deprec iat ion P r e s c r i p t i o n  Process, released Mary 4 ,  1995, Appendix B ;  Report and Order, FCC 99- 
397, 1998 Bienni  a1 Regulatory Review-Review o f  Deprec iat ion Requirements f o r  Incumbent Local 
Exchange Car r i e rs  , Appendix B . 
@ Order No PSC-02-1574-FOF-TP, issued November 15. 2002. i n  Docket No 990649B-TP. 0 

-35- 



Exhib i t  PSL - 5 
Paae 1 o f  1 

P r o j e c t i o n  
L i f e  Range (Years) 

DEPRECIATION RANGES ADOPTED I N  CC DOCKET .NO. 98- 137 -DECEMBER 17, 1999 

Fu tu re  Net Salvage Range 
(Percent 1 

RANGES FOR ACCOUNTS 

Deprec ia t ion  Rate Category 
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