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1. On December .10, 1992, this ee-:bsiaa adopted a lfOtic:e of Propotled
Rul.-aking seeking ca.ment on four distinct proposals to si~lify the
depreciation prescription proces•. 1 W. a180 a.ked wh.ther, under any of the
propo••d options, we .hould remove one .tep, the det.l'Ilinetion of future net
salvag., fran that .... proce•• to attain ''YeJ1 JIOr••iJIlplific:ation. W.
curr.ntly pr••cribe depr.ciation rate. for 33 ~., AT&T, and AlUCClm. By
this Order, we adopt two of those depr.ciation .illllplification plans. .... adopt
a JIOdifi.d form of the propo••d ba.ic factor rang. option for the local
exchange carrier. (LlC.) r.gulated under our pric. cap Iegulatory .cm- and a
aaodified form of the pric. cap carrier optiCll1 for AT&T. However, at this
time, we will not adcptany of the si..,l.ific:atiaa propo.al. for Ala.caa or
LlC. currently r.gulat.d under a rate of r.turn regulatory .ch.... We al.o
conclude that we will not now adopt a change in the determination of future
net salvage.

1 Simplification of the Depreciation Pr.scription Proc.ss, NotiQl af
Propo••d Rul..IriOq, 8 pee Red U6 (1992) (loti9l).

2 In 80 doing, WI amtnd Section <13.<13 of the CaIIllission'. Rule. to
reflect the changes we adept ~erein, <17 C.P.R. J <13.<13.
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2. A total of 43 parties filed Call1lents, reply comments, and ef parte
c~ts.3 : TweDty-ClI1e state eClat••ion., 6 .tate consumer advocates, and the
regulatory a.aociation, -aRDC, expre.sed their views on the proposed
siq)lUication optioaa. The LIC. were repre.ented by the Bell Operating
C~anies <aces), OTB, CBT, SN'BT, United, and the telephone association, OSTA.
Also, two interexdlaDge cOlllp&J1ie., lleI and AT&T, a cable association, an
accounting firm,S GSA, anC! lCA subftitted c~nts. In all, we received
cOlllll8nts refl8fting a wide range of views from state regulators, LECs, IXCs,
and consumer•.

3. In the Mgtico, we listed a number of factors that led us to open
this docket. We recognized that regulatory, technological, and market changes
may have dateC! the current depreciation prescription process. We hoped to
achieve three goals in this proceeC!ing: silllplification of the process,
administrative savings, and flexibility, while continuing to ensure just and
rea.anable tariffed rates to con.uaaers. We therefore sought Call1l8nt on four
distinct depreciation simplification options: the basic factor range option,
the range of rate. option, the depreciation schedule option, and the price cap
carrier option, discussed iJ1fa. Each option was designed to si~lify and to

3 Lists of the parties filing each type of pleading are contained in
Appendix A. Hereinafter, parties will be referred to by the short names
indicated for each in the Appendix.

" Four state consumer advocates filed jointly, the District of Columbia,
Florida, Indiana, and Pennsylvania (the Sa). The Iowa Consumer Advocate and
the Colorado Consumer Counsel each filed comments separately.

5 Deloitte & Touche originally submitted comments favoring adoption of a
modified basic factor range option. Deloitte & Touche Comments at 2-3,4.
However, Deloitte & Touche later withdrew those comments. Deloitte & Touche
Reply at 1.

6 We note that CCTA filed a motion seeking leave to file its pleading
late. CCTA filed its comments in this proceeding on March 11, 1993, one day
after the comment deadline, but prior to the reply deadline. Also, the New
Jersey Commission Staff and the South Dakota Commission filed their comments
after the cOlllnent deadline, but prior to the reply deadline. Finally, the
Iowa Consumer Advocate filed comments after the reply deadline. We accept
these comments as part of the record in this proceeding. We believe that
acceptance of these comments will enable us to make a decision that gives full
consideration to the important issues in this proceeding. Moreover, we find
that no party to thia proceeding is prejudiced by our action. Therefore, we
grant CCTA's motion, and accept the other late-filed comments as part of this
record.
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make less burdensome the depreciation prescription process.'

4. Por LiC depreciation simplification, the commenters were predictably
divided: the state commissions, consumer groups, and Mel urged the COIM\ission
to take a measured step like the basic factor range option, while the LECs
urged the Commission to take a more dramatic step like the price cap carrier
option. We received less comment on AT&T generally, but did have some
impliiit and explicit support for adopting the price cap carrier option for
AT&T. COIIlIfte11ts on implementation issues for the options were not so clearly
delineated among parties, but a general consensus among state commi8sions and
consumer groups was to continue a tighter rein on the LECs than the LECs
believed was warranted.

5. OUr careful consideration of the record and our own knowledge and
experience in these matters have led us to conclude that streamlining the
depreciation prescription process for price cap LECs will benefit those LECs,
consumers, and this Commission by reducing administrative burdens associated
with this process. However, we are unable to conclude that the LECs are yet
in a position that justifies a depreciation presiription process as flexible
and streamlined as the price cap carrier option. We therefore adopt a basic
factor range approach for price cap LECs in the depreciation prescription
process. In reaching our conclusion, we viewed depreciation reform on a
regulatory spectrum. As circumstances for the LECs change, we will revisit
this issue to consider whether LECs should be farther along that spectrum.

6 • We bel ieve, however, based on the record before us and our own
knowledge and experience, that the basic factor range approach as proposed
must be modified. Under the basic factor range approach we adopt today, we
will: (1) over time, establish ranges for all accounts, to the extent
feasible and as soon as possible; (2) establish ranges for two of the basic
factors comprising the depreciation rate formula: the projection life and
future net salvage estimates; (3) allow price cap LECs to use company·
specific survivor curves for range accounts; (4) allow price cap LECs the
flexibility, as described herein, to select basic factors from within the
established ranges; and (5) require price cap LECs to continue to submit the
s... analyses as now required for accounts for which no ranges have been set
(non-range accounts) and accounts for which the carrier's basic factors do not

7 The options were not however, generally designed to change the
depreciation methodology currently embodied in our rules and practice. ~ 47
C.P.R. § 32.2000 (g) (2) (requiring carriers to "apply such depreciation rates,
..• as will ratably distribute on a straight line basis the difference between
the net book cost of a class or subclass of plant and its estimated net
salvage during the known or estimated remaining service life of the plant") .

8 The California Commission, GSA, and NARUC imply that this option may
be appropriate for AT&T, stating that under a pure price cap system, one
without sharing, the price cap carrier option has merit. California
Commission Comments at 8-9; GSA Comments at 3; and NARUC Comments at 12-13.
The Virginia Commission Staff expressly supports the price cap carrier option
for AT&T. Virginia Commission Staff Comments at 3.

9 W~ also reject the range of rates and depreciation schedule options.
~ infra paras. 30-37.
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fall within the range•.

7. We will not &dept ally of the propo••d simplification options today
for the two rate of return LBCs for which we prescribe depreciation rates. We
fin~ that, becauae of the direct relationship between depreciation expenses
and rates to consumers and the generalcQqi)etitive position of these LECs, we
must maintain O\1r current process. While we are cognizant of the burden this
process places on these carriers, we believe that, in balancing ratepayers'
and. carriers' interest~, careful scrutiny of all the data supporting such
carri,ers' propos.d depreciation rates continues to be necessary. Again,
should regulatory and/or market circumstances change, we would revisit our
decision.

8. Careful consideration of the record and our own experience and
knowledge also lead us to conclude that an even more streamlined and flexible
depreciation pre~cription process is reasonable for AT&T, given its regulatory
scheme and comPetitive position. Therefore, we adopt the price cap carrier
option, modified to require some information submissions, for AT&T. We
believe the aclditional ,information that we will require will aid us in out'
continuing evalq.ation pf AT&T's price cap plan. Thus, under the price cap
carrie.:r approach we adopt fot' AT&T, in addition to the required information
submissions set forth in the Notice, we will require AT&T to provide: (1)
generation data; (2) a summary of basic factors underlying proposed rate. by
account, and (3) a short narrative supporting those basic factors, including
forecasted retirements and additions, and recent annual retirements, salvage,
and cost of removal.

9. We will not adopt any depreciation simplification for Alascom at
this time. The Alaska interexchange market is currently in transition, as
evidenced by the Alaska Joint Board's recent tentative recommendation
regarding the Alaska interstate interexchange market structure. 10 We find
that we cannot evaluate the appropriateness of any of our options until there
is a final recommendation in that proceeding. Thus, we will defer
depreciation simplification for Alascom.

10. Finally, we must address the issue of whether we plan to eliminate
the future net salvage determination from the depreciation prescription
process and consider it in current period accounting. We conclude that we
will not change the accounting of salvage amounts based on the record before
us. The record is mixed, and is replete with suggestions that there be
further study of issues, such as whether current period accounting of salvage
amounts is consistent with Generally Accepted Accounting Principles (GAAP), to
determine if the change could and should be made. We find that delaying this
simplification proceeding for further study of an accounting change is
unwa~z::anted. Therefore, we will continue to determine the future net salvage
value in the depreciation process at this time.

10 Integration of Rates and Services for the Provision of Communications
by ~uthorized Common Carriers between the Contiguous States and Alaska,
Hawaii, Puerto Rico and the Virgin Islands, Tentative ReCommendation ang Order
Inviting Comments, 8 FCC Rcd 3684 (1993) (Tentative ReCommendation) .
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II.

I

11 Pursuant to Section 220(b) of the C~icationsAct of 193f, as
.....ded, 11 this c~Hionprescrlrs"-PreciatiOll rates for ATIAT, Alucaa,
and 33 LaCs on a tri6Dftial baste. . for eaeh carrier, ~e CClBDi.sion
prescribes a depreciatioo rate for eadb individual plant account.
Depreciation expense for any individual account is calculated by applying the
account's depreciation rate to the average account balance. 'l'he purpose of
this process is to allocate plant costs to depreciation expense on a straight
line basis over the us.ful life of the plant.

12. Rates are detexmined by a depreciation rate formula:

depreciation rate • 100' - acrn,alat94 "Ippciat:iCll,13 - future net Ulyagt'.
average r_ining life

This foraula requires forecasting two ~ters: future net salvage (nS)
ADd average remaining ~ife (ARL). '!'be ~ is the esti_ted gross salvage of
plant less any e.ti_ted cost of removal. f The ARL is the estt.ated average
of the future life expectancy of plant. '1'he ARL is derived from two ba.ic
factors: a projection life and a survivor curve.

13. Because depreciation rates necessarily incorporate estimates, the
Commission requires carriers to submit the underlying data supporting
estimates used by carriers in developing their proposed depreciation rate•.
These data are carefully analyzed to en.ure that the estimates are rea.onable,
and thus that the CClIalission prescribe. ~oaable depreciation rates. The
result of this process i. that a carrier typically subaits a depreciation
study totalling, on average, 600 page., with approximately 20-25 pages of
analyse. per account. The LlC industry has .claimed that the current
depreQiation prescription process costs $35-50 million annually, industry
wide. 15

11 47 U.S.C. § 220(b).

12 We prescribe new depreciation rates for approximately one-third of the
carriers each year.

13 Accumulated depreciation i. the amount of plant investment that has
been depreciated for a particular plant account. On average, upon retirement
of plant, the accumulated depreciation will be equal to the cost of the plant
les. any net salvage. As is explained iDW, the purpo.e of having
accumulated depreciation as a component of the rate formula is to allow for
the correction of any over or under depreciation resulting from past over or
under estimates of life and salvage factors.

If Gross salvage is the amount a carrier receives from disposing of
retired plant. Cost of removal is the co.t the carrier incurs to retire plant
through the removal and disposition of the plant.

15 ~ Notice, 8 PCC Red at 147-148, para. 8 and n. 9.
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A. SilllPlificllti_ of tM DepnciatiOft prescription Process

14. A8 we stated in the Iotice, our current depreciation process was
born during the 1940's ~n there was no cc.petitionand little technological
change in the telephone _rket. It evolved during a period in which the
CanDission regulated telephOfte earnings on a rate of return/rate base model.
Under rate of ret.urn/rate bass regulation, rs.sonable operating e~nses are
routinely pa.sedOl1 to ratepayers through tariffed rates. Therefore, careful
scrutiny of data supporting proposed depreciatiOn rates was necessary to
ensure that rat.epayers were charged "just and reasonable" tariffed rates. 16

15 • Much has changed· since the early development of this depreciation
prescription proce... IIoet not.ably, we now regulate AT&T and the largest
LlCs, inclUding 31 of the 33 LlCs for which we prescribe depreciation rates,
under a price cap regulatory scheme. 17 Both AT&T I S and the LECs' price cap
plans place caps on prices carriers may charge ratepayers, and thus attempt
to replicate the restraint competition has on prices. Under our price cap
plans, increased depreciation expense is not, as a general rule, passed on to
ratepayers. 18

16. In addition, the telecommunications market has changed
significantly since the development and refinement of the current depreciation

Higher depreciation rates lead to higher depreciation expenses, and
thus higher prices under rate of return regulation.

17 We note however that AT&T'S price cap plan differs significantly from
the LlCs' price cap plan. Host notably, AT&T'S price cap plan does not
include a sharing Obligation COdlponent. au Policy and Rules Concerning
Rates for Domirtant Carriers, BlQort and order. agd 'e'and Further Notice of
PrQDQ8ed Rulomaking, 4 PCC Red 2873 (1989) (ATiT Price cap Order), recon., 6
FCC Rcd 665 (1991) (AT&T Price Cap Recon. Qrdar), remanded in part AT&T v.
FCC, 974 F.2d 1351 (D.C. Cir. 1992); and Policy and Rules Concerning Rates
for Dominant Carriers, SeQQQd Report and order, 5 FCC Rcd 6786 (1990) and
Brutum, 5 FCC Red 7664 (1990) (LiC P'ri,e Gtp Order), IIlOdified on recon., 6
FCC Red 2637 (1991), p.titigp. for further rI,gg. dilaissed, 6 FCC Rcd 7482
(1991), further modified on reCOD., 6 FCC Rcd 4524 (UU} (OM/part 69 Order) ,
petitions for {Icon. of ORA/Part 69 Order pepding, appeals of LlC Price Cap
Order affirmed sub nom. National Rural Telecom Association v. FCC, 988 F.2d
174 (D.C. Cir. 1993).

18 The general price cap fo~ula limits rate increases to the rise in
inflation and exogenous costs offset by a productivity factor. The inflation
component is measured by the Gross National Product- Price Index (GNP-PI).
The exogenous costs are generally considered to be costs outside the control
of the carriers that are not otherwise reflectsd in the price cap formula.
The productivity factor is an annual productivity growth target. Depreciation
costs and rates are directly affected by a carrier'. plant deployment and
retirement decisions, and thus are not considered exogenous.
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pn.qJ:1pt:~On proceaa. Ifot oaly baa ATIlt eli..ated·· i taeU of the BOCa, changing
..:. ctrDiId~ of tbe te1~ lDdu8tzy, lit it· al.-o facea aigaificut
OOIIiPet!clali·.in the iDt.~ -.rut. ....tly, _II" alao ..en
_~iDf e::e..p.titioa for ~a in certain areu of ..rvice. As .-tated
pnvioQ.1Y, ......". ~ao beeio' told by ·the tel""e iDCluatry that the
cSapreci.atioapreacriptioa pftC8aa ia coat1y; it ead_tea annual coata of $35
-'50 aUUca induatxy-wide. In light of the regulatory and JlUut changea,
_ ~at ¢onaider whether the current proceaa ia unneceaaarily burdenaome.

2. PQlltiS", of tiM PardM

17. Al~ a _jorityof Ci Int.ra ador.. the idea ot
aialplifieatiOll,' . aaDY Irrea. acac::erna abollt upeet. of our propoMd
aillPliilcat:LC:il1 opt1ou, .a114 other. prcpoH altenative.~lific:ation
i'". Be.. ~i•• beli....ialplitioatiaa.·i. Ul:lMcea.-zy. 5 ':1 argue.
that beton _illPlU':lcatioa ie.WI. c:aI'1 be &deIre.Md, the CCIIIIli••ion auat
ooaaider1fboabould bMr the c:oat of accelerated depreciation of certain
cat.,.od,•• ,9f.P~""~ ':X &1ao claiM tlIat ailllpliUcatioa ·8bQu.ld DOt occur
uDtil tile e~aaiOD ~uatea tbe eff.~i~.. of it. x.c price C8p plan.
8ptoi~icaUy, '-:1 _li._. that anyi~ cSepZ'Jiiation flexibility .hou.ld
be t~~ to an inerea.. in the productivity factor.

,.~'. -.a..a.-, CGlpetiti.oa in the Inter.tate Intere~ lIarketplac:e, CC
Docket 9Q~~32, !e'rt end Qrder, 6 PeC Red 5880 (1991), reCCll., 6 PCC Ilc:<I 7569
(U9i), fUj1;b,H;rtlggp., 7 PCC Red 2677 (19t2), pet•. for rec:p;l. p'wUpq; AU
C~t'itiO*l'-in tbeqInter.tate Interexchange llarketplac:e, 'ft'!?T'D"'J' OpiQiop
.. ~E,8rc:c:1lC42659 (1993).

'/;';'":"',' .. ",.

'''~O ~.''''rtJ,lV b:paIldedInterc:oaneetioa with Local Telephone Canpany
J'aoi~~1;·i.a,~,ceDoc2ket.91-U1, .1JGOrt sd Order' IIJ4 Iotige at Propo.e4
! n11'illi,kJ,pg, ·1 ..OORCd 7269 (1992), reCSX1., 8 PeC Red 127 (1992) .

.~.~ a-i··:.iCl, 8 rcc Red.•tlt8, para. 8 and n.9.

:~2 ... ~, NnAT 01 Int. at i; Bell Atlantic: C:.IDts at 1; CBT
o Flat. ·.~;,iFcaUfOE'DiaCa.ai.aion C~ts at 2; Colorado Con~r CO\JD..l
Reply at. 2 ;.:NAR,OC Ce:-ents at 5; NY1fBX Cca.tents at 1; and Tenness~ CoaaisBion
Staff cc..enta at 1.

23 ·... '••91, california C~saioa C~t. at 1-2 (expresaing doubt
that si9llifica.:..tadmni.trati'Vll! savings wUl result Wlder anY,of the propoae<l
cptioa.a);.~. CC::IIIIid.aioo CQlllMDts at 1 (eapres.ing c:oacern that the benefit.
traD.t.p~iticat'QD"YDOt outwe1gh the loss in data analyaia).

;.2"~~t•. at 1-2 and GSA C~nts at 2.

25. ~, "1 Cc.aea~s a~ 1; and Utah CCIIIIlission Coinments at 1.
Although theae Parti•• believe our Billlplific:ation propoaals are unnecessary,
tbeyne~rthel'."8AcIOr.. one of the Billlplification options. ..au HeZ C....ntB
at 2; and Utah C~isaiop COIlIIIentB at 2.

2' Mel CClIIIMIlta at 9. In reply, G'1'B atatea that while anticipated cost
savings from depreciation simplification are not trivial, in the recalculation
of the productivity factor, the II impac:t of [eJqMtcted industry-wide saving.]
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11. We CODCl\Mlla tbat eUlpliti,,"ion of our current depreciation process
is warrante'" at this ti... fol' pri.a. ctIP LIes and AT&T. We disagree with those
parti.. suggesting that. ~\IM the currel'lt,dapreciation prescription process
yields reasonablerate.~ the current ~reciation process should be maintained
without s~Ufication. ., _iU we C8dftOt quentify the, precise dollar cost
our current process illllpO"s on. curiel'S, .. find that regulatory and market
changes allow us to siJllPlify and make the process less burdensome for price
cap carriers.witbout aacl'i~iciDl protection for consumers.

19. We believe that, for telephone ca.panies, scrutiny of depreciation
rates should be meet inten.e~ a carrier is regulated primarily under a
cost·plus &yst. andfaees litt~ or noCClllllP8tition. At the other end of the
spectrum, scrutiny of _reciati~ rate. for telephone companies should be
least intensive tor a oar,rier tacing significant competition and a less
burdenscae regulatozy .~ than ,tbe CCMlt-plus system. However, we BlUst,
purwant to, 841<:tion 220 (I), prescribe reuClGable depreciation rates for these
carriers. Price C8Ip LllCa ue ...where between these twO extremes I:)ecause of
their eNrrtPlt regu].atozyaodel and the _rging competitive forces they now
face. AT&T, on the other hand, is much cl~er to t~e end of our, spectrum;
again because of its regulatory ~l and the significant competitive forces
it faces.

20. Price ,cap regulation aUOWII us to reduce the level of scrutiny
applied to data ~tte4 by carriers to ~rt their proposed rates by
shifting the regulatOry f~s from carrie.. costs to prices charged ratepayers.
Because price cap regulation pre~ts carriers from automatically recouping
increased depreciation expense from rat~rs, carriers ~ve less incentive
to .eek depr!iiation rates that are not r~re_entative of actual plant
consua;>tion'. . Moreover, our price, cap plans directly provide an added degree

would be hard to find." GTB Reply at u. ~ claiJas that delaying
simplification until the LlC price cap review has taken place in order to
include any savings frail simplification in the productivity factor is contrary
to the purpose of price caps; efficiency and savings should be encouraged.
NYHIX Reply at 1.

27 .e also di~agr.. with Mel that wemu8t defer simplification until we
conduct our LaC price cap review so that .. can incorporate the savings that
should result from si~lification into the LlCs' productivity factor. Mel has
presented no evidence that a change in our depreciation prescription process
will have so great an impact on the LaCs' productivity factor that it requires
deferral of this proceeding. While we anticipate savings in the long run, we
recognize that the immediate future is unlikely to produce such a significant
level of savings that the productivity factor should be adjusted. We will
certainly consider any evidence of the impact this savings will have on the
productivity factor in the LEC price cap review.

28 We note however that, for the price cap LECs, the incentive is not
perfect because of the sn.ring mechanism incorporated in the LEC price cap
model, .IU .i.Dfa. para. 21, and because LECs do not yet face significant
canpetition. POl' these reasons we will not adopt the price cap carrier option
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of con.umer :protection fran increa.ed price. that rate of return/rate base
regulation doe. not: carriers are not routinely allowed to pa.s along
increased ~reciation~se through 1t-ari.~f" rates to rat~yer., although
the level of their .haring obligation. ot the need fOI' a low-end acSjusa-nt
can be affected by the level of their depreciation expen... Given the nature
of our pl'i.ce cap plan, .. thus conclude that the public interest will continue
to be .e~d with 1••• r~l"tory .crutiny of c1a~euppc:>rtiQgprClPo'ed
depreciation rates. . . .

21. We al.o believe that, as carrier. face increa.ing caapatitive
pres.ure., they.hould have le•• incentive to seek depreciation rates that are
not in line with~ operations. Por .....1., .. believe that caapetitive
pressur.s now faced by ATf£T in the.interexcbaDge mark.t offer additional
prot.ction against unreasonably high price. for rat~r.. sa.rging
cOlllp8titive pr.ssurea in certain LBC ••rvices suc:h a. special acce.s .hould
off.r aiailar pl'otectioa again.t high price. for ratepayers aa it grows IIIOr.
robust. Streaalining the deprec:iatioa prHcn:iption proce.. ia alao in tbe
public int.ere.tbecrauae it can reduce the coat. associated "iththat proce••
without red\1cing c:ca....r protection.. 'or the.. rea..., .. believe that ..
can now reevaluate the level of scrutiny we apply in pre.cribing depreciation
rates for price c~ carriers.

22. The reforJllll we adopt for price cap I.IICs are not appropriate for
rate of return/rate bas. LlCs at this ti_. Becau.. rate of return/rate ba.e
regulation necessarily "ill result in increaaec! price. to COQII\UMtr. with
increased depreciatioa rates, we conclude that adoption of any of the
.implificatiOQ option. for rate of return LIe8 would not ••rve the public
int.rut. Ho:teover, th... LBCs, are not in INCh a CICIIlIP8titive po.ture that
there are suffici:ant di.incentivee to di.suade tbeQ\ fr(lDl pa.sing onto
ratepayers all increa••d depreciation expen.. 'Which lUy be unrea.onable. We
U'e .ver cOgni.-nt of our mandate to en.ure that ratepayer.. are charged "ju.t
and rea.onable" rates.

B. Price Cap LlC Si~lification

23. In this section, we evaluate ..cb of th, propos.cSoptic:xW in teZ1lll
of three goals: simplification, adlainistrative cost .aving., and flexibility.
Simplification and adainistrativ. co.t savings go hand in hand with our goal
of redqci,ng unnece••ary burden. of the depreciation pre.crip~ion process.
PlexibUity, howe..,.r, adcIr••••• our desire to c;GIIPl_at the LBC price cap
plan,we have in place to the .xtent po••ibl•. 2' -w. al.o are mindful that
th••e goals must not conflict with our obligation to consider the public
intere.t.

for the price cap LlC.. bA Wa. at paras. 42-'8.

29 In this .ection of OQ~ Order, and the Implementation .ection for price
cap LEC depreciation simplification, in(a at para.. 57 - 87, any decisional
language referring to "LlCs" or "carriers" refer. to price cap LECs only.
These reference. should not be interpreted to include rate of return LEe•.
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1. Tbt,·gptW'

a. 'ftW. _:i.e l'aCt0E' .... OptiOJ1

(1) IntroducJtion

i 24~j "'(".~••i/"WtIWba.10f~r...t~, the~••ion
wou14 e.tUiillh ....... for tbe "ie: factor. tbat detemae the par_tel's
used. in the 4epdciacion nte f--.ala: the .., the projection life, and
survivor curve. lfa carder UBe4 ba.ic factor. trQII within e.tablished
range. for a range a~t, that carrier would not be required to subdt the
detailed supporting data .

.25. An CMlnlleWIl9 -.jority of atate ~is.iOl18 ·encs state cons\J8llr
aclvoc:ate. ~t this aptiOl1 .. ebe be.t prOlll:lSM .illplification cptiCll.;tO
They argue that dU. option .trike. the ~.t balance bet...rt con~r and· LBC
interesta. ". LIe. ClOIlterad that', althcugb thi. option i.qat.. .illple,
flexible fi .a,nnp.. fOC\lMCl a. oeber optiOl18, it is ~ttel:' t~ the C\lX'rent
proce... CC'l'A 0SlIl..... this optiOl1, hoIIever, atating that a range baaed on
"averaging" will not produce bade fae::iira reasonably repre.entative of those
currently underlying pr.scribed rat.s.

2' . We conclude that the buie:: fae:t:or range option is the IIlO8t
reallOllable optioafor the LlCa. 'It fulfills the objectives of this
proceeding: sUvlificetion, BaYings, and flexibility. It. is si..ler than the
current proce.s becau.. it elimnates t ..... Deed for LIICs to til. and the
Commi••ion to review -.tensive data sua.i••iOl18 for range accounts. we expect
this approach to produce significant Baving. over ti", .~cially if the
nate ~i••ion. ~l...t the .... or .iaUu prooe..... 'l'bi.B option also
ha. an element of flexi~lity becau.e it all~ a oarrier to det.~ine, within
a specified rea.onable range, the life and salvage factor. it uses in
prescribed depreciation rates without undergoing the expense of submitting

4

30 IM~, Ict.ho C~••ioa C~t. at 3; Indiana Ce:-is.ioa Ccmnents
at oi; lliobigancca.i••:i.on Staff Cc:.nentB at "; 8CA Cc:.Dllnts at 12; and
Wiscon.in CClIIIai.8ica Cc:.DIInts at 1-2." &1IIQ, J'lorida C~s.ion •• parte
Call1ent. at 2; lCA Reply at 2; Iewa ConBWler Adwcate Reply at 1; NAROC .
C~nts at 6; and Mel Ca.ments at 2.

31 1IA ~, BellSouth Comments at 34; GTB Comments at 11-12; and OS West
Ccaaents at 9.

32 CCTA ee.-nt. at u. GSA also oppcNJe. ths.. option, arguing that
range. increase the LIles' opportunities to avoid. their .....ring obligation.
GSA Ccaaents at 6-7.

33 we note that OSTA e.timat.s that this QPtion will produce
administrative savings of 31.S\' if adopted for allaccounte and "across all
jurisdictions." IIa OSTA comments at 8.
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.tucSie. to Ju.eify it. tpecification of tho.. factor.. Por eXMPle, thb
C1ptica wou.t6 aUow a carziei toexerci.. it. final judglDeDt over ..ther, for
the Ccadui~B,yIlt_ aCceNnt 4, a lill of 55 year. b IaOre couilllltentwith it.
aperatica. l:1\an a life of 60 year.. .

2'1."'·~l.o agr••.'wi~h .the st~t. c:a.i..ions tQt thb option -oat
adequat.ly·......... both th8 LlC. I de.:h:e for .. ,1k>r8 etJ:eualined and fl.xible
proc.•• andt~·r.gulator. I and c:on.u-.rs' cooc:el1lS that there c:ontinu. to be
adequate oYUatgbt of _Rciation, the L8C. I laqeR'eingle e¥P8ll". ~

.-ntioaedpreviou.ly, tile LlC. I price cap pl&ll iDclude.· .. rate of retw:a
baNd back.tap.. tbJer eM. bacutClp,·YC. ~iDg'a ,productivity factor of
3.3 ....t 1thU'a50' of .euaing. in ..... of 12 ..a5. with, ratepayer. (the. .
ahariDg obU.gation). 3'Alao, under this ,baekatop~ the price cap Haita are,
raised when a' LlC' s earned r.turn fall. below 10.25' (the· lower: aclj_tMI1t
threpold). 1fitboutadaquate overaight, LaC., by taking greater depr.ciation
e~.e for .'atJy given year I could l~r their rate.' afi return, potentially
!lOVing theIIuIel.... out.ide the llharing .cae or below the lower adju.e-nt
tIma~1d.; .... 1-. _ eMbac:kleop is a put of 0lU',~ price C8P plan, we
....t -I\IZW 1:Irat,,x.c:a.(~ -.aipulate ttbat: _dlazU_' to rat~.,
ctetr.iM!it,...,40aot'Uilply, hoWver, 'MtChe rate,of.ret\lJ:Dl".ba'" ~tClP
foraclo_ .JmY additiGDal. ·.treaalining ill 'die clapnci_icm,pZ'elCJ:*iOl'1 '
procel. .,I'f .. ' ..... 'reuan.to conclude la.er tMt other 'f..-CletI wUI eraaua
tQt LKI,'C8JDIOt MDipu1&te the rat.·of return-ba..d. baek_op to" ratepayeJ:','
detrt.ent" _WOUld revi8it th.·isau•.

21 .lIDz'eoveJ:, the CCIIpetitiven••• of the LlCa' Nrket. overall are not
auffici.ntly robUat to warrant any addttioaal flexibi:lity that might be
afforded by oth.r propollecl option.. Although the LlC. face _Z'ging
c:aIIP8tition in c:ertai.za ..rvices,COII!P8t:ltiw pre••ur•• &J'8··not such-that we
can rely on tha· toprov:l.de an adequate cheCk 01'1 LICa' &ltprec:iatiOll' c::hoi1:es ~

It .. d*t.ara1-. itl. the future tha~ the rate of return-buect backatop i1l no
loas-r nec..eiry eDd/or c:GlllPltitiOll ill t:he LlCB" muket.i••ufficiently
vigeroua, We would bepdpared· to': revisit this' i.881W •.

"at. We t'e~;ect CerA'a obj'ectiOft'''t -awraging-' "aie faot=a will DOt
re.ult in ril'>re"'tative basic factor.. Pir.t,,, cJe.cdbed iAfa"c:arder.

Jjl' ,

36 ill t7 C.P.R. I 32.2tt1.

".3$ .Any Ue:tbl' ..lecte4 by a catti.r IIhould reflect that curiel;'.
operation.. Moreover, . th. carri.r shoold' have 8\1PPOrt for any ,'selected range
factor .' 'l'tUt ' carrief"\ri:11', Det need to ltUbati t such data, bUt mu.t maintain it.

36 If a carrier s~lects a procluc~ivity factor of' •. 3, the 'carrier begins
to share with ratepayers when its earned return exceeds 13. 25t.

37 We also reject CCTAls proposal that we merely le~gthen the current
depreciation preacriptiOl1 proce.s frc. three to four years. bt CCTA CQlllMnts
at 27-28.'CC!'A l spropOllal r'doe.not'addre.. our 'sill1j)UfieatiOl1 goal.' We dso
reject GSA'8pr~al that we .i~lifythe depreciation prescripti~ proces.
by eliminating the thr.e·way meeting proce•• and prescribe depreciation rat.s
on a holding c~y level. bt GSA Canments at 5-6, 7-8. GSA has presented
no evidenc:e thatte. propOa.l wi11 ....t our cost ••vings'goal.more effectively
than the bisic tac:eor range' option we adopt today.

12



that in~ially will be all~ to use" ranges mu8tcurrently be using basic
factors that fall within the establiebed ranges for a specific account. If a
carrier's current basic factors do not fall within the established ranges,
that carrier must: subait euffieient information, consistent with the current
depreciation analysis requ1rM1812t8, to ~tr.te that its basic factors
should fal~ within the e8e8blished ranges to be free from a requirement of
filing IJ\lPPOrting data. L8C:II would need to cootinue to analyze underlying
basic fastIors to allstire the reuODablenes. ot. their depreciation expen•• and
maintain such analyse.. Iii adctition,we will COII8ider, in the depreciation
prescription pr~ding8, any data p.esented Oft the record that a carrier's
propatled ballic factors ~ not reflect that carrier's plane and operations. 38
Thus, carrier. must UA basic factors that reflect their operations in their
proposed depreciation rates.

b. The Range of Rates Option

(1) Introduction

30. under the range of rates option, the Connission would establish·
ranges of acceptable ~.tion rates. Again, carriers would not file the
extensive data submissions now required if they select rates from within the
established ranges.

(2) Comments

31. With the exception of the staff of one state commission,39 all
commentinglstat-e cami.sions urge the C~ssion to reject this option. 40

Their primary objeations are that this option: (1) will refult in the demise
of the IIlatching principle for LaCs' depreciation accounting 1 and (2) cause
significaat reserve imbalances. 42 Mel underscores the matching principle
objecti"on, 8'tatirtg the. this option eliminate. safeguards needed to "retain
some relationship between the factors that determine an asset', depreciable
life and the depreciation expense level carriers may select."4 NARUC also

"3". Kc;;.~r, if a LEe is not fulfilling this obligation, we have the
authority to take appropriate action against such carrier. For example, we
have the authority to fine any carrier that fails or refuses to keep its books
of account in· the manner pre.cribed by the Coamission. .s.u 47 U. S .C. §

220(d). ~ AlI2 47 U.S.C. 55 220(c), (e), and (g), and 154(i) and (j).

39 Oklahoma Commission Staff Comments at 1.

40 ~~, ColoradO Commission Comments at 20; Missouri Commission
COIlIIIents at 4; and South Dakota Commission Coaaents at 2. ~~ GSA
Comments at 4-5; and MCI Comments at 8.

41 The matching principle holds that plant costs should be allocated to
depreciation expense at a rate representative of the actual consumption of
plant.

42 ~~, Colorado Commission Comments at 20; and South Dakota
Commission Comments at 2.

43 MCI Comments at 8.

13
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claims that "(e]stablishing a rate range based on present rates would include
effects of growth, Bt.G, and reserve, all of which vary emong c~ies. 'n1e
result would have little meaning as an average. ,,44

32. Generally, the LlCs favor thb option as a second choice. 45 tJSTA.
claims that the depreciation rate range option i. preferable if the price c~

carrier option is not adqpted because the range of rates option requires
establishing only on.e set of ranges as oppoMd to estQlishing two sets of
ranges under the basic factor range optiaa. USTA also concludes that the
savings ia adlainiatraUve costs would be slightly greater for thits option. 46
The LBCs also argue that the state COIIIIissiONl' conceme aq unw~lIPte4.

According to Southwestern, GAAP will require L8Cs to c~ly with the _tchiag
principle4 and PCC rules and procedures will prevent significant re..rve
problems. 7

(3) Discussion

33 • We have reviewed current depreciation rates and found that, were we
to adopt ranges of depreciation rates based onthes. current rates, in order
to accOlllllOClate any significant number of carri.rs, the r&l19.s would ....d to be
so wide that effective regulatory oversight would be ....,....ly COIlPrc:.iMd. 41

Moreover, even if we CO\lld adopt range. based on currently prescribed rates,
we would eliminate the remaining life concept now embodied in our prescribed
rates. We find that this is unwise.

34. Remaining life is important because it allows for the correction of
any past imprecision in depreciation rat.s by inco~atin.g an indi~,idual

carrier's reserve ratio iDto its depreciation rat.s. tJacler the range of
rates option, remainil19 life would be eliainated beeauee the ranges of rates
would necessarily include an industry-wide ~li.d reserve ratio instead of a
company-specific re..rve ratio. we do not believe that removing the r~ing
life concept from the depreciation prescription process would serve the public
interest or, for that matter, the carriers' intere.ts. Ranges of r.tes which
incorporate an industry-wide reserve ratio would not reflect individual

44 NARUC Comments at 8, n. S. a.a A1aQ California Commission. C~ts at
4-5.

4S ~ ~, BellSouth Comments at 34; BYRKX eom.ents at. 14; and SBBT
Comments at 16-17. .so Alm, USTA COINft8I1ts at 15. Bell Atlantic and United
would select the basic factor range option as a second choice. Bell Atlantic
Comments at 2; and Uni ted Reply at 7.

46 USTA Comments at 16. USTA estimates adalinistrative savings under this
option to be 33.2t of costs incurred under the current process. 15;). at 7.

47 Southwestern Reply at 26.

48 This is due to carriers' disparate reserve ratios. Reserve ratios are
determined as accumulated depreciation divided by gross plant investment.

49 Depreciation rates cannot be determined with ab80lute accuracy ~til
the assets are retired because life and salvage factors are forecasts. Thus,
there is necessarily an element of imprecision in the process.

14



cOlllpanies' reserve po8itiOlW ..-d aight 1'" to large reserve deficiencies,
which place carriers .t riB of DOt fully ......at:iftg their plant. Although
we recognized the potet1tial for tbh probl_ ift the loti., and sought cel.lnt
oa,.,nether ,. di'f.... ~:f.,_ CIICN.1ct bit .... iD :place of the reaifttng life
cOl1Q4apt..; nQ;purty t§ _1*0_,""•.~. ·.l\1tri.on. Without .. aolut:i_
to ~. Jtjt:'ob*-,. ". be:U..... ·dat the~.. pntsCJ:iptioa proe... ·· could
.~ more J!n1.r~ ••Mid ClCNttly ~'. oj tbe poteJltial .eed for C~ssion
actiqn iaeV8'J.'Y ilJdi;.t~ O&IM "'1'.~ J:Mel"Ve illlbia1ances: occw:: . '!his
,wpl,l,ld not fulf:i.l1 ClI.lJ' s4..u'ci.ty and ....inilltr.ti". savings goals, and thu.,
we reiect this option for the lAce.

(1) Introduction

3S. ODder thie ct.preciatiOlJ .d1ed1iJ,e option, the CCRIlis.;i~ would
e~~li.h a depr.c~iClft schtdule for MQb plMt accOUDt. The ."1. ,"",ld
be based on a Commission-specified .ervice lif., retirement patt.~, and
salvage value for each account. Carrier. would apply the schedule to tlleir
investment qy vintage.

(2) Coatnent.

~6. The pard•• t.o thbproce,eti... UDBajllCl'o,l.ly .tat. that the .
Canmission should reject this option. '1'tuIy argue that this option destroy.
the matching principle and provides no .ilP1ification or .avings becau.e it
would require tracking plant by vintage.

(3) Discussion

37.• , When we proposed this option, .. reClO9P1iaed that it was IDOre rigid
than other optians. ~ver, we rai..d tile question of whether it would be
simpler because, with set depreciation .chedule., carrier•. would have to
conduct much less depreciation analYRS tIaan \lIldar any of the otlleX' option•.
Nonetheless, we agree with the partie. that this aption unde:rmine.the
matching principle underlying our depreciacica PJ'.oc:ess. IIoreov.r, for· many of
the same reasons that the range of rat.. aption might l.ad to r.serve
imbalances, this "one size fits all" optiOD gdght a1.0 lead to re.erve
imbalances. Thus, we rej ect this option for LlCs.

d. The Price Cap Carrier Option

(1) Introduction

38. Under the price cap carrier option, carriers would file prOPO.ed
depreciation rates with the Commission. Tho.e rate. would not be supplemented
with supporting data. The Commi.sion would p~se to adopt the carriers'

, pr:0pQ8ed rates and seek ea:ament on tbeir ru....bl.netI.. Prescription of
r.tes would be based on the proposed rat.. aad any c~ts made thereon.

so ~~, California Commission CCl'llllents at 6-7; NYNBX Connents at 19;

New York Commission Comments at 11; Pacific Ca.ments at 15-16; US West
Comments at 12; and Washington Commission eom.ent. at 4.
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(2) COIIIIl8nts

l

3t .'The Lie. an' unanimous in ttlleir ltUpport of this option. 51 They
aJrgue, ·both ....rately an4eol1eClti~I' that this option: (1) is the ...t
bclD8'islentt with prlett ,eap regu3iation;' (2) will result in more aOC!lUrate
rat•• : 3 (3) is .e~ ,f027carriers to be in apoaition to ClClIIIP8te againet
new ibarket .Iltnm~s;< . and ~t) will provide aD inaentiva for carriers to
~'Yelop the inrrutjruotlUre.· 5 CST, regulated Wlder a rate of rtiurn/rat. base
sch_, argUes that this option should be ~ted for all LBCs. USTA
supports this option but would "redefine" it. 7 USTA states that the option
should: (1) require carrier. to file the "major data elements" uled to
calculate their depreciation rates; (2) allow carriers to file for new
depreciation rates no more than annually, but no less than triennially; (3)
require carriers to follow the current depreciation methodology, straight
line, remaining life; (4) allow tht"e&-way Metings when beneficial; and (5)

r~ire earriers to provide states with the same information provided this
COIIIlIlissiorL 58

40. State cOlllllissions and conrumer advocates are Wlanimous in their
cpposition to this option for LECs. 5 They argue that this option: (1)
provides LaCs with the ability to manipulate their earnings through
deprec~ation expense;60 (2) wo~ld eliminzie valuable data n~c~ssary to the
analYS1s of proposed depreciat10n rates; and (3) would e11m1nate the three-

51 ~ ~, Ameritech Comments at 5-7; SNBT Comments at 12-16; US "st
Comments at 6-7. 'atlAla2US~C~nts at 7-9 and 12-14. USTA estimates
that adininistr~ive cost· savittgs .hould approach 50," of current costs.

sa· a.~. __ L.SLa.,

53 .lU.LsL.,

54 au .L.!L.,

sell :Atlantic CaIIl\ents at 2 .

'OSTA COIII'I*'1ts at H.

Southwestern Comments at 9 -10.

55
~ ~, BellSouth Comments at 20.

56 CST Comments at 3.

57 USTA Comments at 8. ~ Aill Bell Atlantic Comments at 7.

58 OSTA CaftIl8nts at 10.

51 _ a...sL., lCA bplyat 4:; New York COIIII'Iiasion COIlII\ents at 12; *tbruka
COIIIIli••iOri Comment. at 2-3; Borth Dakota Commission Comments at 1-2; Oregon
CCIIlIIlission Comments at 3; and SCA COOIllents at 21.

60 ~~, California COOIllission COOIll8nts at 8 and Idaho Commission
cemn.hts at'S.

61 bJ. A.aJL., TexasCoiInialion CClIlIftents at 5; Utah Commission COB'ents at
4; and Wisconsin CCIIlIIlission Comments at 7.
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way meetings. 62 Many state ~s'ioaa ...,...he that the three-way ..eting
proe..s baer b4Mn beDltficta:&.. ... pu'ti•• also question whetheJ' the option,
as prQPOM<l, ...ta R-' l..-J. ell__• i IIpOMd oa the CQIlIIlj.••ion by tbe .
COIaWlicatioas Act.' ....ttt.,a.ly# tlwH ~i.e. argue that· under. th8. pries
cap carrier option, as propo.ect, the C~S.iClC would be abdicating' ita
mandate to "prescribe" rat•• and would fail to provide states a "reasOnable
opportunity" to present their vi..,s. Finally, s~ parties disagree that this
option will encourage infrastructure develCJ.PIMnt.

41. The LECs and tJS'l'A argue that all of these concerns can be
alleviated. by adequate 1Nlteg:upcSa .'rb,e.y CQDteDd ~t there are adew-te
existing safeguaru: (1) good tluaiMas i~ '-it' (2) competition; (3)
extemalalCJcOUDting r*il\&1nMDts such as~; fid (4) regulatory oversight
by the SSC, ,thiIllCCIIIIi••ioa U4 stat. re!Pllators. The LlCs also suggest,
however,; ,thata<lc.fitiemal afeguarda CClUlcl 1M illpQaecl. Thsse addition.l
safeguaz;dsinc;Lude: 41) fiU,D.9 proposed depreciation rate. in the UJ:st
quarter of the year; 7 (2) requiring certification of proposed rates by
i~endentauditors;71 (3) imposing an annual rea80n~leness test for overall

62 ~ ~, Oregon Commission Cam-ents at 1 and virginia Commission
Staff" Coounents· at J.. The three-"ay .eting is an informal meeting held among
this ~~asion's staff, the state commissions' staffs, and the carriers to
discuss various depreciation rate propQsals.

~';-':.' . '. '!

63 ~'~, Minnesota COIIIIlission Reply at 7; Oregon Cammission CoaDents
at 1; Vix:ginia Ccmmi.s8ion Staff Comments at 1; and Wisconsin Commission

;:>','
C~tsat 1 .

. ,64 ~ 47 U.S.C. IS 220(b) and (i). section 220(b) states that the
Commission ,~Ishall, as soon as practicable, prescribe ... the percelltages of
depreciation which ahall be charged [by carrieraJ." Section 220 (i) at_te.
that the COIm\iasion "shell notify each State c~ieaion having jurisdiction
with respect to any carrier involved, and aha1l give reasonable opportunity to
each such commission to present its views, and shall receive and eonsider such
view_ and recommendations."

65 '
See ~, CCTA Comments at 3-8; lCA Reply at 6-7; and SCA Comments at

25.

66 See ~, Ameritech Comments at 6-7 and 8ellAtlantic Comments at 8-
9.

~~, Bell Atlantic Comments at 8-9.

71 lQ. at 7-8.
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depreeiaticm e.n.. or COIupoSite rate changes; 72 and ~")imposiDg' an annual
depreciation rate change limitation for each account. 7 These safeguards,
carriers argue, will alleviate concerns expressed by the state callRissions and
this cClllliisllion. 74

(3) Discussion

(i) The Price Cap Carrier Option Generally

42" We agree with the carriers that this option is simplEJr and provide.
gr...ter flexibility than any of ehe other pZcpoIIedoptions; however, we
CODcluc18 that, at this time, the LIes' regulatozy and market c:lr~st:aDces do
notjusU:tyaCSoption of this Option for ttwm. Specifically, this option
creates a "si,9I1ificant dpportunity and incative fQrUC. to undermine the
sharing ccxnponent of our price cap plan which would not be in the pUblic
interes,t. ,Horeovti'r, theLBCs are not yet ia such a competitive posture that
coufd safely anow the degree of flexibility afforded by this option. We also
are not convinced that this option will produce greater administrative savings
than the basic factor. range option because of the state commissions'
opposition to it.

43", Depreciation expense is the LaCs' largest single expense. This
option would create a unique opportunity and incentive for the LlCs to limit
their sharing obligation through unreasonable changes in their depreciation
rates ~ thus, their depreciation expense. Because depreciation rate changes
on their fac;:e iN,y not appear unreasonable, we c:~ot be assured Of their
reasonableness without sutficient information. 75 Unlike the basic factor
range approach, this option will not provide us with sufficient information. 76
Thus, wear. unable to adept an option that incorporates this degree of
opportunity ~dincentive for carriers to undermine a vital component of the
LaC pricec::ap plan at this time . Moreover, the LIC price cap re"iew is
schedulec;Sto begin in the near future and the issue of sharing will be
addre-.ecl therein. .e do not wish to take any action here that could be

72 au L.!L., BellSouth Reply at 6-7. For a variation of this test, _
anited Comments at 6-' (proposing a tracking system of depreciation expense
changes over a mUlti-year time span).

73 au~, BellSouth Reply at 8-9.

74 a.. Notice at Concurring Statement of Commissioner Irvin S. Duggan.

75 As United recogni.ed, "CaJ price cap LaC could use depreciation
practices to micromapage earnings and 'game' the sharing process. This is the
only weakness in the price cap carrier option that (united) and others have
identified." united Comments at 6.

75 We note thatUSTA's "definition" of thb option is not dgniUcantly
different fran the option as proposed. Although the Notice did not expressly
state that "major data elements" u.ed to determine rate. would be nece.sary,
our description of the information to be filed should have alerted carriers to
the fact that they would be required to file the current Statements A, B, and
C. ander those statements, carriers mu.t now file those "major data
elements."
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. . .
construed,topre.j14ldge tawlt issue; we will evaluate the continued need for
.,-i119 ~ly ~0Ja' a· rec;qrd spec.:ifically adckessing the issue. If, however, we
were "t;o c()OoluQa .tbat -.r·i.Dgwas no longer necessary for the public interest,
we obvious~y woul~c~ider reevaluating our decision here.

4.. .w. ~l.o do not ~U." that the LECs yet face a level of
canpetition that wO\lld permit granting the deg~ee of flexibility provided by
tlJ.is option. Although the LBCs, face emerging competition in the provision of
ce:r:t.ain,.etv:i.oes, we,donGlt find tbat, it is sufficiently vigorous for us to
CODplu~;that this qption would be in the public interest. We note that we
adop~:tpday a modified foz:D'l of the p;icecap carrier option for AT&T. But
UQJ,ik~ the LEes, .;"'1:f>T 1 S price. cap pl,~ doe..Il not incorporate a sharing
~i~.. And while ,we wou14 notoecessarily conclude that AT&T's level of
competition is a benc~k ~or U$ing the price cap carrier option, we do
conclude that the LECs' competitive pressures must be greater than they are
todaY .befor~ t~e. price oap~.arrier option will be considered for them. Again,
if we determine in the future· tbat the sharing component of the LEC price cap
pl-anis no ~onger necessaryand!or corq>etition in the LECs' markets is
sUfficient~y robust, we would be prepared to revisit this issue.

(ii) Safeguards

45. The price cap carrier option is not saved by the LECs' suggested
safe~arQs.Fir8t, these safe~ds do not address our view that competition
for I"BCeIQust be more robust beJiore they can move down the depreciation refoXDl
spectrum. Second, such. safeguards , while providing some minimal limitation on
earn,;i.ngs manageDlENlt, still do not Umit effectively the o~~ortunity and
i~nti'Ve for .carr;4.ers to avoid their sharing obligation. For example, the
~s argue that 900d business jUdgment would dictate against proposing
inaocurate rates-because the carri.,er would not be able to pass extra expenses
on to.CQIlsUD'lers. Ina highly competitive environment, this statement is true,
~toJ::h.eLECslt.renot y~t ina highly oompetitive environment. Moreover, the
~. ',clepreciation chQiq~s'affect rates. If a carrier were to increase
depreciat:ion rates and tnus, deprec.,iation expense unnecessarily, it would lower
ear.ging~~ If the cafri~rwould have bee~ in tne sharing zone without the
incs::....sed cl~preciat;ion,ratepayerswould lose future rat~ reductions that
would normally accompany a carrier's sharing obligation. 8

46. The LECs' argument that external controls are sufficient is also
unpersuasive at this time. As the Ernst and Young Report states, GAAP places
s~~limits on a carrier's ability to use depreciation expense to manage

77 We' note that any option gJ.vJ.ng carriers more flexibility in the
depreciation. prescriptiQn proc::ess offers t!'1em some opportunity to manage their
earnings. However, the basic factor range option minimizes such opportunity
by its use of ranges based ~n currently prescribed depreciation rates, the
opportunity for review of such ranges, and the determination of the
r.ason~leness of factors within established ranges.

78 ALSC could also affect prices paid by consumers through the lower
formula adjustment threshold. If earnings were low enough to trigger the
lower formula adjustment threshold, the LEC could increase rates.
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earnings. 79 However, we do not find the Brnst and Young Report entirely
persuasive because GAAP is investor-foCUHd. One of the primary purpo..s of
GAAP is to ensure that a company does not present a misle.ding picture of its
financial condition and operating results by, for e..-ple, overstating its
asset values or overstating its earning., whidh would mislead current and
potential investors. GAAP is guided by the conservatism principle which
holds, for example, that, when alternative expense amounts are acceptable, the
alternative having the least favorable effeet on net inCCllM should be und.
Although conservati_ is effective in proteetil19 the interest of inve.tors, it
may not always serve the interest of rat..,.rs. ConHrvatism eould be und
under GAAP, for example, to justify additional (but, perhaps not "reaeaftable")
depreciation expense by a LlC to avoid its lIbaring obligation. Thu., caAP
would not effectively limit the opportunity for LlCs to manage earnings .a as
to avoid the sharing zone as the buic factor range option. In this instance,
GAAP does not offer adequate protection for ratepayers.

47. The LiCs also argue that regulatory oversight will prevent carriers
trail using depreciation to manage earni.... Again, it is true that our
oversight and state ~.sions' oversight CUI prO'ride IIClm8 proteetiClll through
filing requirem&nts and lIlOI1itoring. HOW'Nr, we beU.ve the best approaClh,
the approach that most appropriately balances ratepayer and caapany interests,
is to ensure carriers do not use depreciation to avoid their sharing
obligation in the first place.

018. Nor are we convinced that the additional sateguards prqpoaed by the
LICCs adequately addre.s our concern. at this t~. 1fcoeof the sat~
individually minimi.es the carriers' opportunity and incentive to avoid
sharing through the use of depreciation opeD.e as affectively as the baa:i.c
factor range option. Moreover, imposing all of the propoHc1 sateguarda would
produce a process more burdensome than the ba.ic factor range option with le..
ratepayer protection. Por example, if we _re to require carriers to fi·le
rates in the first quarter, require independent auditors to certify rate.,
limit the percentage of change in overall _reeiation expense LlCS could ~e
annually, and limi t the percentage of ctepreciation expea.e or rate chaBge per
acCOUnt LECs could make annually, this simple option becamesnearly as
burdensome as the current process. Moreover, even with the.e safeguards, ..
would need to undertake analyses similar to that required by the basic factor
range option. ao

(iii) State Support

49. In addition, although not determinative of the issue, we note that
state commissions aver they will reject the price cap carrier option, and many
maintain that they will require carriers to follow, for intrastate purposes,
the same requirements or ones similar to those now imposed by this

79 USTA Reply at Brnst and Young Report. GAAP may be an effective
control in a vigorously competitive environment; however, the LBCs do not yet
face such an environment.

aD For example, to limit the overall change in depreciation expen•• , we
would need to ascertain what those limits should be, which would likely
involve determining something similar to a range. This would require analysis
of current and other depreciation data.
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C~.aicn's cSlapr-.:i.ti iption process. 81 Without state support, we
fin4USTA'a ..t~ee of i-'8t~.tive ..viDga to be overstated, especially
sinCe the seates' jud,lMItati_ atenc:I8 to approximately 7S\" of carriers I plant
co-ta.

(iv) Other Objectives

50. we note that tM lACe, in supporting this option, argue that the
price c.p c~ier optiOd caD fu1,t11 ....1'.1 objectives including some that
....re not the priraq foeus of ebb procHding. Specifically, the LBCs argue
that daia option ia neoes-.ry bec.... : the C~i88ion does not prescribe
lacC\lraCe" depreciatian rat..; the degr.e of flexibility afforded by the
option 11 Mc.aauy fOr~ to ClCIIIIiJet.; and this option will provide
incen~ives for LBea to IIOdemhe their networks. We disagree with the LBCs'
conclusions.

51. We di~ .ith the LaCs that the price cap carrier option is
nece.aar:y beca.u.. the ee:-iaaicn baa not preacribed "accurate" depreciation
ratea. we recogni.e tbat, in ·thel. past, our depreciation practicl! and rates
My .bave la~ behineS c:ban~ in the teleee-aunications market. However,
we bave corrected· for ~.. past probl... by focusing more on the future,
rather than ihe paat,'adopting a remainiDg life rate formula,S' and adopting
BID methods. S Our review of the LBCs' reserve pos;i.tions overall indicates
that the fEC. I depreciation rate. have not been unreasonable in recent
history.' Moreover, we are unpersuaded by LEC comparisons of the lives of
plant underlying th.ir depreciation rates with plant lives used by cable

81 bA JL.JL., Colorado Ccaai.s8ion Cc:.nents at 5; Nebraska Canmission
Comments at 2 - 3; Ne. York Commission COIIIIl8nts at 7; and Texas Commis.ion
Comments at 4-5.

S2 bA Amendment of Part 31 (Uniform System of Accounts for Class A and B
Companie.) so a8 to Permit Depreciable Property to be Placed in Groups
Comprised of Units .ith Bxpected Equal Life for Depreciation Under the
Straight-Line Method, 8IPPrt and Order, 83 FCC 2d 267 (1980) (BLQ Dtpreciatioq
~), recon., 87 PCC 2d 916 (1981), supplemental opinion, 87 FCC 2d 1112
(1981) .

83 ELQ Dtpr.ciAticm Order, 83 PCC 2d at 294. au. A1..Ig Ameritech Comments
at 2-3 ("[T)he Coamis.ion prescribed life projections tor the Companies'
accounts that weI" .ithin +/- 25 percent of the historical mortality factors
les. than 39 percept of the time.... Companies provide the Commission
estimate. of their depreciation rates based on other analyses, such as
technology sUbstitution forecasts and product life cycle forecasts." (emphasis
added» .

8' BLQ Depreciation Order, 83 PCC 2d at 288-290, paras. 76-84.

85 ~. at 280-286 and 293, paras. 47-66 and 93, respectively.

86 The overall LEC reserve is approximately 40t; this Commission's staff
studies show that the reserve should be approximately 42\". Moreover, since
1981, the reserve has grown from approximately 19\" to its current level of 40t
tciday.
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campani.sand foreign telecommunications ~ies. They have failed to
demon.trate that their c~ari80ns are reasonable. Por example, the LlCs do
not Bhow that the lives of plant for foreign telecommunications compani.s are
measur.d in the same manner, determined by the same methodologies, or
correspopd to plant h.ld by LECs. 87

52. w. alBo do not find that the price capcard.r apt~QO:, .~udiD9

alon., is likely to encourage investment in the telec:aa-unications
infrastructure. we understand the LlCs to argue that higher (and in the LlCs'
view, more accurate) depr.ciation rates encourage infrastructure inve.tment
because, with higher depreciation rates, thelik.lihood of fully recovering
investment costs is increas.d. 88 It has DOt be.n the Ca.ission's experience
that increasxf depreciation rates lea4to increased infra.tructure
development. Th.re is currently no requirement that the additional revenue
flowing from incre.se. in depreciation expen.e actually be spent on
infrastructure development. Moreover, while the LlC.' argument that increased
depreciation rat.. incr.... the likelihood of recovery of plant investDlent may
have IICID8 validity under a cost-plus syst_ (like rate of retum/rateba.e
regulatiorl), under ~ pz-ice c~ IIYBt- this ar~nt lose. force. To enwre
full recovery from rat-s-yer. under price c. regu1atiaa, depreciation expenee
would need to be treated a. an exogenou. co.t. Jfot:hing on this r.cord would
lead us to conclude that exogenous treatment of depreciation expen.e is in the
public interest.

53. IqK)rtantly, in regard to .ach of the LIlCs' additional objective.,
"accurate" depreciation rates, c:CIIlPtItitive ability, and infra.tructure
development, we note that this Commission pre.cribes depreciation rat.s based
on carriers f inve.e-nt plans. Our rat.s arebasect on carriers' own decisions
of when to deploy new plant and to retire old plant. In pre.cribing rate., we
also give great weight to the companie.' future plant investment plans. All
the LlCs implement network modernisation plans, their depreciation rates and
exPen.. should follow naturally. Thus, we believe that the LlCs' additional
objective. are addr••••d under our current process and will continue to be
addres.ed under the option we adopt today.

5'. Finally, we find unp8r8uasive the LlCs' arvu-ents that this option
is necessary for them to c~ete in the interexchange access market. Although
facing emerging competition todaY, the LECs have long been the "bottleneck" of
interexchange acces.. At this stage of competition's development, a dramatic
change in our depreciation pr••cription process such as the price cap carrier
option, is not necesury to place LlCs on a level playing field with new
market entrants. As discus.ed above, provided that our depreciation process
is representative of actual liates of plant reti:relMAt, the existence of
competition, standing alone, does not justify a change in depreciation rates.
As competition increases, how.ve~, we will address specific depreciation
issues when they arise.

87 We note also that foreign telecomMunications cc.panies may be more
directly influenced by gove~ntal policies than American corporations.

88 ~ USTA Reply at 23. ~ AlI2 Pacific: Comment. at 5-8.

89 For example, for the period 1980-1992, prescribed depreciation expense
more than doubled, while network investment decreased.
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55. At tbe tiM, .. recogDbe that the LaCs are Operating in a
rapidly-changing eavirCli "Dt. Teleco mications technology is changing at an
unprece~ilteeSpace, IlftcS~ baa been a rllPieS expansion of the services that
new tec:bliology .... poHiJtle. 'l'be L8C. now faee ...rging CClalP8tition iil
their eurrentmarketa, Which i. likely to increaae.'O They are eSeploying
incre.singly sQPhisticatecl uet-.orks that provide va.tly increa.eeS intelligence
anc1;capaoity.

, 5'. we racogn:be that the iacreue ill ~tition aneS the rapieS changes
in teehD.ology ancS ..moe. _y lead ~. to request an acceleration of their
depreciation to reflect an increase in their replacement of plant to ensure
~r0v*4 l'letwork fuactiaeality ancS ..rvice quality: We must ensure that the
regulatory proce.. will rellJlClQd quickly to the.e ciynaIIlic market aneS
technological change.. The goal of our depreciation .prescription process is
to accurately reflect the actual rate of plant retirement. We would not want
any lag in that proce•• to iDbibitcarriera from moving forward with their
i~rastructure de'Y81cs-ent plans. We therefore inteneS to institute a further
proeeeeSing as expeditiou.ly as possible to explore way. ,in which our
depreciation proCess and ~icies can beca.e more responsive to actual changes
in patterns of lAC iD'YeatMnt and plant retir..nt. We would expect to
consider.pecific ways of rewardiilg, through increased depreciation, those
canpanie. that rapidly IftOdembe their infrastructure to meet market and
tecbnologicalehanges.

2. ImplllDlAt;A,ioq of ,he Basic ragt;Qr Range Qption for the Price CAp

a. S~ry

57. We now adch"... ialpl..ntatioa i ••ue. ratseel by the decision to
incorporate thebe.ic factor range option into our depreciation prescription
proce.s. We conclude that:

(1) we will begin to incorporate range. into the depreciation pr~s
in 1994;

(2) we will establjfh ranges for all accounts, to the extent feasible
and as soon as possible;

90 ~ IYQ[A n. 20.

91 Although we speako£ prescribing depreciatioo rates by account for
convenience, as a practical matter, we pre.cribe depreciation rates by rate
category. For a majority of plant accounts, there is only one rate category.
However, for six plant accounts, we allow carriers to subdivide the accounts
so that there is more than one rate category..... 67 C.r.R. IS 32.2232,
32.2621, 32.2422, 32.2423, 32.2426, and 32.2626 •. 111e IIIIljority of carriers do
subdivide the.e six accounts because they seek rates for .are homogeneous
groupings of plant within these aCCOUilts. Por exaMPle, in the cable
accounts, we generallypreacribe a separate rate £or,c:opper (metallic) and
fiber (nonmetallic) cable. We do not, by our reference to prescribing rates
by account, foreclose the possibility that we will establish ranges based on
the data at the rate CAtegory level.
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. (3) .. will allow a carrier to begin Wli.., the r~ approach in 1".,
if tIMa· c::::uri.~'. current ••:i.c factor. fall witl'li.D the e.tUliee4 ran..., a.
".cd.bed .befti~;

(4) ,."'I'~llno~ allow a carriar to ~in u.i,zag tber~e approach UDtil
it. next.CbedUled preeeription, ifite eurreDt baeie factor. fa~l outeide the
ran.ge.; aDcI

(5) we will allow a carrier, once it. baaic factor. are in the
eetablillhed ranv-. for &II account, ... flexibility in Hleoting ba.ic fecton
f~ withiD tho.e r ..... , .. deec:ribed herein.

w. direet .. the aureautQ ree:a-end to tbe C~e.ion tbe initial -.t of r-..
account. and tMiJ:' r..... a. 1I0OI1 a. po••ible eo thattl1eC~••iOll lIllY .eek
C1~t on tho.. acc::ouDte an4 range•.

b. . Data and P~e. to be O..cI to ••tabUah ~.

(1) ID.troduc:tion

58. IDthe _w, we invited eo .aton the data to be ueecS to
a.tabU_ the range.. "al.o invited (W .-:t on the 4IPP1"opda~e wiclth of ~
raD98.. t1e.~ forth atentatift propoeal to ••t_11ah r ...... of +./- one
.tan&lrcl •deviation f~ the indu.try-wide a".ng. of the ba.ic factor.
'LUJCSerlying currently praecribed depreciation rat••. '2

(2) Cc:..eDt•.

5'. A Ilajority of the cc.DUting .tat.~•.iOll8 ..... that the
.tueillSpoiDt for any ..t if range. IIhOulcl be tb. buic factor. ~rlying
currentlypn.acribecSrate., .~tbOUfb a few ....t ~C ttt raagea eould
CClQJIidilr .apecific .tateplaneaffeetm. depreciat.iClllratee. The L8C., .. a
group, reject this -Wroach, ellP8CiaUy for laqe.acCOUDt•. 'S The carriere
argue that the.. factOr. are too risrid ,in light of the CCi'Dtinuil1g cbaDg.. ill
tec::blOlogy andcc.petitiGll. '1'hey ..,.,..ttbat the C~••i~ u••, .. a
starting point, (1) baeic factor. UDderlying the LIC.' and txC.' .a.t r.Qently
propo••d depreciation rat.s; or (2) forward-10Qkil1g data fram the entire

'2 loUce, 8 PCC Red at 148, para. u.

'3 au L.sL.., Idaho ee-i••ioaCaMlelate at 3; Incliua CCl8lli••ioa C~nts
at 4; aDdltichigan C~eeion Staff .0= T tnte at 5. ... &lIQ SCA C~t. at
12.

'4 IIA ~, ~.eouri Commieeion C~ts at 2.

t5 au. L.!L., .-edt:.chCOIIMD1;.at 10; CJl'8 C~t. at 11; apd lMUX
COIIIIente at 14-15. Bell Atl~tic, bowaftr, suggests that basic factore
underlying curr8l1tly pre.cribed rata. could be uaed for th. em-ll accouqt8, if
a range width of two 8tendarcl deviatione is uead. Bell Atlantic CClIIIft8nte at
11.
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telecommunications ~nduatrr." UDited states that the Commission should, for
specif:i.c accounts,' OYer.. tile clnel~nt of benchmark lives using
"in~t cutddll -.1,.1_.., ankcounting Firm(s), a Technology Futures
firm(s), and a ill.~ Uftieatioaa &qui~nt Manufacturer(s), as well as the
affected LECs."

60. The c~ters allN> atdr.ss the issue of what the width of the
ranges should be. Althougtl -.ay Btai' cC8lissions support our proposed range
width of +/- one standarddll~ation, some state c~issions are concerned
that a width of one standard deviation would be too narrow to effectively
capture most of the CQIIPU1i.s' lNuaic factors. 100 A number of those state
cCDlftissions suggest alteraati.,. range widths 101 All of the cClq)anies
addressing this issue propose wider ranges.i02 USTA argues that ranges
should be wide enough for carriers to have room for adjustments over time. 103

(3) Discuesion

61. Sstablbhing the.. ranges requires us to consider our objectives in
light of the public interest. On the one hand, we wish to make the ranges
wide enough to acCClalaOdate a significant number, if not all, of the LECs. On
the other hand, we must not maka the ranges so wide that they would no longer
enable us to exerci.. effective oversight of depreciation rates. It is for
this reason that we proposed to establish ranges based on current basic
factors with a width of one standard deviation. We have already reviewed

" iaa ~, Bell Atlantic Cam.ents at 11; BellSouth Comments at 35;
NYNBX C~nts at 14-15; and SNBT Comments at 18.

97 The accounts are Central Office, Circuit, Copper, Fiber and Pole
accounts.

98 united Ccaaents at 8-'.

99 a.a~, Idaho Commission Comments at 3; Indiana Commission Comments
at 4; and Michigan Coaaission Staff Cam-ents at 5.

100 iI§~, Washington Commission Comments at 3, California Commission
Comments at 3; Wisconsin Commission Comments at 3.

101 For example, California Ccmmission suggests using a range width that
would include all carriers' current basic factors. California Commission
Comments at 3. Wisconsin C~ission suggests that the Commission establish
ranges wide enough to accommodate 80t of current basic factors. Wisconsin
Commission Comments at 3.

102 CBT aDd Bell Atlantic proposed a width of at least two standard
. deviations. CBT Ccaaents at 11; Bell Atlantic Comments at 11. SNBT
recommended that the width babesed on the highest and lowest proposed factors
by carriers. SNiT Comments at 18.

103 USTA Comments at 19.
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