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Before the 
Federal Communications Commission 

Washington, D.C. 20554 

In the Matter of 

The Prescription of Revised Percentages of 
Depreciation pursuant to the Communications 
Act of 1934, as amended for: 

CINCINNATI BELL TELEPHONE COMPANY 
CITIZENS UTILITIES COMPANY 
OF CALIFORNIA 
CONTEL OF CALIFORNIA 
CONTEL OF NEW YORK, 
IN CORPORA TED 
THE DIAMOND STATE TELEPHONE COMPANY 
GTE FLORIDA IN CORPORA TED 
GTE HAWAIIAN TELEPHONE COMPANY 
INCORPORATED 
GTE NORTH INCORPORATED 
GTE NORTHWEST INCORPORATED 
ILLINOIS BELL TELEPHONE COMPANY 
MOUNTAIN STATES TELEPHONE AND 
TELEGRAPH COMPANY 
NEVADA BELL 
NEW JERSEY BELL TELEPHONE COMPANY 
PACIFIC BELL 
PACIFIC NORTHWEST BELL TELEPHONE 
COMPANY 

ORDER 

Adopted: December 29, 1988; Released: January 25, 1989 

By the Commission: Commissioner Dennis dissenting 
in part and issuing a statement at a later date. 

I. INTRODUCTION 
1. In this Order, we prescribe depreciation rates and 

amortizations for fifteen domestic carriers that filed re
quests in 1988 for changes in their annual depreciation 
rates expenses. 1 We developed the prescribed depreciation 
rates and amortizations listed in the Appendix after con
sidering the studies underlying the carriers' requests and 
the comments of the interested parties. 

II. BACKGROUND 
2. Depreciation is the loss of service value incurred in 

connection with the use and prospective retirement of 
telecommunications plant from known causes, the effect 
of which can be forecast with reasonable accuracy.2 De
preciation accounting is the mechanism through which 
the loss in service value is distributed to operating ex
pense during the service life of the plant. This Commis
sion is authorized to prescribe depreciation rates to 
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compute the allowable depreciation expense for telephone 
common carriers as part of our responsibilities under the 
Communications Act of 1934. 3 

3. Depreciation is an important factor in the determina
tion of a carrier's revenue requirement. It has two pri
mary effects. First, the depreciation expense is included 
directly as a part of a carrier's revenue requirement. 
Second, the accumulation of the depreciation expense, 
which is commonly described as the depreciation reserve, 
is a deduction from the rate base and therefore affects the 
return component of a carrier's revenue requirement. 

Ill. REVIEW PROCEDURES 
4. It is our practice to review and revise, as necessary, 

depreciation rates and amortizations for approximately 
one third of the larger local exchange carriers (LECs) 
each year. This year, in accordance with this triennial 
schedule, the LECs listed in the caption submitted studies 
proposing new depreciation rates and amortizations based 
upon revised estimates of the primary depreciation factors 
(i.e., equipment service life, net salvage and mortality 
dispersion patterns). 

5. The Common Carrier Bureau (Bureau) thoroughly 
reviewed the carriers' studies and proposals and prepared 
its own preliminary analysis. Pursuant to Section 220(i) of 
the Communications Act, 47 USC § 220(i), the Bureau 
transmitted these analyses by letter to the relevant state 
commissions. The Bureau then conducted meetings and 
telephone conversations with representatives of the state 
commissions and carriers to obtain information regarding 
depreciation factors for determination of the depreciation 
rates, amortizations, and expense levels. After these discus
sions the Bureau reevaluated its preliminary recommen
dations, and, in many cases, revised them to reflect 
additional facts raised by the carriers and state commis
sions. Finally, the carriers formally filed with this Com
mission proposals for the prescription of revised 
depreciation rates and amortizations. 

6. The Bureau described the annual depreciation ex
pense impact of its proposed rates and amortizations in a 
Public Notice dated August 26, 1988 which invited inter
ested persons to file comments.4 The Bureau transmitted 
to each carrier and respective state commission a copy of 
the Public Notice and a list of the depreciation factors 
used to calculate its recommended depreciation rates and 
amortizations. The Florida Public Service Commission 
(Florida PSC), GTE Florida, and GTE North filed com
ments. The staff of the Missouri Public Service Commis
sion (Missouri staff) filed a reply. 

IV. DISCUSSION 
7. For the vast majority of the accounts under review, 

the carriers filed proposed depreciation rates and am
ortizations consistent with the Bureau's recommendations, 
and no party filed opposing comments. 5 Based upon the 
record supporting these rates and amortizations, and in 
view of the fact that we have received no opposition to 
their use, we prescribe these rates for the affected carriers. 

8. For the remainder of the rates (21 rates for GTE 
North-Missouri and one rate for GTE Florida), either the 
carriers filed for rates inconsistent with those proposed by 
the Bureau's Public Notice or parties filed comments 
objecting to them. In addition, GTE North has proposed 
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the ~se of amort~zatio~ rroced~res to eliminate a reserve 
deficiency for Missouri. We discuss below our findings 
concerning these matters. 

A. GTE North ·Missouri Objections 
9. GTE North requests certain depreciation rates dif

ferent from the rates proposed by the Bureau for 20 of 
the 24 rates proposed for Missouri. In its comments, 
however, GTE North has not provided any support to 
demonstrate why the rates proposed by the Bureau are 
incorrect or why its proposed rates would be more ac
curate. Because the Bureau's rates are supported by a 
study _of the applicable service lives and salvage values, 
and smce GTE North has provided no other basis for 
adopting alternative rates, we adopt the rates proposed by 
the Bureau. 

B. GTE North • Missouri Amortization 
10. Our studies show that GTE North-Missouri has a 

reserve deficiency of five perc.ent of its plant investment 
based upon the depreciation factors which underlie the 
Bureau's recommendations.7 This exceeds the average in
dustry reserve deficiency of four percent.8 GTE North 
prop~ses t~ eliminate its depreciation reserve deficiency 
m Missouri by the use of amortization procedures instead 
of remaining-life depreciation procedures. The Missouri 
s~aff opposes such treatment, claiming that the remaining
hfe methodology already in place will be adequate for 
GTE North's needs. Considering GTE North-Missouri's 
reserve situation, however, we see no valid basis for de
parting from our policy established in the Amortization 
Order nor have the parties identified one.9 

11. Although we have concluded that GTE North's 
reserve deficiency in Missouri should be eliminated 
through amortization. we do not agree with its proposed 
amortization period. GTE North proposes a three-year 
amortization period but provides no justification for its 
proposal. In the Amortization Order. we concluded that a 
five-year amortization period produces an appropriate bal
?nce between the speed of recovery of the deficiency and 
impact on ratepayers. 10 As a result, we ordered a five-year 
amortization of the reserve imbalances of the LECs. For 
the reasons identified in the Amortization Order, we con
clude that the use of a five-year amortization schedule 11 is 
appropriate for GTE North's reserve deficiency in Mis
souri. Use of a five-year period will provide a timely 
resolution of the deficiency for the carrier without 
causing an inordinate burden on the ratepayers in any 
one year. 

C. GTE North • Missouri • Electromechanical Switching 
Equipment 

12. GTE North proposes an increase in the depreciation 
rate for its Electromechanical Switching Equipment Ac
count in Missouri, based upon its current switch replace
ment schedule which significantly reduces the estimated 
life of its electromechanical switches. The Missouri staff, 
however, proposes that the existing rate be maintained. 
The Missouri staff questions the economic benefit of 
many of the electromechanical switch replacements made 
to date as well as those scheduled for retirement in the 
next few years. 

13. We cannot agree with the Missouri staffs proposal 
for this account because it is inconsistent with GTE 
North's electromechanical switching equipment retire-
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ment plans, and we believe that GTE North has ade
quately demonstrated its ·ability and intent to carry out 
such plans as well as the reasonableness of its schedule. 
The depreciation rate that the Missouri staff proposes 
corresponds to an average year of final retirement 
(A YFR) 12 of approximately 1995 while GTE North's new 
replacement plan is consistent with a 1993 A YFR. We 
believe GTE North's new plan is reasonable and attain
able. GTE North's electromechanical switching retirement 
plan for Missouri is less aggressive than its plans in other 
GTE North jurisdictions13 and the plans of other carriers 
that our staff has recently reviewed. 14 Furthermore, GTE 
North's retirement plan represents a reduction in the 
level of retirements of electromechanical switching to a 
point well below that which it has already accom
plished.15 Finally, the Missouri staff does not provide 
adequate support for its contention that the replacements 
should or will be delayed. As a result, we prescribe a 
depreciation rate for this account using a 1993 A YFR. 

D. GTE Florida Analog Electronic Switching 
14. GTE Florida proposes a decrease in the projection 

life 16 for the Analog Electronic Switching Account from 
11.5 years to 7.5 years as a result of a new company 
program which calls for the rapid replacement of its 
analog electronic switches. The Florida PSC agrees with 
GTE Florida and recommends adoption of a depreciation 
rate for this account that is consistent with the carrier's 
new replacement plan. 

15. GTE Florida's proposed new plan substantially ac
celerates its analog electronic retirements. In part because 
of this plan, GTE Florida requested permission to file a 
depreciation study one year earlier than scheduled under 
this Commission's three year represcription process. 
Based on its new replacement plan for analog electronic 
switches, GTE Florida requests a substantial reduction in 
the projection life for this account which would result in 
a substantial increase in the depreciation rate. Moreover, 
GTE Florida claims that failure to prescribe the higher 
rate this year would assign disproportionate amounts to 
state ratepayers because of separations changes which will 
assign more central office costs to the state jurisdiction 
over the next four years. 

16. Our review of GTE Florida's proposal raises several 
concerns about the plan. We note that GTE Florida's new 
plan proposes retirements during the 1989-1991 period 
which are more than four times the retirements exper
ienced during the 1986-88 period, and that the new plan 
represents an acceleration of 42 percent over the Com
pany's previous plans. Moreover, such a tremendous ac
celeration in retirements of analog electronic switches is 
not consistent with the rest of the industry. The life 
proposed by GTE Florida is 7.5 years: the average of the 
lives for all other carriers is 15.5 years. 

17. In order to review the Co~pany's new plan, the 
Bureau :equested additional data.1. Based on a prelimi
nary review of the Company's economic studies, we have 
serious questions about the economic justification for re
placement of the existing analog electronic switches. For 
example, GTE Florida's economic studies show high es
timates for line addition costs for analog electronic equip
ment throughout the replacement period. The high cost 
of line additions is one of the primary economic factors 
identified by GTE to support the accelerated replacement 
plan. The line addition costs should decline during the 
replacement period, however, because the carrier should 
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be able to reuse a substantial amount of retired analog 
electronic equipment in subsequent line additions of re
maining analog electronic offices. Finally, we note that 
GTE Florida already has the highest depreciation rate in 
the industry among carriers with a substantial investment 
in analog electronic switches. 

18. Accordingly, we do not prescribe a higher rate for 
GTE Florida's Analog Electronic Switching Account at 
this time, pending our further review of GTE's replace
ment plan. We will delay prescription of a new rate for 
this account until the Bureau has had an opportunity to 
obtain additional information on these issues and to re
view the data underlying the GTE Florida replacement 
plan. We direct the Bureau to continue its review of the 
plan and make a recommendation to us in 1989. 

19. In the interim, the Company should maintain the 
projection life underlying the current rate. Such action 
will not adversely affect GTE Florida since it already has 
one of the highest depreciation rates for analog electronic 
switches in the industry. In addition, we have depreci
ation procedures in place which allow the Company to 
recover its full investment over the life of the equip
ment.18 Finally, we do not believe that a carrier's concern 
about the effect of changes in separations procedures, in 
itself, warrants the adoption of a substantial increase in 
depreciation without proper substantiation and review. 

E. Amortizations for Dying Accounts 
20. Our remaining-life procedures engender a number 

of technical problems when applied to accounts that are 
rapidly being phased out (i.e., "dying accounts"). For 

· example, if the final date of termination of service is 
mis-forecast by as little as a few months, the depreciation 
rates can change drastically. The most practical way of 
resolving this problem is to apply an amortization proce
dure which adjusts the depreciation expense each month 
to reflect accounting activity. 19 This allows the carriers to 
reduce the account balance to zero in relatively even 
increments. 

21. During the 1988 review, the Bureau identified eight 
"dying accounts", and concluded after thorough review 
that the use of an amortization procedure to write off 
these accounts is consistent with this Commission's policy 
and practice. No commenting party opposed this proposal 
for these accounts. We conclude that special amortization 
procedures should be used for the accounts and amortiza
tion periods indicated below: 

Company and 
Jurisdiction 
Cincinnati Bell-Ken
tucky 
Cincinnati Bell-Ohio 
Citizens Utilities of 

· Calif. 
GTE Hawaiian 
Telephone 
Illinois Bell 

New Jersey Bell 

Account 
Crossbar 

Crossbar 
Analog Electronic 

Crossbar 
Autovon 
Step-by-Step 
Crossbar 
Electromechanical 
Switch. 

Amortization 
Period (Months) 
36 

36 
24 

36 
36 
36 
36 
18 

22. The special procedure for calculating the amortiza
tion for "dying accounts" is as follows: 

1. Determine the net service value (i.e., gross book 
cost less book reserve less future net salvage) at the 
beginning of each month. · 
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2. Divide the net service value determined in Step 1 
by the number of months remaining in the am
ortization period. For example, if the amortization 
period is 36 months, the first month's amortization 
is 1/36 of the net service value at the beginning of 
the first month. The second month's amortization is 
1135 of the net service value at the beginning of the 
second month and so on. 

F. Effective Dates 
23. Prior to 1987, we allowed the carriers flexibility in 

the effective dates of our depreciation rates in order to 
accommodate their need to file tariffs incorporating the 
new rates.20 By allowing a carrier to adopt an effective 
date between January 1 of the filing year and January 1 of 
the subsequent year, we can balance the requirements of 
proper accounting, which argue for the immediate im
position of new, more accurate rates, and the realities of 
the regulatory process, which prevent carriers from im
mediately responding to changes in their revenue require
ments. All of the carriers in this order requested an 
effective date between January 1, 1988 and January 1, 
1989. Inasmuch as no comments were filed in opposition 
to the requested dates and the companies' requests are 
within our rules and are consistent with our past depreci
ation orders, we adopt the effective dates in the Appendix. 

G. Submission of Whole • Life Depreciation Parameters 
24. In the depreciation prescription orders which we 

have approved since our decision in Property Depreci
ation,21 we have required that depreciation filings include 
whole-life rates so that we could determine the size of the 
depreciation reserve imbalance and the speed with which 
our actions were resolving the imbalance. Because of our 
continued interest in these matters, we require carriers in 
this order to continue to file whole-life rates that are 
consistent with the prescribed rates until notified to the 
contrary. 

H. Conclusion 
25. Having considered the carriers' proposals, and the 

studies upon which those proposals are based, the views 
and recommendations of the states, the responses to the 
Public Notice, and the Bureau's studies and analyses, we 
adopt the depreciation rates, amortization amounts, and 
effective dates listed in the Appendix. 

V. ORDERING CLAUSE 
26. ACCORDINGLY IT IS ORDERED, pursuant to 

Sections 1, 4(i), 201-205 and 220(b) of the Communica
tions Act of 1934, as amended, 47 U.S.C. Sections 151, 
154(i), 201-205 and 220(b), that the percentages of depre
ciation and amortization amounts set forth in the Appen
dix to this Order ARE PRESCRIBED, effective on the 
dates listed. 

FEDERAL COMMUNICATIONS COMMISSION 

Donna R. Searcy 
Secretary 
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FOOTNOTES 
1 A full review was made for fourteen of the carriers listed in 

the caption (all except Pacific Northwest Bell Telephone Com
pany). Pacific Northwest Bell is included in this order because 
its Idaho facilities were studied with Mountain Bell's Idaho 
facilities. 

2 47 C.F.R Section 32.9000. 
3 See generally 47 U.S.C. § 220(b) (1982). In recent years, we 

have also prescribed amortization amounts to resolve depreci
ation accounting problems. See Amortization of Depreciation 
Reserve Imbalances of Local Exchange Carriers Report and Or
der, 3 FCC Red 984 (1988) (hereinafter Amortization Order). An 
amortization amount is a specific amount to be charged to 

depreciation expense each year as opposed to a depreciation rate 
which is applied to the plant investment to determine the 
depreciation expense charge. 

4 Depreciation Rate Prescriptions Proposed for Domestic Tele
phone Companies-No_tice of Opportunity to Comment, 3 FCC 
Red 5841 (1988). 

s Of the 760 rates prescribed by this order, only 22 were 
challenged. 

6 GTE North-Missouri was not affected by the five-year am
ortization policy we adopted for LECs in 1987 in the Amortiza
tion Order because we did not previously prescribe depreciation 
rates for GTE North-Missouri. Prior to this review, the Missouri 
operation was part of GTE Midwest, a smaller carrier for which 
we did not prescribe rates because of its size and practical 
staffing constraints. In 1987, GTE North was formed by combin
ing GTE Indiana, GTE Ohio, and GTE Michigan, three carriers 
for which we have prescribed rates for several years, with five 
smaller carriers: GTE Illinois, GTE Pennsylvania, GTE Wiscon
sin, Garrett Telephone Company, and GTE Midwest. 

7 A reserve deficiency exists when the theoretical reserve (i.e., 
the amount that would be in the reserve account if the current 
life and salvage estimate had been used since the plant was 
placed in service) exceeds the book reserve. See Amortization 
Order. 3 FCC Red at 984 n.6. 

8 This figure was determined by analyzing the reserve figures 
contained in the Appendix to The Prescription of Revised Per
centages of Depreciation pursuant to the Communications Act 
of 1934, as amended, for: The Chesapeake and Potomac Tele
phone Co. of Virginia, et al., 3 FCC Red 1724 (1988). 

9 The Supreme Court held in Louisiana Public Service Com
mission v. Federal Communications Commission, 106 S. Ct. 1890 
(1986), that the state commissions are not required to follow 
FCC-prescribed depreciation methodology and are free to use 
any depreciation methods, procedures and rates that they choose 
to for intrastate ratemaking purposes. Thus, in this instance and 
in other areas in which we· disagree with the Missouri or 
Florida Commissions in this proceeding (see paras. 12-19, infra), 
our resolution of the depreciation issue does not preclude the 
state from adopting a different procedure for intrastate 
ratemaking. 

10 Amortization Order, 3 FCC Red at 988-9. 
11 As is our standard practice, for any account with an average 

remaining life of 5 years or less, we will continue the use of the 
remaining-life depreciation procedure. See The Prescription of 
Revised Depreciation Rates for: AT&T Communications of Cali
fornia, Inc., et al., FCC 85-568 (released Oct. 23, 1985), para. 8. 

12 The A YFR is a weighted average for all equipment in a 
particular category based on the investment and estimated year 
of final retirement for each piece of equipment. 
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13 The A YFRs for electromechanical switching equipment for 
other GTE North jurisdictions average 1991, or two years earlier 
than for Missouri. 

14 The A YFRs for electromechanical switching accounts for 
all carriers that were reviewed this year average 1992, or a year 
earlier than for Missouri. 

15 For example, GTE North estimates that it will retire only 
$4 million of electromechanical switching equipment during the 
1988-1994 period. It retired more than $12 million during the 
1983-1987 period. 

16 The projection life is the current estimate of the expected 
entire lifetime of an account. 

17 GTE Florida responded to our requests through October 4, 
1988. This additional data consisted of economic studies 
underlying the placement of analog equipment initially and also 
its replacement by digital. 

18 Since 1981, this Cpmmission has been prescribing rates 
using the "remaining-life" procedure. In contrast to procedures 
in place prior to its adoption, the remaining-life procedure 
assures that the entire investment in an account is depreciated 
over its life, even when the life estimate is revised. See gen
erally, Amendment of Part 31 (Uniform System of Accounts for 
Class A and Class B Telephone Companies), 83 FCC 2d 267 
(1980) (Property Depreciation), reconsideration, 87 FCC 2d 916 
(1981), Supplemental Opinion and Order, 87 FCC 2d 1112 (1981). 

19 See, e.g., The Presciption of Revised Percentages of Depreci
ation pursuant to Section 220(b) of the Communications Act of 
1934, as amended, for: American Telephone and Telegraph 
Company et al., 96 FCC 2d 257 (1983). 

20 See, e.g., The Prescription of Revised Percentages of Depre
ciation Pursuant to Section 220(b) of the Communications Act 
of 1934 as amended for: American Telephone and Telegraph 
Company, Long Lines Department, 88 FCC 2d 1223 (1982), 
paras. 56-60. 

21 See note 17, supra. 
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