It appears that in most instances, the lives used by the Company are s horter than
those prescribed by the FCC. Has Mr. M arsh addres se d the discrepancies be tween
his recommended lives and those prescribed by the FCC?
Not specificaly. However, he does discuss regulated depreciationrates in general Mr. Marsh
argues that these rates should be ignored. Fist, he feels that regubted rates “do not accurately
reflect the effect ofrapid technolgical change and competition on plant obsolescence.”
[Marsh, p. 3.] Second, Mr. Marsh states that “most, if not all” ofthe Company’s potential
competitors do not have ther deprecation rates established by regulators. [Id., pp. 3-4.]

Mr. Marsh later ehborates on hs first point by distingushing between economic lives

and accountng lves. Accordingto Mr. Marsh,

Economic life is much more concerned with the expected demand of the
customers for service capabilty and flexbilty, whik the regulted accounting life
generally deak with the physical life of a group of assets in an account as
measured primarily by engineers and historical experience. [Id., p. 6.]

Mr. Marsh further states that the relevant customers ( ie., those who will purchase unbundled
elenents) willbe sophisticated and knowledgeable and wildemand access to the htest
technolbgy and dewelopment. [Id., p. 7.] Thus, the implication & that facilities used to provide
unbundled elements will be retred more quickly than projected by regulators, due to changing
market conditions and changng technology.

Are the current FCC-pres cribed depreciation lives forward looking, reflecting the
effects of rapid technological change and competition?

Yes. For mstance, n setting the generic ranges prescrbed n Docket No. 92-296, the FCC
made clear that t was ollowng a forward looking approach As stated by the FCC,

[W]e based the ranges on statistical studies of the most recently prescribed
factors. These statistical studies required detailed carrier-by-carrier analyses of
the most recent plant retirement patterns, the carriers’ plans, and the current
techno logical developments and trends. Because the proposed ranges reflect
these data, we believe that the ranges provide a reasonable degree of confidence
that the basic factors falling within their bounds will produc e depreciation rates



accurately reflecting plant retirements, company plans, and technological trends.
[Second Report and Order, Docket No. 92-296, 4 25].

It is clear that the FCC has attenpted to take nto account both technolbgical change and
economic obsolescence in establishing the generic ranges, as well as the depreciation rates set
for ndividual companges like Ameritech-Indiana. Furthermore, it is readily apparent that most, if
not all of the prescribed lives are considerably shorter than the expected physical lift of the
property in question. In other words, the FCC anticipates that property will be retred for
economic reasors prior to the time that wear and tear or physical deterioration would preclude
its continued use.

While one can disagree with the precse lives which have been approved bythe FCC
(as I do, in sone cases) i is misleading to imply that the FCC considers nothing but physical
lives when prescribing deprecation rates. To the contrary, the underlying hstoric data and
trends which are considered by the FCC reflect the impact of economic factors, as well as
physial factors. Furthermore, the FCC does not simply wait for obsolescence to occur before
taking it into account. Instead, the FCC anticipates trends and tries to project future pattems of
economic obsolescence. It tries to accurately articipate the future pattem ofretrements for
each category of investment, based upon economic and engneering judgments relating to future
technolbgical change, changing customer preferences, and similar economic factors.

In order to overcome the presumption that the FCC’s prescribed lives are appropriate
for TELRIC purposes, it is certainly not sufficient to simply mply that the FCC is boking only
at physical wear and tear, or to argue that the FCC isn’t doing an adequate job of nterpreting

and analyzing the underlying technologicaland economic trends.

Let’s tum to the specific plant categories. Would you please comment on the
Company’s proposed lives for fiber optic cable?

Yes. As shownon Scheduk 1, the Company has assumed an economic life of 12 years for
Aernl Fiber, Underground Fber, Buried Fiber, and Intrabulding Fiber. Inmy opinion, a 12-

year life ©or newly mstalled fber-optic cabk is far too short. In fact, it would not surprise me if



fber buried today would continue to retain economic valie, and to be used and maintained for
communication purposes, for another 40 or 50 years. Granted, improvements continue to be
made in the design and manufacturing of fiber, making it easier to move hrger and hrger
amounts of bandwidth through a single pair of fbers. However, much the same benefts of
enhanced bandwidth are also being achieved through improvenents in the electronics and
software that drive the fber system. In future years, when carriers seek to increase the
bandwidth or capacity oftheir networks, they are muchmore likely to replace the electronics
thanthe fiber itself. Hence, it may be a very ong time ndeed before today’s fiber willbe so
outdated as to be no longer wsed or economrcally valuabk.

Inmy opmnion, t simply sn’t reasomable to assume that fiber nstalled today will be
economically worthless in 12 short years, or to allocate the entire cost ofths investment over
the frst 12 years of’its entire life span. While it is not inconceivabk that technological
advancemerts or other phenomena will cause today’s fiber to be totally obsolete n 12 years,
such a scenario surely lies at towards the extreme lower mits of plausibility-- particuhrly for
application to an ertire network (as opposed to a particulr route or segment). Inmy opmnion,
a life span 0f20 to 25 years is much more realistic, faling toward the middle ofthe potential
range of outcomes. More specifically, I would estimate the economic life of Aerial and
Intrabuilding fber to be 20 years and the economic life of Underground and Buried Fiber to be
25 years. These recommendations are very similar to the lives prescrbed by the FCC for
Amertech-Indiana. My recommended lives are also simikr to, or slightly shorter than, the
midpoint of the generic range of20 to 30 years prescrbed by the FCC n Docket 92-296.

I recommend a shorter life for Aeral fber than for fiber placed below grade, in
recogntion of several factors. Frst, a fraction ofall aerial cable will be prematurely retred due
to storms, accidents, and other physical causes. Second, physical deterioration will adversely
impact aeral cable more qucckly than buried or underground irstallations. Thrd, aerial cable is
somewhat more costly to maintain; this may result insomewhat earlier retirement ofthese
facilities on the bass of antcipated cost savings from replacement technology. While the latter
two factors may not be sufficient, of thenselves, to justify replacement of the cable withn 20

years, these factors will to be considered by managemernt in the future, and wiltend to tip the



scales in favor of retirement at an earlier date than with below-ground nstallations.

Would you please comment on the Company’s proposed lives for copper cable?

Yes. The Conpanyhasused a 12-year life for Aernl, Underground, Buried, and Intrabuilding
copper—far shorter than the lives prescribed by the FCC for these accounts. While I believe
the Company’s lif assumption is too low, I do not dispute the fact that a relatively short lif
should be used for copper cable. In my opinion, there is a reasonable likelihood that copper
cable will become economically obsokte withn the next coupk of decades, due to the nherent
advantages of fber over copper. The difficuty lies in predicting how soon ths wil occur.
Changngtechnolgy always raisses the possibility of stranded mvestment, and some
consideration of this rsk should be given in developing an economic cost study, particubrly if
one & attempting to analyze the economic tradeoffs between copper and fiber technolbgy:.

Fiber optic cable and the associated electronics continue to declne n cost, and fiber
holds the potential for handling video dial tone, broadband data services, and other offerings
that require an enornous expansion ofbandwidth. These new offerings cannot be handled as
easily over metallc cable. That does not mean that the existing copper cable s an abatross
hanging around the Company’s neck. To the contrary, manufacturers are working aggressively
on new technologies that hold the potential for offering higher bandwidth services over ordinary
copper wires. Depending upon how successful they are in these devebpmert efforts, copper
cable installed today may continue to be used, and economically valuable, for 20 or more
years.

In my opmion, copper cabk won’t become economically obsokte (wthout any
remaining net salvage value) ©r many years to come. To be sure, if there is a rapid decline n
the cost of fber electronics, and rapid growth n the demand for video dialtone, fast Internet
conrections, and other high-speed applications, the economic vahie ofthe nstalled base of
copper cable may declne fairly rapdly. However, in evaluating the speed of ths potential
decline, t must be recognized that these trends are not entirely one-sided in favor of fber and
against copper. In fact, immprovenents in component miniaturization, advances in manufacturing

techniques, increasing demand, and other factors that are contrbuting to the downward trend in



fber electronics costs may ako serve to extend the economic life of copper cable. Within the
next 5 to 10 years, it may be technically feasible and cost effective to provide the average
household with enough bandwidth on copper to meet their demand for high-speed Internet
conrections, and to provide VHS quality video sigmals. Ifso, copper cabk would become
economically obsokte only if the ekctronics needed for a copper-based system were far
costlier than the amlogous electronics for a fiber-based system

In considering the likely economic life cyck of copper cabk, it is important to recognize
that even if Ameritech-Indiana were to migrate entirely to a fiber system, that would not
necessarily imply full exhaustion of the economic value of the installed copper plant. The
copper cable will not be economically obsokte as longas it is still cost effective to operate and
mantan and capable of providing service ofacceptable qualty. Inths regard, one must
consider not only ts value to its orignal owner, but also its potertial value to others.

In many an American family a car bought new 1 considered obsokte affer three or four
years, and the family is ready to trade it in for something better (or at least different). However,
that does not mean that the car’s economc life has been exhausted, as proven by the fact that
other peoplk will be willing to pay a substantial sumto lease or purchase that sanme car.
Similarly, if copper cabk is still suffciently valuabk that it can be profitably kased or sold to a
compettor, evenifitis no longer needed by the carrier that orignally installed t, there is no
reason to conclide that its economr life has expred merely because the original owner has
decided to move onto a fiber system. Particulrly inan increasingly competitive market,
economic depreciation must be based upon the full duration ofan tem’s economc value,
considering the entire market, not merely the frm which ntially purchases and installs the item.

Neverthekss, I recognize that there & a chance that improvements in the ekctronic
systems used with fiber cable will so greatly exceed those associated with copper that the latter
type of cable will cease being economially vable at all Whik such a scenario & not highly
probable, it is not completely implausible. AnIBM compatble 286 computer may still be
capable of performing the same functions that i performed when t was new. However, newer,
more powerful computers are so vastly superior that very few consuners are satisfied with the

performance of a 286 computer, and thus very few ofthese computers remain n use today.



>

Analogously, there may come a time when copper cable wil be littk used, even though it is still
capable of providing voice quality services at reasonable cost.

In future years, the continued economic vability of copper cable will likely depend
upon the extent to which consuners depend upon telecommunications systens to receve video
and data services, and the extentto which corsuners demand very rapid data transfers and/or
high quality video signals. On the one hand, ifmost households demand high speed services,
ordinary voice services may be provided over a high speed fiber network as nearly cost-free
“byproduct.” In that eventuality, copper cable may become economically obsolete. On the
other hand, copper cable will likely continue to be economrally viable if most households rely
on cable televsion, or are satsfied with the kvel of qualty currently provided by VHS tapes,
and 1 ther data transfer needs can be adequately accommodated at speeds that are perhaps 10
to 30 times faster than today’s standard modems. Stated differently, while it is possible that
copper cabk may become economically obsokte, this will depend n hrge part on how rapidly
the demmands for bandwidth outstrip the capabilties of copper cable, and how rapidly the cost
of copper ekctronics decline, rehtive to the cost of fiber electronics.

Consderingall of the factors and uncertainties just discussed, I believe t is reasomable
to assume that the economic life of copper cable mstalled today will be shorter than fiber cable,
butnot as short as the Company has assumed. More specifcally, I would recommend a life of
approximately 15 years for all four types of copper cable (Aeral, Underground, Buried and
Intrabuilding). Ifone were to distingush between aerial and below-grade instalhtions, the
former category could reasonably be expected to have a slightly shorter if (e.g., 14 years vs.

16 years) for the same reasons discussed earlir.

Couldyou nowdiscuss the circuitelectronics categories?

Yes. The Company has used 5 years for these plant categories, which is again too short. As
shown onschedule 1, the FCC has prescribed a generic range of 11 to 13 years for digtal
circuit equipment, and it has prescribed a life of 10.5 years for the Company specifically. In my
opinion, the generic FCC projections are reasonabk for this category, although t would also be

acceptabk to use a slightly bwer life, such as the 10.5 years prescribed for Ameritech-Indiana.



The Company has not offered any persuasive evidence to support ts assumptionof 5 years,
and ths figure s clearly too low. Ofcourse, the cost ofthis type of equpment can be
anticipated to decline in future years, along with other electronic components; thus it &
reasonable to assume that economic obsolescence will largely drive future retrements n ths
category. However, this category is not limited to Ine cards and other electronic componerts.
It ako ncludes ste preparation, equipment cabinets, power supply facilities, and other tems
which are unlikely to experience a rapid decline i cost or economic valie.

Furthermore, installation labor is a major component of these costs. Even if the
electronic components istalled today could be replaced with new components at zero cost in 5
years, the labor required to mstall the replacements would be substantial; and thus it is not self-
evident that rephcement would be cost effective ths quickly. More realistically, a hrge fraction
of these conponents wil contnue to be adequate to meet the Company’s needs for many
years, and whie replacements may be availabk at lower cost, the price wil not drop to zero. In
any evert, the FCC evaluates these trends and other factors whenit develops projection lives
for this category. I believe the 11-to-13-year range is reasomble, and recommend wse ofa 12-
year life for this category, which is much more reasonable than the 5-year figure used by the

Company.

The Company has also used S5-ye ar lives for the Radio and Operator Syste ms
categories ? Are these appropriate?

No. Radio equipment has largely been displaced by the deployment of fiber cable. In the
Company’s most recent triennial review, the FCC did not even prescribe a life for the Radio
account. However, to the extent that this type of equipment is considered app ropriate to
inchide n a forward looking cost study, I would recommend a life of 9 years, which & the low
end ofthe gereric FCC range. Similarly, the Company has not met its burden of proof n
showing that 5 years is appropriate for operator systems. I would recommend using nstead the
low end ofthe generic range, which is the same as the 8 years specifically prescribed by the

FCC for Aneritech-Indiana.



Would you now please discuss Poles and Conduit?

Yes. The Company has wsed a 30-year life for Poles. This is reasonable, and entirely
consistent with the 25-to-3 0-year range generically prescribed by the FCC and the 30-year lif
prescrbed for Anerttech-Indiana specifically. For Conduit, the Company assumed a life of 55
years. The FCC has prescrbed a range of 50 to 60 years or this category, and it has
specifically prescribed 55 years for the Company. In my opinion, the 55-year life used by the
Company s reasonabk, although I typically recommend a slightly shorter period of 50 years.

Would you please discuss the appropriate life to use for central office switching
equipment?

Yes. The Company has used a life ofjust 5 years for newly nstalled switching facilities. Whie
there has been a downward trend in the life of this equipment, this figure is far shorter than the
actual experience ofthe ndustry, and it s far below the projected lives established by the FCC
in recent years. For digtal switching plant accounts the FCC has prescribed a generic range of
16 to 18 years, and it has prescnbed 17 years for the Company specifally. Although
switchng investments have historically hsted for 20 or more years, it is reasonablk to assune
that equipment nstalled currently willnot remaimn in service as long as equipment nstalled in the
past, due to the rapid pace oftechnobgical change and the rapid decline n the cost of
electroncc components. Whik I find the FCC’s prescribed range of 16 to 18 years to be more
realistic than the 5 year figure used by the Company, my own judgment falls between these two
figures. More specifically, I would recommend wsing a life of 12 years for this category. At 12
years, | amrecognzing the possbility that the curent generation ofdigtal switches may be
replaced by new technology (e.g., broadband switches) within a decade or so, whik also
recognizing that with software upgrades the exsting switches may meet the needs of most

custoners for 15 or more years.



