BEFORE THE PUBLI C SERVI CE COW SS| ON
OF THE STATE OF DELAWARE

| N THE MATTER OF THE APPLI CATI ON OF NI))

VERI ZON DELAWARE | NC. (F/K/ A BELL

ATLANTI C- DELAWARE, | NC.), FOR APPROVAL PSC DOCKET NO. 96- 324
OF | TS STATEMENT OF TERMS AND CONDI Tl ONS PHASE | |

UNDER SECTI ON 252(f) OF THE
TELECOMMUNI CATI ONS ACT OF 1996
(FI LED DECEMBER 16, 1996)

FI NDI NGS, OPI NI ON AND ORDER NO. 5967

l. BACKGROUND

1. Under the Telecommunications Act of 1996Lil' (“the Act”), an
| ncunbent Local Exchange Carrier (“ILEC'), such as Verizon Delaware |Inc.
(“Verizon-DE"), nmust allow Conpetitive Local Exchange Carriers (“CLECs”) to
use its network under statutorily-defined conditions to provide conpeting
| ocal tel ephone service. 47 U.S.C. § 251(c). Among ot her alternatives, a
CLEC may | ease elenents of the ILEC s network on an unbundl ed basis. Thi s
Order approves the charges for CLECs to |ease certain unbundled network
el ements (“UNEs”) from Verizon-DE

2. An | LEC's charges for leasing its network el enents nust be based
on the “cost (determined w thout reference to a rate-of-return or other

y

rate- based proceeding) of providing the . . . network elenent,” including a
reasonable profit. 47 U.S.C.  8252(d)(1). The Federal Conmunications
Comm ssion (“FCC’) has promul gated regul ations setting forth the methodol ogy
for calculating UNE rates wunder the Act. These regulations use a
met hodol ogy first described in the FCC's Local Conpetition Crder,Ljﬂ— and
commonly referred to as the “Total Elenment Long-Run Increnental Cost” or
“TELRI C" net hodol ogy. 47 C.F.R. 8§ 51.501, et seq. The TELRI C net hodol ogy
requires, anong other things, that these UNE prices be “neasured based on
the use of the nost efficient telecomrunications technology currently

available and the |lowest cost network configuration, given the existing

| ocation of the [ILEC s] wire centers.” 47 C. F.R 8 51.505(b)(1).
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3. The United States Suprenme Court has held that state comm ssions

must follow the FCC s TELRIC regulations in setting UNE rates under the Act.

L3l This Conm ssion, in Phase | of this proceeding, independently adopted

the TELRI C net hodol ogy as “the standard for determ ning just and reasonable

rates under § 252(d)(1) for unbundl ed network elenments and interconnection

in DeIaware.”LéL The Comm ssion has continued to apply the TELRIC pricing

met hodol ogy in this Phase 11 proceeding.LiL
4, In Phase | of this proceeding, the Comm ssion considered certain
i ssues, including Verizon-DE's rates for leasing the UNEs that existed at

that time. The Commi ssion evaluated Verizon-DE s proposed rates agai nst the
TELRIC pricing standard. In July 1997, this Comm ssion issued its Phase |
Order requiring Verizon-DE to nodify its proposed rates, resulting in rates
| ower than Verizon-DE had proposed. The Commi ssion found these rates to be
consistent with the forward-1ooking TELRIC standard.LﬁL

5. Both Verizon-DE and AT&T Communications of Delaware, Inc.
(“AT&T"), filed actions wunder 47 U S.C §252(e) (6) “appeal ing” the
Comm ssion’s decision to the United States District Court for the District
of Del awar e. In January 2000, the District Court upheld npst of the
Comm ssion’s deterninations.LzL The District Court specifically upheld as
TELRI C-conpliant the Comm ssion’'s decisions regarding the Recurring Rates
that were before the Conm ssion at that tine. These Recurring Rates are
referred to as the “Phase | Rates.”

6. The District Court did, however, remand two issues to the
Comm ssion for further proceedings. One involved Verizon-DE's charges for
access to Operation Support Systens (“0SS") and the other related to the
Non- Recurring Charges (“NRCs”) for all of Verizon-DE s UNEs.

7. On May 24, 2001,L§L Verizon-DE filed an application for approva
of rates for UNEs that did not exist at the time of Phase |, as well as
rates for the issues remanded to the Conmission by the District Court
relating to NRCs and OSS access charges. As a result of the filing, the

Comm ssion initiated Phase Il of this proceeding in order to acconplish
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three things:

First, it will allow the Conm ssion to review the NRC
rates and OSS Access charges now being proposed by
Verizon-DE in light of the earlier rulings of the

federal District Court and any subsequent rulings by
the FCC and other courts. Second, in this Phase 11,
the Commi ssion will undertake a review of the other
rates, terms, and conditions proposed in Verizon-DE s
new Revised UNE Rate filing, including those rates for
the “new” UNEs which Verizon-DE now proposes to
of fer. Finally, this Phase |11 will allow the
Commi ssion to deternmine whether Order No. 4542 needs
to be “updated” in light of legal directives or other
changed circunmstances occurring since the date of that
earlier Order.
PSC Order No. 5735 (June 5, 2001), at 5-6.

8. By Commi ssion Order No. 5742, dated July 3, 2001, the Commi ssion
appointed Wlliam F. O Brien to act as Hearing Examiner in this Docket
pursuant to 26 Del. C. 8§ 502 and 29 Del. C ch. 101, and to nmmke a report
and recomendation to the Conm ssion.

9. In all, eight witnesses submtted pre-filed direct testinony and
three Verizon-DE wi tnesses submtted pre-filed rebuttal testinony. In
accordance with the approved schedule, duly noticed hearings were conducted
in WImngton on October 24 and 25, 2001. Wth two exceptions, the above-
named wi tnesses appeared and were offered for cross-exam nation. By
stipulation, the testinony of two w tnesses was accepted into the record
wi t hout their appearance at the hearing.

10. The Hearing Exam ner granted permi ssion for Verizon-DE to file
suppl emental testinony with its opening brief in order to respond to the
oral surrebuttal of AT&T' s and Staff’s wi tnesses.

11. After accepting Verizon-DE's supplenmental testinony into the
record, the Hearing Exam ner closed the initial Phase Il evidentiary record,
whi ch consisted of twenty-six exhibits and a 472-page verbati mtranscript of
the proceedings. The parties then filed opening briefs and reply briefs.

Sprint and CTA chose not to file briefs.

12. The Hearing Exam ner on Decenmber 21, 2001 issued a 100-page
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Report with his findings and recommendati ons based on the testinony,
evi dence and argunents.LgL

13. The parties filed Exceptions on January 10, 2002. On January 18,
2002 Verizon-DE filed a Motion to Strike what it characterized as “Extra-
Record and Msleading Material” from AT&T s Exceptions, or, in the
alternative, for Jleave to Reply on the new issues raised in AT&T s
Excepti ons.

14. At its public neeting on January 29, 2002, the Comnr ssion
consi dered the Decenber 21, 2001 Report, the witten exceptions filed
thereto, and the oral argument of the parties. The Commission also
consi dered Verizon-DE's Mdtion to Strike. While voting on and resolving many
of the issues in the case, the Comm ssion decided to remand three issues to
the Hearing Examiner for further devel opment of the record. The remanded
i ssues were: 1) the conpliance of Verizon-DE s non-recurring cost nodel and
the proposed NRC rates with TELRIC and the Federal District Court’s Order;
2) the appropriate level of the NRC expedite premunm and 3) what further
adjustnment, if any, should be made to the conmon overhead factor to reflect
savings from the GTE and NYNEX nergers. PSC Order No. 5896 (Feb. 19,
2002). The Commi ssion directed the Hearing Exanminer to develop a schedule
that would allow the Conmi ssion to consider the remanded issues at its March
5, 2002 neeting.

15. On February 15, 2002, in accordance with the agreed upon
schedul e, Verizon-DE, Conm ssion Staff, the Division of the Public Advocate
(“DPA"), AT&T, and Cavalier Telephone Md-Atlantic, LLC (“Cavalier”), made
initial subm ssions. The subm ssions included briefs or comments, as well as
new evi dence. The evidence consisted of witten testinmony in the form of
affidavits and supporting documentation. On February 21, 2002, the sane
parties filed reply briefing/evidence. In Iight of the abbreviated remand
schedul e, no hearings were conducted but the Hearing Exami ner accepted the
evi dence into the record of this proceedi ng upon agreenent of the parties.

16. The Hearing Exam ner, on February 28, 2002, issued a 19-page
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Report with his findings and recomendations on the Remand issues
based on the testinmony, evidence and argunments (the “February 28, 2002
Report™). The parties agreed to waive the filing of formal Exceptions to
t he February 28, 2002 Report.

17. At its public neeting of March 5, 2002, the Commi ssion
considering the February 28, 2002 Report and the oral argunment of the
parties, voted to resolve the second and third issues remanded to the
Heari ng Exam ner. The Conm ssion reached no decision on the first remanded
i ssue at that neeting. Rather, the Conm ssion directed Verizon-DE to file a
matri x of several alternative rate runs generated with Verizon-DE's NRC
Model , but changing certain of the inputs.

18. On April 9, 2002, Verizon-DE filed the matrix of alternative
rate runs requested by the Comm ssion. Verizon-DE amended the filing on
April 16, 2002 to correct mnor errors. On April 19 and 22, 2002, the
Commi ssion Staff, DPA, AT&T, and Cavalier filed conments regarding the
matrix of alternative rate runs. Verizon-DE filed reply coments on April
25.

19. At its public neeting of April 30, 2002, the Conm ssion
considered the matrix of alternative rate runs, the coments and reply
comments, and the oral argument of the parties. After deliberations, the
Conmm ssion voted to establish TELRI C-conpliant non-recurring rates based on
i nformation contained in the matrix of alternative rate runs.

20. This Final Order announces the Conm ssion’s determ nation on all
substantive issues considered by the Conm ssion during its deliberations of
January 29, March 5, and April 30, 2002. It summarizes the relevant
evi dence, provides the Commi ssion’'s factual findings and |egal conclusions,

and approves recurring and non-recurring rates for the UNEs that were

included in this Phase Il proceeding.
1. DI SCUSSI ON
A Verizon-DE's Motion to Strike "“Extra-Record And M sleading”

Material in AT&T s Exceptions |Is Denied
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21. The Commi ssion denies Verizon-DE's Mtion to Strike “Extra-
Record and M sleading Material” in AT&T’'s Exceptions. The Conm ssion
believes that the preferred procedural action is to consider all of the
information put before it and give the information the weight it deserves

based on the record before us. (Unaninpus.)

B. The Phase | Rates Remain TELRI C-Conpliant and the Comm ssion W] I
Not Reconsider Them At This Tine

22. Verizon-DE's filing with this Comm ssion did not include any
proposed rates to replace the Phase | rates that this Conm ssion had
approved under TELRIC in July of 1997, and that the Federal District Court
had affirnmed as TELRIC-conpliant in January 2000. Rat her, Verizon-DE
proposed that the Phase | rates remain in effect, and that the Conm ssion
approve the Phase Il rates based largely on the inputs established in Phase

I, so that Delaware could pronmptly have a full set of TELRIC-conpliant UNE

rates.

23. During the proceeding, AT&T contended that this Conm ssion
should re-open the Phase | rates and reconsider certain inputs that AT&T
contended would have the tendency to reduce the Phase | rates. Verizon-DE

countered that a full and fair consideration of all rate-imnpacting issues
would be required, and that not only would this considerably delay the
proceedi ng, but the resulting rates m ght well be higher than those approved
i n Phase I.

24, The Conmmi ssion finds Verizon-DE's argunents to be persuasive on
this issue. The Hearing Exam ner recommended that the Commi ssion not reopen
the Phase | rates, and that the Phase | rates approved in 1997 and affirnmed
by the Federal District Court in 2000 remain in effect. The Conmi ssion
accepts the Hearing Exam ner’s recomendation and will not reopen the Phase
| rates at this time. The Comm ssion finds that the Phase | rates continue
to be TELRI C-conpliant.

25. The Conmi ssion agrees with the Hearing Examner that there is

not hing i nherently wong with having a full set of UNE rates, some of which
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were determined in 1997 in Phase | (and affirmed in 2000), and the
remai nder of which will be determned in this proceeding. The Conmi ssi on
need not endeavor to set all UNE rates at the same tine using identical cost
nodel s. Mor eover, while AT&T chall enged the methodol ogy and inputs used in
Phase |, no party argued any specific Phase | rate as having been rendered
mani festly unreasonable by changed circunmstances. For these reasons, the
Commi ssion need not revisit the Phase | rates that were not included in
Verizon-DE's application. (HER (Dec.) at 145-9.)

26. The Conmi ssion also agrees with the Hearing Exam ner that both
Verizon-DE and the CLECs have sufficient notivation to initiate future rate
proceedi ngs. The Commission also retains authority to initiate review of
pricing issues, as circunstances require. Therefore, the Commi ssion will
not establish any specific timetable or plan for periodic UNE rate

evaluation in the future. (HER (Dec.) at 149.) (Unaninous.)

C. Certain of the Phase | Inputs Used to Calculate Phase |l Rates
Shoul d Be Modified

27. In its Order No. 5735, which formally commenced this Phase II
proceedi ng based on Verizon-DE's filing, this Conmm ssion held that this was
to be an expedited and limted proceeding, taking as given the decisions
made in Phase |, so that Delaware could have a conprehensive list of
permanent approved rates for all UNEs, including the new UNEs devel oped
since Phase |, and so that the Conm ssion could resolve the open issues from

t he Federal District Court remand.

28. The Comm ssion afforded the parties the opportunity to argue
that any particular input from Phase | should be updated. Accordingly,
al t hough the Conm ssion cautioned that this proceeding “should not be viewed
as a solicitation for the parties to ask the Commi ssion to sinply relitigate
one or all of its earlier determ nations,” the Comm ssion did afford the
opportunity for the parties to “point out whether intervening | egal
directives or other significantly changed circunstances have in some way

made the Commission’'s earlier determnations either legally wong or
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10]

mani festly unreasonabl e.”

29. In calculating its proposed rates, Verizon-DE used the inputs
established by the Commi ssion in Phase | (except as discussed el sewhere in
this Order). \here Verizon-DE used a Phase | input and no party argued that

such input should be changed, the Comm ssion concludes that the input is
still reasonabl e and produces TELRI C-conpliant rates.
30. The parties did argue that several inputs should be changed, and

the Conm ssion addresses each one individually as follows:
(1) Cost of Capital

31. In Phase 1, the Comm ssion adopted the recomrendation of the
Heari ng Exam ners in that Phase and established a cost of capital of 10.28%

The District Court upheld this decision as a reasonable exercise of this

Comm ssion’s discretion.IA]—
32. In Phase Il, Verizon-DE argued that, rather than revisiting the

i ssue, the Conmi ssion should continue to use the 10.28% cost of capital from
Phase |I. Verizon-DE pointed out that in other state UNE proceedi ngs during
this same tine period, Verizon has advocated a cost of capital of 12.95%
but contended that there have been no changed circunstances from 1997 that
woul d warrant reducing the cost of capital bel ow 10.28%

33. The Staff argued that the Comm ssion should revisit the cost of
capital calculation from Phase |, contending that the cost of debt and the
cost of equity are now substantially different, due to changing financial
mar ket conditions. The Staff submitted the testimony of Don Wod,
contendi ng that under the DCF (discounted cash flow) and CAPM (capital asset
pricing) nmethods, an 8.30% cost of capital would be appropriate.

34. The Hearing Exam ner concluded that Staff had shown no specific
change in external circunstances that would justify reducing the Phase |
cost of capital input of 10.28% and that M. Wod’'s proposed reduction
derived more from the nethodology he enployed than from any changes in
financial conditions. (HER (Dec.) at 152.)

35. The Conmmi ssion finds that the Staff did not establish that the
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8.30% advanced by its wtness, M. Wod, is a reasonable cost of
capital for use in setting UNE rates for Verizon-DE at this tine. There is
no persuasive evidence in the record to denonstrate that the cost of
borrowing to large corporations like Verizon has materially changed much
since 1997, when the Commi ssion established the 10.28% cost of capital.

36. The Comm ssion therefore finds that there have been no
“intervening legal directives or other significantly changed circunstances”
rendering the Commission’s earlier cost of capital determ nations “either
legally wrong or manifestly wunreasonable.” The Conmm ssion accepts the
Heari ng Exanminer’s recommendation to continue to utilize the cost of capita
of 10.28% established in Phase | to calculate these Phase Il rates. (HER
(Dec.) at 150-152.) While the Conm ssion does not adopt all of the elenments
of the Hearing Examiner’s reasoning in reaching this result, the Comm ssion
finds that the Hearing Exam ner’s conclusion was correct for the reasons set
forth above. (3-2.)

37. The Conm ssion further concludes that Verizon-DE nust use the
10. 28% cost of capital throughout its Phase Il studies, and adopts the
Heari ng Examiner’s recommendation to disallow Verizon-DE's use of a regional
cost of capital in certain instances in its studies. (HER (Dec.) at 165.)

(Unani nous. )
(2) Commmon Over head

38. In Phase |, this Conmm ssion set a conmon overhead of 10% for use
in calculating UNE rates. Verizon-DE used this 10% overhead value in its
proposed rates here in Phase Il, and contends that there have been no
changed circunstances affecting the comon overhead factor that would
justify lowering the 10% determ nati on from Phase |.

39. The Hearing Exam ner recommended that the Commr ssion adopt the
DPA's proposal to reduce comon overhead to 5.95% for purposes of
calculating these Phase 1l rates. The Comm ssion adopts the Hearing
Exam ner’s recommendation. Unlike the considerations concerning the cost of

capital, Verizon-DE clearly has been through significant changes (such as
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two major nergers) since the Phase | comon overhead factor was
det er m ned. Moreover, it is conpletely appropriate to consider new common
costs in light of the fact that Verizon-DE has cal cul ated new annual cost
factors for the proposed Phase |l rates. Verizon-DE's own recal cul ati on of
the common overhead factor yields 8.5% which alone shows that material
changes since Phase | render the Phase | input no |onger reasonable.
Therefore, it is appropriate to revisit the common overhead factor utilizing
Verizon-DE's updated cal cul ati on of 8.5% as the starting point.

40. In addition, Verizon-DE has not denonstrated that its enbedded-

to-forward-1| ooki ng conversion factor is appropriate or that any factor is

required to place the nunerator and denom nator on a conmon basis. It is
the sane type of conversion that Verizon-DE proposed in Phase |, and that
was rejected in that case.M— Therefore, Verizon-DE should recalculate its
Phase Il rates using a common overhead factor of 5.95% (3-2.)

41. The Commission rejects, however, AT&T's argunent that an

additional reduction to common overhead is necessary to reflect “merger
savings.”  AT&T argued that the commn overhead should be reduced by an
additional 2.6% to account for “savings” from the Bell Atlantic/NYNEX and
Bell Atlantic/GTE nmergers, on the basis of calculations performed for a
proceeding in New York. This issue was considered on remand to the Hearing
Exam ner after the Conm ssion had decided to reduce commn overhead to
5.95% The Hearing Exam ner concluded that no further reduction of common
overhead was necessary to account for nerger savings, and the Conm ssion
adopts this recomendati on. The Conm ssion adopts the reasoning of the

Heari ng Examiner on this issue. (HER (Feb.) at 33-40.) (Unaninous.)
(3) Maximum Di stance From DLC to Customer

42. Staff argued that Verizon-DE should increase its assunption
regarding the maxi mum distance assuned between the digital loop carrier
(“DLC") and the custonmer (otherwi se known as the *“distribution” portion of
the loop) from 9,000 to 18,000 feet, contending that equipnent is now

available that would pernmit voice transm ssion over 26-gauge copper wre
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across di stances of 18,000 feet.

43. Verizon-DE did not dispute the theoretical ability to run DLC
distribution facilities out to 18,000 feet, but contended that this would
not necessarily be the nost efficient network design assunption (under the
TELRI C standard) because the copper “distribution” portion of the loop is
generally more expensive per foot than the fiber “feeder” portion of the
| oop. Staff, noreover, was not able to establish that changing this input
woul d have any material inpact on the Phase Il rates.

44, The Hearing Exam ner recommended |eaving this input unchanged.
The Conm ssion, however, rejects the Hearing Exam ner’s recomendation and
requires Verizon-DE to assunme a maxi mum di stance of 18,000 feet fromthe DLC
to the custoner, to the extent this assunption has any inpact on the Phase

Il rates. (3-2.)
(4) 1DLC/UDLC M x

45. AT&T and Staff challenge Verizon-DE's assunption regarding the
percentage of the fiber-fed |loops on Digital Loop Carrier (“DLC') systens
that should be presuned to be Integrated Digital Loop Carrier (“IDLC"). In
each of its recurring and non-recurring studies, Verizon-DE assuned that a
portion of its fiber-fed |oops would be Universal Digital Loop Carrier
(“UbLC") and a portion would be |DLC The other parties contend that
Verizon-DE should have assunmed that 100% of the fiber-fed |oops would use
| DLC systens.

46. Al though this issue has been discussed in the record both in
connection with Verizon-DE's 56kd |loop rate and with non-recurring costs,
Staff correctly pointed out in oral argument that this is a general
assumption that can affect several different aspects of Verizon-DE s cost
studi es. The Conm ssion has considered its general inpact, therefore, and
the issue will be discussed in the general inputs section of this Order.

47. The TELRI C met hodol ogy requires that Verizon-DE's UNEs be priced
assuning the “nobst efficient technology currently available.” Verizon-DE

contends that it could not assune 100% |IDLC because IDLC is not cost-
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effective nor technically feasible for provisioning |oops that must be
unbundl ed on an individual basis, such as where a CLEC provides its own
switching facilities and needs only the facilities connecting a particular
end-user to the central office. Thus, IDLC is not “nobst efficient” or
“currently available” for providing unbundl ed | oops.

48. The Comm ssion adopts the Hearing Exam ner’s recomendati on and
finds that the technology is not currently available to allow Verizon-DE to
provi de stand-al one UNE | oops over IDLC, and, thus, there is no basis in the
record to alter Verizon-DE s assunptions regarding the use of IDLC. (3-2.)

49, Staff’s argunent that the Conm ssion should require Verizon-DE
to assune 100% IDLC in order to provide an “incentive” for Verizon-DE to
accelerate industry efforts to make this technology work for unbundling
stand-alone loops is contrary to the TELRIC standard this Conmmission is
bound to apply. Since the record denonstrates that this technology is not
“currently available,” there is no basis to alter Verizon-DE' s assunptions

regarding the use of IDLC
C Certain of Verizon-DE's Annual Cost Factors Must Be Modified

(D Advertising Expenses

50. In calculating its marketing factor for Phase I|l, Verizon-DE
included a portion of its advertising costs for product advertising, which
includes costs for items such as area code and dialing changes. Verizon-DE
claims that these costs are a reasonable surrogate for the advertising costs
Verizon-DE would still incur in a wholesale-only environnent, and that such

advertising would benefit CLECs.

51. The Hearing Exam ner recomended that the Commission require
Verizon-DE to recalculate its marketing factor w thout these advertising
costs. The Hearing Exam ner found that there is “conceptual nerit” to the
argunment that a whol esale supplier’s advertising would pronpte products and
services in a way that stinmulates overall denmand, which CLECs will

ultimately neet by | easing UNEs, or provide generally beneficial informtion
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(e.g., concerning area code changes). He concluded, however, that
Verizon-DE failed to denonstrate that its proposal seeks only the expenses
for such conceptually valid purposes, nor did Verizon-DE advance a suitable
met hod for allocating only those types of advertising costs. (HER (Dec.) at
172-4.) The Conmission adopts the Hearing Examiner’s recomendation

(Unani nous.)
(2) Regul atory Assessment Fees

52. Verizon-DE calculated its Phase |l rates using a regulatory
assessnent factor calculated by taking all assessnments and dividing by all
revenue in order to allocate only that portion attributable to whol esale
products. Verizon-DE admits that it i nadvertently left regul atory
assessnents out of its factors in Phase |, so the Comr ssion never had

occasion to consider if they were properly included.

53. The DPA argued that the factor should not be allowed because it
was not included in Phase | and because 26 Del. C. 8§ 115(c)(2) excludes
whol esal e sales from assessnents for state purposes. The record reflected,

however, that Verizon-DE does in fact pay assessments on the basis of both
retail and whol esal e revenue.

54. The Hearing Exam ner concluded that the Comm ssion should allow
Verizon-DE to recover its wholesale regulatory assessnments in these Phase ||
rates through the use of the regulatory assessnment factor, because these are
expenses Verizon-DE incurs when it provides UNEs to CLECs. So long as
Verizon-DE actually pays these assessments on its revenues from | easing
UNEs, they are an expense that should be included in the UNE rates under the
TELRI C st andar d. The Comm ssi on adopt s t he Heari ng Exami ner’s

recomnmendation (HER (Dec.) at 172-9). (Unaninous.)
(3) Ri ght To Use (“RTU') Expenditures

55. The record showed that Verizon-DE now capitalizes right-to-use
fees after a change in Financial Accounting Standards Board (“FASB")
requi rements, where such fees had before been expensed. AT&T sought

clarification of where such fees were reflected by Verizon-DE, and Verizon-
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DE expl ai ned that RTU expense was now included in the total ACF factor
for the appropriate accounts. The Hearing Exam ner concluded that Verizon-
DE had adequately explained the changed accounting requirements and provided
an expl anation of where such costs were now reflected, and that no change to
the Verizon-DE studies need be performed as a result of this issue. The
Comm ssion adopts the Hearing Exam ner’s reconmendation (HER (Dec.) at

181.) (Unani nous.)
(4) Y2K Expenses

56. AT&T and DPA argued that Verizon-DE should be required to renove
from its factor calculations any expenses associated with remedying the
wel | - publicized “Y2K’ conputer problenms resulting from the change in years
from 1999 to 2000. Verizon-DE did not include a specific category of
expenses called “Y2K" expenses in its study. Rather, the issue arises from
the fact that Verizon-DE used 1999 data to conpile the costs presented in
this filing. As with any other year, the data from 1999 contains the annual
Information Systems (“IS”) budget. Verizon-DE conceded that in 1999, a
significant part of that budget was spent on Y2K activities.

57. AT&T and DPA contend that these Y2K costs should be renoved
because they are “one-tinme” expenses and should not be expected to recur in
the future. Verizon-DE argued that the same budget that was spent in 1999
on Y2K related issues will be spent every other year on other computer-

related issues, so that the 1999 IS budget was not expanded to accommpdate

Y2K work and still constitutes a reasonable surrogate for IS expenses going
f orwar d.
58. The Hearing Exaniner concluded that sinply excluding the Y2K

expenses from the 1999 budget was problematic because those expenses likely
woul d have been replaced, to sone extent, by other projects that year. He
recomended, therefore, that Verizon-DE recalculate the factors using 1998
I S costs. (HER (Dec.) at 184-5.) On Exceptions, it was argued that 1998
data might still contain Y2K costs.

59. The Commi ssion sees some nerit to Verizon-DE's argunent that at
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| east some of these funds would have been expended on other projects.
However, the Hearing Exam ner’'s recommendati on does not appear to solve the
probl em G ven that this is a one-tine issue arising from unique facts
surrounding the use of data from the 1998 and 1999 tinme period and is not
likely to recur in future UNE proceedings, the Conm ssion finds that the
best solution is for Verizon-DE to renove the Y2K related costs from the
1999 data in calculating its Phase Il factors.

60. The Commission therefore nodifies the Hearing Exam ner’s
recommendation and requires Verizon-DE to use the 1999 data and renove the

Y2K expenses. (Unani nous.)
(5) EF& Cal cul ati ons

61. AT&T argued that a forward-1ooking network would not require
equi pnent -removal or rearrangenent costs, because such a network would
contenplate new equi pnment installed in a new building designed especially
for that equipnment. AT&T contended that the Verizon-DE Engineering,
Furni shing, and Installation (“EF& ") factor would be lower if this forward-
| ooki ng assunmption were enployed. Verizon-DE noted that its testinony nade
clear that renoval and reconfiguration costs are not relevant to these
factors. According to Verizon- DE, removal costs are part of the
depreciation costs associated with old equipnment, not investnent costs
associated with the new equipnment, and that reconfiguration costs are also
not included in the EF& cal cul ati ons.

62. The Comm ssion adopts the Hearing Exam ner’s recomendati on and
finds that the evidence of record supports Verizon-DE's EF& cal cul ations.
(Unani nous. ) No adjustnments for equi pment renmoval , t herefore, are
necessary. (HER (Dec.) at 256.) (Unaninous.)

(6) Power Cal cul ati ons

63. AT&T argued that Verizon-DE has not shown that it has nade a
collocation adjustment to its power factor, to reflect the fact that
col l ocating CLECs purchase power from Verizon-DE. The Comm ssion adopts the

Hearing Exami ner’'s recomendation that, although the evidence does not
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provide a basis for the AT&T argunment, Verizon-DE's w tness could not
confirm that the correct adjustnment was, in fact, mmde. Verizon-DE shoul d
therefore reduce the power factor to account for a collocation adjustnent,
unl ess Verizon-DE proves that such adjustnment has been made. (Unani nous.)
Verizon-DE has agreed to renmove any collocation power investnent from the
power factor, to the extent there were any such investnents in the
applicable year, and has performed this calculation in its Conpliance

Filing. Therefore, no further action is required on this issue.

D. Certain Modifications Are Necessary To Verizon-DE s Calculation
of its Phase Il Recurring Rates
(D The Appropriate Fill Factor for MIAU utilization in

the DSL conditioning study

64. The DPA criticized Verizon-DE's nethod for determining the fill
factor for the Hekim an Copper Max/ A MIAU, which is a material conponent of
Verizon-DE's calculation of DSL conditioning charges. Verizon- DE recovers
its cost of spare capacity by applying a fill factor for a particular
facility in its cost study. Verizon-DE contended that the 60% utilization
rate it had cal cul ated by dividing the forecasted nunber of ADSL subscribers
on Decenber 31, 2000 by depl oyed MIAU capacity was an accurate approxi mation
of the utilization to be expected when this equipnment was fully ranmped up.
The other parties contended that Verizon-DE had understated the utilization
that would actually apply on a forward-Iooking basis. The DPA and AT&T
contended that the Conmi ssion should require Verizon-DE to use its much
hi gher guidelines for determning when to reinforce the facilities in
guestion (the “objective fill factor”), which is 90%

65. The Hearing Exani ner concluded that the higher fill factor used
for reinforcement purposes, the short installation lead times, and the early

stage of deploynment for this equipnent all denonstrate that the use of a

cont enpor aneous  fill factor for this technology will significantly
understate the utilization rate that Verizon-DE will be able to sustain on a
forward-| ooki ng basis. He found that the 90% objective fill factor

approximates the wutilization rate for this equipment in an efficient,
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forward-1 ooking network design more closely than Verizon-DE' s
cal cul ati on. He reconmended that Verizon-DE be required to recal culate the
DSL conditioning charge on the basis of the 90% objective fill factor for
the MTAU. The Commi ssi on adopts the Hearing Exam ner’s reconmendation (HER

(Dec.) at 197.) (Unani nous.)

(2) Verizon-DE nust elimnate double-recovery on the
mechani zed | oop qualification charge

66. AT&T contended that Verizon-DE' s new proposed recurring charge
for maintaining the mechanized |oop qualification database wll “double-
recover” certain Account 6724 - “Information Managenent” costs already
included in the “Other Support Factor.” Verizon-DE conceded that there was

an “extrenely mninml” double recovery potential. The Comm ssion adopts the
Hearing Examiner’s reconmendation that Verizon-DE should defer the
coll ection of the new charge until it can denmonstrate that it has elim nated
the double recovery. (Unaninous.) Verizon-DE attached to its Exceptions a
wor ksheet denpnstrating that Verizon-DE has renmoved these costs from the
ot her support factor, so that they would be borne solely by the cost-causer
in the mechani zed | oop qualification charge. Since no party took issue with
Verizon-DE's attachment, the Conm ssion concludes that Verizon-DE has
elimnated the double-recovery and can therefore apply the nechanized | oop

qgqualification charge.
(3) Fi ber Utilization Rates in DS3 Loop Study

67. AT&T and DPA contend that Verizon-DE's DS3 |oop study does not

conply with the Phase | Order because it uses an inproper fill factor. They
contend the Phase | Order adopted a 100% fill factor for fiber cable, while
Verizon-DE admts it used a 90% fill factor for fiber cable. Verizon-DE
states that it interpreted the Phase | Order to require a 90% fill factor

for fiber electronics and fiber cable.

68. The Hearing Exam ner recommended that Verizon-DE be required to
change its study to use a 100% fill factor for fiber cable, based on his
conclusion that the Phase | Order required this wutilization rate. The
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Conmm ssion adopts the Hearing Exam ner’s recomendati on (Unani nous).
(4) Verizon-DE's Daily Usage File (DUF) Port Charge is

reasonabl e

69. AT&T clains that Verizon-DE has failed to show that its change
of Daily Usage Feed (DUF) port charges from non-recurring to recurring
properly reflected costs previously recovered in the non-recurring DUF port
charges or that the new recurring charge would cease when Verizon-DE's non-
recurring costs are fully recovered. Verizon-DE argues that the Phase | DUF
port charges <contained two elements -- a recurring one to capture
mai nt enance and operations costs, and a non-recurring one to capture capital
adm ni stration and support costs. Verizon-DE asserted that it nerely

restated the non-recurring element to be a recurring one, as the FCC

required. It argues, therefore, that there is no duplication with any Phase
| charges.
70. The Hearing Exam ner concluded that Verizon-DE provided

sufficient support to denmonstrate that its newy proposed DUF port charges
have been calculated as the FCC requires, that they do not double recover
any costs, and that they do not over-recover any costs, such as investnent
costs that previously were recovered through recurring charges. The

Commi ssion adopts the Hearing Exam ner’s recomendation. (Unani nous.)
(5) Verizon-DE's custom zed routing charge is reasonable

71. AT&T argues that Verizon-DE's Custoni zed Routing service charges
i nclude costs already recovered through switch usage or signaling charges.
Verizon-DE revised its calculations of the custom zed routing charge by
elimnating switch usage charges fromit, so this issue has been resol ved

72. In addition, AT&T argues that the nunber of calls assumed in the
cost study for customzed routing is inflated because it counts all cal
attenpts rather than just OS/ DA calls. AT&T argues that the costs of those
ot her, non- OS/ DA call attenpts are already recovered by Verizon-DE
el sewhere. Verizon-DE asserted that its nethod for providing custom zed

routing requires that a query of an Advance Intelligent Network database
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take place for all call attenpts, whether or not a call is conpleted.
It would be inaccurate, therefore, to apply the cost per query only to
conpl eted OS/ DA calls.

73. The Hearing Exanminer concluded that Verizon-DE had elim nated
doubl e recovery concerns through its elinmnation of switch usage costs from
the custom zed routing charge, and that no further action is required on
this issue. The Hearing Exam ner also concluded, regarding the assuned
number of OS/ DA calls, that Verizon-DE provided substantial and unrebutted
evi dence to support its contention that each call attenpt nust involve a
separate database query in order to inplenment custom zed OS/ DA routing for
CLECs, and that there is no evidence of record to support a claim that the
sane type of queries take place for other calls or that the cost of such
gueries are reflected in other charges inposed by Verizon-DE. He therefore
concluded that there is no basis to require Verizon-DE to change its assuned
nurmber of OS/DA calls. The Commission adopts the Hearing Examner’s
recommendations regarding custom zed routing. (HER (Dec.) at 220-1.)

(Unani nous.)
(6) Verizon-DE's line sharing OSS rates are reasonabl e

74. Line Sharing is a new UNE developed to conply with an FCC
requirement to allow sone versions of DSL service to be provided
simul taneously with analog voice service over a single copper |oop. To
all ow CLECs to offer those DSL services over the high frequency portion of a
| oop, Verizon-DE offers Line Sharing in which the CLEC shares the | oop over
whi ch Verizon-DE is already providing voice service, with the CLEC providing
data service over the high frequency portion of that same |oop. Verizon-DE
proposes a recurring Line Sharing OSS rate.

75. AT&T contends that these OSS |line sharing charges were already
included in existing Verizon-DE annual cost factors. Verizon- DE asserts
that this claimcannot be true because it devel oped the factors on the basis
of 1999 data, which preceded line sharing OSS maintenance activity. AT&T

also asks, in the alternative, that investnent costs be recovered over 10
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years, not the 5 years that Verizon-DE proposed.

76. The Commi ssion adopts the Hearing Examiner’s reconmmendation to
and approves Verizon-DE's Line Sharing OSS charge. The FCC s Line Sharing
Order specifically authorizes the recovery by incunmbent LEC s of "those

reasonable increnmental costs of OSS nodification that are caused by the

obligation to provide Line Sharing as an unbundled network elenent." Lisl
Verizon-DE's recently incurred OSS nodification costs for line sharing were

not included in 1999 costs, which formed the basis for the annual cost
factor in this phase and, therefore, were not recovered in the factors.
Moreover, AT&T did not present substantial evidence to support doubling
Verizon-DE's investment recovery period from 5 to 10 years. A b5-year
recovery period already substantially exceeds the duration of agreenents
that bind CLECs with respect to UNE purchases. It is reasonable for
Verizon-DE to seek recovery over this period for development costs
associated with relatively newer and | ess tested products or services. (HER

(Dec.) at 233.) (Unaninmous.)
E. 0SS

(1) Verizon-DE has satisfied the requirenments of the District Court
remand regarding its Access to OSS charges.

77. One of the issues “remanded” to this Conm ssion by the District
Court was Verizon-DE's Access to OSS charge. This rate is designed to
recover costs Verizon-DE incurs in providing conpetitors electronic access
to Verizon-DE's systens to allow pre-ordering, ordering, provisioning,
mai nt enance and repair, and billing information to the end user.

78. The District Court remanded only the question of whether Verizon
DE’'s OSS access charges are already recovered through its whol esal e rates.
The District Court held that this Conm ssion had not sufficiently described
the evidence supporting its conclusion to reject AT&T s argument that the
Access to OSS UNE rate “double charges” CLECs because, AT&T clained, the
same costs are also included in the whol esal e di scount.

79. The Comm ssion adopts the Hearing Exami ner’s recommendation to
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reject the “double-counting” argument and approve the Access to OSS
charge. (HER (Dec.) at 230-1.) Verizon-DE has presented sufficient
evi dence, including cost studies, to show that its OSS access charge does
not reflect costs already included in the calculation of the wholesale
di scount, does not contain enbedded costs already being recovered el sewhere,
and does not include software upkeep charges that have been or should be
recovered through annual cost factors. AT&T presented no evidence nor
argunment to rebut or dispute Verizon-DE's position, and AT&T did not except
to the Hearing Exam ner’s conclusion that the “double counting” argunent is
basel ess. AT&T's original double-counting argunment clainmed that the costs
used to calculate the recurring OSS access charges were already included in
the "offset" used to calculate the wholesale discount in Phase I, and so
were being "double counted." Verizon-DE has denmpnstrated that there was no
doubl e counting between the OSS Access rates and the offset to the whol esale
di scount. The costs used in the whol esale discount "offset" are different
in character from those that are included in the Access to OSS recurring
char ges. Verizon-DE established that the costs included in the Access to
OSS recurring rates are usage-driven type costs, such as costs related to
electronic and manual interfaces and non-paper billing nedia. Cost s
associated with establishing the OSS systens thenselves are not included in
this rate. By contrast, the Cost Onset Recovery, or "offset," approved as a
reduction to Delaware's Resale Discount, was designed to only pick up
limted new costs that Verizon-DE would incur as a result of providing
services for resale for all carriers. None of these costs were included in
the recurring Access to OSS rates. Therefore, the Conm ssion finds that
Verizon-DE has adequately supported the reasonableness of its calculations

of OSS access costs. (Unaninous.)

(1) The Comm ssion Rejects AT&T's proposal for a per line OSS
charge spread across all users

80. AT&T argued that, if the Comm ssion does approve a charge for

access to 0SS, it is necessary to find a conpetitively neutral way to spread
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initial OSS devel opnment costs, which AT&T considers to be attributable
to the transition to a conpetitive marketpl ace. Recovering such devel opnent
costs exclusively from CLECs woul d, according to AT&T, create a “form dable”
entry barrier that arises solely from Verizon-DE's control over nonopoly
i nputs to providing service. AT&T argues that it would have to pay for two
gat eways, while Verizon-DE is obliged to pay for none. AT&T al so asserted
that allowing for recovery of the costs would give Verizon-DE |license to
operate inefficiently.

81. AT&T proposed recovery of the costs through a per access line
surcharge to be paid by all carriers, including Verizon-DE, on the grounds
that all customers benefit fromthe existence of conpetition.

82. The Commi ssion adopts the Hearing Exami ner’'s recommendation to
reject AT&T' s  proposal for a per-access line surcharge or ot her
“conmpetitively neutral” means for recovering OSS access costs. (HER (Dec.)
at 231.) Verizon-DE did not need to make OSS nodifications for its own
benefit or for the benefit of its existing custoners. CLEC requirenents
caused the need for the change and CLECs, therefore, should be responsible
for paying the costs. I ndeed, the Conm ssion already rejected the AT&T
approach in Phase | and rejected the same “conpetitive neutrality” argunent
that AT&T makes here. AT&T's argunments about adopting what it terns a
“conpetitively neutral” means of recovering OSS costs also are not within
the scope of this proceeding as they do not relate to the remand, nor do
they raise any argunents that were not or could not have been raised in

Phase I. (Unani nous.)
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F. Non-recurring rates

(D The Non-recurring Rates produced by Verizon-DE s NRC Model
with the changed inputs directed in this Order, conply with
the requirenments of TELRIC and the District Court’s order

83. Because of the District Court remand, Verizon-DE has filed new
proposed rates for the non-recurring charges associated with all of its
UNEs, both the new UNEs and the ones that had been before the Conm ssion in
Phase | . Non-recurring rates are charged up front, and reflect the one-tine
activities necessary to process and provision CLEC requests for the
initiation, change, or disconnection of UNEs and various services provided
by Veri zon- DE

84. To calculate its proposed non-recurring rates, Verizon-DE used a

new non-recurring cost nodel that was not used in Phase | (the “NRC Model ”).

[14] The other parties have argued that Verizon-DE's NRC nethodol ogy is

fl aned. Specifically, the parties have criticized Verizon-DE's survey
nmet hodol ogy and use of average times from those surveys, and suggested that
the average times mght be skewed high and that there were better and nore
accurate ways Verizon-DE could have conducted its surveys or otherw se
undertook to measure current tines. Al so, the parties have criticized
Verizon-DE's failure to docunent its process for calculating the forward-
| ooki ng adjustment. Because of these flaws, the Comm ssion will not approve
the rates as proposed by Verizon-DE

85. The Comm ssion believes, however, that certain alterations to
the inputs and assunptions of the nodel would allow the nodel to be used to
produce TELRI C-conpliant NRC rates. The Commission finds that it is not
necessary to pronounce Verizon-DE's nodel to be the very best way of
cal cul ating non-recurring rates in order to still use the nodel, wth input
alterations, to cal culate TELRI C-conpliant rates.

86. The Conmi ssion’s duty is to set TELRIC-conpliant rates. As the

Conm ssion stated in Phase |:

Because we adopt t he Hear i ng Exam ners’ recommendat i ons
concerning specific rates (and do not adopt any party’'s cost
study), it is not necessary for us to reach the issue of whether
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BA-Del s cost study was conducted in conformance with TELRIC.
Rather, we sinply determine that the rates we are adopting,
regardl ess of the cost study by which they were generated, appear

to be within the range of just and reasonable TELRI C-based rates.

[15]

Simlarly, the New Jersey Comm ssion explained that data points and inputs
were nore inportant to it than its actual selection of a “nopdel,” and that
therefore it had used Verizon’s nodel but made “suitable nodifications as
necessary to ensure that the output from the study produces proper forward-
| ooking results based upon TELRIC principl es."Il—G]— The Commission will do
the same here.

87. The Commi ssion directed Verizon-DE to file several alternative
rate runs with nodified inputs, so that the Comm ssion could review the
resulting rates and determine if it could approve TELRIC-conpliant rates.
These runs were included in Verizon-DE's April 16, 2002 filing with the
Comni ssion entitled “Alternative Rate Cal cul ations.”

88. Verizon-DE performed a base run that reduced the proposed rates
by making the global input changes required by the other portions of this
Order, such as the |ower conmmon overhead, renoval of expedite charges, and
separation of connect and disconnect charges. At the Conm ssion’s
direction, Verizon-DE also had its statistician take the survey responses
and conpute for each task, in addition to the average tinme which Verizon-DE
had used in its study, the node time (the nost frequently occurring nunber
in the sanple), the mninum time and maxi num tine. Verizon-DE perforned
four alternative runs. For the times that were not gathered through
Verizon-DE's survey process (the Telecom Industry Service Operating Center
(“TISOC’) tinmes), each of those runs used the shorter tines that were
obtained from a recently discovered Spring 2000 time and observation study
by Andersen Consulting. For the tines gathered through Verizon-DE s survey
process, each of these runs used, respectively, the nmean tinmes, the mnimm

tinmes, the node tinmes, and the nmaxi num ti nes. The Comm ssion thus was able
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to review the rates produced by these different conbinations of
i nputs. The Comm ssion also had before it in the record the non-recurring
rates recently approved using this NRC Model in New York and New Jersey.

89. The Commi ssion rejects the use of the “mninumtines” rate run
The rates produced by using the mnimumtines are clearly bel ow Verizon-DE' s
forward-I ooki ng costs and thus are contrary to the requirements of TELRIC
The Commi ssion also rejects Staff’'s proposal to reduce by 40% Verizon-DE' s
proposed rates with the Conm ssion’s global input changes. The record does
not support this suggestion.

90. After reviewing the alternative rate runs filed on April 16,
2002, the Comm ssion finds that Verizon-DE should nake the follow ng changes

to its calculation of non-recurring rates:

(a) Verizon- DE should use the results of the nmobre recent Spring
2000 time and observation study of TISOC tinmes conducted by
Andersen Consulting, reflecting shorter times than those
used by Verizon-DE to calculate its proposed rates.
Verizon-DE's proposed rates wused an earlier tine and
observation study conducted by Verizon and validated by
Ander sen Consulting. The Conm ssion has nore confidence in
an independent study, and also prefers to err on the side
of the shorter times in this instance.

(b) Veri zon-DE should, for each rate, use the |ower of the rate
produced by the run using the node tinmes and the run using
the mean tinmes. The Commi ssion finds that this method of
estimating the current tinme would produce the nobst accurate
estimation (erring toward a |ower estimte) of the current
time required to perform the UNE tasks, because it
effectively el im nates any abnormal Iy hi gh survey
responses.

(c) Verizon-DE should reflect all of the other changes required
by this Oder (such as the Ilower comon overhead,
separation of disconnect charges, renoval of expedite
charges, etc.).

The Conmmi ssion adopts the resulting rates as the non-recurring rates for
Del aware. (4-1.)

91. The Commi ssion specifically finds that the non-recurring rates
it has just adopted for Delaware conply with the FCC s TELRI C net hodol ogy in

that they reasonably reflect the cost of performng these non-recurring
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t asks using the nost ef ficient t el econmuni cati ons t echnol ogy
currently available and the |owest cost network configuration,” and not
sinply the cost to Verizon-DE of performng these tasks now or in the

[17]

accounting for the inpact of separating disconnect costs, these rates are

future. (4-0.) (Twilley abstaining). The Commi ssion also notes that,

reasonably within the range of the non-recurring rates recently adopted as

TELRI C- conpl i ant by New York and New Jersey.
(2) The Conmmission adopts a $35 promotional hot cut rate for a

t wo- year period

92. In New York and New Jersey, Verizon agreed to a $35 pronotional
hot cut rate for a limted tine. Both the New York and New Jersey
comm ssions determned that the actual forward-1ooking costs to conplete a
hot cut are significantly higher than $35.00. Under the non-recurring rates
the Conm ssion adopted for Delaware in the previous section, the TELRI C
conpliant two-wire initial hot cut rate is $113.71 for connect.

93. The CLECs conplain that these TELRIC hot cut rates are too high.
Verizon-DE argues that the New York, New Jersey, and Del aware TELRIC rates
reflect the actual hot «cut procedures that were designed through the
col | aborative process with CLECs, and reflect steps that were not included
in calculating the rate approved by the Comm ssion in Phase |. Verizon-DE
contends that it nmust actually performthese steps, and TELRIC requires that
it be compensated for them It is apparent to the Comm ssion that this is a

probl em the industry should attenpt to resolve in the first instance.

94. The Conmi ssion believes that adopting a $35 pronmotional hot cut
rate for a two-year period will afford the nenbers of the industry time to
resolve their differences over this process, and will give both sides the

i ncentive to cone together and discuss this problem

95. Therefore, this Conm ssion will adopt a pronotional hot cut rate
of $35 to apply to initial or additional orders for any of four types of hot
cuts (2-wire loop hot cut, 4-wire loop hot cut, IDLC to copper |oop hot cut,

line port hot cut). As in the other states, an additional charge will apply
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if the CLEC requests manual treatnment or if a premses visit is
required. The promotion will have a duration of two years from the date of
this Order. At the end of the two-year period, the rate will revert to the
Comm ssi on- approved TELRIC rate for each elenment, as reflected on Verizon-
DE’'s Conpliance Filing, or whatever Conm ssion-approved TELRIC rate is in

effect at that time. (4-1.)

(2) There is no basis to change the non-recurring rates to
reflect deploynment of the wi deband test system

96. The DPA argues that Verizon-DE's non-recurring cost studies
failed to reflect what DPA asserts would be significant tinme reductions that
will occur from the deployment of the interactive w deband test system
Verizon-DE submtted testinony denonstrating that this new systemwll only
af fect operations and maintenance costs, which are included in recurring
charges and which do not affect non-recurring charges.

97. The Comm ssion adopts the Hearing Exam ner’'s recomendation and
finds that the evidence of record does not support a conclusion that the new
testing systemwi ||l affect activities whose costs are recovered through non-
recurring charges, and adopts the Hearing Exam ner’s reasoning. (HER (Dec.)

at 188.) (Unani nous.)
(3) Veri zon- DE nust separate di sconnect costs fromthe up-front

NRC charges for originating service

98. Verizon-DE's proposed NRC rates include an up-front charge
(discounted to present value) to conpensate Verizon-DE for the costs of
di sconnecting service. Verizon-DE argues that up-front recovery of
di sconnection costs is consistent with industry practice and that it would
ri sk non-recovery of the costs if they are not paid in advance. Verizon-DE
expressed concerns about the financial reliability of some of its CLEC
custonmers. It also cited the fact that it recovers costs in advance fromits
retail custoners, and noted that CLECs may pass those costs on to their
retail customers.

99. All  the other parties oppose this nmethod of charging for

di sconnect costs, arguing that it disassociates costs and causation, that it
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penalizes CLECs who keep custonmers long-term by providing good
service, and that it poses an inappropriate barrier to CLECs who m ght wish
to keep facilities even after losing the custoner associated with the
facilities. Staff also observed that there is a distinction between being
able to collect cancellation charges fromretail versus whol esal e custoners,
because whol esale custoners retain a business relationship with Verizon-DE
even when they | ose individual retail custoners.

100. The Commi ssion adopts the Hearing Exam ner’s reconmmendati on and
supporting reasoning to require Verizon-DE to propose separate installation
and disconnection non-recurring rates. (HER (Dec.) at 192-3.) The rates
adopted by this Commi ssion reflect the separation of disconnect costs.

(Unani nous. )

(4) Verizon-DE has not supported its “expedite” charges as
cost - based

101. Verizon-DE proposed to assess an “expedite premunt for CLEC
service orders that are requested by the CLEC to be processed on an
accel erated basis. Though no one opposed Verizon-DE's right to assess a
cost-based rate for expedited services, the parties challenged whether the
rate proposed by Verizon-DE was in fact cost-based.

102. In calculating the cost of expediting the service order, Verizon-
DE assunes that 100% of the work time spent on every expedited request will
fall outside of its normal working hours. The proposed expedite charge,
therefore, includes Verizon-DE's overtine |abor rate for 100% of the work
time spent on all expedite requests.

103. The Commi ssion remanded this issue to the Hearing Exam ner and
af forded Verizon-DE the opportunity to provide evidence to support its
rates. The Commi ssion agrees with the Hearing Exam ner’'s Report on Remand
that Verizon-DE has failed to carry its burden of proving the reasonabl eness
of its proposed expedite premium Although it is clear that Verizon-DE will
i ncur sonme costs in expediting CLEC orders, the Conm ssion does not agree

with Verizon-DE's assertion that 100% of the work tine on expedited orders
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should be presunmed to be at overtime rates. The Conm ssion therefore
adopts the Hearing Examiner’s conclusion that the only alternative is to
deny any expedite premumat this time. (HER (Feb.) at 30-2.) (Unaninous.)
This finding is without prejudice to Verizon-DE's opportunity to present the
appropriate evidence and secure Conm ssion approval of an expedited prem um

rate at a later tinme.

AND NOW, this 4th day of June, 2002, THE COWM SSI ON FI NDS AND ORDERS:

1. That the recurring UNE rates that were adopted in Phase | of this
proceeding and affirmed by the District Court, and which Verizon-DE has not
replaced with a proposed rate in Phase Il, continue to be TELRIC-conpliant
and shall remain in effect;

2. That, on remand from the Phase | appeal, Verizon-DE has shown by
substantial evidence that its OSS access charge is not a “double charge” for
CLEC-resell ers, and, t herefore, Verizon-DE's (OSS access charges are
approved,;

3. That Verizon-DE should recalculate its Phase Il rates with the

foll owi ng i nput changes:

(a) Assunme a conmon overhead factor of 5.95% rather than the
Phase | factor of 10 percent;

(b) Use the Phase | cost of capital of 10.28% throughout the
Phase 11 cost studies, including the studies involving
regi onal investnents;

(c) Remobve any collocation power investnent from the power
factor, to the extent there were any such investnents in
the applicable year;

(d) Assunme a nmaxinum di stance between DLC and custoner of
18, 000 feet;

(e) Excl ude advertising costs fromthe nmarketing factor;

() Excl ude Y2K expenses from 1999 Information Systems costs in
cal cul ating factors;

(9) Assune a utilization rate (“fill factor”) for the MIU in
DSL Conditioning of 90%

(h) Apply the Phase | wutilization rate (“fill factor”) of 100%
fill for fiber strands for DS3 | oops;
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(i) Use the TISOC tinmes from the nore recent 2000 Andersen
Consulting study to calculate non-recurring rates, rather
than the ol der vintage tines originally used;

(i) Provide separate non-recurring rates for connection and
di sconnection of service rather than the proposed conbined
rate;

(k) For each non-recurring rate elenent for connect and

di sconnect, use the lower of the rates cal culated using the
mean time from Verizon-DE's survey results or the node time
from Verizon-DE's survey results, as provided to the
Comm ssion on Verizon-DE's April 16, 2002 matrix of
alternative rate runs; and

() Elimi nate the expedite prem um non-recurring charges.
4, That Verizon-DE’s proposed treatnent of the followng
assunptions, costs, and charges are appropriate and TELRI C-conpliant, and

should continue to be wused when Verizon-DE recalculates its rates as

directed herein:
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(a) Cost of capital of 10.28 percent;

(b) No alteration to study assunptions regarding |IDLC/UDLC m Xx;
(c) Regul atory assessnments on | eased UNEs shoul d be refl ected;
(d) Software right-to-use fees are properly accounted for; and

(e) There are no effects of the interactive w deband test
system that would require Verizon-DE to alter its own non-
recurring costs;

5. That, with the changes to inputs required above, Verizon-DE s
Phase |l recurring rates for the new UNEs reasonably reflect Verizon-DE' s
costs assuming the “l owest cost network configuration and the nmost efficient
t echnol ogy currently avai l abl e,” and, t herefore, comply with the
requi rements of the TELRI C net hodol ogy.

6. That, on remand from the Phase | appeal, Verizon-DE has shown by
substantial evidence that its non-recurring rates calculated with Verizon-
DE's cost model with the changes to inputs reconmended above reasonably
reflect the cost of perform ng these non-recurring tasks using the *I|owest
cost network configuration and the nmost efficient technology currently
available,” and, therefore, conmply with the requirements of the TELRIC
nmet hodol ogy.

7. That the just, reasonable and TELRIC-conpliant recurring and
non-recurring rates for the unbundl ed network el ements before the Comm ssion
in this Phase Il proceeding are those set forth in Exhibit "A" to the
original Order hereof, which is the Conpliance Filing made by Verizon DE on
May 9, 2002, incorporating all of the input changes required by this Order.
By this Order, the Commi ssion approves these rates set forth in Exhibit "A "

8. That the Conmi ssion reserves the jurisdiction and authority to
enter such further Orders in this mtter as may be deened necessary or

proper.
BY ORDER OF THE COMMISSION:

/s/ Arnetta McRae
Chair
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/s/ Joshua M. Twilley
Vice Chair

/s/ Joann T. Conaway
Commissioner

N

Jaymes B. lester

Commissioner

/s/ Donald J. Puglisi
Commissioner

ATTEST:

/s/ Karen J. Nickerson
Secretary

1
L_]_Pub. L. No. 104-104, 110 Stat. 56; 47 U S.C. 251 et seq.

[2
In the Matter of Inplementation of the Local Conpetition Provisions
in the Tel ecommuni cations Act of 1996, 11 FCC Rcd 15499, 15844-15860 (8§ 672
to 711) (Rel., Aug. 8, 1996) (“Local Conpetition Order”).

3
L_]‘AT&T Corp. v. lowa Utilities Bd., 525 U. S. 366 (1999).

Lﬂ]‘In the Matter of the Application of Bell Atlantic-Delaware, |nc.
for Approval of Its Statenment of Terns and Conditions under Section 252(f)
Of The Tel ecommuni cations Act of 1996, PSC Docket No. 96-324, Findings,
Opi ni on and Order No. 4542, dated July 8, 1997 (“Phase | Order No. 4542")
par agr aph 23.

LiLLast year, the Eighth Circuit vacated portions of the FCC's TELRIC
regulations in lowa Utilities Comm ssion v. FCC, 219 F.3d 744 (8th Cir
2000). The Eighth Circuit’s mandate was stayed, however, pending appeal to
the United States Suprene Court. This Phase |l proceeding has been deci ded
under the FCC' s TELRIC regulations, as interpreted by this Comm ssion in
Phase | and affirmed by a federal district court. The Comm ssion is aware
that on May 13, 2002, the U.S. Supreme Court issued its opinion in review of
the Eighth Circuit decision in Verizon Conmmunications Inc. v. FCC, No. 00-
511. That opinion was issued after the Commi ssion’s final deliberations in
this matter on April 30, 2002, and, therefore, has not been considered in
connection with this Order. Gven that the U S. Supreme Court affirmed the
validity of the TELRIC standard, this Comm ssion believes that application
of the U S. Suprene Court decision would not lead to a different result in
this proceeding.
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LﬁLPhase I Order No. 4542, at paragraph 24.

[7]
Bell Atlantic-Delaware, Inc. v. MMahon, 80 F. Supp. 2nd 218 (D
Del . 2000).

[8
erizon-DE's filing was originally made on April 26, 2001, but was
revised on May 24, 2001, at Staff’'s request, to add the OSS rates and to
make certain corrections.

9
L—]"'I'he Heari ng Exam ner’'s Report of Decenber 21, 2001 will be referred
to as “HER (Dec.) at (Y__); the February 28, 2002 Hearing Exam ner’'s Report
will be referred to as “HER (Feb.) at (Y_);"”

10
L——l'Order No. 5735, § 6.

11
L——]"80 F. Supp. 2d at 241.

See, Phase | Findings and Recommendations of the Hearing
Exam ners, April 7, 1997, 171 143, 150. The Comm ssion adopted the Hearing
Exam ners’ recomrendati on concerning common over head. Phase | Order No.

4542 at paragraphs 35- 36.

ng]‘Third Report and Order in CC Docket No. 98-147, Fourth Report and
Order in CC Docket No. 96-98, Deploynent of Wreline Services Offering
Advanced Tel ecommuni cations Capability and | nplenentation of the Local
Conpetition Provisions of the Telecommnications Act of 1996, 14 FCC Rcd

20912 (rel. Dec. 9, 1999) ("lLine Sharing Oder"), & 144.

[14]V%rizon-DE devel oped its NRC Model using several steps: (1)
Verizon-DE undertook a workfl ow analysis to determ ne the tasks necessary to
provide UNEs; (2) Verizon-DE conducted a survey of its empl oyees and asked
themto report their average work time in mnutes for each task based on the
respondent’s entire range of experience; (3) the approximtely 3,000 survey
responses were reviewed by a statistician, who conducted a graphical and
vi sual review of the frequency distribution of the responses and renpved two
statistical outliers that were abnormally high; (4) the statistician
conputed the average work tinmes fromthe survey data for each UNE task; (5)
a panel of internal Verizon subject matter experts reviewed the work
activities and the times for reasonabl eness. They also determ ned how
frequently the tasks need to be done for each UNE, to come up with a typica
occurrence factor; (6) the average work times fromthe surveys were adjusted
by the typical occurrence factor to represent the current Verizon experience
in provisioning UNEs. For exanple, if the average tine was 1 minute, but the
typical occurrence was 50% the current time would be 30 seconds; (7)
Verizon-DE undertook to nmake the current times forward-|ooking by having the
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subj ect matter experts determ ne what kinds of expected worker productivity
i nprovenents, process inprovenents, and systenms enhancenents they believed,
based on their experience and know edge, would reasonably be expected; and
(8) the current work tinmes (as reduced by the typical occurrence factor
di scussed above) were then reduced again by the forward-1ooking adjustment
factor. The resulting time was nultiplied by |abor costs to cal cul ate what
Verizon-DE posited as the forward-|ooking cost of perform ng these non-
recurring tasks.

LiiLPhase | Order No. 4542, 96-324, § 24.

LlﬁLln the Matter of the Board’ s Review of Unbundl ed Network Element
Rates, Terms and Conditions of Bell Atlantic-New Jersey, |Inc., No
TO 00060356 (Opinion and Order entered March 6, 2002) at 158.

[17] .
Bell Atlantic-Delaware, Inc. v. MMhon, 80 F. Supp. 2d 218, 250-
51 (D. Del. 2000) (citing 47 U S.C. § 252(d) & 47 CF.R 8§ 51.505(b)(1)).
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