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ORDER NO. 76852

IN THE MATTER OF THE ARBITRATION BEFORE THE
OF RHYTHMS LINKS, INC. AND COVAD PUBLIC SERVICE COMMISSION
COMMUNICATIONS COMPANY VS OF MARYLAND

BELL  ATLANTIC-MARYLAND,  INC.
PURSUANT TO SECTION 252(b) OF THE
TELECOMMUNICATIONS ACT OF 1996

CASE NO. 8842,
PHASE I

* F  F * X ¥ X X

This mater comes before the Public Service Commisson of Maryland
(“Commission”) on gpped from a Proposed Order of Hearing Examiner, dso referred to as

the Proposed Order of Arbitrator, issued in this proceeding on December 29, 2000.

. PROCEDURAL HISTORY AND BACKGROUND

On April 26, 2000, Covad Communications Company (“Covad’) and Rhythms Links,
Inc. (“Rhythms’) (jointly referenced as “Pditioners’) filed separate petitions with the
Commission requesting arbitration pursuant to § 252(b) of the Communications Act of 1934,
as amended by the Tedecommunications Act of 1996 (“the Act”).! By their petitions
Rhythms and Covad sought abitration of severd disputed issues aigng from thar
negatiations with then Bdl Atlantic-Maryland, Inc., currently known as Verizon Maryland,
Inc. (“Veizon”), for amendment to ther interconnection agreements regarding the
implementation of Digital Subscriber Line (“DSL") line shering and other DSL issues.

Because the petitions filed by Covad and Rhythms contained many common iSsues,

the two parties requested that their petitions be consolidated into a sngle abitration. The



Commisson agreed to consolidate the arbitration proceedings, ingtituted Case No. 8842 to
consder the disputed issues, and delegated the proceeding to the Hearing Examiner Division.
Additional parties to Case No. 8842 include WorldCom Inc. (“WorldCom), the Office of
People' s Counsd (“OPC”) and the Commission Staff (* Staff”).

On July 21, 2000, Rhythms, Covad, Verizon, OPC and Staff jointly petitioned the
Commisson to defer the cost and rate determination portion of the proceeding in order to
dlow the paties to andyze and address what effect, if any, the July 18, 2000 decison
rendered by the United States Court of Appeds for the Eighth Circuit in lowa Utilities Board
112 would have on the arbitration. The petition was granted, and the cost and rate issues
presented for arbitration were deferred to Case No. 8842, Phase 1.

Pre-filed testimony pertaining to cost and rate issues were presented by Rhythms and
Covad jointly, Verizon, OPC and Staff. Hearings were held on October 30 and 31, 2000.
During the hearings, the following witnesses, having pre-filed tesimony in this proceeding,
were made available for cross-examination: John A. Pehta, Amy Stern and John White on
behdf of Verizon; Michaed J. lleo for OPC; Geoffrey J Waddau for Staff; and Terry L.
Murray and Joseph P. Riolo on behdf of Rhythms and Covad. On December 29, 2000, the

Proposed Order for Arbitration in Case No. 8842, Phase Il was issued. Covad, Rhythms and

Verizon filed appeds from the Proposed Order.

L47U.5C. 252(b).
2 |owa Utilities Board, et al. vs. Federal Communications Commission, 219 F.3d 744 (8th Cir. 2000).



A. TheLine Sharing Unbundled Network Element

On December 9, 1999, the Federal Communications Commisson (“FCC”) issued its
Line Sharing Order.® In the Line Sharing Order, the FCC “adopted measures to promote the
availability of competitive broadband xDSL-based services”* The FCC wrote that:
[tloday’s wirdine broadband services include services tha use
digitad subscriber line technology (commonly referred to as
xDSL), incduding ADSL ([asynchronous or] asymmetric digitd
subscriber  ling), HDSL (high-speed digital  subscriber  line),
UDSL (universal digitd subscriber ling), VDSL  (very-high
speed digitd subscriber ling), and RADSL (rate-adaptive digita
subscriber line) to send Sgnas over copper wires to packet
switches. The smdl “x” before the letters DSL Sgnify that we
ae referring to DSL as a generic transmisson technology, as
opposed to a specific DSL “flavor.” Some versions of xDSL are

compatible with simultaneous analog voice transmissions over
a single copper loop.®

Through the Line Sharing Order, the FCC amended its unbundling rules to require
incumbent local exchange carriers (“ILECS’), such as Verizon, to unbundle access to the high
frequency portion of the locd loop (“HFPL™), that is the frequency range above the voiceband
on a copper loop facility used to carry analog circuit-switched voiceband transmissons® This
was ordered so that competitive loca exchange cariers (“CLECS’), such as Covad and
Rhythms, could compete with the ILEC “to provide consumers xDSL-based services through
telephone lines that [CLECS can share with [ILECS].”’ This provison of xDSL-based
sarvices by a CLEC and voiceband service by an ILEC on the same loop is known as line

sharing. XDSL services that do not use the voiceband frequency range can “share’ a copper

% Deployment of Wireline Service Offering Advanced Telecommunications Capability and |mplementation of the
Local Competition Provisions of the Telecommunications Act of 1996, Third Report and Order in CC Docket No.
98-147, Fourth Report and Order in CC Docket No. 96-98, rel. December 9, 1999 (Line Sharing Order).

“1d. at 4.

°1d. a 14, n5.

®1d. at 126.



loop with voiceband services without impairing the performance of ether senvice. However,
not al flavors of XDSL are compatible with line sharing. In particular, the FCC has noted that
ADSL and RADSL are two flavors of xDSL that reserve the voiceband frequency range for
non-DSL traffic thus making them compatible with the line sharing concept, while HDSL and
SDSL utilize the voiceband frequencies and would not be compatible with line sharing.®
On January 19, 2001, subsequent to the issuance of the Proposed Order in Phase Il of

Case No. 8842, the FCC issued its Line Sharing Reconsideration Order,® wherein it addressed
requests for reconsderation of the Line Sharing Order. In pertinent part, the Line Sharing
Reconsideration Order clarified that the requirement to provide line sharing gpplies to the
entire loop, even where the ILEC has deployed fiber in the loop.l° The FCC stated that its use
of the word “copper” in the Line Sharing Order “was not intended to limit an incumbent
LEC's obligation to provide competitive LECs with access to the fiber portion of a [digitd
loop carrier (“DLC’)] loop for the provison of line-shared xDSL services” The FCC
further found thet:

. . . dthough the high frequency portion of the loop network

dement is limited by technology, i.e, is only avalade on a

copper loop facility, access to that network dement is not

limited to the copper loop facility itsdf. When we concluded in

the Line Sharing Order that incumbents must provide

unbundled access to the high frequency portion of the loop at
the remote tamind as wdl as the centrd office, we did not

"1d. at 4.

®1d. at 34. Seealso, 164, n. 136.

® Deployment of Wireline Service Offering Advanced Telecommunications Capability and |mplementation of the
Local Competition Provisions of the Telecommunications Act of 1996, Third Report and Order on
Reconsideration in CC Docket No. 98-147, Fourth Report and Order on Reconsideration in CC Docket No. 96-
98, Third Further Notice of Proposed Rulemaking in CC Docket No. 98-147; Sixth Further Notice of Proposed
Roulemaking in CC Docket No. 96-98, rel. January 19, 2001 (Line Sharing Reconsideration Order).

191d. a 110.

1 1d. A digital loop carrier (“DLC") network architecture exists when the portion of the loop running from the
central office to a remote terminal is on fiber facilities and the portion of the loop running from the remote
terminal to the customer is on a copper loop facility.



intend to limit competiive LECS access to fiber feeder
subloops for line sharing.*

B. FCC Pricing Guid€elines

With respect to pricing the line sharing unbundled network eement (“UNE”), the FCC
provided a specific st of guiddines intended to asss State commissons in setting prices
ather through arbitration or on a permanent bass. The Act requires that States set prices for
UNEs that are cost-based and nondiscriminatory and that may include a ressonable profit.:®
The FCC identified the following five types of direct codts that an ILEC could possibly incur
through the provison of line shaing: 1) loops 2) Operation Support Systems, 3) cross
connects; 4) splitters; and 5) line conditioning.**

As a firg gep, the FCC indicated that the prices sat for the line sharing UNE should be
based upon the totd eement long run incrementd cost (“TELRIC’) methodology set forth in
the Local Competition Order.® With respect to pricing of the local loop, the FCC indicated
that states may require that ILECs charge no more to CLECs for access to shared local loops
than the amount of loop costs the ILEC dlocated to ADSL services when it established its
interstate retail rates for those services® The FCC further found that the ILEC should be
permitted to recover in their line sharing charges those “ reasonable incrementa costs of OSS

modification that are caused by the obligation to provide line shaing as an unbundled

121d. (emphasisin original).
1347 U.S.C. 252(d)(2).
11 ine Sharing Order at 136.
1> | mplementation of the Local Competition Provisions of the Telecommunications Act of 1996, First Report and
grder, CC Docket No. 9\6-98, (Local Competition Order), 11 FCC Red 15,499, 15814-15868, 111 625-727.
Id. at 71139.



network dement.”!” Additiondly, the FCC indicated that the states could require the ILEC to
recover its OSS charges through a recurring rate charged over a reasonable period of time!8

As for cross-connects, the FCC indicated that, when the splitter is located within the
ILEC's main didribution frame, it expected “the cogs of ingdling cross-connects for xDSL
sarvices in genera would be the same as for cross-connecting loops to the competitive LEC's
collocated fadilities . . ."'° Otherwise, the FCC indicated that the charges for cross-connecting
slitters not located in the ILEC's MDF could be adjusted to “reflect any cost differences
aising from the different location of the splitter”?® The Line Sharing Order further directs
that “[a] state may aso dlow the incumbent LEC to include in its rate structure a charge to
recover the cost of ingdling the splitters”®! With respect to conditioning charges for shared
lines, the FCC indicated that “[ijn order to prevent incumbent LECs from charging an
excessve price for line conditioning, states may require that the conditioning charges for
shared lines not exceed the charges the incumbent LECs are permitted to recover for smilar

conditioning of stand-alone loops for xDSL services”??

. | SSUESON APPEAL

The Proposed Order addressed the following broad issues. 1) pricing obligations, 2)
charging for the high bandwidth portion of the loop; 3) wideband testing system; 4) splitter
ingdlation, mantenance, adminidrative and support charges, 5) loop qudification charges,
6) loop conditioning charges, 7) Cooperative Testing Charge; 8) Cross-Connect Charges, 9)

POT Bay Termination Charges, 10) Service Order Charge; 11) Operationd Support Systems

7| ine Sharing Order at 1144.
18 m
191d. at 7245.
20
1d.
1 |d. at 1147.



(“OSS’) Upgrades, and 12) Staff's proposed Inter-Carrier Compensation Rate and Cost
Recovery Principles.

As noted above, three parties - Rhythms, Covad and Verizon - filed exceptions to the
Proposed Order of Arbitrator. However, not al issues resolved in the Proposed Order were
appedled and not al issues that were appealed were addressed or resolved in the Proposed
Order. No party noted an apped from the Proposed Order’s determination of rates for the
loop, cross-connections, POT Bay termination, service order charge or OSS charges. As these
issues were not presented to the Commission for review on gpped, the Commission will adopt
these portions of the Proposed Order of Arbitrator subject to some policy guiddines that the
Commission enunciates within this Order.

Additiondly, as noted above, some issues not specifically addressed in the Proposed
Order dso have been appealed to the Commisson. In particular, the charges for gplitter
support, collocation gpplication & engineering/implementation, and centra  office  wiring,
provisoning & fied ingdlation were raised on goped, but were not specificdly addressed
within the Proposed Order. The Commission will address each issue below.

As a generd matter, the Commisson notes that the appeding parties, Rhythms, Covad
and Verizon, have been litigating these very same issues in other Verizon dates for dmost
two years now. While the landscape for these issues is one of fird impresson for the
Commission, it is not so for the gppeding parties. In particular, the Commission is aware that

these very same issues have been litigated and decided in three Verizon jurisdictions New

221d. at 1148.



York?®; Massachusetts® and Pennsylvania®®. In each instance, the parties positions have
been subgstantidly smilar.  Furthermore, the lowa Utilities Il decison should not presently
have any impact on this proceeding because, as the parties note, this Commisson's decision
to utilize a forward-looking, long-run, incrementd pricing methodology was made after an
independent review of UNE pricing issues in Case No. 8731, Phase Il and was not a specific
adoption of the FCC's pricing rules.  Additionally, the parties agree that the FCC's TELRIC
pricing methodology and rules are in force and effect with respect to this proceeding because
the U.S. Court of Appeds for the Eighth Circuit granted a patid day of its Order on
September 22, 2000, pending future resolution by the United States Supreme Court.
Therefore, the parties opine that the Commisson can and should proceed, at this time, to

resolve the following pricing issues in this proceeding.

A. Pricing Obligations

Rhythms cites the FCC findings that the price of line sharing UNEs “should be set by
dates in the same manner as they set the price of other unbundled network eements”?®
Throughout this proceeding and on apped, Rhythms and Covad argue that Verizon violaes
the TELRIC pricing principles by faling to utilize the same network design when computing
its recurring and nonrecurring costs.  On brief Rhythms clams tha when Verizon computed

its line sharing UNE, it assumed a 100% dal copper network design, which is different from

23 proceeding on Motion of the Commission to Examine New York Telephone Company’s Rates for Unbundled
Network Elements, Case 98-C-1357, Opinion No. 99-12 (December 17, 1999) and Opinion No. 00-07 (May 26,
2000).

24 | nvestigation by the Department on its own motion as to the propriety of the rates and charges set forth in
M.T.D.E. No. 17, filed with the Department by Verizon New England, Inc. d/b/a Verizon Massachusetts on May
5 and June 14, 2000, D.T.E. 98-57-Phase |1l (October 2, 2000).

%5 Petition of Covad Communications Company for an Arbitration Award Against Bell Atlantic-Pennsylvania,
Inc., Implementing the Line Sharing Unbundled Network Elements and Petition of Rhythms Links, Inc., for an
Expedited Arbitrator Award Implementing Line Sharing, A-310696F0002, A-310698F0002 (August 17, 2000).



the network design or architecture that it employed for its UNE loop pricing when Verizon
assumed a mixed copper and fiber-based network. 2’ Rhythms and Covad assert tha a
consequence of this disparity is that both recurring and non-recurring costs are inflated. The
Petitioners argue that “a carrier with a copper-based network would incur the lower recurring
cost asociated with that network design but the higher non-recurring cost associated with
providing advanced services over such a network; a carrier with a fiber-based network would
incur the reverse pattern of recurring and non-recurring costs.” 2

In addition to the question over the network architecture, Rhythms takes exception to
Verizon's use of a factor-based gpproach to develop costs. According to Rhythms, the use of
such an approach would result in higher rates than can be justified®® Rhythms dites two
specific objections (1) the Engineering, Furnished and Ingaled (“EF&I1”) factor; and (2) the
use of an anua carying charge factor (“ACF’). Rhythms maintains tha Verizon's use of
the digital circuit equipment “EF&| factor does not provide a reasonable estimate of the
efficient, forward-looking instdled invetment asociaed with line shaing activities”*°
According to Rhythms, “the only fair way to set the EF&1 would be to recdculae it on aline
sharing-specific basis”*! Covad similarly objects to the use of the EF& | factor.

Verizon maintains tha its proposed rates are in compliance with the FCC's TELRIC
pricing requirements.  With respect to the network architecture, Verizon indicated that the
costs proposed for the line sharing UNE are “forward-looking despite the fact that they

assume the use of copper feeder cable, in contrast to the DLC-based, fiber-feeder technology

zj Rhythms Initial Brief at 4 (citing the Line Sharing Order, 11).
Id. at 5.

?8 petitioners’ Exhibit 3 at 143.

291d. at 113.

%0 Rhythms Initial Brief at 7.



that underlies [Verizon's] studies of other types of loops.”3? Verizon defends its decision to
utilize an dl copper network design by claiming that the FCC defines the line sharing UNE in
the Line Sharing Order as “the frequency range above the voiceband on a copper loop
fadlity.”®® Because of this wording of the referenced FCC definition, Verizon claims that “it
smply does not make sense to tak about end-to-end DSL transmission over loop served by
DLC systems and equipped with fiber feeders”®* Verizon dso argues that there is no merit to
the Petitioners clam that its cods are inflated as a result of usng an al copper network
design in its cost study.>®

With respect to its utilization of a factor gpproach, Verizon argues that EF&I factors
“are computed for different categories (accounting codes) of plant, based on the aggregate
materials costs and EF&| costs booked to those categories”® Verizon uses EF&| factors for
two different accounting codes. The first upon which the splitter cogts are based is the Digitd
Circuit Equipment — Subscriber Pair Gain Equipment which has a corresponding EF&|
factor. 3" The second is described smply as Digitd Circuit Equipment — Other, which has a
different corresponding EF&| factor®® and is used to compute costs for Verizon's Wideband
Testing System (“WTS’). According to Verizon, “[tjhe use of such a factor provides a

reasonable bass for esimating EF&I costs without the necessity of performing individudized

31d. a 8.
32 \erizon Exhibit Cat 6 - 7.
33 Verizon Initial Brief at 13 (referencing 47 C.F.R. § 51.319(h)(1) and the Line Sharing Order at 126).
% 1d. at 14.
% 1d. at 16.
%6 VVerizon Exhibit D at 26.
2; Verizon Exhibit A, Workpaper Section 3.6, Pg. 2 of 3.
Id.

10



non-recurring cost studies for the EF&I functions for each separate type of equipment and
each separate type of installation Situation that the Company might encounter.”°
As for the Annud Cost Factors (“ACF’), Verizon identifies three specific components
of the ACF. “network”; “other support”; and “wholesale marketing”. The “network” expense
factor is intended to recover recurring costs associated with maintenance, repair and testing.
The *other support” factor includes:
. support expenses in information management, research and
devdopment, procurement and expenses and the capita
requirements  associated  with  nonrevenue  producing
invetments in motor vehicles, specid work equipment, land &
buildings (excluding centrd office buildings), generd purpose
computers, furniture, and officid communications and support
equipment. The other support costs are incurred in support of

dl dasses of plant and are dtributed to dl revenue-producing
investment categories.*

Findly, Verizon indicates that the “wholesde marketing” factor “recovers the expenses
asociated with product management and customer interfacing functions associated with the
wholesde market”**  More specificdly, the “wholesdle marketing” factor is intended to
recover costs for product design and development, sysem design, negotiation of
interconnection agreements, CLEC handbooks and workshops, training and customer
service.*?

The Hearing Examiner was persuaded by Verizon's arguments that its cost study does
not violate the principle of assuming a consstent network architecture for recurring and non
recurring cods.  The Hearing Examiner basad his finding on the limited definition of line

sharing provided by the FCC inits Line Sharing Order.

39 verizon Exhibit D at 26.
401d. at 35.
411d. at 36.

11



Discussion

Upon review of the evidence presented in this proceeding, the parties arguments, and
the Line Sharing Order and Line Sharing Reconsideration Order, the Commisson finds that
the cos documentation and evidence submitted in this proceeding is inadequate.
Rhythms/Covad, jointly, and Verizon, individudly, filed cost dudies however, only
Verizon's cost study was admitted into evidence.

Verizon's cost study assumes an inconsstent network design; does not demonsrate
that double recovery is avoided, or that implicit or explicit subsdies from basic retal rates are
avoided; ascribes proxy vaues without providing a compelling reason for the proxy; and in
severd indances Verizon has not met the burden of demondrating a forward looking network
environment as the badis for the costs proposed. One example of the problems that exist with
Verizon's cost sudy is that it does not dways provide the bads for its figures. For example,
with respect to the cogt factors that are utilized throughout the study, neither the study itsdlf
nor the supporting testimony detail how the cost factors are derived, what inputs were used in
ther derivation or even provide an exhaudive liging of each specific cost the factor is
intended to recover.

In contrast to Verizon's problematic cost study, Rhythms and Covad made numerous
arguments detalling fault within Verizon's cost study, and even proposed specific rates in its
tetimony. However, the Petitioners arguments were extremely sdective and gave detailed
opinion testimony on only a few specific rates. While Rhythms and Covad made specific cost

proposals, their cost study itself was never admitted into evidence®® Under the Public Utility

42

Id.
43 The Cost Study was filed with the Commission on June 16, 2000. However during the hearing, neither party
chose to introduce the document or enter it into evidence.

12



Companies Article (“PUC Article’) of the Maryland Annotated Code, the Commisson is only
able to consder factuad information or evidence made pat of the record*  Section 3-
111(b)(1) of the PUC Article explicitly provides that “[any evidence, including records
possessed by the Commission, that the Commisson or a paty in a proceeding before the
Commisson desres to use, shdl be offered and made pat of the record” Rhythms and
Covad had the burden of complying with 83-111, but did not do so.

Because of the concerns surrounding the cost study submitted by Verizon and the
inadequate and unsubstantiated rates proposed by Rhythms and Covad, the Commission is
unable to establish permanent rates for the line sharing UNE. The Commission has docketed
two proceedings, Case No. 8879 to consider all non-collocation, recurring and non-recurring
UNE rates, and Case No. 8766 to consder all collocation UNE rates. It is expected that the
raes for the line shaing UNE will be addressed therein, outsde of the context of the
Rhythmsg/Covad Arbitration. However, the Commisson recognizes that the naure of the
Arbitration mandates that some rates be st at this time. As such, the Commisson determines
that dl rates determined through this proceeding, Case No. 8842, Phase 1, are to be interim,
and will be superceded by the rates determined in Case Nos. 8766 and 8879 and the future
price cap proceeding, unless the parties agree otherwise and establish fully negotiated rates as
envisoned by the Tedecommunications Act of 1996. The Commisson bdieves that the
goplication of a factor-based methodology is most persuasive when the plant type used as a
proxy is consgent with the plant type being priced. In this case, Verizon had or should have
had specific data avaladle for line sharing given its own Infospeed retall service and its

experiences with line sharing in other jurisdictions dating back to 1999. Therefore, the

4 pUC Article §3-111(b)(2).

13



Commisson directs Verizon to develop cost sudies and/or factors that are specific to line
sharing and predicated upon bonafide time and motion sudies. The method used in the
present proceeding by both Verizon and the Petitioners conssting of a subject matter expert
giving opinion testimony as to concelvable task times is unpersuasive.

The Commisson expects dl parties paticipating in future proceedings, such as Case
Nos. 8766 and 8879, to heed the Commisson’s comments and ensure that any cost
documentation and proposad provided are fully and clearly supported and inclusve of dl
issues.  Specificaly, the Commisson directs that any cost study provided for Commisson
consideration should:

be based upon Maryland-specific information, where feasble;

contain detailed tesimony;

provide an explicit, detailed description of how proposed rates were devel oped;
identify the individual components of the rate and the source of those components;

be supplemented by adequate testimony and documentation necessary to support
gpplication of non-Maryland specific experience, information or data;

be computer-based, such that the modd can be run by the Commisson or its Staff;
ad

be auditable relative to double recovery, subsidies and errors.

Also, if a paty is advocating that the Commisson depart from a previoudy ordered
rate, input, overhead or policy, then the proffering paty should include in its testimony an
explanation of why the Commission’'s ordered rate is no longer applicable and why the new
proposal is appropriate.

With respect to the appropriate network architecture that Verizon should utilize for its
line sharing UNE, the Commission determines that Verizon's use of a 100% copper network
architecture in computing the rates for line sharing was ingppropriate. The FCC clearly dated

that “when arbitration is necessary, the price of [the line sharing] eement should be set by

14



states in the same manner as they set the price for other unbundled network elements”*®
Additiondly, as noted above, the FCC has darified the line sharing definition and has
removed the narrow definition relied upon by Verizon and the Hearing Examiner to support
divergent network architectures.

It is undisputed that when Verizon presented its cost studies for recurring and non
recurring unbundled network elements in Case Nos. 8731 and 8786, it used the same network
architecture assumption, based upon a mixed copper/fiber design. The Commisson did not
gpecificaly adopt the copper/fiber ratio utilized by Verizon during those proceedings, and
does not do so now. However, the Commisson acknowledges that it established some
permanent rates based upon that design in Case No. 8731, Phase Il and permitted other
amilarly congtructed rates to go into effect on an interim bass in Case No. 8786, the non
recurring UNE rate invedigation. As such, the Commisson determines that, in consdering
the rates for the line sharing UNE, a contemplation of a network based upon some ratio of
fiber is waranted. The Commisson does not believe that it would be prudent to permit
Verizon to discriminately dter its assumptions when setting rates for the line sharing UNE a
this time.  To do so would essentidly be to dlow a form of piecemed ratemaking. For this
reason, the Commisson has determined that when taking into account the rates proposed
herein, the gppropriate network to base an interim decison on would be one conssting of the
fiber/copper mix utilized by Verizon in determining its other UNE rates. Where feasble, the
Commisson will do so heren. The Commisson will revist the issue of network architecture

in the next UNE proceeding. As such, when Verizon, or any other party, proposes its rates for

45 | ine Sharing Order at 1135. (emphasis added)

15



the upcoming UNE proceeding, Case No. 8879, it should utilize one network design for al
rates and support the assumptions that design represents.

Rhythms and Covad aso except Verizon's use of the factor gpproach. Verizon and
Staff assert that the factor approach has been utilized in Commission proceedings since before
divediture. The Commisson is not willing to invdidate the use of such an approach.
However, the Commission does agree that if an EF&I factor is to be used to develop rates for
the line sharing UNE, the factor should be based upon line sharing specific equipment, e.g.,
glitters.  Verizon clams that cregting an EF&| factor specificdly for splitters would be the
equivaent of performing a cost study for the splitter. We bdlieve that is the correct gpproach.
However, as noted above, there is not sufficient time to require a specific splitter sudy in the
context of this Arbitration. Nevertheless, such a study should be provided to support any
permanent line sharing UNE rates proposed in Case No. 8879. With respect to the interim
rates determined herein, the Commission has relied in part on the factor gpproach as will be
explained below.

With respect to the ACF factors, the Commisson notes that these factors are dso
based upon the Digitd Circuit Equipment and are intended to recover a variety of
contributions.  As such, the Commisson does not completely rgect the application of the
ACF. Ingead, the Commisson believes that, as with the EF&I, the ACF should be
recalculated in the UNE proceedings to be gpplicable to line sharing equipment. Also, there
are some generd modifications to the ACF that the Commisson believes to be necessary even
in setting the interim rates. A review of the record indicates that the “other support”
component of the ACF is duplicative of the Commission's 12% overhead factor. The

Commisson esablished the current 12% common overhead factor in Phase Il of Case No.
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8731 and determined that there would be a single rate for al UNEs*® The 120 common
overhead factor is intended to represent and recover those codts that cannot be attributed
directly to each unbundled network eement in order to dlocate a portion of these common

A" Veizon daims tha the 12% overhead factor does not recover al

codis to each eement
codts that arise as a result of line sharing, but does not make a persuasive, affirmative showing
in the record. Because the costs of the chair, desk and computer that Verizon personnd use™
dready are appropriately recovered through the Commissiontordered common overhead, the
Commission denies the incluson of the “other support” component in the use of the ACF. As
with the rates gpplicable to UNEs, Verizon may choose to make a persuasve argument in
Case No. 8879 that the overhead factor needs to be modified, but the record here does not
support that conclusion.  As for the “wholesde marketing” expense component of the ACF,
the Commisson beieves tha the negotiaion of interconnection agreements is a regulaory
expense that is being properly recovered through Verizon's base rates. If Verizon believes
that the level being recovered is not sufficient then it may raise the issue in the context of its
price cap plan. For this reason, the Commisson determines that the amount of the “wholesde
marketing” expense factor should be reduced by 50%. The Commisson recognizes that the
design, training, workshop and handbook expenses may be vdid and bdieves that the
remaining 50% should adequately recover these cogts on an interim basis.

Verizon dso includes in its cost sudy a gross revenue loading factor. The gross

revenue receipts tax and the law pertaining thereto are neither regulated nor administered by

%8 |n the Matter of the Petitions for Approval of Agreements and Arbitration of Unresolved Issues Arising under
§252 of the Telecommunications Act of 1996, Case No. 8731-11, Order No. 74365, July 2, 1998.

47 In the Matter of the Petitions for Approval of Agreements and Arbitration of Unresolved Issues Arising under
§252 of the Telecommunications Act of 1996, Case No. 8731-11, Order No. 73707, September 22, 1997.

“8 \/erizon Exceptions at 12.
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the Commisson. Verizon's derivation of the gross revenue loading factor and the eements
contained therein are unclear. For this reason, the Commisson does not believe that it is
appropriate for it to include the factor in the rates it determines and is requiring thet the gross
revenue loading factor be removed from al rates established through this proceeding. This
does not prohibit Verizon from complying with other State laws and passng through the tax

as may be appropriate according to the law.

B. Loop Costs

The issue pertaining to the cost of the high frequency portion of the loop was not
gppeded to the Commission. However, on its own motion the Commisson has conducted a
review of the paties pogdtions and the Hearing Examiner’s findings At this time the
Commisson is not modifying the decison of the Hearing Examiner, other than to assart that
as previoudy noted al rates established in this proceeding, including the cost of the HFPL,
areinterim.

With respect to the HFPL codt, the Commission recognizes that the arguments
advanced by OPC with respect to the loop cost deserve a more in-depth andyss. The
Commisson will undertake this andyss through various Commisson proceedings, including
the Universal Service/Access Charges invedtigaion — Case No. 8745, the UNE rate
invedigation — Case No. 8879, as well as through Verizon's upcoming price cap proceeding.
It may prove accurate that a portion of the loop cogt is alocated to both voice and high-speed
data transmisson. In such a dtuation, the cost of the voice-grade portion of the loop would
need to be reduced to ensure that basc service or POTS customers are not subsidizing line

sharing. Through various filings over the next few months Verizon will be providing an
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andyss of the costs of its direct services, proposing rates for UNEs and subjecting its price
cap plan to intense review. These opportunities enable the Commisson to ensure that the

requirements of the Telecommunications Act of 1996 are fully implemented in Maryland.

C. Wideband Testing System (“WTS")

The Wideband Tesing System (“WTS’) was implemented by Verizon to minimize its
forward-looking costs for trouble shooting on shared loops. The Hearing Examiner found that
under federa law CLECs engaging in line sharing are permitted to deploy ther own testing
sysdems and, as such, CLECs dediring to deploy their own testing sysems should not be
mandated to pay for Verizon-provided testing services. For this reason, the Hearing Examiner
found that the use of the WTS was not mandatory but, instead, found that CLECs could elect
to utilize Verizon's WTS. In the event that a CLEC does utilize Verizon's WTS, the Hearing
Examiner found that Verizon's proposed recurring charge of $1.43, minus the land and
building factor, was gppropricte.  The Hearing Examiner directed Verizon to diminate the
duplicative land and building factor and file the revised rates prior to a find order in this
proceeding.

Verizon excepts the Proposed Order with respect to this issue. In paticular, Verizon
requests that the Commisson make the WTS mandatory and reject the Hearing Examiner’s
finding that the land and building factor should be removed from the WTS rate.  Verizon
argues that the WTS is intended to reduce costs to both Verizon and CLECs by reducing the
number of digpaiches, that the Hearing Examiner’s findings ignore Verizon's need to manage

its network efficiently; and that the land and building factor included in its rate cdculations
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are intended to “identify or estimate the forward-looking L&B cost associated with a given
forward-looking level of UNE investment.”*°

In the dternative, Verizon requests that if the Commisson chooses to uphold the
Hearing Examine’s findings then the Commisson impose additiond requirements on
CLECs and dlow it to modify its rate to reflect a lower demand, resulting in a dightly higher
rate. The requirements that Verizon proposed are: 1) that CLECs be required to pay the cost
of any fase or unnecessary digpatches, that is dispatches that occurred because of the absence
of the WTS;, and 2) that CLECs opting against the WTS would be required to accept lower
carrier-to-carrier service metrics for line sharing.

Covad aso appedls the Proposed Order with respect to this issue. In particular, Covad
objects to the rate set by the Hearing Examiner. Covad opines that the proposed recurring
monthly charge for WTS, even after removing the land and building factor is excessve
Covad proposes that a correct cdculation would yield a rate of $0.38 per loop, as an optional
charge for the use of the WTS. Covad derives its proposed rate by deducting the land and
building factor, and applying a proprietary refund received by Verizon that they bdieve
should be applied directly to reducing wideband testing costs. Covad then proposes that the
rate be reduced by an additiond 50% to compensate for “myriad other problems’ with
Verizon's cost andyss.

Covad dso requests that the Commission not consder the new WTS rates proposed by
Verizon in it January 25, 2001 exceptions. According to Covad, the record has long since
closed and it is prgudicial and improper for new evidence not subject to cross-examination,

to be admitted into the record at this time. Covad aso notes that there is ro legitimate reason

49 \erizon Exceptions at 8 (emphasisin original).
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why Verizon could not have introduced evidence of a different level of demand while the
record was open as it had in New York more than a month before Verizon filed rebutta
testimony in this phase of the case.

Discussion

The WTS is comprised of three components (1) Metdlic Test Access Units
(“MTAUS’) that are required for each shared line; (2) one Wideband Test Head per centrd
office where line sharing is offered; and (3) the Broadband Test Operationd System.>®
Verizon computes the cost of each component of the WTS by utilizing the factor approach
and goplying the following factors an EFR&I (Digitd Circuit Equipment — Other) factor; a
power factor; an annud cogt factor; and land and building factors. Under Verizon's scenario,
all CLECs would have to pay a monthly charge of $1.43, but the results of the test and access
to the test head would not be provided to the CLECs.

Upon review of the record on this issue, the Commission finds that the WTS shal be
an optiond service that he CLECs may choose to utilize.  With respect to the rate issue, the
Hearing Examiner correctly rgected the Covad and Rhythms price proposd and request to
aoply the proprietary rebate. The Hearing Examiner dso correctly found that the land and
building factors should be removed.

The Commisson agrees with Covad that Verizon had more than sufficient opportunity
following the May 26, 2000 decison issued by the New York Public Service Commisson to
supplement the record in this proceeding with new rates and demand computations. Instead,
Verizon decided to wait to see if the Hearing Examiner would smilarly find that the land and

building factor applied to the WTS was duplicative. Verizon had the opportunity to provide
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the Commisson with a supplemented record without depriving the parties of the opportunity
to cross-examine and scrutinize the proposed rates. As we noted above, the Commission is
only able to congder that evidence that is in the record. To do otherwise would proceduraly
pregjudice all other parties to this proceeding, not just Rhythms and Covad. In addition to the
remova of the land and building factors, in keeping with the policy enunciated above, the
Commisson has dso modified Verizon's cost study to remove from the ACF the “other
support” component and haf of the “wholesde marketing” expense component.  As such, the
Commisson determines that the optiond, recurring rate for the WTS, including common
overhead, but excluding the gross revenue load is $1.05.

The Commisson dso notes that the FCC has clarified that ILECs must provide
competing cariers participating in line sharing arangements with access to the loop fadility
for testing purposes. According to the FCC, the “Line Sharing Order reflects that this
requirement was intended to provide competitive LECs paticipaing in line shaing
arangements with the ability to engage in certain important types of loop testing that require .

. access to the loop's whole frequency range.”>?

For this reason, we require tha in those
ingances where a CLEC has chosen to utilize Verizon's WTS system, then Verizon must

provide CLEC' s with the test results and data for the whole frequency range.

D. Splitter Installation, Maintenance, Administrative and Support Charges

There are two splitter configuration scenarios.  Option A assumes the plitter is placed
in a CLEC's collocation cage and Option C assumes that the splitter is placed in the common

gpace of a Verizon centrd office (“C.0.”). The Arbitrator adopted Verizon's proposed costs

%0 \/erizon Exhibit C at 20.
®1 Line Sharing Reconsideration Order at 127.
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for golitter ingalation ($1,338.87) and adminigrative and support (“A&S’) charges for
Option C ($28.79). With respect to Option A, the Arbitrator rejected Verizon's proposed
costs and agreed with the arguments advanced by Rhythms, Covad and Staff that Verizon
should be prohibited from imposng administrative and support charges on CLEC's
collocating their splittersin their own collocation arrangements.
Covad excepts the Proposed Order with respect to the level of the charges imposed.

The Petitioners proposed a splitter ingdlation charge of $18.34 for a Verizon-owned splitter
and a per-ling, recurring Option C A&S charge of $0.10. Covad argues that the Arbitrator did
not condder the evidence presented by Covad and Rhythms that splitters require minimal
maintenance and inddlation efforts.  Additiondly, Covad reiterates its arguments pertaining
to the ACF and EF&I factors. Covad and Rhythms acknowledge the tasks that the EF&I
factor isintended to encompass.

The “engineer” component of the work needed to prepare

slitters for use could encompass tasks such as surveying,

ingoecting, and sdecting the Ste as well as performing record

keeping and coordinating items that are required to have a given

equipment item ready for service (power, racking, air

conditioning, etc). The “furnish” entals purchesng maerids

and getting them to the sdlected sSite, whereas “install” describes
the assembly of theitem into itsfind design.>

However, the Petitioners argue that the mgjority of the activities that comprise the “E” and the
“F will have dready been done by the time Verizon has to ingdl the equipment>® As an
dternative, Rhythms and Covad propose a rate for the gplitter ingtalation based upon an
hourly rate and an edimated task time cdculation. As indicated above however, the

Petitioners faled to introduce ther cost sudy and support for the inddlation rate into

52 petitioners’ Exhibit 3 at 124.
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evidence®  Additionaly, the tesimony provided by the Petitioners dso fails to provide any
sgnificant support to their advocacy of $18.34 for splitter ingtalation.

Verizon appeds this portion of the Proposed Order soldy with respect to the
Arbitrator's findings for Option A. Verizon agues tha the A&S charge, which was
developed using the ACF factor approach, is intended to recover a variety of costs that
Verizon incurs as a result of providing the line sharing UNE to a collocating CLEC. Verizon
aso assarts that it is not using the “network” expense factor which is intended to recover costs
solely related to maintenance, repair and testing since these tasks are being performed by the
CLEC itf.

Discussion

As the Commisson noted in its pricing discusson above, the factor gpproach is a
recognized and vaid method to caculate related expenses. However, the Commisson agrees
with the concerns raised by the other parties to this proceeding with respect to the vaues of
the EF&I| and ACF factors proffered by Verizon. Verizon witness Pehta stated that the EF&|
factor used in cdculding its gplitter inddlation cost was not specificaly developed to
cdculate those costs but, ingead, was intended to provide the forward cost of ingaling
equipment within the same dassification as the digitd circuit subscriber pair-gain®®  Verizon
confirmed that “[tlhe theory behind usng a factor and applying it to different subsets of
equipment is that supposedly the factor will represent the relationship between the cost of the

equipment, the materid cost on one hand and the ingtalation on the other hand . . *°

4.

% Ppetitioners Exhibit 3 at 82 indicates in the text that Exhibit B to the document is the cost study, but in
actuality Exhibit B isacopy of a Pennsylvania Recommended Decision.

%5 Tr. a 771-2. (Pehta)

%0 1d. a 774.

24



Verizon dso acknowledged that the digitd circuit subscriber pair-gain classfication does not
indude splitters®’  According to Verizon witness Pehta, the determination that digitdl
subscriber pair-gan equipment exhibited the same type of characteridics as line sharing
equipment and was an acceptable proxy was made presumably by someone a Verizon,
dthough the witness was unable to identify the exact source or the bass of the
determination.®

In general terms, a non-recurring rate such as splitter ingalation, would be developed
by conducting a time and motion study of the specific activities involved in the inddlation
and then applying a labor rate. Verizon opted to use its factor gpproach to avoid having to
conduct the detalled time and motion sudies that a nonrrecurring cost warrants.  Even
assuming a high end labor rate of $60.00, per hour, the indalatiion charge proposed by
Verizon would entail dmost 24 hours of work or three 8hour work days. This seems to be
excessve. Staff advocated an dternative postion with respect to the cost of splitter
ingdlation. Staff conducted a limited survey of equipment vendors. Based upon this survey,
Staff advocated an average equipment inddlation rate of $837.25. Verizon chdlenges Saff's
urvey as being limited in scope and questions the experience of the vendors surveyed. The
Commisson finds that the survey offers an impartid inddlation estimate and represents what
a CLEC may be charged if the CLEC chooses to utilize a contractor to ingdl its equipment as
opposed to Verizon. For these reasons, the Commisson finds that the nonrecurring splitter
ingalation charge should be $937.72, which adopts Staff's proposed rate plus a 12%

overhead factor.

51d. at 773.
%8 |d. at 776.
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With respect to adminigtrative and support recurring charges, the Commisson finds
itself considering rates proposed by Verizon, based upon an EF&I factor developed for digita
circuit equipment, or raes proposed by Rhythms/Covad, based upon hypothetical
assumptions such as task times, labor rates and splitter ownership.  Neither proposa is very
persuasve. However, as indicated above, the Commisson has in no way invdidated the
gpplicability of a factor approach to caculate related costs, particularly recurring costs.  For
this reason, the Commisson has utilized the equipment investment costs proposed by Verizon
and imputed an EF&| factor based upon the instalation rate ordered above, $837.25.%°
Applying the Commission-imputed EF&I factor®® and modifying the ACF factors to remove
the factor for “other support” and haf of the “wholesde marketing” factor to Verizon's cost
dudy, the Commisson edtablishes a recurring Adminidrative and Support charge for
Scenario C of $11.69, inclusve of a 12% overhead markup. The Commission believes tha
this is a more accurate rumber than either the Rhythms/Covad proposed rate of $0.10 per line
(which isthe equivaent of $9.60 per splitter) or the Verizon proposed rate of $28.79.

With respect to Option A, the Commisson agrees with the findings of the Hearing
Examiner that Admnigtrative and Support charges should not apply to this scenario. In the
Proposed Order the Arbitrator wrote that:

. . . Verizon should be prohibited from imposing A&S charges
on CLECs under Option A. The Arbitrator is not persuaded by
the record evidence nor the arguments of Verizon that there is a
causd rdaionship between a CLEC placing equipment in its

collocation space and Verizon's proposed A&S cods. The
CLEC chooses the splitter, orders it, indals it in its collocation

%9 This amount is the Commission-ordered installation charge of $937.72, less the 12% overhead. The
Commission has utilized the direct installation charge of $837.25, as a 12% overhead is aready included in the
computation for the A& S charge.
60 This number is a proprietary number based upon Verizon's Proprietary Workpapers contained in Attachment
B, Section 1 of Verizon Exhibit A.
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gpace and, findly, connects it. It is obvious to this Arbitrator
that it is the CLECs who bear the subgtantia portion, if not al,
of the costs under this scenario. In addition, as Rhythms/Covad
and Staff note, the fees that CLECs dready pay for collocation
space should cover any support costs necessitated by their use
of the space. It should aso be noted that Verizon currently
applies an overhead factor of 12 percent to UNES. Accordingly,
the Arbitrator finds that Verizon should be prohibited from
imposing any A& S charges upon CLECs under Option A.%*

The Commisson agrees with the Arbitrator’s decison. In the case of Option A, the plitter
equipment is collocated within the CLEC collocation arrangement. In making this
arangement, the CLEC has provided Verizon with an additiond Application Fee and an
Engineering/Implementation Fee.  To the extent that Verizon incurs cods related to the
product design of a collocated splitter, then they have dready recovered those costs through
the Enginegring/Implementation Fee that is imposed on the collocating CLEC. Verizon has
not edablished that it would incur additiond product design cods beyond those codts
recovered through the collocation engineering augmentation fee  To order additiond

recovery of these costs would equate to double recovery.

E. Loop Qualification

The Hearing Examiner noted that in addition to the actuad physicd work necessary to
ingall a splitter and prepare copper loops to provide DSL service, the loop must be qudified
to determine whether it is ussble for DSL sarvice. “Loop qudificaion” entalls ascertaining
whether the copper loop contains load coils®? or bridged taps®® that would make the high-

frequency portion of the loop unusable for xDSL servicee. The Proposed Order adopted

61 Case No. 8842, Phase 11, Proposed Order at 15.
62 Load coils are used to enhance the quality of voice signals, generally on long loops or loops that have been
impaired by theinstallation of bridged taps.
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Verizon's proposed rates for loop qudification and established a monthly recurring charge of
$0.33 per loop for use of the mechanized qudification databases and non-recurring charges
ranging from $109.04 to $916.37 for manua loop qudification and engineering queries.

Verizon proposes to provide a vaiety of “levds’ of qudification. The first levd,
Mechanized Loop Qudification, refers to the employment of a mechanized loop qudification
database through which the user is informed as to whether a gpecific line is cgpable of
supporting line sharing. Next, Manud Loop Qudification refers to any manudly pre-
qudified line and the information provided includes the tota loop length (including bridged
taps), presence of load coils (yes or no), presence of Digital Loop Carrier (yes or no), and
qudifications for ADSL/HDSL (yes or no). The third type of loop qudification offered by
Verizon is the Enginesring Query, which gpplies when a CLEC requests additiond loop
makeup information beyond that supplied by the Manud Loop Qudification. Information
such as the amount and location of bridged taps, location of load coils, location of Digita
Loop Carrier, or cable gauge, from Verizon cable records may be requested.

Verizon currently has two mechanized sysems that contain information pertinent to
loop qudification: the Loop Facility Assgnment Control System (“LFACS’); and the Trunk
Integrated Record Keeping System (“TIRKS’). According to Verizon, LFACS was designed
years ago, before the services at issue here even existed. It was not designed as a loop
qudification sysem, but raher as an inventory sysem that could faclitate inventory
assignment.  Verizon cdams that the LFACS only contains full makeups for approximatdy
16% of its loops since loop makeups were added to LFACS only when loops were (pgraded

or replaced. Verizon claims that in order for it to have populated the LFACS databases with

63 A bridged tap was used to allow the same cable pair (loop) to appear at several different locations. Bridge taps
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the information the CLECs are currently seeking it would have to have expended a sgnificant
amount of resources and funds, so it chose to minimize the amount of informetion that was
incorporated into the LFACS. Verizon dso argues that some of the information is not capable
of being “readily” mechanized. For example, Verizon indicatesthat its.

. . cable plats [could not] readily be transferred to a

mechanized database, where they would be avalable for

conqultetion on an asneeded bass  “Mechanizing” these

records for effective use could not be accomplished smply by

scanning the documents and doring the images dectronicdly.

Rather, the information encoded in the plats would itself have to

be entered — primarily manudly — into a system sophisticated

enough to dore dl of this information efficiently, to retrieve

relevant information in response to a wide range of possble

queries, and to update the information as needed. The cogts of

such a process would be enormous and would take years to

implement. To date, the Company has not judged it cost
effective to undertake this effort. %

Covad and Rhythms both filed exceptions to this issue. Both paties dam tha
Verizon's use of a different network architecture results in higher charges than necessary.
Additionally, Covad argues that the Hearing Examiner should have found that in a forward-
looking environment the loop qudlification database would have dready been populated with
complete and accurate information.

The Peditioners clam that the basc information that a competitor would need to
determine whether a loop is qudified for line sharing resdes in Verizon's LFACS and TIRKS
databases. In support of this claim, Petitioners note that Verizon “should have the appropriate

information in its LFACS databases. Field organizations were directed to enter loop makeup

facilitated moving a particular number from one location to another and were also used to provide party lines.
%% Verizon Exhibit D a 80.
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(“LMU”) information into its LFACS database on a going-forward bass snce the mid
1980,8_”65
To rephrase the argument, the Petitioners essentidly classfy the LFACS databases as just
another flavor of OSS to which CLECs are entitted access pursuant to the Act. The
Petitioners dlege that:

. . . It is Verizon's responshility to follow its own practices for

fully and accurately populating its databases and maintaining

those databases in such a way that they contain accurate

information.  The cods for populaing and mantaining OSS

databases have traditionally been passed on to consumers as

pat of recurring charges. In a competitive environment, the

incumbent should pay for error correction, should it be found

that exiging practices are either not being followed or are not
being done accurately.

Snce this is essentidly an OSS, the Peitioners seek read-only access to the LFCAS and
TIRKS and other relevant databases via an eectronic interface.

Staff recommended that Verizon's loop qudification database be made available to
CLECs through the World Wide Web Graphica User Interface (“Web GUI”). To recover the
cost of accessing the database, Staff proposed a “dip charge’ in the amount of $0.32. Staff
argues that while Verizon data may be partly paper based in the near-term, in the long-term,
dl data should be accessible dectronically.®®

Discussion

The Commisson finds Verizon's arguments difficult to accept. By its own admission,

this LFACS has been around for “a long time’ and it adds loop makeup information to the

LFACS as loops are upgraded or replaced but, in al that time Verizon has supposedly only

% petitioners’ Exhibit 3 at 181.
%6 Staff Exhibit A at 21.
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upgraded or replaced 16% of its loops. The Commission finds that the LFACS, TIRKS and
other related databases are a form of OSS. The CLECs should be permitted read-only access
via an dectronic inteface and should be able to access that information which would be
avalable in a forward-looking environment, i.e, totd loop length (including bridged taps),
presence and location of load coils, presence and location of Digitd Loop Carier, cable
gauge, and qudifications for ADSL/HDSL. Because this information would be avalable in a
forward-looking network, the Commisson rgects the findings of the Arbitrator with respect
to this issue and, ingtead, finds that there are no charges with respect to manua loop
qudification or engineering query.

As for the Mechanized Loop Qudification, the Commisson determines tha Staff’'s
recommended approach is reasonable. The CLECs should be assessed a per-use (“dip”)
charge to access the database for Mechanized Loop Qudification and obtain that information
necessaty to provison DSL, i.e, totd loop length (including bridged taps), presence and
location of load coils, presence and location of Digitd Loop Carier, cable gauge, and
qudifications for ADSL/HDSL. However, the Commission recognizes that the fal-out rate
assumed by Staff, 0.3 percent, in developing its dip charge is inordinately low. Therefore, the
Commisson haes adjused Staff's recommendation to dlow for a higher levd of fdl-out and
determines that the amount of the per-use charge shal be $0.45, inclusive of overhead. To the
extent that Verizon dleges there are costs associated with providing the LFACS as an OSS
system, the Proposed Order set forth the treatment for those costs and we agree with that

trestment.
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F. Loop Conditioning

The Proposed Order of Arbitrator adopted al of Verizon's loop conditioning charges.
The Arbitrator found that the Loop Conditioning Cost Study presented in this proceeding by
Verizon setsforth that VVerizon will incur costs to remove voice enhancing devices on loops.

Covad and Rhythms both filed exceptions to this issue. Both paties cam tha
Veizon's use of a different network architecture results in higher charges than necessary.
Specificdly they assart that Verizon caculated recurring loop rates based on the assumption
that al loops exceeding 18,000 feet in length were congructed of fiber feeder cable and
copper digribution cable and would not have been congructed using enhancements that
prohibit line sharing; however, & the same time it assumed, for nonrecurring cost
cadculations, that these same loops exceeding 18,000 feet in length were made only of copper
and, as such, would more likely than not contain voice enhancing equipment that would need
to be removed. With respect to bridged taps, the Petitioners clam that the nature of DSL
preventsit from operating with more than 2,500 feet of bridged tap and that:

. . . the existence of excessive bridged tap (more than 2,000 feet
for an individud bridged or 2,500 feet of tota bridged tap) is
projected to be s0 rare, and should not even exist if outsde plant

followed 30-year [Service Area Concept] guidelines for loops
of any distance from the centrd office. . .6’

The Pditioners argue that Verizon, over the last 30 years, should dready have removed
bridged taps from its plant. Therefore, the Petitioners urge the Commission to reect the rates
proposed by Verizon for bridged tap removal, and require Verizon to provide line sharing and

DSL-capable loaps to Rhythms and Covad using conditioned loops.®

71d. at 95.
%8 petitioners Exhibit 3 at 95.

32



Verizon argues that the FCC's Line Sharing Order expresdy dlows them to recover
loop-conditioning costs.  Through its proposd, Verizon has voluntarily offered to forego
loop-conditioning charges for load coil remova from loops less than 18,000 feet. It is only
seeking to recover codts for the remova of load coils from loops in excess of 18,000 feet.
With respect to bridged taps, Verizon does not intend to seek recovery for bridged tap
removd when a loop of less than 18,000 feet has bridged taps over 6,000 feet in length
removed so that the total bridged tap length does not exceed 6,000 feet.?® Verizon indicates
that:

[ijnstances where a bridged tap does exceed a total length of
6,000 feet, or even 2,000 feet, are extremey rare. In the 254
Verizon New York loop samples collected for a 1997 Bellcore
study, there were no loops where the bridged tap exceeded 6000
feet and only 18 ingances where an individud bridged tep
exceeded 2,000 feet. In fact, for the entire sample the average
maximum bridged tap length for the loops that did have a

bridged tap was 840 feet, and the average totd of all the bridged
taps on aloop was 1,038 feet.”

Furthermore, in contrast to the Petitioners argument, Verizon notes that the Service Area
Concept “guidelines have never contemplated the immediate dimination of bridged tgps and
load coils. Indeed, bridged tap continues to be standard as pat of an efficient network
design.” "

The Engineering Work Order process includes certan generd preiminary functions
asociated with loop conditioning activitiess.  The charge covers the enginering costs

asocigted with designing the work requirements (including billing), writing the work order,

and updating the appropriate systems. Verizon cdams tha none of the loop qudification

69 \erizon Exhibit B at Attachment D, pg. 5.
70 Verizon Exhibit D at 69.
™ 1d. at 65.
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activities included in the Manud Loop Qudification or Engineering Query processes
duplicate the loop conditioning activities included in the Engineering Work Order.
Discussion

The FCC cdarifies tha, in addition to load coils, “ a conditioned loop describes a
copper loop from which bridge teps [sic], low-pass filters, range extenders, and smilar
devices that carriers use to improve voice transmisson capability have been removed.”’?> As
noted above, he Commisson believes tha the rates for line sharing should be based upon the
same forward-looking network as that used by Verizon to develop the rates for the UNE loop,
i.e, a mix of fiber and copper. Verizon voluntarily provides that it will not charge for load
coil remova on loops less than 18,000 feet. During the hearing, Verizon dso tedified that in
a forward-looking network, it would not deploy 100% percent copper loops in lengths greater
than 18,000 feet. In those instances, Verizon dams that the loops would consist of fiber.”®
As such, in a forward-looking network, the incidence of loop conditioning for loops grester
than 18,000 feet would be nonexistent.™

Based upon the Commisson's and the FCC's pricing guiddines, rates for the line
sharing UNE are required to be based upon a forward-looking network. In such a network,
loop conditioning, or rather de-conditioning, would not be required for a fiber-fed loop, and
the only existing copper loops would be less than 18,000 feet for which Verizon has indicated
there will be no charge. As Verizon noted in its brief, “[e]lven the FCC's universa service

proxy model would only use copper feeder for loops under 18,000 feet — i.e, for loops that

"2 Line Sharing Order at 182.
3 Tr. a 799-80. (White)
" The FCC al'so acknowledged that such occurrences would also be very rare., See Line Sharing Order, 183.
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would in any event not generdly be fitted with load coils and thus would not require
deloading.” ™

As noted earlier, Verizon has argued that the FCC's Line Sharing Order expredy
dlows them to recover loop-conditioning costs.  The Commisson disagrees with this
interpretation. The FCC's directives related to recovery of loop conditioning costs are only
relevant to dtates that have assumed copper feeder for purposes of calculating forward looking
costs. The FCC has not directed states to assume copper feeder in calculating these costs.”®
Without such a directive, it would be illogicd for the FCC to mandate recovery of cods that
are rdevant only to a network assumption that may not have been agpproved in a particular
state.

For purposes of setting these interim rates for load coil remova, and based on
Verizon's own tegimony, the Commisson will assume that in a forward looking network
loops over 18,000 feet are fiber-fed loops and thus no load coil remova is necessary. Based
on this assumption, the Commisson concludes that there shal be no charge for load coil
removal for loops greater than 18,000 fest.

With respect to bridged taps removal, the Commisson understands that such removal
would only occur when “excessive’ bridged tap appear on the line”’ making line shaing
impossible.  According to Verizon, “it is rdatively uncommon to find bridged taps a a leve
affident to sgnificantly impair the qudity of DSL transmisson”’® The Petitioners and

Verizon acknowledge the exisgence of industry guidelines with respect to outsde plant

S Verizon Initial Brief at 49, citing to See Federal-State Joint Board on Universal Service; Forward-Looking
Mechanism for High Cost Support for Non-Rural LECs, CC Dockets No. 96-45 and 97-160, Fifth Report and
Order, 13 FCC Rcd 21323 (rel. October 28, 1998), {1 68-70.

78 Verizon's own testimony assumes the use of fiber for loops over 18,000 feet in aforward-looking network.

See Tr. at 799-800.
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engineering.  In paticular, the parties reference the Serving Area Concept (“SAC”) guiddines
which have been in effect snce approximatey 1972, and the Carrier Serving Areas (“CSA”)
desgn guiddines which have been applied by Verizon to loop didribution desgn since
goproximatey 1980. The SAC guiddines specify that the use of bridged taps should be
minimized, while the subsequent CSA guiddines mantan tha “[tlhe maximum dlowable
bridged-tap is 2.5 kft, with no single bridged-tap longer than 2.0 kft.”"®

The Commission believes that the SAC and CSA guiddines represent an appropriate
proxy to detail a forward-looking network containing bridged tagps. The Commisson finds
that in a forward-looking network, bridged taps in excess of 2500 feet will not exis.
Therefore, no charge should apply to al bridged taps removed in excess of 2,500 feet as they
are not forward-looking, nor in compliance with the indudtry guiddines  However, with
respect to bridged taps 2,500 feet or less, irrespective of loop length, that a CLEC has
requested Verizon to remove in order to faclitate line sharing, the Commission finds that a
charge in this ingance is appropriate and, as such, on an interim bads, Verizon's proposed
rates, less the gross revenue loading factor, are adopted.

The Commisson wishes to dress that this is an interim determination only. In other
cases Verizon continues to be free to propose any network architecture it fedls is warranted
within the context of developing cost models or for any other purpose. Once the Commission
determines which network architecture to adopt, the Commisson will reconsder the interim

loop conditioning rates set forth above, if necessary.

" Line Sharing Order at 18, n.9.
8 \/erizon Exhibit D at 61.
"9 petitioners’ Exhibit 3 at 94.
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However, with respect to loop conditioning through the addition to a line of
eectronics, such as repeaters, that would not be present in Verizon's forward-looking
network, but which are necessary to make the line usable for line sharing, it is gppropriae that
Verizon recover the associated costs  The Petitioners urge the Commisson to rgect
Verizon's proposed rates because they clam tha the cost of adding eectronics to the line is
aready being recovered in the cost of ISDN loops and because Verizon has faled to judtify
their proposed rates. With respect to this issue, Staff argues hat where the deconditioning for
DSL service involves remova or placement of equipment that would be used on a forward
looking bass, an example of which is an ISDN device or card that is a forward-looking,
necessary part of ISDN sarvice®® tha the deconditioning would be a genuine incrementd
cods experienced by Verizon. The Commisson finds Staff's arguments persuasve. On an
interim bads the Commisson will adopt Verizon's rates, minus the gross revenue loading
factor, for Add Electronics (Repeater) and Expedite Add Electronic (Repeater). The rates
adopted, inclusve of common overhead, are $1,068.21 and $1,076.07, respectively. The
permanent leve of these raes, as wdl as issues petaning to double recovery will be
examined in Case No. 8879.

As for Verizon's Proposed Engineering Work Order, the Commisson determines that
the appropriate rate for this dement is that rate currently contained in the Bdl Atlantic —

Maryland, Inc./Bell Atlantic Network Data, Inc.2! Interconnection Agreement, $80.89.

80 staff notes that where ISDN and similarly advanced equipment is on aloop, Verizon would not be expected to
removeit in the absence of adata CLEC request to use the loop to provide DSL service. Staff Initial Brief at 13.

81 Verizon isthe successor in interest of Bell Atlantic — Maryland, Inc. and Verizon Advanced Datalnc. isthe
current successor of Bell Atlantic Network Data, Inc.
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G. Cooperative Testing Charge

The concept of Cooperative Teding within the line sharing scenario is not a
requirement of the FCC or the Act but, instead, is a concept which emerged from a New York
DSL collaborative in which Verizon, Rhythms and Covad participated. According to Covad
and Rhythms, the reason Cooperative Testing was initiated was to address performance issues
that had arisen in New Y ork 22

Now that the parties have come to Maryland, Verizon has continued to propose a rate
for Cooperative Testing. The Hearing Examiner found that Verizon's proposed rates were
reasonable and adopted them. Covad and Rhythms except the Hearing Examiner’s findings.
Rhythms argues that Verizon has the duty to provide any CLEC ordering a line sharing UNE
with a working, wholesde loop and that it should not have to test for loop continuity.
Rhythms aso argues that loop testing is a shared benefit and that each party should absorb its
own testing codts.

Covad argues that the rate proposed by Verizon is for cooperdative tesing of stand-
aone loops, not the line sharing portion of the loop. Covad dso dleges tha Verizon had
agreed to waive the imposition of a cooperative testing charge and devel op other procedures.

Verizon denies the exigence of an agreement with respect to waiving the cooperative
testing charge. Verizon argues that “[p]roviding working loops requires that [it] purchase and
n 83

deploy the appropriate equipment and perform certain maintenance and testing functions,

and infers that cooperative testing is such a required function. Because cooperaive testing is

82 petitioners’ Exhibit 3 at 196.
83 Verizon Reply Exceptions at 11.
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a necessxy and efficient mechanism for carrying out Verizon's obligations to provide access
to UNEs, Verizon assertsit is recoverable in accordance with the Act.2*
Discussion

The Commisson finds that each party should bear its own costs with respect to
Cooperative Testing. Both parties, the ILEC and the CLEC, enjoy the bendfits of engaging in
cooperative testing and, as such, it would be grosdy unfair to require CLECs to bear the
burden of paying for ther costs as wdl as for Verizon's Additiondly, Verizon, not the
CLEC, has the duty and obligation of ddivering a functioning high frequency portion of the
loop to the CLEC ordering the line sharing UNE. Verizon's argument that cooperdive testing
IS necessary for it to comply with this obligation is not compeling. The Commisson beieves
that the proper dlocation of the costs for cooperative testing is for each party to shoulder its
own expenses. As such, the Commission, in reecting the finding of the Proposed Order,
grants the gppeds of Covad and Rhythms with respect to this issue and finds that there shdl

be no charge for cooperdtive testing.

H. Intercarrier Compensation Cost Recovery Principles

Staff proposed five principles designed to provide guidance to the Commisson in future
proceedings, specifically arbitration proceedings, regarding inter-carrier compensation and
cost recovery.®® Saff proposes that the Commisson consider in future proceedings the
gpplicability of broad-based recovery of network upgrade expenses such as switch upgrades,

loop plant upgrades, and OSS upgrades by carriers from their own customers. In the case of

81d.
8 See, Staff Exhibit B at 3-8.
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Verizon, Staff believes that broad-based recovery from Verizon's retal customers could be
implemented in conjunction with a comprehengve review of its price cagp plan.

In particular, Staff recommends that network elements should be priced based on
sructured models of forward-looking, efficient networks, technologies, methods and
procedures using verifiable investment and cost factors. Monthly recurring rates may be
edimated through amortization of investment amounts, updated cost factors, and a common
codt factor set by the Commisson. Mogt inter-carier rates should be recurring monthly
charges, or usage charges. In addition, Staff recommends that any cost model submitted for
Commisson condderation should be auditable and verifisble agang double recovery or over
recovery. With respect to time-based rates, Staff recommends that Verizon be required to
record time or dlocae time in a manner that enables auditing and verification of cods.
Findly, Staff hypothesizes that inter-carrier compensation rates should be updated a least
once every three years based upon Commission determined modd inputs (e.g., depreciation
rates, cost of capital, fill factors, etc.).

On brief, Staff submits that the Arbitrator may find these principles to be useful
guiddines in ariving a his decisons in this proceeding. Saff adso beieves that these
principles should be brought to the Commisson’s atention. By the Proposed Order, the
Arbitrator referred the Commisson to Staff Exhibit B in this proceeding, to review Staff’'s
recommended principles for future guidance.

Verizon excepts this portion of the Proposed Order arguing that the Commission

should ignore Staff’ s proposed principles.
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Discussion

The Commisson rgects Verizon's arguments and affirms the findings of the Proposed
Order with respect to this issue.  The Commisson may consder when making ts decison in
this proceeding any evidence that is a part of the officid record. Staff’s recommendations are
included within the record. The Arbitrator's recommendation was that the Commission
review Seaff's principles. The recommendation did not purport to affect any particular rate
proposed by any party to this proceeding. Instead, it appears that one party memoriaized in
writing some concerns that they had with respect to UNE rate setting and proffered
recommendations to avoid those problems in the future. As the Arbitrator did not attempt to
adopt or rgect any paticular principle, the Commission's review of the decison is limited.
As with any tesimony presented and put into evidence in this proceeding, al parties were
provided the opportunity to cross-examine and, in this instance, even rebut the testimony. Of
interesting note, however, is that Staff's principles do address some concerns raised by the

Commission with respect to the evidence presented in this proceeding.

. Splitter Support Charge

The Proposed Order of Arbitrator did not address the issue of the Splitter Equipment
Support Charge proposed by Verizon. On appeal Verizon requests that the Commission
congder this issue and determine the rate, if any, for this dement. Covad argues that the
absence of this lement in the Proposed Order is tantamount to a decision by the Arbitrator
that there should be no charge for this dement.

The Commission is unable to agree with Covad's reasoning. The Proposed Order is

dlent on the issue of Splitter Equipment Support Charges.  From this dlence the Commisson
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IS unable to infer that the Arbitrator intended to set this rate a zero. Because the parties put
this issue squardy within this review the Commisson is required to render a decison with
respect to the cost proposals.
Verizon proffers that the Splitter Equipment Support Chargeis intended to recover:

. . . two cost components. Each of them reflects the fact one

equipment bay can hold 14 <olitter shelves The firg

component, Land & Building Reay Rack Cost per Splitter

Shelf, was developed by converting the Equipment Bay Land &

Building rate, found in the P.S.C. 218 Tariff, Section 2J, to a

per shelf cost by dividing the rae by 14. The second

component is one fourteenth the cost of equipment bay. The

recurring cost of Splitter Equipment Support dement is the sum
of these two components.®®

Covad and Rhythms assert that the Splitter Equipment Support Charge is designed to
recover the monthly cods for flow space and equipment racking per splitter shelf and thet it is
correctly gpplied only to CLECs under Option C. In fact, Covad and Rhythms date that
Verizon's “proposed cost does not agppear ggnificantly different from the result of the
Covad/Rhythms andysis”®”  Instead the only objection raised by Covad/Rhythms to the
impogtion of this charge is that they believe it should be on a per-line as opposed to a per-
shdf basis.

Discussion

Based on the record on this issue the Commisson determines that Verizon's proposed
rate br Splitter Equipment Support, modified to reflect the Commisson decison with respect
to the ACF, is appropriate on an interim bass. The building space charge that is contained

within the Splitter Equipment Support rate is based on the current, tariffed rate for centra

86 \/erizon Exhibit C at 17-18.
87 petitioners’ Exhibit 3 at 122.
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office gpace. This rate is then adjusted to reflect the fact that up to 14 splitters can be housed
on the rack. The remaining component of the Splitter Equipment Support charge is intended
to recover the cost of the rack itsdf and is based on the application of the ACF factors:
“network”, “wholesde marketing” and “other support”. As the Commission indicated above,
the application of the ACF factors needs to be modified to comply with the Commisson’s
decison by removing in its entirety the ACF factor for “other support” and having the ACF
factor for “wholesde marketing”. Additiondly, the gross revenue loading factor should aso
be removed. The reaulting rate for the Equipment Bay after the adjustments noted above is
$1.18. The taiffed rate for the building space remains at $1.98. Thus, the totd rate for the

Splitter Equipment Support is $3.16.

J. Collocation Application & Engineering/l mplementation Charges

The Proposed Order did not address the parties proposed Collocation Application &
Enginesring/Implementation charges. On gpped Verizon requests tha the Commisson
clarify the gppropriate rate. Covad replies to Verizon's gpped by citing an ingance where
VerizonNY was found through an audit conducted by Arthur Andersen to have faled to
collect collocetion fees from its effiliate. Covad argues that Verizon's noncompliance in New
York is sufficient reason for this Commisson to deny the impostion of a collocation augment
goplication and engineering fee.

Throughout this proceeding, Rhythms and Covad’'s postion with respect to this issue
always contemplated that some charge was appropriate. It appears that their concern was that

the level of the charge implemented not be too high.



Verizon proposed to apply the application and enginering/implementation fees for
collocation augments contained in its collocation tariff. This rate was specificaly designated
to be for augmentations or changes made to the CLECS collocation arrangement. Rhythms
and Covad argue that Verizon falled to provide the underlying cost support, or to show that
the collocation charges were applicable in the line sharing environment.  In particular, the
Petitioners date that Verizon “has atempted to import, without specific judification, a
substantid  application fee for augmenting the competitor's collocation arrangement.”8®
Rhythms and Covad recommended that the Commisson direct Verizon to develop a line
sharing specific collocation augmentation fee, and pending its development, they proposed
that the Commisson set the collocation application and engineering/implementation fee a
50% of the rates proposed by Verizon.

Verizon indicates that it proposed in this proceeding its current rates for collocation
augments. In its testimony, Verizon dso provided that these rates were interim rates set by
the Commisson pending investigation in a separate proceeding®™ and indicated that they were
contained in P.SC. Taiff 218, Section 2-J. In response to the Petitioners arguments that
Verizon has faled to provide a reasonable connection between the collocation augmentation
activities caused by line sharing and generd collocation augments, Verizon responded that
“the work involved in augmentaions for splitters is precisdy the same the planning and
engineering of cable routes and cable terminations, and some design, i.e, of Solitter bay,
glitter shelves and connector blocks to accommodate line sharing to an existing collocation

arangement.”® Verizon dso indicated that the cost of processing the gpplication, updating

8 petitioners Exhibit 3 at 128.
89 v/ erizon Exhibit C at 18.
90 \/erizon Exhibit D at 43.



billing accounts and network information is recovered through the gpplication fee
Essentidly, according to Verizon “[tlhere is no dgnificant difference in the scope and
magnitude of work activiies and work function necessary to implement a line sharing
arangement as compared to those required to augment an exising physica collocation
arrangement through recabling.”*
Discussion

The Commission notes that Case No. 8766 is the proceeding that is investigating the
pemanent level of collocation raes in generd, and collocation augmentation rates
specificaly. All of the parties to this proceeding are adso parties to Case No. 8766 and have
the ability to provide evidence on this issue to the Commisson. The Pelitioners have not
persuasively demongrated that the activities performed when a CLEC chooses to collocate a
golitter in its space are aufficiently different from other augmentation activities Verizon has
adso indicated that the collocation gpplication fee would not aoply unless Verizon was
required to do some additiond work to the cage® In particular, Verizon Witness Stern
indicated that if *“cables were dready configured properly and [a CLEC] just wanted to put an
additiond splitter shelf into the cage, that would be transparent to Verizon”®® and in that
ingance there would be no separate application fee. Upon review of the evidence submitted
in this proceeding, the Commisson finds tha the current tariffed rates for augmented
collocation gpplication and engineering/implementation activities as proposed by Verizon
should be adopted as the interim rate in this proceeding. Therefore the Commission finds that

the rates for the collocation gpplication and engineering/implementation fees are the rates

g,
92Ty, at 719. (Stern)
%4
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contained in Verizon's PS.C. 218 Taiff, Section 2-J, currently $2,500.00 and $1,066.94,

respectively.

K. Central Office Wiring, Provisoning & Field Installation

Verizon requests that the Commission issue a claification on this issue. The Proposed
Order did not expresdy determine the rates that should gpply to C.O. wiring, provisoning and
fidd ingalation, and Verizon requests that the Commisson do o now.

Verizon proposed severa nonrecurring costs with respect to the line sharing UNE
These codts fdl into four primary categories. (1) service order; (2) centrd office wiring; (3)
provisoning; and (4) fiedd inddlation. Verizon indicaes tha “nonrecurring costs are the
one-time expenses asociated with the activities necessary to process and provison a

customer request for the initiation, change or disconnect of a particular servicee.  Non

recurring costs are generdly incurred a the time the ordering and provisioning occurs [sic].”%*

Verizon described its development of the non-recurring codts as follows:

[Verizon] edimated the forward-looking amount of time
required to perform each work activity involved to fulfill the
CLEC's request and multiplied the work time by the appropriate
forward-looking labor rate. Labor rates were leveized over a
two-year planning period. To these reaultant cods, an
dlocation of common overhead expense and gross revenue
loading were added. The costs have been determined for both a
normal/standard interval and for an expedited interva.

The nonrecurring costs were, for the most part, developed
usng a nonrecurring cost modd. The Bdl Atlantic Non
Recurring Cost mode (“NRCM”) is used to facilitate the
identification of unique forward-looking cods for the different
savice order  processng and  provisoning  norrecurring
functions associated with each dement studied.  The modd
utilizes work time edimaes obtaned primaily through a

9 v/ erizon Exhibit C at 7.
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datisticadl sample technique and the use of surveys. The NRC

model lists work time estimates for discretely identified connect

and disconnect-reated activities. The time edimates are then

adjused by the frequency with which the activities ae

performed today and with which they will be peformed in the

future. That is the modd includes not only the time to perform

an activity, but dso includes the percent of the time the activity

is actudly performed today and adjusts the results for the

expected percentage of time the activity is expected to occur in

the future. The NRC modd is a tool that provides a systematic

means to identify forward-looking edimaies of the time

consumed performing the group of activities necessary to order

and provision a particular service®
C.O. wiring refers to the ingdlation of “jumpers’ or the establishment of connections on a
frame that are necessary to implement a line sharing arangement.  The provisoning charge is
desgned to recover codts of actudly wiring and ingdling the line sharing service. The fidd
ingdlation charge goplies only to CLEC-initiated or requested dispatches. Verizon identifies
three ingtances when a CLEC may request a fidd inddlaion: 1) to remove a maintenance
tes unit from a ling; 2) when the end user may be present during the ingdlation and notices
noise on the line that he/she wants cleared up; and 3) when a CLEC may request a line and
daion trander. The fidd inddlation charge will only apply if the CLEC requeds the
dispatch. The service order rates recover the costs of processing a service order by Verizon's
Telecommunications Industry Services Operations Center (“TISOC”) organi zation.

The Petitioners argue that the nontrecurring rates proposed by Verizon were

“recycled” from another proceeding, specificaly Case No. 8786. The Petitioners recommend

that Verizon's proposed non-recurring charges should either be rgiected or reduced by 50%

%d. at 8-9.
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and st on an interim badis until the parties have an opportunity to review and work with the
Commission’s decision in Case No. 8786.%°
Discussion

As the Commisson has indicated, the rates set pursuant to this arbitration will be
interim pending the outcome of Case No. 8879. Case No. 8879, In the Matter of the
Investigation into Rates Pursuant to the Telecommunications Act of 1996, will examine both
recurring and nontrecurring UNE ratess  The parties to this proceeding will have an
opportunity to not only review, examine and andyze rates proposed by Verizon, but will dso
be able to make specific rate proposas and provide adequate support documentation for the
Commisson to condder. The Hearing Examiner aready decided the issue with respect to
Sarvice Order Charge and no party gppeded that decison. With respect to the remaining
non-recurring charges, the Commisson determines that Verizon's proposed rates, minus the

gross revenue loading factor, shal be adopted on an interim basis.
[1l.  CONCLUSION

Based upon the foregoing discussion, the Commisson has determined tha the rates
contained in Attachment A to this Order will be adopted on an interim bass. With the
exception of loop codts, the permanent rates for the line sharing UNE will be those rates
determined by the Commission through Case No. 8879 and Case No. 8766. As for loop costs,
this rate will be reexamined in the context of the Universal Service proceeding, Case No.

8745, and Verizon's price cap plan.

% On February 26, 2001, the issues contained in Case No. 8786 were consolidated into Case No. 8879.
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| T ISTHEREFORE, this 3% day of April, in the year Two Thousand and One,
ORDERED: 1) That the Proposed Order of the Hearing Examiner is affirmed,
except as modified by this Order;

2) That the rates adopted by the Proposed Order of Hearing Examiner
and not modified herein are interim in nature and in force and effect until permanent rates are
edtablished by the Commission as detailed herein; and

2) That the rates established in this Order as set forth in Attachment A
ghdl be interim in naure and in force and effect until permanent rates are established by the

Commisson as detailed herain.

/9 Catherinel. Riley

/9 Claude M. Ligon

/9 Susanne Brogan

/9 J. Joseph Curran 111
Commissoners

97 Chairman Riley dissentsin part from Section I1.F of this Order.
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Case No. 8842

Attachment A
Page 1 of 2

RHYTHMS/COVAD/VERIZON
L INE SHARING ARBITRATION

COMMISSION FINAL ORDER

ELEMENT (Including 12% Common Overhead)
SPLITTER NON-RECURRING
Solitter Ingtalation $937.72
SPLITTER RECURRING

Adminigtrative and Support - Option A $0.00
Adminisgtrative and Support — Option C $11.69
Splitter Equipment Support (Total) $3.16

-» Equipment Bay Cost $1.18

-1 Building Space Rate $1.98

COLLOCATION NON-RECURRING

Application Fee — Physica Augment

P.S.C. 218 Tariff, §2-J

Engineering Fee — Physcd Augment

P.S.C. 218 Tariff, §2-J

QUALIFICATION and CONDITIONING
NON-RECURRING

Manua Loop Qudification n/'c
Expedite n'c
Engineering Query n/'c
Expedite n/'c
Engineering Work Order $80.89
Expedite $80.89
Remove Bridged Tap (1 Tap - up to 2,500 ft) $179.99
Expedite $253.56
Remove Bridged Taps (multiple occurrences - up $435.13
to 2,500 ft)
Expedite $613.60
Remove Load Coils (21 Kft) n/'c
Expedite n/'c
Remove Load Coils (27kft) n'c
Expedite n/'c
Cooperative Testing n/'c
Expedite n/'c
Add Electronics (Repester) $1,068.21
Expedite $1,076.07




Attachment A

Page 2 of 2
COMMISSION FINAL ORDER
ELEMENT (Including 12% Common Overhead)
QUALIFICATION and CONDITIONING
PER USE COST
M echanized Loop Quadlification $0.45
QUALIFICATION and CONDITIONING
RECURRING COST
Wideband Test System $1.05
optiona
LINE SHARING
NON-RECURRING COSTS
Centra Office Wiring $28.13
Expedite $40.91
Provisioning-Initid $0.21
Expedite $0.30
Fed Ingdlation-Initid $110.08
Expedite $148.45
Co Wiring-Additional $13.84
Expedite $20.13
Provisoning-Additional $0.21
Expedite $0.30
Fidd Instdlation-Additional $37.40
Expedite $50.43
Manua Surcharge-Loop $14.96
Expedite $22.30
Misdirect In $40.37
Expedite $58.47
Misdirect Out $118.59
Expedite $162.83




IN THE MATTER OF THE ARBITRATION  * BEFORE THE
OF RHYTHMS LINKS, INC. AND COVAD * PUBLIC SERVICE COMMISSION
COMMUNICATIONS COMPANY VS * OF MARYLAND
BELL ATLANTIC-MARYLAND, INC. *
PURSUANT TO SECTION 252(b) OF THE *
TELECOMMUNICATIONS ACT OF 1996 * CASE NO. 8842,

* PHASE I

*

STATEMENT OF

CHAIRMAN CATHERINE I. RILEY
CONCURRING IN PART AND DISSENTING IN PART

This decison assgns interim rates for the variety of services to be provided by the
incumbent loca exchange carrier (“ILEC’) to competitive loca exchange carriers (“CLECS’)
for the provisoning of digitd line-sharing (“DSL”). | concur with the overdl determination
that the cost of service data entered into evidence by Verizon are lacking in the necessary
Specificity as to actud cods for DSL sarvices incurred by the ILEC. The failure of the
CLEC:s to introduce any cost study into evidence further exacerbates the lack of accurate data
Hence, find cod-based values are to be determined later in other proceedings before the
Commission. | agreethat thisis the gppropriate outcome.

The ovedl deeminaions in this quickly evolving, profit-making service
require that an gppropriate balance be achieved in the assgnment of costs. The permanent
rates to be decided in other proceedings should accomplish that godl.

However, there is one decison with which | disagree, because | do not believe the
outcome achieves that appropriate balance, even on an interim bass. This decison overturns
the Proposed Order of the Arbitrator and sets the deconditioning rate for remova of bridged

taps longer than 2,500 feet and load coils from loops over 18,000 feet a zero. Since most



deconditioning of loops is needed for those over 18,000 feet, the potentid for basic retall
savice rates to subsdize the cost of deconditioning these loops is grest. Moreover, this
outcome is incongstent with the FCC Line Sharing Order which provides that ILEC's may
recover costs for deconditioning al loops.  All CLECs and Verizon's own Advanced Data
afiliate will benefit from this decison to the potentid deriment of basic subscribers.
Having basc subscribers subsdize those profit-meking entities to such an extent does not

provide for the achievement of an gppropriately balanced cost-recovery methodology.

/9 Catherinel. Riley
Charman




